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Preface

I have taken this opportunity to give a brief review of the present state of
regional policy in the United Kingdom and, in particular, refer to the
relationship between the academic study of regional economics and the
development of regional policy, which have tended to drift apart in recent
years. Administrators, politicians, and journalists have increasingly recognised
that a change has taken place in ““the regional problem” with which policy has,
in one way or another, been concerned since the 1930s. The traditional view of
the problem as that of a rich, over-employed South-East and a poor, under-
employed, contracting “rest”, no longer corresponded with the facts; this
realisation has been heightened by the publicity given to the economic
problems of the “inner areas” of London and Birmingham. Rather
surprisingly, many regional economists have been slow to appreciate this
change, so that their analyses and prescriptions have, I suggest, often become
irrelevant and even misleading.

- This situation is not confined to regional economics. In the neophifiac
academic atmosphere of the post-war era, many new and pretentious schools of
economics —neo-Keynesianism, development economics, cost-benefit analysis
etc. — have enjoyed brief booms before being forced to undertake agonising
reappraisals. Regional economics--in its traditional post-war form - seems due
for a similar re-appraisal,

~'This essay is a sequel to Regional Policy for Ever? (Institute of Economic

 Affairs, 1973), and has been written at the suggestion of a distinguished

Professor of Politics who found Regional Policy for Ever? useful for teaching

- purposes. Other teachers might be surprised to find that the two booklets
‘together constituted a cost-effective intermediate text on British and European
Economic Community regional policy, as well as tracts for the times.

‘This essay was written before the change of government, but I have added a
Postscript to take account of the latest changes.

Cardiff, March 1981




Second Thoughts on
Regional Policy

The Background: The Barlow Report
To read a book which begins “The first sound in the morning was the
~clumping of the mill-girls’ clogs down the cobbled street’ and then goes on to
complain about unemptied chamber pots, is 1o evoke a vanished world, The
-book is George Orwell’s The Road to Wigan Pier, published in 1937. It was into
this world that British “regional policy” was born. At that time there was an
.incomparably sharper regional division than today — between the “distressed
areas” of South Wales, Merseyside, Tyneside, or Glasgow and the quite
. prosperous Midlands and Southern England. This division underlay the
- “analysis of the Barlow Report on the Distribution of the Industrial Population
_+-which was published in 1940 and was based on the situation in the 1930s.
“Barlow argued that the problems of congested and depressed areas were two
= sides of the same coin, and that on economic, social and strategic grounds there
'should be a more balanced distribution of new industries. One of the Report’s
_“arguments — the need for a distribution of population which would be best
“capable of surviving arial attack — played no role in subsequent British policy,
“ but the Report did profoundly influence post-war policy, and established the
~*‘black and white” view of regional policy; the “black’ areas being under-
employed and the “white” areas being over-employed.
‘The idea of steering industry to the “distressed areas”, was one which
minanded widespread support, including my own, But there was an
Em'ative view put, in her characteristic way, by Jane Jacobs.

_'I'oday, only two cities in all of Britain remain economically vigorous and prosperous, One is
‘Tondon, The second is Birmingham. The others have stagnated one by one, much as
‘Manchester did, like so many lights going out. British town planners, ironically, have regarded
London and Birmingham as problems, because they are places in which much new work is
dded to old and thus cities that persist in growing.!

ke'much of Miss Jacob’s writing, that seems to me more thought-provoking
hanstrictly true. Nevertheless, the unforeseen changes which have occurred
ince 1940 do suggest that planners cannot completely control the geography of
‘employment, and that an excessively restrictive policy in the Midlands and




" South-East may have damaged the seed-beds of industrial innovation. Even if
Britain had the small-firm vigour which has created “Silicon Valley” in
California, would it ever have obtained Industrial Development Certificates
and planning permission?

Surveys of British Regional Policy

The two main books on British post-war regional policy are Regional Policy in
Britain by Dr Gavin McCrone (1969) and The Framework of Regional
Economics in the UK by Professor A. J. Brown (1973). Dr McCrone’s book
gave an excellent narrative account of the origin and progress of regional policy
in all its aspects. Looking back now, when the growth rate in the Shetlands is
five times the national average and many inner London boroughs have
unemployment rates double the national average, one’s perspective may be
slightly different, but that is with the benefit of hindsight. Professor Brown’s
book was the outcome of a major research project undertaken by the National
Institute of Economic and Social Research. It sought to give a more quantified
analysis of the changes in the regional pattern, and of the role of regional policy
in them, and is certainly an important source of information. By 1973, however,
afew questioning voices were being raised. Was an approach which ignored the
economic differences between Camberwell, Slough and Canterbury, or
between Glasgow’s East End, Fast Kilbride, and Aberdeen; which treated the
“South-East Region” or “Scotland” as more or less homogenous entities, still
relevant? Professor Brown concludes:

In the last analysis, the need for regional policy is not simply a regrettable aspect of a temporary
economic sickness — a view that the British have been disposed to take of their economic
problems for at least fifty years, 1t is a normal part of the life of any economic community that
likes {or even tolerates) change, but has the humanity to recognise that the economy was made
for man and not man for the economy. (p.347)

This is a view which would command widespread assent (including mine) if
“regional policy” were interpreted in the broad sense of, say, “spatial
economic policy”, thus including the effects of economic change on towns,
villages or urban districts. But this is not the sense in which the term “regional
policy” is normally used in British discussion — or in Professor Brown’s book.
“Regional policy” in the UK has been concerned with economic differences
between the “Standard Regions” or areas of similar size — in particular, the
difference between the North and West, and the Midlands and South-East.
One can certainly agree with Professor Brown that British economic problems
are not a temporary sickness. But might not“regional policy”, and “the
regional problem” at which it has been directed, be aspects of one particular
economic sickness which was temporary in the sense that it took three decades
for the symptoms to decline to a level which might reasonably be considered
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acceptable, given that the patient is unfortunately also suffering from several
far more severe complaints? Perhaps Professor Brown'’s authoritative study
should be regarded more as a summing-up of a past era than as a guide to future
policy.

There is also a*Glasgow school” of regional economics which is
“institutional” as well as “‘quantitative”, pays due regard to international
comparisons, and is concerned with urban as well as regional problems.?
Anotherapproach is represented by C. H. Lee’s Regional Economic Growth in
- the United Kingdom since the 18805 (1971) which suggests that, although there
L are é_b_bs_anci flows between regions in population, employment and income,

the-long-run changes are much smaller than one might have imagined before
-studying the figures. But these studies are old-fashioned in the sense that they
~have a historical perspective, and are reluctant to give precise forecasts. They
“*have received less attention than studies which, by correlating changes in
“investment grants with regional employment, can estimate the effects of the
. _.grantsto the nearest thousand persons employed, or are able to predict that the
“number of registered unemployed persons in the UK in 1990 will be 4,623,000
‘unless import controls are introduced.>

- General theories

The studies which have attracted most attention are those which explain
egional differences in terms of one general theory and are, therefore, able to
reach striking, and often quantifiable, conclusions, Examples are Professor
nnar Myidal s theory of “‘cumulative causation”, and Marxist and
-eynesian” theories of regional economics. Professor Myrdal suggests that
"'region'al differences, once established, become increasingly wide in the
bsence of government intervention: regions which have failed to take off are
ble to-do so, and emigration of the most enterprising labour continually
veakens their economic potential 4 It seems clear from any review of long-run
glohal change that there are indeed periods when regions, and districts,
perience this type of downward spiral. It also seems clear that downward, or
upward; spirals do not last forever. (If they did, “developed” countries would
' Iarger regional differences than “less developed” countries. The reverse
e case:)-In recent years the difficulty has been in distinguishing the effects
onomic policy and those of market forces. But it seems clear that the shift
‘onomic activity in the United States from New York (once “Big Apple™)
sun'belt” has not been primarily the result of government policy, and
theoil boom which has transformed much of the east coast of Scotland was
reseenin the zegional planning of the 1960s. Economic activity does not

’ n'plhng up in one part of a country for ever. Indeed, the experience of
ndon and Rotterdam in the 1970s suggests that, by the time that




governments become worried about over-concentration, decentralisation is
often well under way.

Perhaps the idea of cumulative causation is more applicable to urban districts
than to regions. There has certainly been a cumulative downward spiral in
inner city districts such as New York, London or Liverpool. Even here, there is
a need for a historical perspective: the ugly and tendentious term
“gentrification” indicates that there can be counter-movements. Moreover,
the implication that market forces have harmful polarising consequences,
which state action corrects, hardly fits all the facts; as the British “inner area”
studies bring out well, the plight of these areas, although having its origin in
geographical changes, has been aggravated by official policies.s Thus the
concept of “cumulative causation” is useful, provided it is not pushed too far.
There are upward and downward spirals in regions and districts and, if
legislators learn to understand trends better than they have in fact usually
done, government policy can play a useful moderating role. But the way this
concept has been put forward in the academic discussion of regional policy has
probably been more misleading than helpful,

Another influential school of thought in the academic study of cities and
regions has been Marxism.s On the Marxist i interpretation, the regional (and
urban) problem is caused by capitalism; peripheral regions are exploited by the
interlocking state/business interests at the centre, even in the absence of
explicit imperialist suppression, as in Ulster. This thesis deserves closer
examination than I can give it now. I suggest below that, in Great Britain at
least, there is now no clear-cut and serious “regional problem” to explain.
Ulster, on the other hand, does represent a regional problem, and one with a
political background, which is indeed British imperialism — of the sixteenth and
seventeenth centuries,

The Quantifiers

An even more academically influential school is based on macro-economic
theory or “Keynesianism™ which bears only a tenuous relation to the views of
Lord Keynes, This approach to regional policy has been developed in its most
explicit and rigid form at the very time when, as a national policy
“Keynesianism’ has been in decline.” It is an aspect of Professor Brown’s
eclectic approach but is mainly associated with the “New Cambridge”
economisis ID. Moore and J. Rhodes.5 A recent textbook of regional
economics, by two economists from Lancaster University, is more
sophisticated and cautious in its correlation of time-series, but adopts basically
the same approach? which starts from the assumption that regional differences
in unemployment refiect different levels in the effective demand for labour,
which can be adjusted by shifting investment from the “white” to the “black”
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arcas. At the same time, full employment in the “white’ area can be
maintained by the management of aggregate demand. Thus if “regional
policy” creates extra jobs in the “black” region, this represents a net increase in
. jobs, not a transfer of jobs within the country”. (A more recent conclusion of
the “New Cambridge School” is that the maintenance of full employment
- through demand management requires the imposition of extensive import
controls).

The effect of regional policy is measured by:

(.'-a)”i'a correlation of changes in the level of aid and the number of plant
. moves the development areas;

~(b) -a ‘shift-share’ analysis of employment in development areas. National
growth rates are applied to the industrial structure of development areas
and if — as has recently been the case — the development areas have
_.shown a higher growth of employment than this hypothetical level, it is
..assumed that the difference is the result of regional policy.

‘Both methods, like many macro-economic theories lacking a micro-
_ecdho'm'i_c basis, are open to the question: “When A and B happenmore or less
imultaneously, how is one to know that B is the consequence of A, and not of
@ D-'_b:r.E?’“ There was certainly a large number of moves to development
asbetween 1945 and 1949, followed by a ten-year trough, and a recovery
after 1960. Professor Brown concludes that there is a good correlation between
tistrengthening” of regional policy in the 1960s and the number of moves,
ether the effect is assumed to be immediate, or with a time-lag of two years.

§ it realistic to assume that firms decide to move immediately increased
1al aids are announced, or even after two years? The extremely limited
amount of evidence available on firms’ decision- -making stresses the

1ce of pressures which build up in a plant over the years and eventually
tion the quest for a new site. 2 Could not the “U-curve” of moves be
ed in terms of two quite different “waves”: the immediate post-war
resulting from labour shortages in the South-East and Midlands,

ed with more available labour and factory space in the development
he 1960s “wave”’ bemg the outcome ofthe steadlly increasing pressures

ln'.'g causal relationships.




The same criticism can be applied to the “shift share” analysis. Professor
Brown is on sound ground when he states that:

something other than structure and changes in the characteristic performance of industries as
such caused the four high-unemployment regions to improve their employment growth rate in
relation to the rest of the country . . . {op.cit., p318)

His further conclusion that it was probably the result of changes in regional aid
cries out for micro-economic verification. One study of factory closures in
south-east London suggests that the closures of the 1970s may have been the
delayed results of policies adopted in the 1960s — not so much regional
incentives as town planning policies hostile to small businesses in London.™* A
similar emphasis on the effects of comprehensive redevelopment, congested
roads, lack of skilled fabour, etc., is found in both the inner area studies and a
report by a director of one of the leading industrial development firms. 4 This
emphasis, in studies at district level, on the influence of the local social and
industrial climate, with time-lags of ten years or more, undermines the whole
body of regional macro-economic analysis based on the more or less
simultaneous correlation of changes in national policy and regional
employment. _

Moreover, the assumption — made most explicitly by Messrs, Moore and
Rhodes - that full employment is being (or can be) maintained in the non-
assisted arcas, and that unemployment in the assisted areas can be cured simply
by increasing job opportunities, is one which has been open to serious question
in the 1970s. The certainty of “Keynesianism” that unemployment could be
cured simply by expanding demand has — in some circles - given way to a
realisation that there are many other considerations of a structural kind, such
as a mismatch between the skills available and those required. The inner area
studies, among others, have brought out the low level of general and vocational
training, and its relation to unemployment in these districts. May not some of
the (relatively low) inter-regional differences in unemployment rates have
similar causes? It has been reported that some of the chemical plants on
Teeside, in districts with some of the highest unemployment rates in the
country, face the prospect of closure because of an acute shortage of skilled
labour, arising partly from trade unions’ refusal to allow the employment of
re-trained persons.

If constraints operate on the supply side as well as on the demand side, the
assumption {(made most clearly by Messrs, Moor and Rhodes) that any increase
in jobs in development areas represents a #et gain of jobs, rather than a
transfer, can be called in question. There is, on any reckoning, less than full
employment in the inner areas of the large cities in the non-assisted areas.
Moreover, some studies of the “shift-share” type carried out in London
indicate the reverse of those carried out for the development areas: the fall in
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employ:r_:nen_tfhas been greater than might have been expected from national
trends, and it has been primarily due to old firms closing down and new firms
not starting up. #5(This “‘natural decrease” in the population of firms is
conf_lrmecl by all the inner area studies, and runs counter to the Marxist

ion that large corporations have caused the problems of inner areas by
ir activities). To conclude that regional policy is the sole cause of this
16 ':féil' in employment would be just as questionable as the

umptlon that it is the sole cause of the unexplained rise in

t m the development areas. The inner area studies indicate a
causes; both a decline in the inherent attractiveness of inner-city
and policies inimical to small businesses. This situation suggests that
the focus of academic investigation needs to be shifted from firms’ moves and
al subsidies to the dynamics of industrial growth and decline in various
district and under various conditions — a conclusion echoed by the work
ome German business economists discussed below.,

ostrecent official study makes use of the ‘macro-economic™ approach,
but clearlyspelis out the various assumptions that are made and the consequent
mit ions of the calculations.* It ends on a distinctly “revisionist” note.

hen present methodologies are used to examine the pattern of events in the regions over the

ast decades, we can conclude that it is highly probable that positive regional policies have had a
¢effect. What we cannot draw from the methods which have been applied is any precise
lication of the nature or scale of these effects. — It would seem better to approach the wider
sis of factors promoting regional development in a more piccemeal fashion, — The

ficance of the urban structure, the nature of the regional industrial structure, — sources of
irepreneurshlp and components of empleyment change — the role of infrastructure — could

a further investigation. (p108, II1)

Micro-economic Approach

Iternative to the “macro-economic’ approach is the “micro-

¢’ approach of examining what actually influences firms’ decisions to
¢pand, or close down, It is generally taken for granted that regional
iay a major role in firms’ decision-making, but Government

its have implied different and, even, contradictory views on the nature
ecision-making. One of the arguments for the change from tax

es to grants in 1965 was that firms could not understand the effect of
nces, although they couid understand a cash payment: this may well
timated managerial obtuseness. 16 More recently, Labour
attacking any further changes in regional aids, suggested that large
an eagle eye on subsidy arrangements and fine tune their

g :the effects and Costs of Regional Incentives — Judith Marguand, Government
Service Working Paper 32 Dept. of Industry, February, 1980.




mmvestments to any changes in them; this may perhaps exaggerate the influence
of subsidies as compared with other factors.

In view of the billions of pounds spent on inducing firms to move to assisted
areas (and the millions spent on economic research), the amount of
information available on the extent to which this money influences firms’
locational decisions is astonishingly small. It is admittedly difficult to find out
what really influenced a firm’s decisions. Questions on the lines ‘Did regional
aids influence your decision on location?’ are unlikely to yield reliable
information. But market researchers have known for a long time that, although
people often give wildly untrue answers when asked general questions, they are
surprisingly truthful when asked specific questions. Thus a study of firms’
locational decisions needs to be based on detailed case-studies, of which very
few are available. According to Professor Brown: ‘Our best evidence on the
impact of government incentives on recipients comes from the ‘Inquiry into
Location Motives and Experience’ (p307). But this 1971 report by the then
Department of Trade and Industry was confidential, and made available
specially to Professor Brown, who concluded from it that financial incentives
had played a major role in firms’ decision-making. This may be a reasonable
inference, but to have to rely on the impressions of one scholar, however
eminent and fair-minded, without being able to check his data, is hardly the
most scientific of procedures.

