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Executive Summary

This report has been prepared by the North American Policy Group (NAPG) at Dalhousie University
as an effort to describe regional development policy and practices in a wide variety of countries.
Fifteen countries plus the EU are part of this survey. Each country’s policies were described
higtorically and present policy examined in more detail. The second section of the report consists of
anumber of observations made about the smilarities and differences in the countries’ experiences and
some atempt is made to derive lessons for Canada from this overview. Finally, the future challenges
to regiona development policy are explored.

Generdly, regional development policy attempts to equalize economic opportunities on a geographic
basis. This inequality of economic opportunity may occur because a population base exists on a
periphery that is far from primary markets or a one-industry area may have experienced structura
change within this sector. Over the decades, dl countries have tried to use public policy to overcome
such geographic differencesin income, factor endowment and productivity as well asto assist in the
structural conversion of declining economies. Canada itself has nearly 40 years of experience in
formal regiona development policy and programming.

Country policies were examined dong four dimensions. Focus, Governance, Impact and Instruments.
There proved to be awide range of aternativesin the area of Focus and less on the other dimensions.
EU countries tended to have a great dea of consistency on the dimensions of Governance and
I mpact, which reflects the role of the EU. Canada was the country with the greatest experimentation
with Instruments. The US and Chile had the least, or most passive, regional development efforts.
Japanese and French metropolitan congestion problems tended to evoke a similar Focus. Every
country, with the possible exception of one or two, was concerned in part with the devel opment of
local small and medium enterprises (SME).

The future of regiona development policy will tend to be caught up with four challenges:

1. increasing economic globalization

2. increasing development of politico-economic zones
3. changing nature of economic production

4. changing nature of government responsibilities.
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I n the Canadian case, these will require a policy that supplements the present SME emphasis with a
Speedy, flexible set of policy agencies and instruments that can assist small globalized companiesin
the region to grow and effectively compete.

Thisreport was prepared by Dr. J.D. McNiven, Professor of Business and Public Administration at
Dahouse University and Janice Plumstead, Senior Consultant, KPM G, formerly Managing Director,
NAPG.
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Compar ative Per spectives on Regional Development
1.0 Introduction
1.1  Report Objectives:

The aim of this report is to provide a modest attempt at some assessment of where

Canadian regiond development experience is located in aglobal context. This report focuses
first on the historical evolution of regional development “policy” in 15 countries, including
Canada, with the EU as a whole appended. The 15 countries whose regional development
policies have been explored leans heavily towards membership within the OECD. It includes:

1. European Union (EU) 9. Poland

2. Ireland 10. Canada

3. United Kingdom (UK) 11.  United States (US)
4. Germany 12. Mexico

5. France 13. Chile

6. Italy 14.  Audrdia

7. Sweden 15.  Japan

8. France 16.  South Africa

Second, this report provides an estimate of four dimensions of regional development
programming for each of these countries These four dimensions are:

1. the focus of policy (i.e., decentrdization of the economy, small business, etc.)

governance of the regional development effort

3. the intended impact on the regional economy (eg. anti-poverty,
competitiveness).

4, instruments used in the regional development effort

N
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Figurel- Whereln the World

Originaly, an attempt was made to estimate the financia resources used in each country, but
ensuing difficulties with these estimations meant that it was impractical to continue.

The European Union has been included as a sixteenth “country” because of the
complementarity that exists between the European Union Structural Funds and the various
European nationa programs. Describing only the European national regional development
program without also defining the availability of EU programs would provide an incomplete
picture of European regional development practice.

Third, this report attempts an overview of the evolution of regional development policy, with
specid emphass on Canadaas well asthe EU. Aswadll, attempts are made to put the regional
development policies and programming into a more comparable and comprehensive context.
Thiswork is derivative from the individua country studies.

Thisreport istherefore, presented in two parts. Each country’ s regional development practice
isdescribed in Part |. Each country description looks at how its regional development effort
is organized and delivered. The resulting country descriptions form the core body of
knowledge of the overall report.

An?_erican North American Policy Group
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Part 11 of thisreport, then, puts a context to regional development policy in all the countries.
It discusses how the various countries, including Canada, are positioned relative to the four
dimensions mentioned above. An attempt is also made to chart the rough “locations’ of
countries relative to four meta-policy concerns. Finaly, some comments are provided on the
evolution of regional development policy in the next decade, and what Canada’ s response
should be.

