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The Government's new regional policy was
finally announceg on 28 November last
year. The announcement constituted the
eximination of a review of regional policy
which began under Sir Keith Joseph in
1979. The 1983 White Paper, Regional
Industrial Development Cmnd §111, December
{reviewed in the Commeniary, February
19843, made clear the direction in which
the Government was moving., The stabted aim
was to concentrate resources more olosely
on areas and communities in need and to
make the policy more cost effective, This
was Lo be achieved by a move 0 a more
discretionary and less aubomatic incentive
structure; greater emphasis on job
creation and less on capital investment
per se; less discrimination agalnst
service industries and emphasis on loosl
Job creation rather than job diversiom

The recent announcement adds the flesh to
the White Paper's hones. In cutline the
main changes are as follows:

~ two tiers of areas eligible for
assistance Instead of three. Devel-
opment Areas (DAs) and Intermediate
Areas {I1As) replace Special
Development Areas (8DAs), Dis and
I4s; Regional Development Grant
(ROG) and Regional Selective
Assistance {RSA) avallable in DAs and
Ihs, RSA available only in IAs,

- ¢changes 1in particular areas
eligible for assistance due Lo re-
definition (based on new Travel to
Work Areass {TTWAs) from 27 September
1984) and contraction of coverage.

- ¢changes in RDG. Rate of award:
now maximum 15% of investment outlays
subject to 2 Limit of £10,000 per job
created, compared with 22% and no
costeper—-job limit: slternative job
grant of £3,000 per job creabed will

now be available, Eligibility
criteria. now project- rather than
item-related with exciusion of non
job~oreating repiacement or modern-
isation projects, extension Lo some
service activities; exemptlon from
grant~per-iob limit and partial
exemption from modernisation
exclusion for small firms with up to
200 employees undertaking projects up
to £0.5m.

-~ Ingustry Department for Seotland
(IDSY now responsibie for
administration of BDG as well as RSA.

The Government estimates that these
changes will by fiscal year 1987/88 reduce
expenditure on regional policy in Scotland
from an outlay of £1%m under the old
system to £104m under the new: @& saving
or cub o1 £90m. The corresponding {igures
for Great Britain are £67%m and £3%0m: 2
reduction of £289m. Scotland’s share of
these expenditures 1s therefore expected
to fail from 28.5% to 26.6%.

The remainder of this article will try to
agsess the implications of these changes
for the Scottish economy, We consider
first the estimates ot the scale of the
cuts, then secondly, the likely shortterm
job-creation effects. Finally, the
implications for development over the
longer term are considered,

1, Regional Policy Expenditures

The Government estimates that by 1987/88
sxpenditure on regiona) policy in Scotland
will be reduced by £90m {a cut of HEE)
compared with the outlays that would have
been incurred under the old poliey. The
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assumptions underlying these calculations
do not appear to have been spelled out.
It is evident that this estimate must be
subject to a considerable degree of
uncertainty because it requires forecasts
of industrialists’ future demands for
investment in terms of scale, type and
ilocation, Specifically, the estimate of
the size of the expenditure cut depends on
the forecast level of eligible investments
in: the servige sector; the downgraded
and derated areas: replacement and
modernisation projects, particularly in
small firms; and very high (£65,000) and
very low (£13,500) investmentwper-jch
projects,

One way of avoiding some of these problems
is to ask what the expenditure would have
been in Scotland if the new policies had
been in force during the last financial
year, 1083/84, On this basis, we
estimate 3 cut in regional aid
expenditures to manufacturing of £111m or
68%. We have obtained this figure by
adjusting the actual payments made to
investments undertaken during 1983/84 for,
the revised areas, the new rates of RPG
and the likely effect of the inclusion of
some service activities and the exclusion
of replacement and modernisation
expenditures in medium to large firms.
However, this estimate should not be
viewed uncritically.