There is fragmentary evidence for a very different conclusion — that firms
base their decisions on physical factors (the site, the labour supply,
communications, etc.) and regard government grants as a bonus. As one sinall
survey puts it:

The overall scale of assistance was almost universally praised. In the words of one managing
- director: “The board could hardly believe their ears’. .. But a number of executives qualified

their enthusiasm by wondering how long the present level of assistance would last and by stating x

that *one should be able to afford it all by oneself — before all the grants and loans.”!7

Such caution was only too justified. Since 1960 there have been changes from
tax allowances to grants, to tax allowances and back again: the introduction of

the Regional Employment Premium and its abolition; three major and several

minor changes in assisted areas (Table 1). Any calculation made by a firm in
recent years of the value of regional aids in any proposed move would have been
almost bound to have proved a miscalculation, The regional aids and general
subsidies may have, at least, been a useful contribution to company profits
during the period when these have been squeezed by historic-cost accounting
combined with inflation (although they may also, by their very existence, have
contributed to the unusually low profitability of British industry).!8 But the
attempt to implement regional objectives through the manipulation of
subsidies has, with the data available, been like trying to catch a black cat which
may not be there, in the dark.
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Table

' CHANGES IN TYPES OF REGIONAL AID 1960- 1978

MAJOR CHANGES
Methods Areas
vestment Tax g p Selective
Gfah_i‘s Alfowances e Aid
- —...Development
Districts
Y .Y Development
Areas
Abolition
¢ announced
- Y Assisted Areas
(3 tiers)
Y
. _Y Tnnerareasadded
) Y _Y_ Assisted areas
reduced

Questioners

iewpoints. ' Mr Randall summarised the history of British regional
ile broadly accepting the Barlow analysis, criticised some aspects
uch'as the concentration on the short-term alleviation of

e 1970s a number of researchers began to question whether the “black
nd white view of the British economy was still valid, In 1971, Mr Peter




unemployment instead of support for growth points. I was far from being an
opponent of regional policy: one of my first publications being a plea for
assistance to Mid-Wales.? But when I returned to his subject it seemed to me
that a sea-change had come over the British spatial economy: that most of
Britain’s problems had become, on the one hand, national and, on the other
hand, sub-regional (e.g. inner city problems); that the need was to make the
problem districts into places where people wanted to live, and satisfactory
locations for industry, rather than to force industries to move there. In defence
of more stable regional subsidies, I suggested that industrialists were unlikely
to rely on regional aids when none had remained unaltered for more than five
years and, paraphrasing Gertrude Stein’s famous last words, that it was time to
re-assess the nature of British regional problems, 2!
Professor West contributed a more clear-cut analysis in a scholarly essay

- using the “economics of politics” approach. His basic point was that there were
systematic biases in political and administrative processes, which could operate
so as to benefit vocal pressure groups, or administrators and politicians
themselves, rather than “the public interest.” This was, surely, a point worth
considering —although, when Professor West went on to argue that regional
policy was solely an empire-building exercise, he seemed to me to be going too
far.

The response
This collection of essays by a Welshman of socialist and Welsh nationalist
inclinations, an Anglo-Canadian ultra-liberal, and myself somewhere in
between, was treated as “the IEA view,”22 and criticised for right-wing
extremism and technical incompetence by the few economists who reviewed it.
A lecturer in Mathematical Economics of Birmingham University wrote:
In considering the justification of regional policies, and particularly of IDCs that may be
provided by increasing congestion of the points of the country to which labour and industry
have over recent years tended to move, both Prof. West and Dr Hallett make the fundamental
and elementary mistake of asserting that the rise in property rents reflect and cater for at least a
major part of congestion costs. On the contrary, the rise in rents is the resuit of congestion costs
not being implemented in any way. 23

My specific blunder was presumably on p.11, where I gave typical rents for new
offices in various cities, and suggested that the large differences in rents
between Central London and elsewhere might be expected to lead to further
decentralisation. Was this really an elementary mistake?

What has happened in central London since the War has nof been a net
inflow of economic activity from other parts of the country. The growth
activities were in London to start with, and began to expand. After a time some
ofthe increased office activitymoved out, as a result of a combination of market
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__0_'1:_"eﬁts elsewhere and'in real terms.

nd-govemment ressures Durmg quch an out- movement it is quite p0551ble

Table I1

TYPICAL RENTS FOR NEW OFFICES

£PER SQ.FT. PER YEAR

1978
1971 1978 (adjusted to)
1971 earnings
6.0-15.0 8- 16 2.9-58
2.2-35 5- 6 1.8-2.2
0.8-1.2 1.75-3.2 0.6-1.2




newspaper, renowned for its defence of free speech, quoted half a sentence of
mine with what I considered a misleading gloss. My efforts to obtain the
publication of a letter quoting the other half of the sentence, and the sentences
on either side of it, proved unavailing.

These reactions are worth mentioning only because a similar treatment of
currently unfashionable views was, and still is, not uncommon in British
academic book reviewing, and because they typify a rather unintellectual
attitude found in certain intellectual circles. Any questioning of the
assumptions of currently favoured policies (at least from a non-Marxist
position) has tended to be dismissed - often in such terms as “simplistic”,

“extremist”, “polemical”, “callous” or “dated” - rather than discussed. The
equating of those who suggested that there was a role in economic poticy for
money supply puidelines with supporters of police torture has had its
counterpart in the treatment of recent questioners not only of British regional
policy but of more topical and important issues. The outcome has been an
essentially superficial (however “sophisticated”) level of debate which has
contributed to the fitful, erratic and rather botched nature of British policy-
making on regional subsidies, urban renewal, land policy, local government,
regional devolution and other matters affecting the spatial economy.

It must be admitted that a good academic examination of problems does not
solve them. It is, for example, now widely agreed that the type of
comprehensive redevelopment carried out by many British cities from the
1950s to the 1970s was unsatisfactory, and that criticisms of it were for long
ignored by administrators and intellectuals.2 The USA, during the same
period, had the kind of honest debate and sound academic research on urban
renewal, so singularly lacking in Britain (a difference which may not be
unconnected with the fact that research sponsorship in Britain is more
centralised and publicly financed than in the USA). But the USA has not —in
most cases —resolved the daunting problems of its central cities. What can,
however, be suggested is that an open, searching and informed discussion of
problems is the first step to their solution.

oﬁ the humamty underlymg their regional policies, they were
'ver a process of phys:cal and social decay in older urban areas

_V_i_e'v_v among British politicians, administrators and intellectuals
roblems in the older city districts were the result of Victorian

Changing attitudes

The last two or three years have seen signs of changing attitudes on regional
policy, “Revisionist™ views by geographers and others began to appear in bank
reviews in 1976”7 and subsequently spread to more popular journalism,
sometimes in a form which overlooked the virtues of the “development area”
approach in an uncritical enthusiasm for “selective” industrial subsidies.
(Indeed, attitudes on regional policy have changed so much that the ideas
which were dismissed as unacceptable in 1973 may now be dismissed on the

A for independent research, and some useful studies appeared.
grounds that they have been commonplace among the cognoscenti for at least ; P PP

iborate officially-sponsored University projects are now being
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evelopment area” since the War, and 100,000 new
een created, but these have all been located on the
tral area employment has declined faster than

te of unemployment is several times the national
ctories have become outmoded, and have closed
te numbers. The creation of new employment in

i has been hampered by regional policy. In Lambeth,
lem is partly the result of the run-down in local

of a mis-match of job opportunities and skills, There
from less skilled to more skilled jobs, especially in

is virtually part of the Lambeth labour market. But the
largely unskifled, and with few opportunities to

initiated which, in a few years time, can be expected to confirm what any
intelligent newspaper reader knows already).

The most comprehensive studies available are a series on districts in
Liverpool, Birmingham and London sponsored by the Department of the
Environment and carried out by professional consultants. An excellent short
Ministerial summary states that:

The chief centres of this urban deprivation include the inner areas of the major conurbations,
London, Glasgow, Tyne-Wear, West Yorkshite, Greater Manchester, Merseyside and West
Midlands. In 197! they contained nearly four million people, one-fourteenth of the country’s
population but an eighth of its unskilled workers, a fifth of its families living in some form of
housing stress and a third of its new commonwealth immigrants. - - - The picture is one of
exceptional concentrations of poverty and deprivation. Even so, enly 2 minority of those l:vmg
in the inner areas are below the poverty line.2¥

Although there are differences in the scale of problems in the three areas, the
striking feature of these studies is the similarity of their analysis and
conclusions, Not only do the reports make clear that British inner areas face
serious problems, they are also unanimous in arguing that the traditional type
of slum clearance has been unsatisfactory and that “regional policies,” as well
as local planning policies, have often had harmful results. All three reports
make points which were made years ago about American “central cities,” the
concentration of the poor, the unskilled and immigrants; the decay of old
housing; the decline of business activity; the suffering caused by “the municipal
bulldozer” combined with neglect in other fields: the failure of the schools.

In all three areas, the problems pinpointed as the most important are the
poor quality of housing and the environment, and low incomes. In Liverpool,
‘the most striking impression is physical decay’; one-tenth of the total area has
been cleared, with the idea of building schools, open spaces or highways which
have not been built, and are unlikely to be built for years. In Small Heath:

'.t:i_c"ms, but also points out that the area contains
y'; there are still stablc working class neighbourhoods and

183 (5_1_( the lion’s share) and the improvement of older
ailure of the current system of housing subsidies to help
eed. In Lambeth, one of the main social problems is ‘the

It is the obsolescence and deterioration of the housing stock ~ even more than employment
conditions — that have led to a ‘downward’ spiral. Housing conditions, rather than jobs, have
determined where people live. Poar occupants of the houses have found their maintenance too
costly, and the relatively better off have been able to take the option of moving out altogether.
The less skilled tabour force has found it more difficult to take advantage of such employment

Table IiI

IE LABOUR FORCE IN THE INNER AREAS OF MAJOR
CONURBATIONS, 1971

opportunities as do exist; in turn, the absence of skilled labour has made the area less attractive % of Labour Force
to employers. Unskilled or Semi-Skilled
The decline in empioyment in the three areas was in all cases initiated by 138
structaral changes which could hardly have been prevented, but has 15
subsequently been accelerated both by the deterioration in the local 34
environment and by mis-directed planning policies. In none of the areas was 39
the decline caused by firms moving out, but by existing firms dying and new
employment not being created. In Liverpool, the initial downturn was caused 3

by the decline of the port and the elimination of central warehousing, f Population 1971,
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Table IV

CAUSES OF INDUSTRIAL CLOSURES IN LONDON, 1966-74

Cause % of London’s job loss
Firm cutting down 23
Firm closing 50
Firm moving to assisted areas 9
Firm moving to new towns 7
Firm moving to a new location in :
South East 11

Source: A. Lapping, London's burning, London’s burning: a survey’ The Econontist 1.Jan, 1977
p.17.

constant shifting of families, exacerbated by council redevelopment schemes
and the decline in privately-rented housing.’ The Lambeth report is clear that
“Fhere is no justification for further large-scale redevelopment in Inner
London. The housing gain this sought to achieve has proved illusory; such gain
is better sought further out.” At the same time, it warns that not all housing is
worth retaining, and that some new construction will be needed; the precise
mix can be determined only on a “house-to-house™ basis.

Finally, all three studies express an underlying disquiet with the organisation
and attitudes of local government. The city authorities have intervened too
much with “bulldozer” policies (which are largely paid for by the national
government) but have otherwise devoted relatively few resources to these
areas, and have neglected their employment problems. The Liverpool and
Small Heath reports suggest that the city government has been remote, and
insensitive to local needs. The Small Teath report comments on ‘a widespread
lack of confidence in the area and in its government’, but is reluctant to
advocate a major reorganisation of local government ‘so soon after the recent
upheaval with its attendant increases in costs and bureaucracy’.

Just as there is a striking similarity in the diagnosis of the three reports, so
there is mutatis mutandis a striking similarity in their proposals, All believe that
improvements are possible and that, as the Small Heath report puts it, ‘“What is
essential is that action to set revitalisation under way is taken now while
retrieval is still possible’. But all the reports accept that policy must accept the
economic forces which have led to a decline in inner city population and
employment, and should concentrate on encouraging adjustments {0 a new
equilibrium,

All three reports outline similar policies for (a) economic development, (b)
the alleviation of poverty, (¢} education and training, (d) the reform of housing
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h decentrallsation of administration. In most cases, the
i _ge' are natnonal rather than local. All the reports

ird element in the suggested programme is training and
he mismatch between job opportunities and available
_epmt advocates more emphasis in schools on ‘basic
vocat;ondl prepar: ation’ and pomtS out that oppor tunities

T "r_'ns local government finance. The current system —based

rants from the central government —has probably aggravated rather

>problems of inner city arcas. The grants are calculated
extremely complicated and obscure formula which is supposed

17




option of policies which leave much to be desired.
fdespair. It does, however, imply that it is as misguided
lence of democratic governments as, in the seventeenth
the benevolence of princes.

to reflect both a local authority’s “needs” and its “resources” (in terms of
rateable value). The handful of independent specialists who have mastered the
intricacies of the system are unanimous in their view that it has not fulfilled its
stated objectives very well. The “needs” element tends to be calculated on a
per capita basis, using past expenditure patterns: thus the inner areas, which
have been losing economically active people, tend to suffer. The “ resources”
element is based on rateable value which — partly because of the obsolete and
hence artificial letting value by which rates are calculated — no longer reflects
the level of local income. As a result, inner areas have to charge higher rates
(per economically active person) for services which are often poorer. A more
rational and clear-cut system of local government finance would — from the
point of view of ‘the public good’ —be preferable to “partnership”
arrangements and special payments from the central government. Why have
less satisfactory policies in fact been adopted? The American “public choice”
school explains this type of phenomenon in terms of the costs and benefits to
politicians, under the prevailing political constitution. Politicians atre not
concerned solely with “the public good”, but also with their own survival and
advancement (which they may come to equate with the public good).3

A general reform of local government finance would bring little direct political
benefit to a government: “generous” grants to specific authorities do {or are

) p;é_r area studies is, in effect, that the decline of these

ng pO]le in Britain has been dominated in recent years
tlon school founded by the late Professor Titmuss.

.E_.t(')_'g':r'aphy, as well as a more populist typc of Marxist
i s many community movements

Table V

RATES PER ECONOMICALLY ACTIVE PERSON
IN LONDON, 1973-74

ana1y31s relies on the concept of usc value®™ which Marx

Rates per economically
active person
Selected Inner London Boroughs
Islington 183
Lambeth 131
Southwark : 152
Tower Hamlets 199
Selegign?lg;er Fondon Boroughs 115 this essay than comment briefly on whe.ther urblmll dt?cay
Harrow 118 companies ‘capitalism”. In any comparison of cities in
Redbridge 118 tries — in particular, those of Western Europe, Canada and
Richmond 121 differences are as striking as the similarities. Incipient decay is
areclearly general tendencies at work. On the other hand, the

Source: N. Falks and H. Martinos, lnner City, Fabian Research Paper 320, Fabian Society, [975. nously, from a slight shabbiness {which may be no bad thing,
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as it can accompany cheap housing) to the serious physical and social decay of
New York or Liverpool. The most serious decay is present in the USA —
especially the East Coast cities—and the UK. Nothing on a comparable scale is
found in Canada or European countries such as West Germany, the
Netherlands or Scandinavia; the problems are somewhat more serious in some
French and Italian cities. It seems difficult to explain this variation in terms of
the Marxist analysis. Canada is institutionally similar to the USA.. It does have
stricter town planning controls, but these are accompanied by higher land and
property prices, i.e. “absolute rent”, the symptom, in the Marxist view, of
capitalist exploitation.

The most striking case, however, is the UK, which has problems virtually as
serious as the USA and an incomparably more serious problem than West
Germany, Benelux or Scandinavia. But the UK, in the field of housing and
urban landownership, is not more “capitalist” than other countries: on the
contrary, the severity of rent control, the contraction of private rented housing,
and the extent of municipal ownership of land and housing in inner areas, is
greater than in other European countries. The Marxist explanation does not,
therefore, seem to explain international differences very well. On the other
hand, the American experience goes against those who would lay the blame for
the British situation solely at the door of rent control and “the municipal
bulldozer”. International comparisons would seem to reinforce the view in the
“inner area” studies that several influences are involved, and that no single
explanation is adequate. Urban and regional economists would do well to heed
a plea made by an engineer some years ago for ‘no more general theories’.™

All countries have experienced a movement of industry out of inner areas,
and the probiems of ageing housing. In addition there are many other,
sometimes self-inflicted, problems which vary in intensity from country to
country and city to city.

... iext to bombing, rent control seems in many cases to be the most efficient technique so far
known for destroying cities, as the housing situation in New York City demonstrates,®

Other factors include policies on immigration, urban renewal, transport,
education, non-profit participation in housing and local government. Some
policies encourage decay, others retard it, and encourage regeneration; the
mix of policies varies from country to country, The relative severity of urban
decay in the UK can perhaps be explained by the hypothesis that, whereas
some other countries have adopted policies conducive to urban decay in one or
two fields, the UK has adopted them in nearly ali.

Policy for the Inner Cities
The Labour Government’s response to the changed attitudes towards inner
cities was given in the White Paper Policy for the Inner Cities (Cmnd. 6845)

20

published in June 1977. Its acceptance of the serious condition of these areas,
and the need to arrest their decline represented an important change. On the
other hand, the analysis of the areas’ problems was cursory, and the detailed
policy recommendations bitty and obscure, revealing, to those experienced in
textual exegesis, differing attitudes within the Government and civil service.
“The “nature of the problem” was analysed —reasonably enough—as aloss of
bs in traditional industries, physical decay and a concentration of poor and
socially handicapped people. The discussion of the causes of decay, however,
was far from searching,

. The bulidozers have done their work, but the rebuilding has lagged behind. Sometimes this has
_ been caused by changes of plan as more people left the cities than expected. In other instances,
it has resulted from reductions in the allocation of resources, central and local, Whatever the
explanation, there is a wide extent of vacant land in some inner areas, mainly in public
ownership: and there is much under-used land and property, with shops boarded up and sites
and buildings neglected.

he possibility that comprehensive re-development schemes, planning powers
exercised by councils hostile to private ownership of housing or business, and
rent control, may have contributed to the problems was not explicitly
conceded, although it seems implicit in some statements. Public investment
‘must be on a more human scale, with less disruption of community ties’. ‘The
resources of small and medium size firms are essential if real progress is to be
made and the diversity and vitality, for so long characteristic of inner cities, is to
be restored’. ‘Controls over the expansion of light industry in residential areas
can be relaxed where this can be done without serious objection on noise or
isance grounds.’ ‘The state of the private rented sector is especially
significant in some inner areas. The current review of the Rent Acts will be
particularly relevant to the needs of these parts of cities’ (a hope which anyone
who has studied the history of British rent legislation must view with some

‘On the other hand, the “Conclusions” echoed the historically questionable
view that post-war policies have helped to clear up the mess left by the
Victorians. ‘The current state of the inner area has its roots in social and
¢conomic events reaching to the last century and beyond. Much has been done
to ease their problems since the Second World War...".