1.2  Organization of the Report:
Part 1 - Country Descriptions

The four dimensions provide a framework for describing regional development in the 15
selected countries. In the description of each country chosen, these four are described in
greater or lesser fashion depending on the information available. In some cases, such as
Canada, UK and Germany, information had to be compressed. In others, much could not be
found.

There are pecific reasons as to why each country was chosen. For example, NAPG wanted
to ensure that both North and South Americawere covered because of the influence NAFTA
may have on the development of these economies. European countries were chosen to
highlight the interplay between the regional development policies of the EU and the national
regional development programs of member countries. A East European country was chosen
to reflect the ongoing development of a market economy in the former Communist bloc, and
anon-EU Western European country was included as well. Two countries in the Asia-Pacific
area have been included because of the importance they play within the globa economy.

In addition to looking at the process and machinery of delivery, some judgements have been
made with respect to how regiona development is reflected within the priorities of
government. Specific levels of government where regiona development is assigned are
noted; whether regional development receives Cabinet Committee treatment or is delegated
to alower level of government are addressed as far asis possible.

Thefocus of regional development policy in each country is described with reference to the
criteria these countries use to define regional development. Countries also assign different
godsfor regiona development policy and these are noted. For example, one country may use
indicators of economic disparity to trigger regional development programs whereas another
country may use specific events such as military base closures or structural readjustments
within industry asitsindicators.
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Part 2 - Positioning Canada relative to other country practices

The purpose of positioning Canada within a group of countries is to provide a global
perspective on regional development. Part 2 will position Canada relative to the other
countries using the four dimensions identified in Part 1. Thistype of analysisis not intended
to provide an overal ranking. It is intended to provide a global perspective on regional
development practice. This part of the report will discuss how Canadais positioned vis-a-vis
other countries and what the future may bring.

North
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1.3  Methodology

The most important tasks for NAPG were to gain a perspective on the evolution of regional
development policies and to acquire the most up to date information on the 15 countries of the
sample. Several countries had just undergone nationa elections which made our task more
complicated. This was true in the case of the United Kingdom, with a Labour victory, as well as
South Africa, where apartheid was ended. It was impossible to rely solely on published sources, we
needed to use a variety of methods to uncover any possible changes in government policy.

Our intent was to focus on national government policy, strategy and programs related to regiond
development and put that information into the relevant government framework. We did not consider
sub-national units and their policiesto any greet extent. Clearly, however, the actions of sub-national
unitsisimportant in, for example, Canada, Germany and the US. In other countries, various units are
gaining more policy and fiscd autonomy. Studying development policy at thislevel isintriguing, but
isalarge, separate task.

Four methods of information retrieval were used to collect information as follows;

Electronic search - web sites, government or institutes;

Literature search - published articles;

Contact with OECD Regional Development Committee members; and
Telephone inquiries of academics, as well as Canadian consular offices for
direct country contacts.

A wbdNPE

Using avariety of sources, both electronic and paper-based, we conducted aliterature review based
on the specific countries and the topic of regiona development. We did not uncover an overwhelming
amount of resource material using this method. What we did find was primarily historical in nature
and this is reflected in the country descriptions. Using narrower search terms revealed additional
information, specificaly related to national program application. This was especialy true in the case
of sub-regiond areas such as Emiliano-Romagana, Baden-Wurtenburg, Japanese technopolises and
others.

Electronic sources were invauable for providing us with more recent information directly from
government sources. Website information at least provided baseline data as to what the latest written
policy of the government is. These government sources al so provided specific information as to what
type of programs or tools exist that would encourage regional development.
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Published articles generally reported on the effects of particular government policies over time with
recommendations as to the effectiveness of the policy or of changes that should be made to policy.

There is always a point in this type of research when direct contact with either policy- makers or
policy-watchers must be made. To do this, we relied on contacts with the OECD Working Party on
Territoria Development aswel as drawing from our own resources in thisfield. These contacts either
provided additional documentary information as to the status and shape of regional development
policy in aparticular country or participated in telephone interviews.