First, the favourable effect on
expenditures of the inclusion of some
service sector investment activities and
the unfavourable effect of the removal of
replacement and moderniszation
expenditures, is very difficult to
estimate even for a previous year. We
estimate that the inclusion of the former
would have ralsed expenditures by about
£5m. This is because the extension to
services only appears $o cover about 4% of
the workforee In that sector. The removal
of replacement and modernisation projects
contributes £14m to the cut. We believe
this-to be 8 conservative estimate because
we have no basis for calculating the
effect or the restriction on payments to
modernisation projects; accordingly, the
cut could be higher. The cut could also
be higher than we estimate because we have
not been able to quantify the effect of
the change from an iliem-related %to a
project-related RDG scheme. It seems
likely that the need to define the desired
expenditures in project terms may limit
applications to some degree, particularly
amongst the smaller firms, Finally, it
should be noted that 1983/8B% might be
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considered to have been an atypical year
since there were several oll«related
expenditures which attracted high grant
{eg. BP received RDGs of £8.5m for
developments in The Shetlands and Britoil
received £8.2%m at Invergordon and
Dingwail)l., Such investments are wnlikely
to cccur in the future irrespective of the
policy regime,

2. Job-creabion Effects

The key question here is whether the
changes in the assisted areas, the
restructuring of the RDG, its extension to
services, the smail firm exemptions and
the increased importance of R3A, will
lead, other things remeaining egual, to
more or less job ereation than under the
old poliey.

Qur judgement is that given simiiar
national economic conditions, the changes
will result in less job ereation in the
near future than under the previous
package. Specificslly, we would argue
that the effective contraction of the
assisted areas, the reduction in the RDG
rate and the removal of the replacement
and modernisation project eligibility from
the BRDG, will have a greater effect in
diminishing job ¢reation than the posgitive
effects of the cost-per-job constraint/job
grant, the small firm exemptions, the
extension to some services and the
increzsed importance of R3A. Each of
these will be considered in turn.

The Assisted Areas

The Government states that Scotland will
in the future still have a higher share of
assisted areas than GB as 2 whole., Given
that Scotland was, is and will continue to
be relatively disadvantaged compared with
the rest of the country, then the higher
share of assisted areas is hardly
surprising or worth sheuting about.
indeed, it is the logical outcome of
having any sort of regional policy at all.

What does appear to be significant,
however, is that while RDG continues to be
the main instrument of policy, the aresas
within which RDG is payable have been
reduced from just under 70% to 50% of the
Scottish working population. The BBG
derated areas are shown in Table 1 ranked
by their relative RDG receipts in 1983/84.



Table 1T RPG derated areas ranked by
relative importance of RDG
receipts (>£25,000), 1983/84

% of all RDG
awarded in
TTWA Scobland
1. Dunfermiine 18.8
2. Falkirk 18,3
3. Invergordon 14.3
%, Kirkcaldy 3.9
5. Ayr 2.7
6, Orkney 2.2
7. Lochaber 0.3
8, Western lsles 0.3
9, Wick 0.2
3. Inverness G.e
g, Girvan 0.2
12. Blairgowrie a.1
12. Campbelicwn g
14, Bladenoch ¢
14, Islay G
14, Newton Stewart 0
14, Oban )
14, Skye 0
14, Stranraer 4]
14, Sutherland 0
14, Dunoon g

The data in Table 1 show that while the
areas in recelpt of RDG have been cut by
29% of the working population, the cutb in
terms of RDG expenditures would have been
STE in 1983/4,

We nobed above that the level and pattern
of expenditures were Lo some extent
influenced by oil-related outlays which
were associated with very little job
creation and probably would have occurred
anyway. However, these cutlays were not
great and do not distort the pattern of
expenditures overmuch, It follows that
Government 1s expecting a great deal from
the new policy if more Jlobs are to be
created in the remaining areas under the
new scheme than in the areas elegible
under the oid policy regime.

On our estimates the particular areas most
likely to suffer following the changes are
those newly-designated IAs that previously
attracted high non-oil-related expen-
ditures, We would single out here the
Kirkcaldy (including Glenrothes New Town)
and Ayr TTWAs., The effect on Dunfermline
and Falkirk should egually not be ignored,
although the proportion of locationally
specific, low jobecreating cil-related
outlays has been much higher in these two
areas.

T

The B34 will of course still continue to
be paid in IAs, bubt it i3 not clear how
readily such discretionary assistance will
be granted in some of thesge areas. It has
been suggested that ihe boundaries of the
TAs have been drawn fairly widely in order
Lo maximise the receipt of aid from the
YEC and, in particular, the Furopean
Regional Development Fund. If correct,
this could indicate that Government will
not. pursue its own pelicy so vigorously in
these areas.