_'The preliminary discussion reached the very reasonable conclusion that,
although ‘some of the changes which have taken place are due to social and
economic forces which could be reversed only with great difficulty or at
mnacceptable cost,” nevertheless, ‘the inner parts of our cities ought not to be
left to decay’. Vacant or under-utilised land in these areas should not be

__ 'E_i_b'andoned, and it shouid be possible to ‘achieve a more balanced structure of
jobs and population within our cities’. The specification proposals were that
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. more money should be channelled to the inner areas, at the expense of New
Towns, and that small-scale industrial development should be encouraged
rather than discouraged. ‘Partnership arrangements’ were to be entered into by
the central government with a number of local authorities (Birmingham,
Liverpool, Manchester, Glasgow and Lambeth and the docklands areas in
London) under which money be provided and a ‘unified approach’ to inner
areas adopted. Local authorities would be given money and powers to build
advance factories and provide initial ‘rent holidays’ for incoming firms, They
were to be encouraged to improve employment prospects by allocating more
fand to industrial and commercial activities. At the same time, regional policy
would be given an “intra-regional emphasis”. Inner London and Inner
Birmingham, instead of being “white”, non-assisted areas, less favoured than
the “black”™ or “grey” Assisted Areas, would in future be black islands in a
white sea.

Enough has been said to suggest that, although official policy (in 1978) had
changed, the attitudes which for a generation underlay policies now widely
regarded as mistaken had not changed overnight. (Ft would be surprising if they
had). The official view that ‘slum clearance’ was removing the problems of the
inner city was the counterpart to the “black and white”’ view of the regional
economy. Although official views on both issues are now changing, the White
Paper gave little ground for believing that a coherent and realistic view of urban
and regional problems had yet emerged. The only specific policies to be
proposed were to spend more public money and relax planning restrictions on
industrial development. But for new employment to emerge in the inner city
there were will probably have to be radical changes in both local planning
attitudes and in national policy towards small firms and the development
process. Similarly, there are many aspects of current social, housing and
educational policy which are particularly harmful in inner city districts where
people have less opportunity to either go outside the state system or influence
it. More money for the inner cities is necessary; whether by itself it will be
enough seems doubtful.

The proposals in the White Paper were promptly translated into the Inner
Urban Areas Act, under which “parinership’ schemes with various local
authorities have been established. What little information is available so far
confirms the doubts prompted by the White Paper. Public expenditure in the
inner cities needs to be based on a carefully considered medium-term
programme (of, say, five years). But the money has, up till now, been made
availabie on a year-to-year basis; if an authority did not spend the current
year’s money, it lost it, The inevitable result in some authorities has been that
money has been spent on hastily conceived schemes, some of which - such as
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temporary school buildings —will result in increased expenditure in a few years,
‘when fashions may have changed and less money be available. It is ironic that

governments which believe in “planning” often neglect it in those aspects of

public expenditure where it is most needed.%

So much for the inner city problems. But there are other sub-regional

‘problems which have tended to be overlooked in the belated publicity recently
‘givento inner cities. The closure of a large plant, for example, can have severe

‘effects on a local comimunity. This can happen in non-assisted as well as assisted
areas, and traditional regional palicy (in its restrictive aspects) can sometimes
‘have results contrary to those intended. For example, several firms wished to
set up in Corby in the 1960s but were refused IDC’s, on the grounds that the
focal labour force was fully employed by existing enterprises, especially the
large steelworks, the future of which was apparently never called in question.
Now the British Steel Corporation wishes to close the works, and the town
faces the prospect of becoming a new Jarrow.

Whether this closure, and that of other steelworks, is economically justified
(or, more academically, whether the ‘“‘concentration” strategy adopted by the
British Steel Corporation in the 1960s was justified) is hard to say, given the
{ack of published information on costs and profits. [t may well be that it is, and
was. There is, however, a section of informed opinion which holds that the
existing performances of the smaller works, after having been starved of capital
for years, is being incorrectly compared with the marginal costs of the favoured
iarge works, since these marginal costs are based on performance standards
which the large works have rarely achieved, and are unlikely to achieve in the
future. What is hardly in dispute is that the attempt in the early 1970s to
institute a completely centralised management structure {with the specific aim
of breaking down local loyalties) was accompanied by production difficulties
which led to the British steel industry, for the first time in its history, losing a
third of the home market to imports. The BSC has now reverted to a more
“regional” style of management; a further step in this direction would be
regional “profit centres”. The case for “devolution” is not confined to politics,

Is there still a regional problem in Britain?

It seems clear that there are serious intra-regional, or sub-regional, problems
in the British inner cities, as well as in towns like Corby and some other cases
(some islands and some remote rural areas). But is there a regional problem?
Regional economists usually measure regional differences in terms of
unemployment rates, average incomes, migration and similar economic
variables. Other indicators include the ownership of cars, central heating,
washing machines, etc., the proportion of houses without the *“‘standard
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ities” roportion of people on supplementary benefit, etc. The
gg?feegg;iis,ggfw%ef British Stgndard Regions with regard to unemployment
rates, average incomes per head, net mn}%ratlogi :imd {asan exampie of various

ators) car ownership are shown below,

PhI}i[Sll;J E(l:i;gl{'hf(r:oxfl tge tables that Igorthem Ireland is in aclass by itself, being
well outside the range of the other regions in term§ of income: and.: .
unemployment. Northern Ireland is the British reglonaifprot{]f_:_m ;Qdaﬁi justas
Ireland was in the nineteenth century. And, as then,-th;;r_ef.giona 31;1'0 em
raises social, political and ideological as welil as econo_nyc ; 1§§_u§s_. 3

3

Table VI
UNEMPLOYMENT RATES:
DECEMBER 1978
%
11.2
Northern Ireland e
British Development Areas 5.5
British Intermediate Areas 5.6
Great Britain .
Non-assisted areas: high unemploymen_tf__ o
Corby : 7:9
Ramsgate 7
Great Yarmouth R .
* I authorities give estimates of over:10
%ggggg l?(fr%t?guhs gﬁt It‘ailegDOE gives no breakdow
Assisted areas: low unemployment \s
Aberdeen ‘ 5_. 1
West Yorkshire Metropolitan 5.2
Powys ‘ ) >
Greater Manchester Metropolitan -~
Assisted area: high unemployment .. o
Tyne & Wear Metropolitan o
‘Western Isles

Source: Department of Employment Gazette, J anuary 197
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Table VII
REGIONAL DIFFERENCES IN THE UK
| Unemploy-  Disposable  Internal Households
ment Income Migration owning q
June 1978 per head 1976  1675-6 car
% UK =100 000s %
South-East 4.0 - 109.7 -32 60,2
Hast Anglia 4.8 92.0 +18 70.5
East Midlands 4.8 97.7 + 4 57.1
West Midlands 52 97.4 -19 57.5
Yorks. & Humberside 5.5 96.1 -6 51.0
South West 6.2 96.2 +31 66.6
North West 6.9 97.4 ~17 48.3
Scotland 7.6 97.5 -5 45.1
‘Wales 7.9 91.4 + 5 58.3
North 8.0 95.1 -1 51.1
N. Ireland 11.0 84.4 n.a. 46.9
]
Source: Regional Economic Statistics.
Table VIIT
RELATIVE UNEMPLOYMENT RATES {UK =100)
1957 1965 1970 1972 1974 1976 1977 1978 1979
Scotland 162 200 162 168 154 121 134 134 140
North 106 187 177 166 177 129 135 145 149
Wales 162 193 150 126 142 128 131 140 140
North West 100 107 104 126 135 121 121 122 124
Yorks & Humberside — 73 108 111 100 97 o4 98 100
South West 113 107 108 89 100 110 113 168 o8
East Midlands — 60 8 79 8 83 g 82 82
East Anglia 81 87 8 76 73 84 87 & 7
West Midlands — 60 73 95 pna 102 94 91 9§
South East 63 60 62 58 58 72 3 68 65
16 15 26 38 26 58 6.2 62 57

UK percentage
Standard Deviation*
Source: Regional Econoniic Statistics.

Thc standard deviation is a statistical measure of dispersion; the smaller the figure the less the
“spread” of regional unemployment rates,

549 37.4 354 378 19.3 220 25.6 ZSQ
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Table IX
AVERAGE ANNUAL NET INTERNAL MIGRATION

1951-61 1961-71 1971-73 1973-74 1974-75 1975-76

South East +438 — 37 -—-384 849 —47.3 319

(Greater London) (—61.0) (—-98.2) (-106.8) (—118.2) (~68.4) (-71.9
West Midland +47 -13 —-41 -02 137 -—187
North West —-124 114 —-163 -—-223 -17.1 -—16.7
Yorks & Humberside -%96 -70 -—-40 -—-05 -—-34 509
Scotland —~282 -325 -—-192 + 78 -19.0 — 4.8
North - 80 -8 —-9%0 -78 ~41 —-0.5
East Midlands + 39 + 171 +169 +126 + 6.1 + 3.6
‘Wales -49 ~04 +84 +88 +63 + 55
East Anglia + 27 +21.1 4126 4156  +19.0  +1R.1
South West + 99  +224 4414 4285 +28.0 -+30.9

Source: Regional Economics Statistics.

The Irish problems are not generally understood in other European
countries, and it can hardly be claimed that British media coverage over the
past ten years has always helped to illuminate it. There has been a (very
unhistorical) tendency to assume that people could not hate and kill each other
just because they belonged to different sects of the same religion, and that the
problem must be one of a repressed minority, which could be cured by “civil
rights”, Only recently has it begun to be realised in the media that there is a
“dual minority” problem. The Protestants are unwilling to be a minority in a
united Ireland, because of a fear (however unjustified under present
conditions) of Catholic oppression. The Catholics are unwilling to be a
minority in Northern Ireland. Each side hatesand fears the other. The
partition of Ireland in 1922 left several Catholic “pockets” in the North and,
although some could —and probably should- be 1 moved by ceding territory to
the Republic, others could not, Tn these cir ces, economic (or military)
policy can have only a limited effect. T avinceis being massively, and
probably justifiably, supported by the British Exchequer, and there is little
scope for increasing the presentlevel of suppor ed, some of the selective
aid designed to bring employment to the Catholic districts of Belfast —such as

the £50m aid to DelLorean Motors=ha ‘ation about it. Without
some kind of solution to the present se ces in Northern Ireland,
no purely economic policy is likel aneither original nor
optimistic conclusion. I shall ther sion of regionat
differences to Great Britainin't .
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caution. It would, of course, be desirabie to reduce unemployment rates
everywhere to some*“full employment” level but, just as the national
upen.nplo‘yment problem may require some re-thinking, so may its geographical
.distrlbutlon. The case of the BL car factory at Speke, near Liverpool‘,g P

ta;ef?t &_Atnot:}er defect of concentrating on regional unemployment rates is
dat 1t distracts attention from absolute numbers: th
. . : there are m
in London than in Wajes. PIe unemployed

. The official llfigure's on inter-regional migration are very damaging to the
“black and whlte. view of the British economy. They indicate that the South-
East an.d West Midlands have been losing population in the 1970s, while the
East Mld'iz.mds, WaIe:s, East Anglia and the South West have been gaining it.
The trar:htlonal Scottish emigration has fallen to g low Ievel. The only “black”
:1}1;:&} “t*htch h'as h.'itd steady and high emigration has been the North-West, But
Inter-regional migration figures are dwarfed by th : '
fall in the population of London, e enomous and steady
It could be argued that these chan i i

ges can be credited to regional policy. It

may have played a role, but the regions gaining population are not genez?;!ly

iubsctfantial tnur{ﬂiercsi of households and firms deciding that the disadvantages of
ondon outweighed its advantages and movin but gener i
s erall
less than a hundred miles, ’ s yoverdtances of
kfs thf:r.e still a regional problem? There are certainly serious problems in
older cmes.; some of these are in assisted areas, but Birmingham, London and
some o.thel cm‘es are not, Britain also faces serious problems in the ficlds of
111-dustr1al 1'eiat'10i33, vocational skills and the urban environment; these
problems are similarly national, although they may be slightly more severe in




some regions than in others. This complex of problems is very different from
“the regional problem” which, implicitly or explicitly, has underlain policy for

the past forty-five years.

The methodology of regional economics
The trouble with much recent regional economics is that it has elevated one

consideration among many into an exclusive (and historically rather blinkered)
dogma. Listening to arecent educational radio discussion on industrial policy, 1
was struck by a dialogue which went something like this:

A. "Asthisis afield in which new ideas have challenged traditional theory, [ am going to ask the
youngest member of our team to explain the new thinking, Will you do that, Bob?

B. Yes, Bill. You see, the old economics assumed that if, for example, a factory was making a
loss it shouid be closed down. But we know that it should be kept going because it is part of
the infra-structure of the region’,

Similar arguments have often been put forward for “regional policy” although
“infrastructure” is usually used with reference to roads, sewers, schoals, etc.
Businessmen, it is argued, by considering merely their direct costs and receipts
when deciding on the location of investment, can produce a wasteful under-
utilisation of resources. There is something in this argument, although it can be
overdone, because the “social capital” of old industrial areas is often worn-out
or obsolete, and needs replacement. A more extended version of the argument
embraces industrial capital, and links up with the “job preservation” argument
that it is better to keep unprofitable enterprises going than to pay
unemployment benefit. But should every factory be kept in operation
regardless of profitability? Profitability is not a perfect guide to resource
allocation, but in industry it is not a bad one. Should the Lancashire cotton
mills, or the G.E.C. Woolwich factory, or the BL No. 2 car factory at Speke,
have been kept going? The preferable alternative is to produce new or
improved products. In so far as the UK has been less successful than other
countries in this respect, its unique system of labour practices must surely bear
some responsibility, together with managerial failings. And the social
consequences of any closure should of course be considered and alleviated. But
if all attempts to cut costs or switch to more profitable products fail, closure can
have the economic virtue of freeing at least part of the labour and capital for
uses which are more profitable in both a private and a social sense. It does not
follow that the factory will remain unused, although this depends on the type of
building. Some multi-storey nineteenth century factories are unsuited for
modern manufacturing, and it would make little sense to retain them in this
use. (However, it is surprising to what an extent they have found new uses,
which is pleasing anyone who admires these often fine buildings).
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Th . .
¢ doctrine that, in order to preventawasteof resources, every factory, or

do
infﬁi{:t?tfl (:St?ll;éht‘}ﬁa!(;s !;at(;i, by the 1950s, ceased to be part of the region’s
» Ihey had been rendered valueless b i
st 5 1 T ¥ economic change. The
imp;ittlisg;t?o er ‘ tahrfiri]{ne;n (1111 It;s dogmatic form) also substitutes cagtegorical
teely caleulated lore of less or more’. | it i
not so much a question of keepi i structurer oo
tso ©pIng or scrapping “infrastructure” b
) ut of
elghmg_up how much can be modernised and how much has to be replaced
: s often difficult to make a convinei ’
X O inci
g:fs:ui;(?lt Tegional policy solely on the basis of ‘hard-nosed’ economic "
b :a:‘cir;s.. Eq&;a]l;;llmportant in the thinking of the originators of British
st- ‘€gional policy were ‘soft-nosed’ politi i i
: . politico-social considerati
purely financial grounds, it mi Sricts rog: th
. ght have been better 1o fets disti i
was regarded as socially and envi e, although o
tronmentally unacceptable, altho i
\ ugh
fle;erallyt z;c-:cetpted that some change was inevitable. The “infrastru%tul:e‘xas
argument (in its dogmatic form), like the * . i
me s . macro-econormic” h
to provide a “hard-nosed” puy ic, j ool poton.
> purely economic, justification for e i
although one which is o i , ntormns, By adoot oY -
5 Open to question even on its own terms. B i i
Which s : . By adopting this
sg};})r%ach, 'Bx itish }egxona{ economists have ignored the “soft-n)c:sed’? Bihis
d_ffs: erations which provided the impetus for post-war policy, and which. in a
iierent context, gre likely to continue to be important, , ,

The 1972 “U-turw’

disﬁlﬁ;}hopgh itis diifficult to assess the optimal level, or geographical
utton, of regional aid, the issues are more clear-cut on the methods of

in ; . . !
n ZZ%I;?:;; i’l:ut m_;:onstitutxonal policy, which was inadequately appreciated
Hng its passage. Up to 1972 (with one slish ificati
aet Dass: t qualification) th
principle had been maintained of dorthe evert
qual treatment under the law. Whate
g;ﬁ;gﬁ;};?ttg foxtf ;qxe§ or subsidies, they applied to every individual orVer the
Outdiscrimination. The qualification w. i i
as that certain repio
were treated more favourably than others. Delimiting these Tegions sons
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Table X

UNOFFICIAL ESTIMATES OF THE EXCHEQUER COST OF Rf]g;}(z))NAL
POLICY (EXCLUDING TAX ALLOWANCES WHEN PAY

fm
Mainly
recovers Non-recoverable items
able
itemns o
est- | Free )
Eﬁ;ﬂgﬂz- Jrﬁzvem Depre-{ REP | prem- |TOTAL
ment | Granis | ciation fum
Acts

1950-1959 B B B

Average 59 — — — o
1960-61 44.5 6.0 o
1961-62 21.9 2.3 2
1962-63 10.0 6.2 o2
1963-64 24.6 57 o
1964-65 23.1 17.4 — 3.0 o
1965-66 22.0 20.4 — 45.0 52:8
1966-67 27.6 27.8 R 25.0 | s
1967-68 25.2 21.1 72.0 4.0 34, 250 234.4
1968-69 31.6 23.4 85.0 — 101.0 25.0 257.9
1969-70 46.1 34,7 90,0 — 105.3 _ 234.3
1970-71 359 31.5 90.0 — 110. .

Source: Memorandum by Messrs. Moore and Rhodes to the House of Commons Expenditure
Committee {Trade and Industry Sub-Comnmittee) 1973.

periodically involved discretionary decision_s by the govemmenlt), but. ofn a The
limited kind. This remained true of the Regional E_mployment_ rem:)uid.
abolition of the REP and the subsequent introd.uctl?n. gf tslt:lectlveos:;hsofyt .