The country profiles presented constitute a compromise between what was intended at first and what
was possble given time and resource constraints. It emerged early on that the evolution of regional
development policies was not as intensively documented in most countries the way it has been in
Canada. Compiling the basic “ story”, which is fundamental to any further analysis, took up much of
the resources available for this study. Consequently, much of the narrative is historical. The Internet
was invauable in uncovering some of the present-day structures and policies, but our results again
are uneven. Even so, this report is useful in providing an overview of a scope that does not seem to
exist anywhere else.
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C% @(ﬁiryican North American Policy Group

A,
& Coup Dalhousie University 8



2.0

National Regional Development Policy by Country

21 Regional Development in the European
Union

Signatories to the Treaty of Rome recognized that if they were
to create a successful economic relationship then it was
important to equalize regiona differences. Their first act to
improve regiona imbalances was the creation of the European
Investment Bank (EIB). The purpose of the EIB was to Figurez_Eump Union
finance infrastructure projects in less developed areas. Any

other activities that related to improving the less developed areas were then del egated to other
Community institutions.

Asthe Community evolved, so did theinitiatives undertaken to devel op regional devel opment
policy. It was not until 1975 though, when the Community formalized its position on regional
development with the creation of the European Regiona Development Fund (ERDF) and
establishment of a Regiona Policy Committee. The ERDF then operated for several years
under the financid provisions determined at that time until it was completely restructured in
1988.

The restructuring was further proof that the Community was committed to pursuing a policy
of regiond development for less developed areas. A framework regulation on the new tasks
of the structural funds was adopted. This is the beginning of what are now known as the
“programming periods’, the first being the 1989-1993 programming period.

The ERDF is under the responsibility of Directorate-General (DG) XVI of the European
Commission, and is responsible for the economic and social development of the
community.

Under the 1988 reform of the structura funds, three types of “problem” regions were defined
asfollows:

1. regions whose development was lagging behind;
2. areas where declining industrial activities were dominant; and
3. areas where agriculture dominates.
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These regions were characterized by their over-dependence on a few traditional economic
activities which could not provide sustainable productivity, employment or income. The
indicators used to determine the digibility of regionsincluded, having a per capita GDP below
the Community average, the rate and length of unemployment and indications of population
migration.

There are four European Community Structural Funds today:
1. European Regional Development Fund (ERDF)
2. European Social Fund (ESF)
3. European Agricultural Guidance and Guarantee fund (EAGGF)
4, Guidance Section and the financial instrument for fisheries guidance (FIFG)

These funds pursue seven priority objectives:

Objective 1: the economic adjustment of regions whose development is
lagging behind;

Objective 2: the socia and economic conversion of declining industria
areas,

Objective 3: action to combat long-term unemployment and facilitate the
occupationd integration of young people and people in danger
of exclusion from the labour market;

Objective4:  the adaptation of workersto industrial change by means of

measures to prevent unemployment;

Objective5a: the adjustment of agricultural and fishery structuresin the

framework of the reform of the Common Agricultural
Policy (CAP);

Objective 5b: the economic diversification of vulnerable rural aress,

Objective6:  the economic adjustment of regions with an extremely low

population density.

Objectives 1,2, 5b and 6 are known as regiond objectives, asthey form the basis for measures
in pecific digible regions or subregions. Objectives 3, 4 and 5a cover al of the Community.
Unemployment rates are one of the eligibility criteriafor objectives 2, 3 and 4. Programmes
under those three objectives are available for workers who must retrain due to structural
adjustment in industry, and assistance in the creation of new businesses. Other activities
include reducing the barriers to mobility throughout the EU.
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The entire area of three countries is considered eligible for Objective 1 funding. These are
Greece, Portugal and Ireland. A large part of Spain isaso digible for Objective 1 funding.
Any of the central or eastern European countries applying for membership will be covered
under Objective 1 criteria.

The principa Structural Fund for regiona development is the European Regiona
Development Fund. The Fund can use various forms of financial operation, including co-
financing, regional aid programs and projects for infrastructure, “globa subsidies’*,and
support for technical assistance, project preparation and assessment. The granting guidelines
of the Fund are also broad. ERDF can finance investments in infrastructure (Objective 1, 2
and 5b regions only) or other “productive investment” for the creation or maintenance of
permanent employment. The Fund may support projects which enhance: the development of
local potential and SMEs, particularly in the areas of enterprise services, transfer of
technology, capital markets and direct aid to investment; education and health in Objective
1 regions; research and development, environmenta protection, Community Initiatives and
project preparation, appraisal, monitoring and evaluation.

The European Union is now into its second programming phase, 1994-1999. Financia
resources available under the Structural funds are ECU 200 hillion (at 1997 prices), about
one-third of the Community budget. Almost 50 percent of the European Union’s population
is covered under Structural Fund programming with approximately 70 percent of funds being
designated for regions eligible for assistance under Objective 1.