The value of the HIG

If other things remain equal, we would
expect the cut in the rate of award in the
DAs (with the exceptions of Bathgate and
the old SDAs} and the costeper-job
constraint, to reduce RIG expenditires and
job ereation. The cut in job creation
should, however, be proportionaliy less
than the cul in expenditures.

First, let us consider the cut in the rate
of award from 22% to 15% which affects all
the proposed DAs with the exception of
Bathgate, If, as the evidence suggests,
the average capital investment per worker
is about £30,000, thepn the cut in subsidy
amounts Yo £2,100 per Jjob. This will
affect job creation if the RBG is
important to investment decisions at the
margin, Here the atiraction of foreign
firms would appear to be put at some risk
because of the competition provided by
regional and indusirial policy subsidies
in other countries, The R34 might,
however, be used by the Government Lo
ttopwup' the HDG payment so that the size
of the available subsidy to foreigh firms
lceating in Scotland 15 no less than
before,

Nevertheless, given that the Goverrment is
seeking to reduce expenditures on the
policy, if foreign firms are exempt then
indigenous Scottish and mobile English
firms are, on average, likely to
experience a cut inh subsidy compared with
the previous policy regime. Job creation
will be lower if firms Aincorporate
regional policy subgidies into their
investment appraisal, and the cut in
subsidy is found to be important at the
margin.

Recent survey evidence suggests that a
large majority of firms (68%) in receipt



of RDG did undertake a quantitative
appraisal which included provision for the
RDG. In contrast, this research alao
indicates that HSA has less chance of
being included in the investment
appraisal. Indeed, companies were found
to be less likely to apply for R34 because
of uncertainty about the eligibility
criteria. This problem might be mitigated
somewhat by the decision fto let the
Scottish Office administer the RIG as well
as RSA.

The impeosition of a subsidy costeper-job
conatraint of £10,000 appears to be wellw
Judged, This restriction will prevent
capital-intensive projects with investment
outlays greater than £66,000 per job from
receiving large amounts of subsidy, which
was the case under the old regime. The
rate of award paid on investment will fall
carespondingly as outiays rise above that
figure. With an average investment outlay
of £30,000 per job, the BDG svubsidy paid
will be £4.500, so the cost-per-job limit
should not reduce the RDG rate of award
below 15% for the majority of projecis.
However, it should be nofed that the cost-
per-job limit will not of itself create
any more jobs.

Other things equal, the changes in the
vajue of RDG will only c¢reate more jobs if
the loss of new jobs from the reduction in
the RDG rate and the small loss from the
imposition of the cost-per-job constraint
are more than offset by job gains
resulting from the RIG job grant.

Applicant companies will receive the job
grant {(£3,000) automatically when their
investment outlay is £20,500 per job or
less (ie. when the subsidy from the grant
would be greater than 15% of outlays).
Moreover, a company's investment outlay
would have Lo be as low as £13,500 before
the job grant provides a subsidy to the
firm greater than the 22% of expendifures
payable on the RDG under the old policy.
Given the capitaleinfensity of modern
production processes and the probable
absence of substitution in favour of
lavour, it is unlikely that the take-up
rate of grant by firms with investment
outlays less than £13,500 would be
sufficient to prevent the expenditures on
regional poliey from falling, Further-
more, it is unlikely for the same reason
that the increased take-up by firms with
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outlays per job lying between £13,500 and
£20,500 would provide sufficlent jobs to
offzet the job losses due to the changes
noted above. Job creation must be reduced
following the changes in the value of the
RDG but by proportionally less than the
reduction in policy expendifures.

The coverage of the RDG

Within the designated assisted areas the
coverage of RDG has now altered with
certain service activities becoming
eligible, replacement and modernisation
projects ceasing to be eligible and small
firms exempt from the latbter provision and
the cost-per-job limit.