1 i ifferent method of regional aid, the appr
represented a radically di meth onal aid, {he approach of the

y i this respect liberal an pp of

1964 Labour Government being in e .
1970 Conservative Government collectivist. As Mr. Samuel Brittan putsitin a
prescient essay, published before the “U-turn™: »

.nothing better ilustrates the underlying detestation of many of the 1970 breed o

i i i I market forces
Conservatives of policies working through the price mechanism and impersona
than their attitudes to the regions.3¥

The REP has the constitutional virtue, to an economic %iberal, of bexn}gq?(?n
impersonal general regulation which allowed decentralised decision-making

30

T o R

S

and did not require the Government decisions in individual cases. It also had
the economic virtue of providing a subsidy for labour, to offset the capital-
intensive bias of investment grants. The “sclective” aid introduced by the 1972
Industrial Act Was, to an economic liberal, objectionable, in that it was

insufficiently based on objective general principles, and thus opened the door
to unlimited subsidies to any firm or industry in difficulties.

nin any area, and a substantial

as. Although the amount of assistance
sed rapidly, and assistance has been

| textiles, foundries, machine tools,
machinery, as weil as individual

and Rolis Royee to Delorean Motors

was at first small, it subsequently increa
given to many industries, including woo
paper and board, electronics and textile
companies ranging from British Leyland

Table X1

GOVERNMENT FREFERENTIAL ASSISTANCE TO INDUSTRY
IN THE BRITISH ASSISTED AREAS
£m

Regional
Develop-
ment

Local
Employ-
ment
Acts

Investment
Grants
Differen-
tial

SET

Premium

Note: 1973-74 to 1977-78. AR figures are gross
The major items of expenditure included i
financial assistance under Section 7 of the R
assistance, regional employment premium (which i ]
investment grant differential {estimated),

Source: 1968-69 to 1972-73.

Memorandum submitted by the Department of Trade and Industry to the House of
Commons Expenditure Com

mittee (Trade and Industry Sub-Committee) 1973-74 1o 1977-
78. House of Commons Written Answer 14 March 1979, and other SOHTCES.
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and Hoffman la Roche. The extent of selective assistance Practised since 1?74
has gone far beyond anything envisaged by the Conservative Governm.ent in
1972, but the consequences of the 1972 Industry Act could have been foreseen,
and were foreseen. In hardly any other Western country could an Act
embodying a change of such constitutional signific.ance have been framed e;lnd
passed in a year. It is by no means obvious that tl'ns_ unparalleled speedlof the
British legislative process (utilised even mote strikingly by the succeeding
Government)}, is a cause for congratulation.

Table XII

EXPENDITURE ON REGIONAL PREFERENTIAL ASSISTANCE
TO INDUSTRY IN ASSISTED AREAS

Total £m Per head £
1972-73 | 1976-77 | 1977-78 | 1972-73 | 1976-77 | 1977-78
Northern 66.0 237.0 156.0 19.1 70.3 %%
North West 40.0 103.0 67.0 6.1 15.7 11.3
South West 5.0 12.0 9.0 5.9 14.2 .
Yorks. &

Humber 2.0 30.0 31.0 6.4 6.5 2?
Fast Midlands 0.3 2.3 2.7 0.4 3.6 .
English assist- _ 7

élcigareas 114.3 388.8 270.1 7.1 24.1 ;gg
Scotland 85.2 216.0 145.5 16.4 41.5 2.6
Wales 53.6 i13.8 01.4 19.4 41.2 32.
Aaliéi;:’l“swd 254.1 719.9 507.5 10.5 29.9 21.1

i i ional level.
*includes items which cannot be broken down below the nationa .
Source: House of Commons Written Answer, [4 March, 1979, Parfiamentary Debates (Commons)
1978-79, .208.

To criticise the 1972 U-turn is not necessarily to deny that — at least as a .
second-best — some degree of discretionary state investment may be nece.ssa; y
in present circumstances. If small firms were abi_e to.e{(pand t.hrough retaine
profits, as they do in most other industrial countries; if fn,(iustf;al bank.mg were
as well developed as in, say, West Germany;# if Britain s'ur{ique]y high upper
rates of income tax were reduced; there would be only a limited role for
“selective assistance” and the NEB. As things are, there may bej at leasta
transitional role for state investment or subsidy, but therfa is a wide range of
possible systems. At one extreme is the largely commercm} appma’ch, w1ti.: an
arm’s length relationship with the Government, which senior public sector
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managers pray for. At the other is the pursuit of short-term employment, with
little regard to longer-term costs and benefits, which some observers think was
exemplified in the original “rescues” of British Leyland and Chrysler UK, orin
the more recent “coups” of attracting a Hoffman la Roche factory to Scotland
at a cost of £100,000 a job, or Delorean Motors to Belfast at a cost of some
£50m — on the basis of predictions of sports car sales which, in the light of all
previous experience, belong in the world of fantasy.

The difference between these two approaches lies in the institutional
framework within which decisions are taken. If there is one lesson from the
experience of public enterprise over the last hundred years, it is that the crucial
distinction is not so much whether ownership is public or private, but whether
the decision-makers operate in a commercial or a politically-dominated
atmosphere. <! In the 1960s, the Italian state holding company IRI (Institute per
la Reconstruzione Industriale) was held up by some British economists as a
model for Britain, and it influenced the creation of the Industrial
Reorganisation Corporation in 1965. The problems of IRI and the Italian
public sector in general are now more widely recognised.® They originated in
the late 1950s when the Christian Democratic Party, seeing its monopoly of
power beginning to be challenged by the Communist Party, extended its
traditional system of small-town patronage to the state enterprises and the
banking system. This led to nepotism and industrial rescues based solely on
local electoral considerations. The perversion of the original unexceptional

aims of the Italian state enterprises is an instructive lesson in the economics of
politics, which is particularly relevant to countries which emulate Italian policy
towards state enterprises without possessing the vigorous black market which
gives the Italian economy an otherwise inexplicable capacity to survive and
even flourish. On the other hand, there are examples of public bodies in some
Continental countries {and one or two in Britain) which operate without
continual political intervention, in a competitive commercial environment, and
have performed well. The discussion of these questions has tended, in Britain,
to be polarised between two extremes. On the one hand the more active
members of the Labour Party believe in ‘the dusty survival of a scheme
designed to meet the problems of fifty years ago, basedon a misunderstanding
of what someone said a hundred years ago’ as Keynes described state socialism
in the 1920s.43 On the other hand, there are those who see no role for the state in
industrial affairs. In between are those who are prepared to judge by
experience, and who conclude that outright nationalisation and direct political
interventjon in industry have been shown to have grave defects, and are
prepared to consider more commercially-orientated arrangements in cases
where ownership is not purely private — “BP style” financing, independence for
bodies like the NEB, and greater use of decentralised bodies such as public
utilities and cooperatives.
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Another idea affecting the spatial economy which i§ perhaps worth bean'ng
in mind for the future is that of a ‘congestion tax’. This idea was put ‘f“orward in
the 1960s, with reference to the South-East,# but- it secr.ned to me in 1973 thit
during massive exodus from London was not the time to introduce such_ atax.#
Nevertheless, the use of taxation rather than physical controls has att}act.xons
to those who are not sworn enemies of the price systeljn . In .retrospect, itmight
have been better if, beginning in the late 1940s, subsidies in the: Devglopm;nt
Avreas had been accompanied by congestion taxes rz;;t{her than.llcens‘mg.a% 1
later 1.D.C’s, and O.D.P’s. This would have left decision-making to mdwlhua
firms and avoided the defects of the political market-place. 1t would also ' avel
made regional policy more or less self-financing gnd 50 ha'we pr'evented r;lgls0fla
grants being held up (e.g. by Mr Tony Benn) as aids to private industry. There
is also a case for using ‘congestion taxes’ rather_than physical controls at a
sub-regional level (e.g. city centres). But Britain _h_as suffered more t.hsn alny
other country from the hasty and ill-considered p:l_mg~up of taxes, w1t1 ou t
adequate consideration of their aggregate effect-— in both urban devq c;pment
and other fields.% Is it not time to refuse to consider any new taxes w;t‘ 1'out a
the same time examining which existing taxes could be 1:educed, simplified or
abolished? When 1.D.C’s and O.D.P.’s have bee.n al?ohshed, que]o;_)mel?t .
Land/GainsTax simplified and reduced, all taxatllon 1ndex?d for mfﬁxﬂon, ane
the Development Areas slimmed down, ‘congestion taxes’ may perhaps com

into their own.

Development Agencies ' . . )

In recent years there has been a growth of. regional “quangos (quasz- )
autonoemous national government organisations) — tl_le Welsh and scottls .
Development Agencies (the counterparts to the National Enter?nse Boar h,
with some additional functions), the Development Board for Rural Wales,tt e
Highlands and Islands Development Board, thcf: Nf)rth-Eae:.t D?velqp?end
Council. An economic assessment of these bodies is 'sometzmes preju 1ced .
both by the overt arguments put forward f01_' the creation c?f the N.E.B. and bya
not unjustified concern about the constitutlonak'1mphcat_10ns of the VE'lSt
number of quangos. However, the regional bodl_es ment;ongd aboge are
considered by many people who have had experience qf their wor —d et
irrespective of political affiliation "1" t% bf: doing a useful job, and they deserv

i n what they are actually doing. . '

be’fj‘lﬁggifl(e]; that, in theyfield of the built en‘vironmen.t and local m‘c‘Iuslt.rI}z:l .
development, there is a role for public bOdil?S operatmg‘pgrtl‘y on “enlig teni) !
commercial’ principles and partly asa v§h1cle? f01: SlE}?SIdlBS is neltherG ne.w !
necessarily an invitation to “creeping n‘atlc‘mahsatmn ; Fo.r exampif:, ei‘m‘ang
set up provincial development companies in 1918, to provide planning service
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for house construction; they have had a continuous subsequent existence and
have played a useful, uncontroversial role (in construction, not ownership) in
the very pluralistic and market-orientated housing system of the German

Federal Republic, and are now extending their activities into urban renewal
and industrial development.+

In spatial economic policy, the case for the participation of public agencies
rests on the alleviation of transitional difficulties and on problems of “time
horizon™, as well as spectfically social and cultural grounds. Take, for example
the four main functions of the Welsh Development Agency: the reclamation of
derelict land; the building of advance factories; the attraction of new industry;
the provision of finance for, and equity participation in, small firms.

Industrial South Wales, like the North of England, bears many scars of the
Industrial Revolution, which are both an cye-sore and a deterrent to new
development. In some cases, it may be profitable to undertake reclamation
privately and, as Sir Harold Wilson has rightly pointed out, such activity is
socially beneficial;* in other cases it is not profitable, and some kind of agency
is needed for the administration of public subsidies. In factory building, there
are two extremes; at one extreme, waiting until clients are prepared to order a
new factory and, at the other, building advance factories wherever a decline in
employment is in prospect, with little consideration of whether they will be let,
or remain let, In between, there is an intermediate field with scope for
speculative building of smail factories, by private and/or public bodies. Private
development - accordin g 1o one of the most experienced private developers—is
inhibited by planning controls, which probably need to be relaxed.® But there
is also a role for public agencies, in favourable locations where, if factories are
built (and backed up by publicity, infrastructure, etc.) most of them can

reasonably be expected to be let in the end, The fairly successful experience of
the inter-war trading estates suggests that there is a case for such a policy in
districts in which there is the prospect of a sharp decline in employment — such
as towns affected by the closure of steel works. To avoid “creeping
nationalisation”, provisions could be incorporated for such factories to be
offered for sale after a certain period. Competition between regions in
publicity and salesmanship, although not without some “wastes of advertising”
is probably the best guarantee that the attractions of currently “depressed”
districts are not overlooked. However, independence by regional agencies —
such as that displayed by the Scottish Development Agency — appears to be
viewed askance in Whithall; regional agencies do not fit well into the highiy
centralised structure of British Government. Equity participation in small
firms is partly a second best to a change in the tax system, but the Welsh
Development Agency gives firms a “buy back” option which might be used if
British taxation ceased to be so inimical to industrial innovation and growth,
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Even under a better conceived tax system, however, there would stili be a role
(as in countries such as West Germany, which do have suci} tax syste.m‘s) for
public “merchant banks™ operating under broadly competitive COH(.iltIOrlS but
with particular responsibilities in {ields where 1'ap1d.sectora] or spatiaE_
economic change gives rise to special problems. This type of mterve.n.tlon to
ease the tensions of economic change is very different from the tradm‘onal
socialist pre-occupation with the virtues of state monopoly and the evils of

private enterprise.

Principles in politics? _

The attitude which should be taken towards the regional deveiopment _
agencies thus depends on the general economic ar'ld political principles b.eing
adopted. But should governments have any principles? Shopld the).( not judge
every case on its merits? Recent experience suggests that this .seemlr‘lgiy
reasanable approach contains snags. Thoughtful and non-partisan critics, such
as Mr Edmund Dell, have suggested that governments have attempted to do
too much in industrial affairs, and lacking any basis of principle, hf:we become
embroiled in essentially managerial decisions.This criticism ap.ph&j,s to both
Labour and Conservative Governments of the 1970s, despite their d{ffe}'eilces.
The Labour Party traditionally prides itself on being the party of prmqple and
inteliectual doctrine, but Mr Callaghan, as Prime Minister — if 110”t all ius.
colleagues —represented Labour as “pragmatic™ and “‘moderatc as agaimst
the “doctrinaire” Conservatives. Conservative politicians, on the other ha'nd,
have tended to criticise **doctrinaire socialism™, There'seems. to i')e a confusion
of thought here. Itis “doctrinaire” to maintain a doctrine \'VthI"l is disproved by
experience, but it is impossible to conduct a coherent policy \Vfthout a set pf
theories, or doctrines, to explain the likely consequences of actions. Politu‘nans
who claim to be purely “pragmatic” tend to be pre-occupied with immediate
tactics; when faced by unexpected developments, they are.at a foss, and often
seize on a currently fashionable doctrine without thinking its consequences
through. Conversely, politicians committed to untenaple doctrines can find in
office that they have to be abandoned, leaving a doctrinal vacuum. Hence the
erratic course of recent British government, in which two Labour o
Governments, starting with doctrinaire socialist policies, swung round in mid-
term to a rather incoherent pragmatism, while a Conservative Go'vernr_nent,
starting without much of an intellectual basis for policy-making, drifted into an

inflationary monetary policy and then sought to suppress the‘conseql.lences by
adopting a somewhat doctrinaire and essentia_lly socuflh‘st policy of price .
controls, pay norms and discretionary industriat sg?sndlcs. A more academic
(or, rather, intellectually honest) approach by political parties would produce
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greater coherence in policy-making, and might well strike a responsive chord
with the British electorate.

If we start, for example, from the basis of a “socially responsible market
ecomony”, {to translate the concept of “soziale Marktwirtschaft” which has
dominated the economic policy of West Germany) this provides a touchstone
to judge whether inherited institutions should be retained, abolished or
modified. Ruthless surgery can be justified in some cases. For example, price
control —unless it is merely a wasteful formality — is incompatible with a market
economy, and in the long run can only function as part of a system based on
rationing. This proposition of “positive economics™ can be illustrated by
efforts to control inflation by price control going back at least to the Emperor
Diocletian. It is the kind of issue on which “mainstream” economists can offer
a fairly agreed view of some practical value to politicians, although British
academic economists can hardly have been said to have done so, since price
control was introduced in 1973.

Inother cases, itis a matter of balancing costs and benefits at the margin. The
““Job support machine”, for example, which at best holds up employment
temporarily, may well have been over-expanded, compared with programmes
such as industrial re-training which, one would think, offer better long-term
prospects of maintaining employment: the present subsidies deserve more
analysis in public of the kind they appear to have received in private from the
Treasury. This applies to subsidies by both central and local government.
Many local authorities have begun experimenting with loans - all too easily
converted into equity or grants by default — and under-priced land and factory
space. This type of local competition — which has parallels in many other ERC
countries — has a good and a bad side. The good side is a positive local attitude
to industrial development (where it is needed) and an administrative
counterweight to the previously often unsympathetic attitude to industry in
many inner arcas. The bad side is escalating competition for limited investment
between local authorities which cannot really afford this expenditure. The

beneficiaries are likely to be a mixed bag of enterprises, some of which do not
need assistance, and some of which have no long-term prospects. Yet once the
subsidy race begins, both local authorities and firms find it hard to stay aloof,
and the system grows by its own momentum. Aswith international competition
in subsidies, a degree of “imperfect competition” can arise which benefits no
one. This danger is particularly acute when, as in the British case, most of the
subsidies are paid for by the central government, It would not be unreasonable
to impose some kind of limit on the extent to which the Exchequer subsidised
local subsidies, leaving local authorities with the option of paying them out of
local resources, or relying on appropriate planning and information policies,
which are often more to the point than subsidies.
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However, the current need to curb over-expanded and questionable
industrial subsidies should not obscure the fact that certain types of subsidy,
and certain types of action by public or semi-public agencies — notably in the
regeneration of old urban districts or regions — are compatible with a market
economy and can even support it, by coping with those special cases in which a
market economy solves problems only at an unacceptable social cost. For
example, the regional development agencies seem to me to have a useful role to
play in the more variegated “‘regional” situation which is emerging, and one
which would continue in a more market-orientated economy, with less
discretionary industrial subsidy. It might, however, be possible to draw a
somewhat clearer distinction between the agencies’ quasi-commercial
activities and investment undertaken solely on social {or political) grounds: if
this were done, decisions on socially motivated subsidisation could be placed
firmly with the Government, leaving the agencies free to adopt a more
commercial approach. :

Regional economics as development economics

I have argued in this essay that the nature of the British “regional problem™
has changed, but that regional economics has not yet adjusted itself to this
change.

There is a striking parallel between the reappraisal needed in regional
economics and the reappraisal which has begun in development economics,
Indeed, regional economics can be regarded as development economics
applied to a region rather than a state. Development economics can be said to
start with The Wealth of Nations. Adam Smith, Friedrich List and J. §. Mill
stressed the importance of the social, educational and moral pre-requisites of
economic development. The same points, in a modern context, were made in
Sir Arthur Lewis’s classic book The Theory of Economic Growth (1955) and his
more practical Development Planning (1966). But the more academically
fashionable and influential type of post-war “development economics” brushed
such considerations aside, and emphasised the need for a ‘big push’ in
industrial development, Many developing countries, partly as a result, made
what are now accepted as serious errors in development policy. To quote Sir
Arthur:

Related to this error is the further belief that the path of economic development Hes mainly
through the muitiplication of large-scale projects, on which attention is therefore concentrated.
Plants are built on too large a scale, in anticipation of demand, so capital lies idle. Such projects
employ very few people; so many countrics which have highinvestment fevels during the 1950s
are now surprised to sce how few new jobs have been created. These highly capital-intensive
projects are very vulnerable to wage demands; since wages are a small proportion of their costs;
so the ease with which they keep raising wage rates plays havoc with wages and employment in
the rest of the economy. 5!
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A somewhat similar outcome has occurred as a result of the establishment —
after Government pressure —of car assembly plants on Merseyside. But, before
embarking on any sweeping condemnation of this policy, we ought to look at
the experience with similar regional development projects in other countries.