DG XV isaso responsible for administering the Cohesion Fund. This Fund was initiated by
the Maadtricht Treaty to assst those countries most likely to suffer adverse economic effects
when the currency conversion takes place in 1999. Only Greece, Ireland, Portugal and Spain
aredigible for programme funding under this Fund, having met the eligibility criteria of per
capital GDP of less than 90 percent of the Union’'s average. Programme funding supports
environmental projects and trans-European networks.” The Cohesion Fund has a budget of
about ECU 15 hillion in the 1993-99 period.

! EU funds granted to an intermediary organization and used within a general framework of

development.

2 Total transfers from the Structural Funds and the Cohesion Fund to any Member State should not exceed
4 percent of that Members GDP.
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The next programming period is from 2000 to 2006. Although details have not yet been
findized, suggested revisonsinclude reducing the number of objectives from seven to three.
Possible funding level is equivalent to ECU 275 hillion (at 1997 prices). Other suggestions
for change include using financia instruments other than grants such as low-interest loans,
loan guarantees and equity participation. With the European Union contemplating expanding
its membership to include countries in the Mediterranean, Central and Eastern Europe, ECU
45 hillion has been earmarked for them. All of these countries will become dligible for
Objective 1 assistance. Even though this situation will present a challenge to the EU, thisis
seen as an excellent opportunity to promote social, economic and political cohesion on the
European continent.

The European Union's regional development policy is not meant to supersede nationd
programmes. In fact, support from the Union is meant to complement existing nationa policy.
All structural fund financing is co-financed between the EU and national governments. The
intention of the structural fund program is to support national government regional
development policy. This is to reinforce the need to equalize development across the
Community so asto achieve greater economic harmony. Even so, section 3.3 of this Report
concerns the conflict that the EU/national regiona development structure engenders.

Through the work of DG IV - the competition directorate, the European Union seeks to
avoid unnecessary competitive behaviour between nations seeking mobile investment. To do
this, DG IV monitors al nationa assistance schemes to prevent destructive inter-country
competition for investment projects. DG IV is actively involved during the negotiation
process that determines eligible regional coverage under the Structural Fund programs.
SUMMARY - EUROPEAN UNION

Policy Focus Areas with varied disparities, comprehensive approach

Governance EU agreements on digibility “maps’ with individua countries.
Joint EU/nationa program development

I mpact Improved employment prospects

I nstruments Use of funds/banks to interact with nationa programs
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2.2  Regional Development in Ireland

The Irish national economy has been characterized by a high level of
public debt, high unemployment and a relatively high dependence on
agriculture (11.8 percent of the workforce compared to an EU average
of 5.5 percent). The population is small and relatively sparsely
distributed and has a high level of concentration on the Eastern
seaboard (about 30 percent in Dublin). At 26 percent, Ireland has a
higher percentage of population under the working age between 0 - 14,
than the EU average of 18 percent. The lack of aland link to the rest
of Europe aso has asignificant impact on Ireland’ s prospects.

Figure 3- Ireland

The economic divide in Ireland is fundamentally East-West. A recent report on the North
West counties of Leitrim, Sligo and Donegal shows unemployment levels at 17.6 percent,
population decline at a 2.2 percent annual rate and a high rate of dependency on agriculture
and the fishery (16.9 percent of the workforce compared with a national average of 12.5
percent).

Recently however, the Irish economy has improved dramatically. Real GDP growth has led
the European Union in most of the past six years (annual averages of 4.4 percent since 1992
compared with an EU average of 1.5 percent) and employment in technology related
industries (mostly foreign owned) has grown dramatically with resulting decreases in
unemployment levels from 15.5 percent in 1992 to 12.9 percent in 1995 (EU average 11
percent). Inthe 12 months to April 1995 over 50,000 non-agricultural jobs were created in
the Irish economy.

Historically, because of the entire country’s designation as a European Union Objective 1
area, the Irish national government has had no concentrated regional development policy
effort. Governments have concentrated on general industrial policy with national objectives
coupled with a commitment to equitable devel opment.

Ireland’ s development policy has focused on the creation of sustainable employment for its
population. This has often taken the form of incentives to attract foreign investment, and this
strategy has been quite successful in attracting foreign industry. More recently the
development of indigenous businesses has assumed a more significant role.
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The Industrial Development Act of 1993 divided the Industrial Development Authority (IDA)
into three separate units, IDA-Ireland, Forbairt and Forfas. These agencies report to the
Minister for Enterprise and Employment.