The extension Lo services would appear to
be timely given thal manufacturing now
accounts for less than 253 of employment
in BSeotland. However, our estimates
suggest that only 4% of the service sector
in Scotland {(by employment} will be
eligible. The shorfeterm effects on job
creation of this provision are not,
therefore, likely to be grest., While the
focus on 'high-tech' business services
such as data processing and software
development is to be weicomed, it is clear
that many additional activities could have
been included which would not displace
other service expenditures, jobs and
income in Scotland., One example is
tourism even though there are problems in
precisely defining which particular
activities should be eligible,

The exempitions for small firms are
unlikely fo increase job creation in the
short term compared with the old policy,
although given that firms employing less
than 200 employees account for one quarter
of manufacturing employment, this
provision should reduce the size of the
cut,

Finally, the exclusion of replacement and
modernisation projects bringing Britain
intoe line with EEC regquirements, could
have damaging effects on Scotland. First,
many of the projects zided by regional
policy in the late 19605 and early 1970s
are now coming to the end of their
geonomic 1ife. Without the subsidy te
unit costs provided by RDGs f{or
replacement investment, these companies
might choose to relocate all or part of



thelr investment back te the parent
establishment abroad or in the South of
England, The narrowing of the
differential between unit costs in
Scotland and elsewhere might result in the
attractions of the metropelitan areas
being more difficult to resist. This
could be important, given the high
proportion of Scottish employment
contrelled from outwith the Scottish
economy. Secondly, the exclusion of
wodernisation projects could, in
comparison with the old policy, damage
competitiveness and s¢ bLhreaten the
existing employment base as well 23 future
develogment. It is Lo this last issue,
the implications for development in
Seotland, thabt we now turn,

3.  Scotland's econmmic development

It is very difficult to predict the likely
longwrun effects of Government industrial
policies, or to be certain that they have
any effect at all, However, in comparison
with the unfavourable effechts for job
creation resulting from the new policy
discussed above, the longer-term
implications are a little Less damaging
ard certaln fTeatures of the policy may
entiance economic develomment.

The hope for the future lies in the
extension of the eligibility for the RIG
to activities in the service sector. Much
future growth will come from developments
in this sector. Scotland is currently
under-represented in those parts of the

service sector that are showing the
fastest growth in the United States and
other developed economies: Dbusiness
services, wholesaling and banking and
finance. FRegional policy has za role to
play here and the current policy changes
have made a step, albeit small, in this
direction,

One bright spot from the current changes
is the inclusion of RDG suppeort for
companies’ centralised administrative
services and RAD and marketing functions,
Over time this provision might start to
reduce the degree of external control of
the Scottish aconomy and the parceived
limiting effects on the process of growth
inward investors might in the future be
more likely to site their HQs in Scotland
along with the key operational functions
of R&D and marketing, External acquirers

of Scottish companies might also be
deterred from removing key managerial and
administrative functions away from
Scotland following acquisition. The
change is small so one should not hope for
too much but it does appear 1o be a step
in the right direction.

4, Conclusions

The results of the Government's review of
regional poliay have several impertant
implications for the Scottish economy.
The assisted areas are to be cut back and
the value and coverage of the main
instrument of policy, the RDG, is to be
changed, Expenditures on the policy will
fall markedly and job creation wiil be
less, although not in the same proportion
as the cut in expenditures,

The changes in polley are not completely
bad for Scotland. The transfer of the
administration of the RDG to the Scottish
Office is to be welcomed., Moreover, the
longwterm implications of the policy
change are somewhat less discouraging
pecause of the move bowards the service
sector., This should nobt, however, be
taken as indicating agreement with the
Government's stance towards the regions of
Britain and Scotland in particular,

It is evident that the Governmeni sees the
case for regional policy primarily in
social terms. The relative improvement in
Scotland's economic foriunes is seen as
good reason for cutting regional policy
expenditures so reducing the *drain® on
the Exchequer, We do not accept that the
case for regional policy rests sclely on
social grounds. There are strong economic
reasons for continuing to foster the
success that regiconal policy has
previously had in Scofland. Entrepreneurs
and companies do not always take decisions
with an awareness of all the opportunities
open to them, nor need they take inte
account the wider, but still economie,
implications of their azotions,
Proguctivity in foreign, non-3cottishe
owned plants is found to be at least as
high, 1if not higher, than in similar
plants elsewhere, Yet, many firms are
reluctant to come to Scotland because they
misperceive the advantages Lo their
companies of location here. Regional
policy can and does work {0 overcome these
barriers, so improving the performance of
the companies, the 3cottish economy and
the allccation of resources in the UK as &
whole.