In the early 1960s it was believed that car production would expand (as
indeed it did in every European country apart from the UK) and governments
pressed car firms to set up new plants in “development areas”. In West
Germany, the government of North-Rhine-Westphalia provided incentives for
car firms to set up plants in the Ruhr district, and several were started. They
have operated as satisfactorily as older plants. In so far as this move would not
have taken piace in any event, it may be reckoned a success for state action
(although in this case a type reflecting the strength of the federal structure in
West Germany). But West Germany has a uniformly high standard of
industrial relations and technical education, which contributes to the success of
new industries. In Italy, a similar attempt was made to provide work for the
South by establishing the Alfa-Romeo plant near Naples. But the Mezzogiorno

. is a ditferent world from Milan — in its educational level, social attitudes and

unusual (i.e. to a large extent criminally controlled) political system. In spite
of modern equipment and an excellent product, the Alfa-Sud plant has
experienced grave problems, which have caused the state-owned firm of
Alfa-Romeo to incur massive fosses.

British experience with Ford, Vauxhall and British Leyland plants on
Merseyside, and the Rootes/Chrysler/Peugeot plant at Linwood, near
Glasgow, has been more “Ttalian” than German. A study of the impact of the
car plants on the Merseyside labour market shows that they did not merely
“mop up” the pool of unemployment, as the prevailing theory assumed.®
Labour was mainly poached from old industries incapable of offering such high
wages. One example was the Liverpool Corporation bus service, which was
permanently weakened by the haemorrhage suffered. Such denuded
enterprises were henceforth unable to carry on efficiently, incapable as they
were of offering the high wages which the motor industry could pay good
“employable” labour. The arrival of the motor industry in effect shuffled the
available hands, leaving the registered unemployed — particularly the
unskilled - facing an even worse situation than hitherto, in that potential
employers were increasingly hard hit by the income expectations generated
locaily. In short, the multiplier effect was upon wage inflation rather than the
unemployed. Moreover, the productivity in some of the plants has been so fow
as to threaten their continued existence. One of the British Leyland Speke
plants was closed in 1978, and—unless there is an improvement in performance
of which there has so far been little sign — it seems unlikely that Linwood will
survive.
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'The lesson would seem to be that regional unemployment may not be solved
merely by settingup a car factory. It would be going too far to reject the idea of
branch factories, although large plants based more on regional subsidies and
official arm-twisting than on commercial calculations can sometimes be a
cuckoo’s egg in the sub-regional nest. The main need — as long advocated for
developing countries by Sir Arthur Lewis — is for balance. There hastobea
balance between locally based and “immigrant” firms, between large
enterprises and small, Above all, job creation needs to be balanced by changes
in labour’s ability to respond to new job opportunities,

Structural policies in the European motor industry provide other
illuminating examples of success and failure, often with regional implications.
In 1960, the ailing firm of BMW was on the verge of being taken over by
Mercedes-Benz. The Bavarian (regional) government, unwilling to see this
famous Bavarian firm run from Stuttgart, in effect blocked this deal and helped
the firm, under new Inanagement, to embark on a programme of developing
Sporty saioon carts, which has been so successful, Like the expansion of the car
assembly in the Ruhr, this is an ¢xample of the operation of a federal system.
France, on the other hand, has traditionally operated a centralised system, but
a hard-headed commercial type made possible by administrators’ almost
complete freedom from demoeratic control. In 1973, the French government
forced FIAT to relinquish its holding in Citroen (primarily, it would seem, on
nationalistic grounds), and encouraged a step-by-step takeover by the small
and provincial, but very well run, firm of Peugeot. This produced a successful
organisation which was able to acquire the European assets of the fading
Chrysler Corporation, thereby becoming the largest European manufacturer,
and one with a potentially secure future — if it can succeed in absorbing the
more indigestible parts of the Chrysler legacy.

The experience of the British motor industry has been different. In the
1950s, Britain had an efficient and successful manufacturer of commercial
vehicles based in the North-West — Leyland Motors. Tt took over the ailing
Triumph firm and looked set to become perhaps another Mercedes-Benz.
Then, with Government encouragement, it took over the large group which
comprised the popular manufacturers, Austin and Morris, together with the
up-market firms, Jaguar, MG and Rover. The unresolved problems of Austin-
Morris claimed the lion’s share of the group’s resources, and development was
neglected of both commercial vehicles and the Jaguar/MG/Rover range, in
both of which Britain’s “comparative advantage” was high. This process was
not changed by the state take-over in 1974, Only in 1978, very late in the day,
Was a more commercial type of management initiated, the success of which
remains uncertain,

Can we draw any general conclusions from these and other examples of
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Government intervention in industry? We can at least dispose of one ci)nt}}rlnon
argument, This begins by listing various defects of the market sy'sterr;.. 'i en
concludes that the state must intervene to correct thege d?’fects, implicit yed
assuming that the state is operated by “phllos.opher—k:qgs soflely iCfcn‘u:i,crln
with the public good, and is free from all the.u.nperfectlons of rea .-W(:l 1
market processes. This view underlies all British te:_;tt:ooks of regiltl)g .
cconomic theory,> a great deal of ‘welfare economics’, 5 z_md.mucf hrx 1t '
discussion of industrial policy in recent years. The Platonic view o t e E a
implicit in this type of economic analysis tends-tf) be regarded as Etllai\;qteyas "
political scientists of the liberal, utilitarian tradition, \lvho rEfg&rdt esta o
institution which responds to various pressures, and is subject {o the-poientla
failings of any human institution. A very dlfferen't approach to gosvel.gﬁen
policy was adopted by the great political economists from Adam Smith to

Arthur Lewis. To quote Sir Arthur again:

Governments can have a notable effect on economic growth. If they do the rllght thiingds, gr(‘);;:h

is advanced. If they do too little, or the wrong thing.s or too much, grqwth is re:?rn zr ;].e.cnne.

distinguish nine ways in which governments may t?rlng about ccotlgn}ac;tagn:;;ic:ation o One,
by failing to maintain order, by plundering the cttizensl, b)f pronmtmg:) e ex;? -
class by another, by placing obstacles in the way offorc;gn mtercoursi, i.negoi Cosi]y epubll

services, by excessive laissez-faire, by excessive spending and by embarking

Recent British Governments have at least not (exFept in ind:xstrial ril,atzilﬁs)
pursued excessive laissez-faire or (apart from the ill-judged “cod war” wi

arked on costly wars, ) )
10%5;2(2‘: ::;rd;:;gling as toythe conditiqns in which governmen.t .inter.venltllic:;
in industry is likely to encourage economic grow?h, and the Fondﬁmns ::I; ;:;
it is likely to retard it? Experience in t‘h('a motor mdustr.y migh? suggtt;s the
hypothesis that, the more state action is influenced by trade unions, € o
will favour short-term job preservation, at the cxpense of long-term via 11. ]i 3;
More generally, could it be that, the more democratic the state, the m;)re ikely
it is that state intervention in industry will do harm rather than good?

Regional Policy in the EEC . ‘
Igegional policy —and in particular the proposed Community Regional

Development Fund — aitracted a great deal of attention in the EEC hm the year
1972-1975, largely owing to the efforts of Mr George (now L?,rd) T (clmlsont, as
Commissioner for Regional Affairs. The “Tlmmso_n Strat'egy plaf:e grea ‘
emphasis on the need for an active and comprehensufe reglqnal po-ilcy desngn_e
to reduce what were considered to be large and growing reglo‘nal differences in
the Community. This approach was summed up in the 197.3 ’I‘hcm:lson1
Report’,* which reflected the traditional economic agalysxs-o-f regiona -
economic problems which has been discussed above in a British context. The
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“Thomson Strategy” was characterised by what a sympathetic American
academic calls ‘institutional role-playing’, in which (Iwould suggest) both
power politics and the regional economic facts tended to be overlooked.s? Mr
(now Lozd) Thomson regarded the Commissioner for Regional Affairs as
representing ‘a Community-wide constituency of under-privileged regions’.
This is a reasonable function —although some might prefer a term like “poor’ to
the question-begging term ‘under-privileged’. This approach was, however,
“from the top down”, in that international politicians and civil servants sought
to do good to the ‘under-privileged’ regions, as opposed to the “from the
bottom up” approach of giving powers to regional representatives, The
Thomson Strategy was also stronger on rhetoric than analysis. Speaking of the
‘moral chailenge’ of regional policy, Lord Thomson stated that:

The truth is that in Europe today the under-privileged peripheryis spreading. Ttis stretching out
tentacles into the pools of poverty which are growing in the Community’s prosperous heartland,
{Financial Times, 25 July, 1975).

Perhaps, but one could equally well say that the heartland was stretching out
tentacles of prosperity into the periphery. None of the statistical studies of
inter-regional differences within countries has shown an unambiguous increase
since the early 1960s— rather the reverse.s* Economic differences {inincomes,
unemployment, etc.) between regions within countries have generally
narrowed. This trend began in the boom years of the 1950s and 1960s but has
continued in the 1970s because of rising unemployment in the “central” regions
of the EEC. On the other hand, the differences befween countries in the EEC,
after having narrowed in the 1960s, have widened in the 1970s. However, this
widening (even apart from all the qualifications about the meaningfulness of
national income comparisons) is attributabie solely to the new members in the
British Isles, and Italy; it has not applied to other members.

‘The “Thomson Strategy” had its heart in the right place, but at times it
reminded me of the late Mr Sydney Stanley’s famous words, ‘Don’t try to
confuse me with the facts’. Professor Talbot at one point almost qualifies his
enthusiasm:

- - - a Community regional policy was one cornerstone because — it was further believed —serious
economic and social inequalities existed. and would likely increase, within several sub-regions
of the Community ™ I major steps were not taken to reverse this rich-poor syndrome then it
wouldbe politically unfeasible to move towards the construction of a new Europe. Whether
these inequalities were actually increasing is debatable, but the argument of increasing
‘regional disparities’ was politically compelling and seemed to be buttressed by a certain
amount of economic commensense. {op.cir, p.201).

There was, and is, scope for academic debate on the nature of regional
problems in the Community, and the extent to which they justify a Community
policy. However, the pre-occupations of the Heath Government, which
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Table XIIT

INDEX OF GROSS NATIONAL PRODUCT PER HEAD AT
CURRENT PRICES & EXCHANGE RATES
(EEC average = 100}

1970 1978
West Germany 124 141
Denmark 129 137
Belgium 107 134
Holland 99 126
Luxembourg 127 124
France 113 113
UK 89 75
Italy 70 36
Ireland 54 31

Source: Basic Statistics of the Comnunity.

strongly supported a large Development Fund, were quite different_. The
British Government hoped to obtain, through the Fund, a SL{bstantlal net
transfer of income to the UK, thereby to a large extent offsetting the cost of the
Common Agricultural Policy. {‘It’s a useful sum of money’, as Lord que used
to say.) The argument put forward in the Thomson Report (and pubh‘ci)‘e-
endorsed by the British Government) was, however, purely communitaire.
Community policy, it was argued, should be directed to evening-out reglo.nai
differences in income by transfers, via the Community bud‘get, from the richer
to the poorer regions. Britain, it wasargued, hada substaﬂfrfxl num?)er of poor
regions: indeed, according to the Thomson Report, all British regions apart
from the South-East were poorer than all other regions of the EEC OutSid't':
Southern Italy. Thus the kind of regional policy required by the Con:;mumty
ethos would lead to a net gain by Britain, whereas the agricuftural policy led to a
net loss, but this was purely incidental. British national interest therefore ’
coincided with the views of the Regional Affairs Directorate in }?’.russels,'\vhlch
wished to see a large-scale and comprehensive Community regional policy.
The Heath Government’s approach had good points and weaknesses. [t was
and is, reasonable for the UK to seek to reduce the heavy net cost of the com-
mon agricultural policy as currently operated. Moreover, the approach was at
least eased on a coherent philosophy which could be generally accepted in the
Community (an approach which France has successfully used to advance her
national interests). Nevertheless, some observers ha.d doubts from‘the
beginning about the reliance which the UK was placing on th'e Reglox}al
Development Fund.® These doubts concerned both economic analysis and
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politicz.i! tactips. When the agricultural policy was first established, the
countries which could be expected to lose from the consequent income

transfers — notably West German

¥ —accepted this as a price for getting the

Community started. When it was merely a matter of the UK joining (or

remai_ning in) an existing Community,
especially as the honeymoon period in
did not believe that the Regional Deve

Germany was less prepared to pay up,
the EEC was by then over. The doubters
lopment Fund would go far to offset the

net costs of the Common Agricultural Polic .
y, and their doubt .
proved only too well founded. ubts have so far

Table XIV
REGIONAL INCOME AS PERCENTAGE OF AVERAGE FOR AREA

Poor ) Ratio,
vorest Richest richestf
poorest
U.5.A. (1975) Mississippi Alaska
60% 2.9
Australia T: i o
asmania New S
(1973/4) 87% o gy s L2
Canada 1973 Newfoundland Ontario
54% 117% 22
W. Germany Schleswig-Holstein Hamburg
- ' 84% 149% 1.8
] C (1970) Calabria Paris
72 regions 41% 161% 4.0
EEC (1970)* Ireland Belgium
9 states 57% 123% 22

* At purchasing power parities.
Source: MacDougal Report.

c Noris t%ze princfip!e of money transfers to equalise regional income within the
ommunity as widely accepted or as demonstrably sound as the Thomson

Report and, more recently, the McDou
Commission members) imply.

gal Report (or some statements by
In a federal state such as the USA, the

existence c?f a uniform federal tax system tends to bring about income transfers
from the richer to the poorer regions; specifically “regional” transfers are a
smail element in these transfers. (Indeed, policy can sometimes lag behind
events, and operate perversely. It is alleged, at least, by spokesmen for the
older industrial regions of the North-East USA, that federal policy still

operaltes so as to transfer funds from these re
sun belt”). However, this equalising tende

44

gioqs to the now more prosperous
ncy in the USA (which still leaves

substantial differences) operates within a framework of broadly common
institutions and policies.® The situation in the EEC s very different. Although
there are some areas of specifically low regional income — such as Southern
Italy - the main differences are between nations rather than regions. If Britain
is relatively poor, this is because of a generally low level of income, rather than
because of low incomes in certain regions. As I have argued above, regional
differences in the UK (Northern Ireland being to some extent an exception) are
very small. The countries with average incomes below the Community
average, are the UK, Ireland and Italy (although, in the case of the UK, the
figures of physical consumption suggest a substantiafly higher standard of living
than is indicated by income figures at current exchange rates, or even price-
adjusted figures). The prospective new members—Greece, Spain and Portugal
— have even lower average levels of income.

It could reasonably be argued that the net effect of Community policy on the
incomes of members should be either neutral or a transfer from the richer to the
poorer. Under the currently rather arbitrary arrangements, the main
beneficiaries per capita would appear to be Ireland and Denmark and the main
contributors the UK and Italy, Who pays what is not, however, altogether
clear (even ignoring indirect effects), mainly because of an argument as to
whether MCAs (Monetary Compensation Amounts) should be attributed to
the importing or exporting country. The following figures, produced for the
Commission, give both calculations. They can probably be regarded as
indicating the rough orders of magnitude, even if the background to their
publication does not suggest that they should be treated too precisely.®

Of the two ways of attributing MCAs, the one giving a higher British
contribution (attribution to exporting country) would appear to have more
logic, if we make the reasonable assumption that, outside the Community,
food imports would be obtainable at below the higher Community prices.

Even more striking is the difference between the two columns indicating the
effect of Article 131 of the UK accession treaty, which limited UK
contributions for five years. However the MCAs are atiributed, it seems clear
that, under prevailing arrangements, the UK is bound to become the largest
net contributor after Article 131 lapses in 1980, if it is not so aiready. These
figures would seem to confirm a feeling at the time that the “renegotiation™ of
membership in 1974/5 was far from radical.

A re-adjustment of contributions to give less perverse distribution among
members may well take place in the end, after some haggling, but a major
transfer of income from richer to poorer countries is a different matter. When
policies and institutions vary between members as much as they do, there are
likely to be limits to the readiness of the richer countries to share their wealth
with the poorer. This applies particularly to any proposed payments to the UK,
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Table XV

EECNET BUDGET CONTRIBUTIONS AND RECEIPTS
o BY COUNTRY IN 1978
in miltions of Europeart units of account: (§ UA equals £0.67 or $1.35)

Actual national balances reflectin ” .
adjustments under Article 131* # Egc;g%f;?e
MCAs attributed to | MCAs attributed 1o | Article 131

exporting country importing country | adjustment**
Germany —346.8 —519.8 —133.2
France —33.3 —321.0 —80.7
Italy ~723.4 —304.9 +50.5
Netherlands +236.8 +57.0 —28.6
Belgium/ .
Luxembourg +393.4 +350.3 -22.0
UK -1121.6 —407.0 +302.3
Iretand +530.5 +320.1 +12.7
Denmark +620.4 +381.3 ]

£ . . . . .
i Plus sign = net receipt; minus sign = net contribution
Plus sign indicates a rise in contributions

Source: Commission press release, 9 April, 1979,

whlich is in the unique position of having been the richest country and now
being among the poorer (even if not yet as poor as the national income figures
suggest).

How has this reversal of fortunes occurred? It has certainly not been the
result of any shortage of natural resources, compared with other EEC
merqbers. Nor is it a recent development: complaints of the effects of
res_trl.ctive practices, inappropriate class attitudes and inadequate vocational
training on British economic growth were made by percipient economists
before 1914. There is a widespread view on the Continent that Britain is a
country with every natural advantage bent on committing industrial suicide.
'Thus the idea that other countries should — as they see it — pay for the
consequences of British folly, falls on fairly deaf ears. The stress recently laid
by British representatives on the country’s poverty has produced reactions
nearer contempt than sympathy, (Eurojoke. ‘Question: How can you
recognise the plane bringing the British delegation? Answer: It is the one
which, even after the engines are switched off, continues to whing”).