Forfasis the policy development and advisory board for Irish industrial development. It is
responsible for the coordination of development policy in the country. Forfas delegates
power to Forbairt and IDA-Ireland for implementation of the policy.

IDA-Ireland provides assistance to foreign companies considering investing in Ireland, and
encourages those already operating to expand. Assistance may take the form of services,
grants, loan guarantees, rent subsidies, training and other financial assistance and tax
incentives.

Forbairt deals with the development of local industry and provides a range of science and
technology services and programs. Support is provided under three categories. building
competitive firm capability; firm level capacity expansion; and industry level capacity
expansion. Forbairt has established 11 regional boards, each of which match approved
funding up to IrL200,000 for small businesses who have not previously received more than
IrL250,000. Forbairt uses a variety of support tools including grants, study grants and
training packages. Equity investments are also increasing. Following a thorough review in
1991, greater emphasisis being placed on repayable support.

Fiscal incentives are an important part of the Irish incentive package. Manufacturing
companies in Ireland pay a corporate tax rate of only 10 percent until 2010. Financial
services firms which locate in Dublin are al'so digible for this rate until 2005.

Regional disparities are addressed through legidation for national government programs
which distinguishes between designated (DAS) and non-designated areas (NDAS). DAs are
eligible for rates of award up to 60 percent while NDAs may only obtain funding up to 45
percent of igible project cost. Current designated areas include the Western seaboard and
some areas to the South and Northwest. There are no explicit criteriafor designation. Many
of these areas have been designated since 1952 as aresult of perennial high unemployment
and other economic hardships.

The Irish system of government is highly centralized with all sub-national powers delegated
by the national power. Sub-national governments exist at the county level but are highly
dependent on centra authorities. A number of regional organizations do exist however, and
they have assumed an increasingly important role in delivering development policies.
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Eight Regiond Development Authorities were established in 1994. These are responsible for
the promotion and coordination of public services and reviewing and advising on the
implementation of European Structural and Cohesion Fund programs.

36 County Enterprise Boards (CEBS) have been established to aid in devel oping indigenous
activity, particularly for small start-ups. The Boards have broad community and government
participation and are the primary support mechanism for businesses with under 10 employees.

In 1992, the government established Area Development Management (ADM) Ltd. to allocate
funds to partnerships of the community and voluntary sectors, socia partners and state
agencies operating at the local level in Designated Aress.

Loca development objectives are pursued through three main sub-programs of the
Department of Enterprise and Employment (DEE) in cooperation with these local bodies:
Sub-program One:  Local enterprise is development programming and is
implemented through CEBs to small- and micro-businesses
(ECU 76 million).

Sub-program Two:  Integrated development of DAs is carried out by ADM (ECU
97 million).

Sub-program Three:  Urban and Village renewal is administered by the Department
of Environment and includes a variety of environmental and
architectural measures, (ECU 77 million).

Two other government agencies should be mentioned in the context of regional development.
The Shannon Free Airport Development Company (SFADCo) has expanded beyond its
original airport development mandate to include industrial development, and tourism in the
Mid-West region. The secondary agency, Udaras na Gaeltachta, was established in 1970 to
encourage the preservation and extension of the Irish language and to foster industrial
development in the Gaeltacht (Irish speaking districts). Gaeltacht areas exist in seven
counties, mainly on the Western seaboard.

Ireland also benefits as a peripheral area under an EU “Community Initiative’ known as
INTERREG I, which aims to develop cross-border cooperation and assist areas on the
frontier to overcome problems associated with their isolation.
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Irdland isunique in the EU in that it has developed an ingtitutional structure for the evaluation
of the use of EU Structural Funds. Units in DEE, the Department of Agriculture and the
Department of Finance al have evauation functions. It is estimated that the long term benefit
of EU aid will have added .8 percent to Irish GDP by 2000.

SUMMARY - IRELAND

Policy Focus National development, with some regional effects

Governance EU designation of whole country as Objective 1 reduces its
influence. National control, local administration.