E7$perience so far supports those who questioned the British policy of
seeking to bring about a surreptitious gain via the Regional Development Fund
to offset the loss caused by an unsatisfactory agricultural policy. There is still a
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view in the Commission and the European Parliament that the Regional Fund
should be substantially expanded in order to ‘balance’ the expenditure on
agriculture and reduce agriculture’s share of the Community budget (currently
about 80 per cent). But it is far from obvious that, because the Community is
spending too much on agriculture it should therefore spend more on regional

~ policy. Might it not be better simply to spend less on agriculture?+ British

governments have criticised the Common Agricuitural Policy, as currently
operated, for producing costly and disruptive surpluses. This is a telling
criticism (if not, perhaps, one altogether consistent with talk of ‘more food
from our own resources’) which is shared in many circles in the Community.
Britain, therefore, would have potential allies if it sought to reform the
Common Agricultural Policy as a member who clearly accepted Community
membership and put forward coherent policies which reflected more than
purely national interests. The style of diplomacy which the UK has adopted in
the last few years has alienated many politicians in other member countries
who are by no means unsympathetic to the changes which the British
Government would like to see. On the other hand, it would be a mistake to
imagine that a better atmosphere will bring any quick rewards. A clear
commi{tment to the Community need not exclude equally clear medium-term
objectives for improving its functioning, pursued with diplomatic skiil and a
readiness to play strong national cards in pursuit of them. One can easily
imagine what France would have done with North Sea oil.

Where does all this leave the Regional Development Fund? Probably
playing a more modest role than either the ‘Eurocrats’ on philosophical
grounds or the British Government on more self-interested grounds hoped to
see. Even if the more ambitious ideas on ‘transfer of resources’ are abandoned,
there is a case for channelling some Community funds to regions or districts
facing particularly severe problems, both to obtain more money for them and
perhaps to open them up to new ideas and influences (if direct investment by
the Fund were permitted, as it is not at the moment}). in 1977, the Fund paid out
£246m, the lion’s share going to the ‘development areas’ of the UK and
Southern Italy. The amounts involved do little to offset the costs to Britain of
the Common Agricultural Policy, The Fund seems well established, but
unlikely to fulfil the high hopes originally placed on it.

Professor Talbot attributes the failure to establish as large and powerful a
Regional Development Fund as originally envisaged to the oil crisis of 1973. T
find this unconvincing. [ would suggest that, as with other aspects of
Community policy, the thinking behind the proposed regional policy lacked
the wisdom of, say, The Federalistss and that this intellectual weakness,
together with the fact that “regional policy” was interpreted by the British and
Ftalian Governments as ‘payments to us’ had a bearing on subsequent events.
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Table XVI
REGIONAL DEVELOPMENT FUND PAYMENTS, 1977.
£m

Belgium 1.9
Denmark 3‘8
German Federal Republic 16.4
France 30'3
Ireland . 14-6
Ttaly - 98.8
Luxembourg . 1
Netherlands | .9
United Kingdom 78.4

Total  246.2

Source: Regional Development Fund 1977 Report.

Professor Tg%bot’s impressively detailed account of the origins of the Fund, and
f)f what .pohtlcians said about it in public, contains nothing to alter m e
[mpresstgn that there was an inadequate analytical basis to the “Thor):]so
Strrfltegy and that the British Government was not concerned with regi : 1
policy at all, but with what it got out of the kitty, e
an/\tlého?gh the “Thomson ‘Strate‘gy” has attracted most attention, there is
other aspect of Community regional policy, which reflects a different
pwh;lioisophy, emquied in a different branch of the Brussels secretariat
wme%eas.; the_ Region_al Policy Dire.ctorate-General (XVI) has been cor.lcemed
o r: ;?éz?jsgg the ilfe of(t}i{?)Reglonal Development Fund, the Directorate-
( ' ompetition has been mainly co i i
international bidding-up of regional aids, It su)gcc:;:(rinii(ig::il;g fsv:i?;r?: gaﬂ
approved by the Council of Ministers in 1971 which imposed a limit of ZOe
cent of lthi'it total cost of regional investment subsidies in the “more -
industrialised™ regions of the Community. In January, 1979, this rule was
X:newed for three years, with an alternative limit of 3,500 Eurcpean Units of
ccount (£2,300) per job created. However, exemptions were given fo
gg:é?ern Itfly, Northern Ireland and the Irish Republic whercgthe '
nment appears inv itai
govermen : é)[i)n e lc::r?llizlyagj whole cost of the investment — as Britain
’ Supportersﬁ Of. t'he “Thomson Strategy” have argued that the “negative”
tdﬁ)é);‘feac.h oflhglltmg regional aids should be replaced by “positive” approach of
! necef;gﬁ?y - i;ilé’gl;?::; fulng .OBﬁ;ng less ctfl)nvinced that public expenditure
S e , uld argue that i it
limit the growth of the Fund, and also to Iiach Co:zlllrflrjr:isl? :gr!:a:[rl:(:ﬁ%siziidn:ﬁ
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national subsidies. However, the switch from general to “selective”” subsidies
has largely made the existing regional limits a dead letter. Attention has there-
fore shifted to the possibility of some kind of Community limit on industrial
subsidisation. Support for such a policy comes from West Germany, Denmark,
Holland and Belgium, where there is a feeling that a massive, and to some
.extent internationally competitive, subsidisation of steel, ship-building, and
other industries is economically harmful. This policy has been strongly resisted
by the UK, France and Italy. The issue is likely to be a contentious one for some
“years and no effective Community regulation is likely in the immediate future.
“But those who question the virtues of unlimited discretionary industrial
“subsidisation can only hope for some kind of international “arms limitation”’

‘agreement.,

. Is regional economics a science?

" 1 have suggested throughout this essay that a good deal of the regional

* economic analysis produced by British academics, far from illuminating
.current problems, has been unhelpful and misleading. If this is so, how has the
situation arisen? I would put forward three possible causes: academic over-
specialisation; an attempt to make the subject more “scientific” than the nature
of the subject matter allows and a pre-occupation with large, and often
inappropriate, aggregates.t For example, the idea that it is possible (in most
cases) to define clear-cut economic regions is, as any geographer could have
told economists, an illusion. Economic and social characteristics are sometimes
sufficiently distinct to enable a reasonably clear classification of “regions”. In
S$pain today, Catalonia, the Basque country and Andalucia are fairly distinct
regions, with Andalucia having an average income about one quarter that of
the other two provinces and twice the unemployment rate. But, in many cases,
different regions can be drawn according to different criteria. Wales, for
example, has more cultural unity than most Standard Regions but it is in no
sense an economic region — rather three regions linked “horizontally” with
England. Moreover, the economic differences between regions are small, and
in most cases a region will score high on one criterion and low on another. East
Anglia, or example, has relatively low income but does not have high
unemployment or emigration.

Similarly, the distinction between “‘urban” and “regional” €CONOMIcs is
unfortunate; a “‘macro-economic’ pre-occupation with regions has blinded
regional economists to what has been happening in the cities. Some textbooks
have treated “urban” and “regional” economics as indivisible, but there are
occupational pressures to narrow the field of study.”’ Even “urban and
regional” is not altogether a satisfactory frame of reference. It is unfortunate
that there has not been more development of “land economics”, in the sense of
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i
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the study o i

forost n}a'crigtl; zz(g)l_lzmi? aspects of all types of fand use ~ urban, agricultural
This school had a bre tTISfag-e d by. Pfe‘wm' “Wisconsin School” in the USA s
surtace of the slabe Ca b0 Vision n its treatment of the uses to which the .
standing of the micro.a " b put, a blend of theory and practice, and an under-
many resent expositioizot;;,o::tl;aﬁaisrzg ;gnd;lse which have been lacking in
indis : ; : ' nal economists. “Models™

et R;Znigiiz ;‘?lﬁ ixr; ecgnom;e_studws, but it is an illusion to seekeis cc:-}?*:ij;:i'::lil
aveuratanoc Operac; iOWIIJI provide an ana.logue for the spatial economy as
bridge (and amy veer 0?3 as, say, an engineer’s calculation of stresses in a

it for bridgos S thon, I e Sevgrn Bridge must conchude that it is not easy to do
fondameres 5 e th. \ .:9”;"“':5 can, however, be scientific in the more

- understanding » aaf .1 1sb a§ed on honesty in the use of facts and arguments:
NBUTe o e inE Othew asic conc'epts of scientific method, such as the '
rems indefinitelgg-. ” zsesf;md.the inadmissibility of extrapelating recent
data, which means historliial atzldei;lﬁs;far;}; fmi. e \VEd‘?St Possible range of
€xamination of ali points of view. In additj L what ey & reasoned
of . : Lview. lon, what is surel ed i
oo (S,g?;;f}i :::1;22;1)(; grpblefns Is more dialogue between egor;i)ig?sf; " thestudy
o specia{i s andg;sts, industrial Managers, surveyors, town pla;lne'rs and
Droblome, Whether " n attempf to distil conclusions relevant to current
hpproash is a differeme acad.emrc reward-system encourages this type of
making sitmple matton. questlc?n, Are'there perhaps more academic rewards in
cxsontally appeat cgmphcated than in bringing out the often

Yy simpie i1ssues underlying complex phenomena?

Atf ,Iz;ng_v.fztion -based regional policy?
raditional’ regional policy has not be i
bopy : . en confined to the U asi
> tghe ;;)5%2 (E{ll:;s?;)égzd only in the UK # In most “developed” L{f)’ulrll?rriss | ltglic
under-developent § was concerned to move industry from “congeste(’il;)’ to ’
dogroes o bed hr;:‘g,aons. In ali these' countries — although in varying
ot e im{estmee, Seen a f:hange in the economic climate, with lower
ounros P vestm n and‘hlgher unemployment; economists in several
s | regiongl l(? question whether, in this changed economic climate
alternatives oo Egt;cy-ls stifl rele?f‘ant, .a{1d have begun to suggest ,
Ctrong i Gre e o 1;131 and, the tradiponal” school, which is particularly
i the i oot Brit th, Ea}sE suggfste.d that in these conditions — and especiall
strongthanedn thz : C—. regional policy” may need to be ’
otenmthened bégun to arame time, some students of the social consequences
offocts on the oBun gue that t%le sﬂtcpn chip will have more far-reachin
oo on the e my, probably with regional implications, than most ’
and administrators yet realise. I should like to di:scuss briefly some
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- “employment’” which, it is assume
4s too much to regions where there is too little. However, “output” is made up

- contracting: moreover, production relationships are alway

;ideas put forward in West Germany and the USA, as well as Great Britain,

which all point towards alternatives to traditional regional palicy.
-The study of regional economics in West Germany has tended to have a

- broader scope than in Great Britain, withmore emphasis on the analysisof the
district against the region, and the importance — in the traditionally

decentralised German system — of provincial and local political action,™ Even
more.radical and illuminating ideas arise from some research by business
economists at the International Institute of Management, Berlin.” This
research consists of (a) case-studies of firms’ investment decisions and the
ctors influencing them; (b) studies of the reasons why some firms and some
districts are more successful in innovating new products than others. This
school of research pays particular attention to the dynamic aspects of economic

life. deriving from the Austrian School, and the importance of power
relationships and the influence of technology on organisations which - to
non-Marxists — are the most enduring legacies of Marx.

The traditional school of regionat economics tends to follow neo-

Keynesianism in dealing in aggregates such as “‘investment”, “output”, or
d, can be diverted from regions where there

xpanding and then
s changing but are
ology. Thus
tors—which

- of a variety of products which are constantly being born, e

periodically subject to dramatic changes resulting from new techn
- output and employment in a region depend partly on locational fac
can be influenced by changes in transport facilities. But of increasing
importance is the ability to innovate new or improved products and successfully
carry out the production sequence of design, manufacture and marketing. In
the “developed” countries this is coming to depend less on the quantity and
price of inputs than on their quality, in the sense of the skills and attributes
needed for good design, harmonious production, effective marketing.
Whereas the traditional view of regional policy tends to regard technology and
skill as exogenous or “given”, the “Berlin school” argues that their level and
spatial distribution depend toa large extent on organisational structure, inboth
public administration and industry. There has been a tendency to concentrate
“headquarter functions’ in metropolitan districts. In mono-centric countries
such as the UK and France, this concentration has occurred in the national
capital: in a poly-centric country like the German Federal Republic it has
occurred in provincial capitals and other cities of around a million inhabitants.
In so far as these cities possess “agglomeration economies”, it is because itis
easy to arrange face-to-face contacts with important decision-makers or
consultants {which are likely to remain important, in spite of electronics);
because research material, trade exhibitions, etc., are concentrated there, and

services of all sorts are available.
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re;g::;;g; pf rle):giogal dt{a)velopment has led the Berlin economists to a view of
1Icy based on building up the capabilit “
nai p y of some “development
areas’ tomnovate new products by raisi i e r.
_ y raising the quality of their resources. rather
. . . - . ? e
;!:ilgstr')f?g tf) d‘nfei t ploc!uct:on of established products from metropolitan l
estab}.iSh; t;) ?gglo?gl dll:r.eLsmn" approach suffers from the defect that the
uciton which can be diverted is likely to b
the ‘growth and decline curve’ i ng 5 stamciand e of
f curve’, If a large firm producin d i
induced to set up branch factories i S (oten el
‘ ies in.a development area (often eliminati
[ minatin
:)(;cfal-fl?ms, by d:rrect takeovn?r, or by attracting labour from them), it may ’
(})é e hong eXperiencea f?xll in demand for the product, The development area
EE? then be In a worse situation than if it had relied more on local
rair;;preneuzshlp. (Tl‘lere is also the possibility, especially under a system of
‘gv : s as cqmpared with tax allowances, of attracting “‘subsidy mongers”
0se aim is to.make a quick killing. But there is no evidence that this h
occurred on asignificant scale). o
ghziz f)t;,g;n elc‘onorfnilstsélave put forward several suggestions for modifying
policy of the German Federal Republic. Th i
x : i ‘ . The following are thr
their suggestions, which muratis mutandis apply to other coumrief as \Vﬁfl"36 .

(a) IC:}OC;'V:)::::;;H poi]i‘ci'es should be examined for unintended regional biases
€, policies which work down throu i1l ive hi ‘
Ol gh administrative hierarchies
teOI;icl to I;JSG their Impetus as they go down the line. Thus government
fend 135 ofr encouraging research, or providing venture capital, have
o znstse avour th};a more successful firms in the more successful areas
118, on the one hand, to decentralise th isi .
- ; , € provision of these
government aids and, on the other hand
' s » to encourage ‘horj r :
than ‘vertical’ linka i S perative bl
ges. (The linkages between th ati
the nonprafit b & : . € co-operative banks and
: g enterprises which have contributed to givi
an important role in the West Ger i Sing seetors o
man banking and housing sect
presumably be cited as examples.) In G ftai eonc of the
. . reat Britain, perhaps f
most effective aids to horiz i reliable telepnons
Syston, ontal linkages would be a reliable telephone
(b) ;(;mpetztlon policy should be viewed in the light of its long-run regional
o eiits. For examp!e, mergers can sometimes lead to a movement of
cadquarter ifur?ctlons’ to other districts. This does not show up in
@ %:}onqmlc statistics, but could have important long-run consequences
aChe' size anq num_bfar qf development areas has to be limited, if effort‘s to
3201%\!6 more activity in thern are to be successful. There are at present
cvelopment centres’ in the German Federal Repubiic: these could
be reduced to about 60, ‘ )

glese and sim.ilar id§as ha've been put forward with reference to West
crmany, which believes itself to have regional problems, although to an
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“outside observer they would seem to be small ones. The West German
_ economy also suggests two points of particular relevance to the United
ingdom. Firstly, the long established devolution of political power to
avinces and communities has had the effect of decentralising the supply of
: ﬁagsrial skills, cultural facilities and many other ‘intangibles’ which have
mportant long-run effects on the regional distribution of economic activity.
econdly; casual empiricism suggests that bread, beer or sausages are
re likely to be produced by local firms than in the UK. This ties up with the
atistical evidence that there are more small firms in such industries in West
‘many than in the United Kingdom.” There is a prima facie case that this
difference is related to the more favourable tax treatment of small businesses in
Vest-Germany.
‘An impressively detailed ‘micro-economic’ study has been undertaken for
he USA by the Massachussetts Institute of Technology™; it covered no less
han 5.6m firms over the period 1960-1976. The most striking finding was the
high rate at which firms were born and grew, but also declined and died.
Changes in employment are the small differences between the two large figures
of jobs created and jobs lost. The creation of new jobs took place mainly in
small firms: between 1960 and 1976, 66 per cent of new jobs created were in
irms of less than twenty employees. The author concludes that, for both
national and regional employment policy (in the USA), the emphasis should be
neither on dealings with large firms which create little new employment, nor on
“an attempt to delay firm deaths (‘job preservation’) but on the environment
which influences job creation in small firms. (It should be added that, towards
he end of the survey period, and subsequently, this environment became much
“less favourable for small firms, through changes in tax arrangements and the
~capital market and the growth of regulatory agencies, which by their nature
seem to favour large firms. )
. The view of the job creation process which emerges from these German and
American studies is mutatis mutandis applicable to the UK, and is a more
‘biological’ one than that which has underlain traditional regional policy —a
continual cycle of birth, growth, maturity and decline, for both firms and
products. The government has an important role to play in this process, but
mainly by affecting the environment in which birth and growth occurs. A
parallel can be drawn with gardening. A gardener can remove obstacles to
plant growth by improving soil nutrients or combating pests but, whatever he
does, some plants will do well in some parts of the garden and not in others. A
policy on regional (and neighbourhood) economic change which envisages the
Government’s role as that of a gardener is in some ways more intellectually and
administratively demanding than one which envisages the Government’s role
as that of God. It is easy to draw up a plan for so many car plants or steel works
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to be set up in development areas, (or, ona neighbourhood level, to condemn
an area of 19th century housing and bulldoze it in preparation for’ council
redv:aveiopmer{t). Itis more difficult to find out the constraints on the growth of
busmes§, a{1d mmplement programmes to reduce them, or to find out the needs
:':md aspirations of residents and businessmen in a neighbourhood and
1mplement a plan which permits gradual, ‘cellular’ renewal, 74 A government
which does not believe in the traditional forms of ‘intervention’ is not thereb
freed from the need to undertake surveys and devise plans: in some ways botg
surveys and plans have to be more intricate and subtle. ,

The silicon chip and the regional economy?s

T{le effect of technological change in general, and micro-processing in
particular, on the regional distribution of economic activity, has l:;een
negfef:ted by regional economists. This is one of the issues v;'hich should be
examme_d in a wider approach to regional policy.

The discussion of the ‘silicon chip revolution’ has tended to be polarised
betweer_a two extremes. The pessimists adopt a crude labour-displacement
Fheory, 1mp11c.:itly assuming that there is a fixed amount of work to be done, and
ignoring tl_le ‘xpcome effects’ of labour-saving technology. The optimists e:rgue
that teci%mcal mnovations have been successfully absorbed since the Industial
Revo{utlon, and that the micro-processor is no different. It may be granted that
the MICro-processor is in principle no different from the power loom or steam
engine ~ although it is worth bearing in mind that they, in their time, caused
conmderat?le regional change and dislocation. But the extent of the C(;St savin
mad('a possible by the micro-processor —several thousand times compared witﬁ
previous systems — puts it in a different class from most previous inventions. I
promises social gains through the elimination of repetitive and boring work.
but itis also bound to raise serious social problems through the dispiacement’of
Fradltlonal skills. The effects are likely to be different in different t pes of
industry, E'md this could have regional implications. ’

The main requirements for the actual manufacturing of silicon chipsisa
supply of highly skilled scientists, and this activity is tending to settle in districts
\?'here research institutions are situated, and where scientists are prepared to
live, e.g. California. The siting of the Inmos micro-chip pro jectis illuminatin
T.he (Labour.) Government wanted it to go to a Development Area but the ¥
dlr.ectors maintained that staff could not be attracted to such places, and chose
Bristol for the headquarters. When the second instalment of capita’ll became
due, howev‘er, the (Conservative) Government was able to insist that the
factor_y-be situated at Cardiff—only half an hour away and not notably poorer in
amenities than Bristol. The scope for influencing the siting of science-based
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industries appears to be severely limited by the environment. For the older
“industrial areas, environmental tidying-up and the provision of high-class
leisure activities are not luxuries, but can be important elements in their
‘economic future.
" The second group consists of traditional industries, the future of which is
‘threatened by the silicon chip. An example is the Swiss watch industry. By
_going over to electronic movements just in time, the Swiss industry has
probably ensured its survival, but there may well be other industries which will
_be less fortunate, and plant closures can often have serious effects on a local
abour market.
- The third group of industries are those which are unlikely to be eliminated or
hifted en rasse but in which micro-processing will play an important role, e.g.
iutomatic control in car manufacture. Firms which lag seriously behind in the
ntroduction of these techniques are likely to become uncompetitive, and risk
uccumbing to competition from firms which have introduced them, possibly in
ther countries, except in so far as a country is willing and able to adopt a
Burmese solution’.
- The fourth group contains service industries, in some of which (e.g. as
banking has already shown) there is extensive scope for the use of electronics.
"The long-run spatial consequences could take two contradictory forms. On the
- one hand, computers linked by phone can allow greater de-centralisation of
facilities. On the other hand, computerisation can sexve as a means of
- centralising control. The degree of administrative centralisation prevailing
. when electronic systems are introduced is therefore crucial. If the
administrative system — in government or industry —is already centralised, the
power of the centre is likely to be increased. Thus devolution takes on a new
importance — although in the British case the autonomy of local government
has been so undermined, and regional devolution so delayed, that it may now
~ be difficult to resist the centralising tendencies. Centralisation of this type
presents not only political dangers: it is also extremely vulnerable to
breakdowns or sabotage.

The silicon chip revolution thus illustrates the theme of this essay — the
influence of technical change, social attitudes, educational levels and political
organisation on the spatial economy, and the need to take account of these
influences in framing government policies. Minimising the social costs of the
silicon chip requires honest discussions at every level from managing director
to office boy; this is easier said than done, but there are some examples. In the
‘post industrial’ era which seems to be dawning there will still be a need for a
regional policy of a kind but, to cope effectively with the problems of that era, it
will have to be of a different kind from the traditional policy of the post-war

period.

35




Devolution

~ The question of the devolution of power to regional authorities, and its
p0§sible economic consequences, is a large one, which concerns not only Great
Britain but also other European countries such as Spain and France in which
some regi'ons are reacting against centralised government. Although distinct
from ‘regional policy’ in the usual sense, it is probably of more fundamental
importance. Space permits only three general points. 7 Firstly, afederal system
- OF a system of extensive provincial devolution - is possible. Experience, not
only in large countries like Canada but also in small countries like West
Germany, or even Italy, makes it quite clear that such a system does not
necessarily mean the break-up of a nation, or economic ruin, One can argue for
breaking away from an existing nation state, as the Irish Republic has done,
and as some Scottish and Welsh nationalists would like to do. Alternatively,
one can argue for a centralised system, such as the current British one, or for
various degrees of devolution or federalism. (The distinction between
‘devolution’, in any meaningful sense, and ‘federation’ of the West German or
Swiss kind is more semantic than real.} The point which ought to be recognised
by all parties is that there is a spectrum of possible systems within a nation state.

Secondly, the only intellectually coherent system -- and probably the only
satisfactory system in the long run—is a symmetrical one for the whole country.
Such a system was put forward by the academic members of the Kilbrandon
Commission, involved regional governments not only for Scotland and Wales,
but also for English regions.” To propose a fair amount of devolution for
Scotland and Wales, while maintaining that any regional devolution in England
woul_(i ‘damage the structure of the United Kingdom’ was far from
convincing,

Thirdly, the intellectual argument on ‘devolution’ versus ‘centralism’ cannot
overlook local government. If the aim is to bring decision-making nearer
ordinary people, this logically implies the maximum feasible devolution to the
lowest tier of government. Virtually all countries-with powerfut provincial
governments also have powerful local authorities, while countries like Sweden
or Denmark do not have provincial governments, but do have far more
powerful local authorities than the UK, with extensive independent sources of
finance. Great Britain, in the 1974 reorganisation, has created the largest local
authorities in Europe, purportedly with the aim of making them more effective
governing bodies. However, their power has, in fact, been steadily reduced,
Functions such as health and water have taken away from them, while the
current financing system — under which the limitations of local rates forces
reliance on arange of discretionary grounds and a rate supportgrant which isso
complicated that no one outside Whitehall understands how it works—is ideally
suited to transferring power from local authorities to Whitehall (which could
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xplain why the recommendations of the Layfield Comrr'xi'tlee have been ‘
gnored).” The undermining of the power of local authorities has gone so farin
Great Britain that several writers have seriously suggested that they should be
bolished. This is a strange background to ‘devolution’. _
nthe light of these principles, what can one say about the proposals which
vere put to Welsh and Scottish voters on 1 March 1979? Anyone who favours
dministrative and political devolution, without being a regional nationalist,
hust have had mixed feelings. The need for devolution can be an af;pef:t.of a
seral utilitarian’ philosophy which seeks to meet the demands of individuals
ind small groups by favouring a market system as against government action,
vhere this is possible, and, where it is not, devolving as mucih .governme:nt
ction as possible to the lowest tiers of government, so that it is responsive 1o
2] demands. West Germany provides a good example of such a system. Qn
hé_ d_thel' hand, regional nationalism can be —and in the }?a§t hundrt_ad years in
rope generally has been—motivated by profoundly an_u-lxberal principles. A
egional government for Scotland or Wales combined with weak local
uthorities, a “first past the post’ franchise and an absence of lega_t control on
overnment might ultimately reproduce all those features of British central
sovernment which have been the subject of radical criticism by, among others,
he Liberal Party and Lord Hailsham.® ‘A Socialist Wales for ev'er’ was one of
he attractions of the Wales Act held out by one ‘pro-devolutionist’ Labour
MP. Such a prospect has little appeal even to those whq . li.ke the author, would
‘welcome a system on West German lines for Great Britain.
. Nevertheless, there is, I would argue, an overwhelming case for a more
- decentralised system of government in the UK, in which some kind of r'eglf)nal
‘level is necessary. To anyone who favours such a system, ti}e ‘devolution
“episode of the 1970s has been a tragically wasted opportunity. It s_tar.ted off on
-the wrong foot with the majority report of the Ki]brandgn Commission, which
was pre-occupied with what it considered to be the special problems of Wales
“and Scotland, and so unintentionally encouraged the view that devolution
meant ‘the break-up of the United Kingdom’. Then came the 1974 .
‘reorganisation of local government (undertaken with no refereqce to reg:f)nal
- government) which was widely, and justifiably, regarded as having donfa little
more than increase costs and bureaucracy, and provided the wqrst POSSll?le
background to proposals for new assemblies. Then — on a constitutional issue
which pre-eminently called for a bi-partisan approach — the Labour
Government acted independently, Jargely on the basis of short-term clec'toral
calculations, and the Conservative Party responded in kind. The preparation of
the legislation was, in consequence, conducted in unseemly haste- (man)f ofthe
clauses of the Scotland and Wales Bills were not even discussed in Parliament)
and the level of debate in the devolution campaign plumbed depths which even
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e - <
é{;ﬁse:ed tt.hosa of previous great debates’, After the referenda and the
o berva i(;fe election victory, it remains to be seen what alternative, if any
o pro .uced by the new G(?vernment. A non-Welsh academic observer,
towa; C;n gplte of g;ave reservations, voted “Yes’ for the Wales Act, as a move

§ de-centralisation) can only stress the continui :

: ' : ontinuing need for a coherent

approach to the functions, financing and legal control of all tiers of government

throughout the United Kin i
‘ : gdom — an approach i ing i
the ‘devolution’ proposals of the 197051.)p e il was singularly lacking in

here is a recurrent tendency in economics for important new ideas to ossify
a dogma, which lacks the breadth of vision of the original ideas, fails to
interpret unchanging objectives in the light of changing conditions, and
esses less and less relevance to current problems. Economists from
lam Smith to Keynes have suffered in this way. Something of this sort seems
have happened to regional economics in Britain. The slump of the 1930s
ighlighted the problems of certain older industrial areas which were
angerously dependent on a few heavy industries. The Barlow Report of 1940
rew attention to the problems of these areas, and to the problems of
ongestion in some big cities; it reflected a widespread feeling that measures
hould be taken to assist the development of new industries in South Wales,
yneside, Clydeside, etc. The policy which emerged was based on what may be
termed the ‘black and white’ view of the British economy. The ‘black’ areas on
he map were those in which there was allegedly too little employment,
together with low incomes and poor infra-structure; and ‘white’ areas were
“those in which there was allegedly too much employment. A shift of industrial
nvestment from ‘black’ to ‘white’ areas was to be encouraged by subsidies and
icensing. Over the years, the black area has been extended until in 1978 it
covered two-thirds of the UK.
In the early post-war years there was considerable justification for the *black
.and white’ view, and for the policies adopted, even though both black and
“white areas covered districts with very different economic conditions. Over
“ time, however, this view of the problem began to diverge more and more from
reality. Regional differences in unemployment rates and average mcomes fell
to levels which were either unimportant or not susceptible to government
. policy directed at investment: migration flows between regions were
sometimes in the ‘wrong’ direction. At the present time, economic differences
within regions are far larger than differences betiveen regions, some of the most
important problems at the moment being in inner-city areas, which are
sometimes in development areas, sometimes not; moreover, those in
development areas have not been helped much by ‘regional policy’.
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Instead of pointing out in good time the changing nature of spatial economic
problems, British regional economists of the ‘macro-economic’ or ‘neo-
Keynesian’ school have developed complex models still based on the ‘black and
white’ view. Moreover, the attempt to make theories purely economic —
excluding the social, cultural and strategic considerations which influenced the
Barlow Commission — has made them even less realistic. The superficial
precision of the ‘macro-economic’ estimates of the number of jobs created by
regional policy conceals many questionable assumptions. The ‘macro-
economic school - with its emphasis on ‘regions’ which often have little
¢conomic basis ~ has tended to distract attention from the fact that Britain’s
problems are primarily national rather than regional and that, in so far as these
problems are spatial, they involve districts (rather than regions) with a range of
social and physical problems ignored in the ‘macro-economic’ calculus.
Journalists, administrators, geographers and politicians have generally
perceived these changes sooner than the regional economists.

The decline in regional differences in Great Britain has been followed bya
decline in regional assistance from a high point in 1966-70. In itself, this might
be considered a rational adjustment to changing circumstances. What is
disturbing is the extent to which the ‘black and white’ policy has been replaced
by ‘selective’ aid, without adequate examination of the issues involved. To
argue that the case against discretionary industrial subsidies should be
examined — instead of being dismissed on the grounds that this view is
‘simplistic’ or ‘callous’ — is not to say that the critical view has to be accepted in
toto. A temporary subsidy may be a necessary accompaniment of an industrial
restructuring — although it can also be a substitute for it. Buta subsidy linked to
clear-cut structural changes, and reduced as they come into effect, is very
different from the kind of policy which has mushroomed since 1972, and which
appears to have the objective of short-term job preservation rather than any
Ionger-term structural aim.

Other developed countries have also pursued the “traditional’ type of
regional policy based on a movement of established industry to ‘development
areas’, and in these countries the ‘traditional’ policy is also being called in
question. In a situation where parts of the ‘non-assisted areas’ have more
serious problems than parts of the ‘assisted areas’, and in a climate of lower
economic growth, it is being questioned whether it is possible or desirable to
pursue the ‘traditional’ policy. Business economists, urban geographers and
land economists in several countries have independently developed ideas for
an alternative regional policy based on removing the physical and social
obstacles to economic activity in certain regions or districts, rather than
diverting established industry to them. This alternative view links up with older
economic traditions than neo-Keynesian regional economics, and with a
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‘parallel reassessment of the nature of economic growth which is beginning in
evelopment economics’. o
As far as British regional subsidies are concerned, the situation NOW seems to
-call for a slow and steady change of emphasis, rather than any dran.lz.mc cha_nge.
(There have been too many dramatic changes in the details of Brntﬁ:sh regional
olicy.) With the abolition of the Regional Employment Prfzmmm in 1976, the
mount of assistance to the assisted areas has been substantially reduced,vand a
eriod of relative stability in regional grants scems appropriate. The assisted
reas are at present {Spring 1979) almost certainly toolkarge. On the
lternative view’ of regional policy, the longer term aim shouiq be to .
oncentrate regional aid on districts anywhere in the country facing Qart:culariy
erious problems of spatial adjustment, while at the same tzr{le, paying more
ttention to the institutional factors (including unintended biases in national
olicy) which affect local economic growth. The process can, however, be a
radual one, and certainly will be, given the inevitable resistance to any
emoval of ‘assisted area’ status. .
“The fact that British ‘regional policy’ in the traditional sense is slowly
isappearing, like the Cheshire Cat in ‘Alice in Wonderlandi, does not mean
‘there will not, in the future, be regional issues. Indeed, there is every mchcat.lon
that, Britain, as in several other highly centralised EEC couptries, the question
_of regional autonomy will be a more contentious one tflan in the post-war era.
‘Nor does it mean that there will not be spatial economic problems, a!thoug‘h
-'they are likely to concern districts rather than regiqns. A grea! deal c_)f attention
s now being devoted to the problem of the ‘inner city’: this concern is welcome,
‘even if it has come twenty years too late. But incipient problems in the districts
‘should not be overlooked — the suburban council estates, perhaPs. Nor should
the countryside be forgotten. Problems of rural transport a.nd village schools
“have recently attracted attention, but the underlying c‘}ues.tlon concerns .
".em,ployment in the countryside and policies towards light mduf,try, forestry,
recreation, etc. Moreover, the growth of electronic technology is likely to l:lave
considerable economic effects, with possible regional consequences. Regnonal
-development agencies seem likely to have a continuing role in dealing with
‘these new problems. o

Regional policy in the EEC is unlikely to be of major importance, even
though significant amounts of public investment money are being, and are
likely to continue to be, channelled through the Regional Develop‘ment
Fund. Most of the discussion of ‘regional policy’ in the EEC has not in fact been
concerned with regional issues at all, but with monetary transfers b.etween
nations. The British Government has attempted to obtain net benefits from the
Regional Development Fund to offset the net costs of the (.Iomr'non N
Agricultural Policy. ltaly and Ireland have also argued their claims. There is
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likely to be further international horse-tradin g of this type, but it seems clear
that the attempt to use regjonal policy as a means of offsetting the international
transfers arising from an unsatisfactory agricultural policy has failed. The
issues of agricultural policy and the EEC budget will have to be tackled
directly.

The phase of British regional policy which began with the Barlow Report
seems to have runits course. In the future, regional problems in Britain will be
more concerned with the problems of political power which have tended to be
glossed over in recent years, and with the elimination of environmental and
human handicaps in certain areas, which will be ‘sub-regional’ rather than
regional. There will still be problems and policies of a geographical kind, but
they will be different from ‘the regional problem’ and ‘regional policy’ in the
sense these terms have acquired since the War, '

POSTSCRIPT

This essay was written in late 1978 and carly 1979, Since then, there has been
a change of Government. It seems worth reviewing the latest developments in
four fields discussed above: the assisted area map, office location policy, the
NEB, and the British budgetary contribution in the EEC. The Conservative
Secretary of State for Industry, Sir Keith J oseph, after a two-month
Departmental review, announced changes in regional subsidies (July 17, 1979).
The main change is a reduction in the size of the assisted areas— although some
areas willbe upgraded, and a few new assisted areas created . The aimis, overa
three year transitional period, to reduce the total size of the assisted areas so
that the employed population in them falls from 50 percent to 25 per cent of the
employed UK population, and to concentrate assistance on ‘the areas with the
most intractable problems of employment’. The three-fold division of Special
Development Areas, Development Areas and Intermediate Areasis retained,
and the situation in Northern Ireland remains unaltered. These changes
amount, broadly speaking, to rolling back the Assisted Areas map to
something mid-way between the map of the early and the late 1960s.
Development grants in the Development Areas are to be reduced from 20to 15
per cent, and abolished in the Intermediate Areas, thus increasing the differen-
tial in favour of the Special Development Areas. Selective aid under the
Industry Act will be severely curtailed in non-assisted areas; in assisted areas, it
will be applied more selectively, with the aim of limiting it to projects which
would not otherwise have been undertaken. (Since then, the major items of
selective aid have been approved. The NEB has been authorised to build a
titanium plant at Shotton, using a process favoured by Rolls-Royce which is
being abandoned by ICI and is used in no other country. And some £23 million
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s being paid to the Dow Corning Company to expand its production of '
silicones in South Wales, employing 125 extra men.) Qn government factories,
Sir Keith stated that “We consider that factory buiidllng isa useful am?l '
relatively inexpensive instrument of regional indusirial policy, and FhlS W.lll )
ntinue. We intend, however, to secure a greater element of self-financing”.

Table XVII

PROPOSED CHANGES IN REGIONAL DEVE:ZLOPMENT GRANTS
(1976 rates: proposed rates after 1982 in brackets)

Special Development Intermediate
Development Avreas Areas
Areas
() Buildings 2 (22) 20 (15) 20 (Nil)
(II) Plant and 2 (22) 20 (15) Nil (Nil)
 machinery

“The regional development agencies in Wales and Scotland are to remain,
with some reductions in their budgets, but the Regignai‘Ecj‘onomlc PIannmg
Councils in England will be wound up. The exemption h'mit for whu?h an .
industrial Development Certificate is needed (in non—assx.sted areas)is raised to
50,000 square feet, thus removing most schemes from this contrqi. )
© Itisestimated by the Government that the pro;?qsed changes will eventually
reduce expenditure on regional investment subsidies by £:233m, about one- .
third of the previously planned expenditflre. (Howeveir, since the payments in
the upgraded areas will start at once, while the reduction in pay'me-nts _
elsewhere will take place later, the immediate effect on expenditure will be
small.) Government spokesmen have stated that, on the best del?artmexltai
calculations, the changes will have no net effect on the number of ]ops; Labour
Party/trade union critics have cited calculations of a loss of 80,000 jobs. B

As I have been mainly concerned in this essay, not {o ad\tocate a sge;::ﬁc
. programme, but to set regional policy in a broader C(EO,DOm.lC and polxtlcz_il
_ context, question the foundations of ‘macro-economic regional calcullatioiis,
and stress the considerable changes in the spatial economy of the UK since t e
‘traditional’ policy was introduced, I shall not discuss the proposed changes in
© detail {or amend what T have already written). I l.lave suggested above that,asa
long-term aim; a reduction in the size of the assisted areas would bg e
* appropriate in the new situation; the proposed changes appear to be based on
* this kind of thinking, and should, on the whole, be welc'omed.

However, two qualifications have to be made. In the'flrst place, the changes
are somewhat negative in character; the regional subsidy changes may not do
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much harm, but they will equally not do much good for Britain’s decaying
industrial cities. Anyone who believes that the main problems of ‘the areas of
intractably high unemployment’ (Clydeside, Merseyside, etc.), liein a
discouraging social and physical environment must wonder whether the
continued policy of relying on high subsidies on industrial investment is
sufficient, and hope that these regional changes will later be accompanied by a
well conceived statement of policy on ‘inner city’ problems — and that such a
policy will be implemented over more than the life-span of one government.
Similarly, the widening up of the English Regional Economic Planning
Councils leaves unaltered the essentially unsatisfactory nature of regional
administration in England. The criticism has fong been made that the Councils
have been mere ‘talking shops’, with no direct link with administration.
Regional administrations existin England (for health, water, etc.), but they are
independent of each other, often cover different arcas, and are something of a
law unto themselves. Few would mourn the passing of the Regional Economic
Planning Councils if they were to be replaced by a more effective system of
regional administration, even without elected political representatives, Asitis,
the whole question of ‘regionalism’ in England — as well as Scotland, Wales and
Northen Ireland - remains open.

The second worrying aspect is that these proposals, in themselves so modest
and defensible, have aroused furious opposition in the Labour Party —a not
unfamiliar type of situation. One can only wish that the ground had been better
prepared for the changes; ‘revisionist’ ideas on regional policy are only now
beginning to be seriously considered by British economists. 0 The episode
illustrates once again the effects of the institutionalised discouragement of
radical, informed, open and early discussion of social and economic change, to
which I have drawn attention above.

‘There have, secondly, been changes in office location policy embracing the
ending of Office Development Permits; the scaling-down of the policy of civil
service dispersal from a further 25,000 to 7,000; the winding up of the Location
of Offices Bureau. Most people with practical experience hold that ODPs {and
IDCs) have had far more effect in discouraging investment than in displacing it:
on this basis, the change must be wholeheartedly welcomed. The reduction of
civil service dispersa! has aroused different reactions, cutting across some
established lines. It was quietly welcomed by ail but one of the civil service
unions, which had opposed the Labour Government’s policy. However, the
deputy secretary of the Civil and Public Services Association attacked the new
policy as ‘an unparalicled example of economic lunacy and regional
vindictiveness’ which would cost the economy £320m. As against this, Lord
Soames, Lord President of the Council, argued that it was economically
sensible, because of the evening-out of London and provincial office rents, and

64

would save £200m of public expenditure over fi_ve years. lf is difficult to be
definite on this question — except that the decision is certa}lnly not paralii:éegoo
economic lunacy, Even on acritical view of this deg1§|on - m.volvmg only 18,00
obs — one can easily think of a dozen others i'n British post-war e":omfmlf,
history which were incomparably more lunatic. The bfickg_round 1s‘th.,1t ; e
previous Government had subordinated efflcm-ncy ‘to regional polnc;: A
eport by Sir Henry Hardman, in 1973, had distinguished between an ‘efficient
solution’, which would provide civil service functiqns at the lowest cost,‘agd E:
regional solution’, which would direct them_ to assnste-:d areas_wﬁh theiing es
unemployment rates. He recommended an mteq:rmedmte ?0“,1 se, but the
Labour Government in effect adopted the ‘reglqtlal solution .'In these .
circumstances, there seems to be a case for pausing for reflection on the plohcy
of dispersal with unchanged civil service functions. TEEe more fun-dam_eng;
question concerns ‘devolution’; a devoltfxtion of fu;u,:,tlons would inevitably
ispersal of certain categories of personnel. ,

m(?geaLd(;izfion of Offices Bureau fell victim to a revie\.v of ‘Quangos’, on the
grounds that there was no longer a need to disperse office c_ampioyment from
Londoen. However, there is evidence that the Bur.ea.u provided useful
independent information to both firms moving \wthln‘the UK, and »
international firms considering a move to the UK, which was not otherwise
readily available and which these firms mighF we‘li have been prepared lto p?y
for. It has recently been claimed, with some justice, that some Lab_our oca
authorities have cut useful services, such as nursery schools or evening classes,
instead of making charges (or higher charge‘s) for them,‘ because of euhm;1 a
socialist prejudice against the price mechanism or a df:sm'a to embarrass the .
Government. But the same argument applies to aservice like th.at of the LO?,
its original rationale had undoubtedly gone, but it hgd showe:d signs of‘adaptmg
itself to new functions, and an experiment in redugtrég public expenditure by

i i ser charges might perhaps have been tried. .
lm'llj‘gisigigyl,l there is %he quistign of Conservativc.ppl‘icy towards t!le Nattol;lg
Enterprise Board. After the Secretary of State’s m:fla'l statement in July, 1979,
it seemed that a ‘middie way’, acceptable to the existing Bo'arc_i, had bu_aen
found. The NEB was to remain, but with a different emphasis; 1’ts function was
not to extend public enterprise but to manage the fiame dut?ks , develop some
high-technology (especially computer) projects, aid small firms, and acltd alz a
development agency for the North and North-West of Englfxnfj. It wc:;xh e
encouraged to sell off enterprises as soon as t.hey beqame p:oleal.)ie. e
Chairman of the NEB, Sir Leslie Murphy, said “I think that this is a very

ible compromise”.

Sm;fl? this acseptance by the Board of the new course was ab‘ruptly ended l?y
the Government’s decision (to be implemented in a forthcoming Industry Bill)
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to remove Rol.ls—Royce (1971) Ltd., from the NEB's supervision. On bein
informed of this decision, the entire board resigned (November 19579) and tgh
new board contained no trade union members. (The Chairman of fih(; TUC )
doubted whether any self-respecting trade unionist would be prepared to
serve, although places on the Board have been left for trade union member
The .background was a feud which had been running for two years between thj)
Cl}qtrman of Rolls-Royce, Sir Kenneth Keith, and the NEB, The NEB was
cnfmgl of‘ wh_at it considered to be the company’s loose cost control and wishful
_thmkmg in financial planning. When the Rolls-Royce Board refused to accept
1t§ suggestions, the NEB reportedly asked the Labour Government to dismifs
Sir Ken_neth, hoping to change the management of Rolls-Royce in the same
way as it had changed the management of BL with the appointment of Sir
Michael Edwardes. Sir Kenneth counter-attacked with a vigorous campaign to
remove Rplls-Royce from the control of ‘this bureaucratic contrz:u:eptivegg
Senior c.:ml servants, occupationally suspicious of independent bodies like; the
NEB, sgled w1t_h Sir Kenneth. The incoming Secretary of State for Industr
after being s.ub jected to conflicting pressures for some months, decided a aiyn,st
the NEB. His argument was that there were too many layers (;f supervis;gon of
state-owneq enterprise and that the company board of directors should be left
to get on w1ti} the job, without being ‘second guessed’ by another board
Two questions arise. On the specific issue of Rolls-Royce (and probai;l
BL), the question is: on past experience, will the more commercial apprchh
desqred by the Government be more likely to be achieved when supervision is
carried out by the Department of Industry rather than by a semi-independent
bf)&_rd mami}f composed of businessmen? (The NEB, incidentally exgrcised a
§1mllar function to the Supervisory Board which is universal in Wejst German
industry, both public and private. And as far as ‘bureaucracy’ is concerned, on
may reasm}ably doubt whether the extra staff employed by the De artme’m ef
Industry will be less than the number employed by the NEB to moﬁitor °
Ro]ls~R0yp(?, which was two.) The more general question concerns the effect
on tht.‘-.: policies of a possible future Labour Government. The affront to the
inherited I.Soard has been deplored in the Labour Party, and welcomed in the
Conservative Party, as ‘NEB bashing’. One cannot help; recalling what
happene(_i af.ter a Conservative Government abolished the Industrial
Reorgamsatlor} Commission in 1970 {or the even longer-running see-saw in
urbaq land policy(). Many moderate men in all political parties, or none, are
conscious of the defects of comprehensive nationalisation and pc;liticai COI,ltl'Ol
ofindustry. {‘-\lthough accepting the need, in some cases, for state intervention
they would like public shareholding to be sub ject to a stable, professional ’
largely {narket-orientatcd, management system. The desirai;ility of such e;
system is a theme in most of the academic literature on public enterprise over

60

the last decade. Has the Rolls-Royce decision, and the consequent clean sweep

| of the Labour-appointed board, made it more, or less, likely that, in the long

run, such a system will be implemented and maintained? Time will tell. In the

' immediate future, however, there is no reason why the NEB should not

continue with the other functions outlined by the incoming Government
(‘catalytic’ investment in conjunction with private institutions, aid to small
{irms, regional development); this is still a very sensible compromiseltn.
Finally, there is the issue of British contributions to the EEC. At the 1979
summit meeting in Dublin, Mrs Thatcher demanded financial rebates to give
‘rough balance’ in financial transactions with the Community. The other
members offered a cut of £340m per annum through the ‘corrective

© mechanism’ devised in 1975. Mrs Thatcher rejected this ‘one-third of a loaf’. At

the Luxembourg summit in April, 1980, she was offered ‘two-thirds of a loaf’

" which she again rejected. But at the end of May, after protracted negotiation,

the British Government was offered slightly better terms, which it accepted.
The agreement provides that the estimated net contributions of £1 .08 billion
for 1980 will be cut to £371m and a ceiling of £455m placed on net contributions
for 1981 and 1982. These concessions must be considered a considerable
success for Mrs Thatcher’s toughness in negotiation, but the price for them was
the virtual abandonment of the Commission’s proposals to deal with the
mounting cost of the Common Agricultural Policy, which constitutes the main
problem for Britain. The problem of Britain’s contributions has merely been
postponed for two years, and will re-emerge at a time when the Community
faces the problem of the cost of the agricultural policy outrunning the available
financial resources. These problems could once more threaten the coherence

_ of the Community, especially if the Labour Party is virtually commitied to

British withdrawal. The alternative — as the German Chancellor has urged —is
for the Community to tackle the cost of the agricultural policy more effectively
and to devise some general system of financing which is accepted as reasonably
equitable by all members. This point was made, before Dublin, in Professor
Ralf Dahrendorf’s trenchant and important 1979 Jean Monnet lecture.
*...given the technical structure of Community policies, and the mixture of
institutional inertia and vested interests which upholds it, it is virtually
impossible to see how Britain’s understandable demands can be met. There are
in fact only two ways of achieving the objective. One would be to increase the
Community Budget by a considerable amount, such as 50 per cent, and thus
make possible policies from which Britain would benefit more than others.
This will not happen; indeed Britain itself will argue against any expansion of
Community expenditure. The other is to slaughter the sacred cow and take at
least some of the automaticity out of either the income or the expenditure side

of agricultural trade and production’.
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The Public Expenditure White Paper, 1980-81

T'he Govemmeflt’s long-term plans were disclosed in the Public Expenditure
Whlt'e Paper published with the Budget proposals on March 26, 1980, If
nothing else, the 1980 Budget represented a milestone in British public finance;

for the first time, expenditure and taxation proposals were published jointly,

and for the first time monetary targets were set for several years ahead. Total
government expenditure at constant prices (and the number of civil servants)
rose during the first year of the Conservative Government, in spite of the “cuts’
—from £69.6bn to £69.9bn. However, a fall to £69.5bn is planned for 1980-81
followed by significant reductions thereafter, to 67.1bn in 1983-84, ,
. Expenditure on all forms of regional and general industrial support also rose
in 1979-80, but is planned to return to the 1978-9 figure in 1980-81 and
thereafter to fall very sharply indeed, from just over £1bn in 1979-80 to just
over half that figure in 1983-84. Expenditure on employment and training will
fglf in 1981-82 and thereafter, but scientific and technological assistance will
rise. Tl’_me longer-term plans therefore imply a reduction in the level of the
mdust‘rlal subsidies which expanded under the Labour Government, as well as
a continuation of the fail in regional subsidies. However, these chang;as are due
to take place in the period 1981 to 1983, which in politics is a long time ahead.

Table XVIII
GOVERNMENT EXPENDITURE
£ million at 1979 survey prices
1978-79 1979-80 1980-81 1981-82 1982-83 1983-84

Regional and
general industrial
support 967 1,008 9

(of which regional o 729 >0 >0

develo)ment

grants (404)  (304) 337
Scientific and 57
technological
assistance 254 282 306 310 2
Employment and " -
training 1,070 1,121 1,123 1,000 1,000 870
TOTALG
Expenditure o 69,611 69,900 69,501 68,700 67,100

Source: Public Expenditure White Paper, 1980-8].

_Two recent developments would seem to illustrate the general issues
discussed in the essay.

(1) The rise in unemployment to over 2 million has prompted calls for botha
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“Burmese solution’ and a return to ‘traditional’ regional policy. (See the

Cambridge Econontic Policy Review, July 1980, and the First Report on Weish
Affairs of the House of Commons Select Committee on Welsh Affairs, Session
1979/1980.) Whether comprehensive import controls and 70 per cent tariffs
would solve British problems cannot be discussed here; a good case can be
made that they would not. Given for the time being, fairly high unemployment
and low industrial profitability, neither ‘traditional’ regional policy, nor cails
for workers to be more mobile, are likely to be very effective. Moreover, the

issues which are giving rise to the greatest problems (e.g. the steel closures)

affect districts rather than regions - Corby, Port Talbot, the Consett district -
and not all of them are in Development Areas. For these pointilliste problems
the kind of policy envisaged by the Government — action by the regional
development agencies, re-training programmes, the encouragement of local
entrepreneurship, the linking of Inmos’s second £25 miltion to its sefting up a
factory on the other side of the Bristol Channel etc., —seems more appropriate
than the kind of policy called for by Cambridge economists or Welsh MPs. The
demand by the Welsh MPs that South Wales should not bear too much of the
brunt of the BSC closures is perfectly reasonable regional lobbying — in which
some hyperbole is taken for granted. (And one possible strategy, the closure of
both the two main steelworks of South Wales, would have very serious

~ consequences). But the Welsh MPs - and especially the Labour MPs among

them — might well reflect that the present decision-making process is the
consequence of steel production being controlled by a single centralised
organisation. Under a more competitive systerm, the Welsh plants might well
have fared better.

(2) The Local Government Planning and Land Bill represents an important
change in the position of local government — probably the most important
constitutional change which will be effected by the present Government. it has
long been clear that the present rate support grant is unsatisfactory. However,

- the present Bill, which according to schedule will be an Actin the Autumn, has

some of the characteristics familiar to students of legislation by Post-War
Labour Governments, e.g. on the taxation of land values. Legislation on
complex and far-reaching issues has been hurriedly drafted and insufficiently
considered in detail, with its defects becoming apparent to civil servants, and
possibly Ministers, only when the Government’s prestige is committed to the
Bill's passage. These failings arise from the unparalieled speed of the British
law-making process, together with the ‘mandate’ doctrine. The drafting of the
financial arrangements in the current Bill appears to have been dominated by
the Government’s desire to control what it saw as excessive spending by some
local authorities, rather to the exclusion of longer term constitutional
considerations. The present rate support system will be replaced by a new
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‘block gral'lt’., and the central government will, for the first time, have the
power to limit local rate poundages. Few independent experts believe that the
proposed system possesses the advantages claimed for it (see Tyrell Burgess
and T_ony Travers, Ten Billion Pounds Grant MclIntyre, 1980), and there is no
question that the power of Whitehall over local authorities will be further
mcreas?d. Conservative, as well as Labour, local authorities opposed the Bill
but their objections had no effect. Great Britain, with no regional tier, and )
local aqthorities predominantly financed through Whitehall, now has t},le most
centr_ahsed governmental system in Western Europe, and seems to have
acquired it in a fit of absent-mindedness.
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