I mpact Reduce unemployment, improve competitiveness

I nstruments County bodies, specia agencies, grants & loans.
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2.3  Regional Development in the United Kingdom

national competitiveness. During the subsequent revision of regional
policy, four key elements of regional development policy were
established:

1. Map of Assisted Areas

Regions digible to receive “ad” are designated on the
EU/UK Map of Assisted Areas. The Map was redrawn in
1993 and for the first time areas in the South-East of
England and industrial parts of London were included. The
primary indicator used to assess areas requiring assistance is
the level of unemployment. The redesignation of areas
involved a dight decline in the population coverage of the
map from 35 to 34 percent of the British working
population.

Figure 4 - United Kingdom

2. Inward investment attraction.
A package of low corporate taxation, low cost of production, an established
business culture and deregulation is used to attract mobile investment. In
addition, the Regional Development Agencies can assist companies in the site-
selection process while the Training and Enterprise Councils (TECs), can
provide tailored training programs. Delivered on a discretionary basis, Regional
Selective Assistance grants are made available to help secure projects

The regiona development agency for England is English Partnerships, in
Scotland, the Scottish Enterprise and the Highlands and 1slands Enterprise, in
Wales, the Wales Development Agency. In Northern Ireland, the Industrial
Development Board and the Loca Enterprise Development Unit deliver regional
programs under the authority of their respective Secretaries of State.

3. The Single Regeneration Budget.
In April 1994, the Government announced the integration of the regional
activities of four centra government departments. Trade and Industry;
Employment; Environment; and Transport. Ten regiona officesin England only,
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coordinate the regional activities of the four Departments in regeneration and
economic development, as well as promoting close links with Departments
without regiona offices such as the Home Office and the Department of
Education, and with business and local authoritiesin the region.

Thisinitiative has also combined twenty programmes from different departments
for the purpose of regenerating derelict, vacant and under-used land and
property in England. In England, the amount alocated to the Single
Regeneration Budget for FY 1996/97 was 1.3 billion pounds. Through their
territorial coverage, the Scottish, Welsh and Northern Ireland regional
development authorities also provide an integrated approach to regeneration.

4. Regional Challenge Competition.
The fourth eement, known as “regiona challenge competition” mechanisms has
been repealed by the new Blair government.

The White Paper did not introduce significant changes to two regiona existing incentive
schemes, Regional Selective Assistance (RSA), which is directed at the improvement of
employment opportunities through new investment, and Regional Enterprise Grants (REG),
that aim to improve small business performance and innovation.

The administration of RSA continues to be a DTI responsbility with no change to the
previous delivery arrangements. The RSA is an important piece of the package for inward
investment promotion. RSA is given as an additional emphasis to inward investment projects
which contribute to skills and technology upgrading. Although elements of the RSA and REG
incentives remain the same as before the administrative changes, applications for RSA are
being scrutinized more stringently.

BusinessLinksisarecently initiated local service delivery program. Each BusinessLink isa
public/private partnership, established by a group of key local business support providers,
including Training and Enterprise Councils (TECs), chambers of commerce, Enterprise
Agencies and local authorities. Business Links provides a network of one-stop shops,
throughout the country providing advice, information, counselling and consultancy services.
Asarequirement to receive funding from DTI, Business Links enterprises must undergo an
accreditation process. There are approximately 240 Business Links enterprises now
operational.
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DTI has also established a*“ Regiona Supply Network,” to provide information for companies
on sourcing, supply and public procurement opportunities. The Regiona Supply Network is
allied with the Business Links program.

Theregiona and local organizational changes described above do not apply to the whole of
the United Kingdom. The Business Link concept, the Single Regeneration Budget, the new
integrated regional office structure, and the regional supply network apply only in England.
Similar initiatives occur under the territorial management of the development agencies in
Scotland, Wales and Northern Ireland. Scottish Enterprise has aso created a 40 office
Scottish Business Shop Network.

In 1990, Northern Ireland’ s Industrial Development Board (IDB) refocused its action towards
the support of industrial competitiveness and away from job creation. Northern Ireland’s
primary incentive program is Selective Assistance which has been in place for severa years.
The incentive package is now discretionary, having atered the previous automatic
entitlement to grant assistance. In terms of the administration of assistance packages, there
has been more delegation of authority to local bodies in order to expedite the processing of
small awards. For domestic industry, the emphasis for assistance is on identifying and
supporting competitiveness factors, such as: turnover, exports, profits, and value added.

Three main trends define the UK’ s gpproach to regional development policy today. These are:

strict government budgetary controls; increased public partnerships with the private sector;
and the simplification of servicesto SMEs.

SUMMARY - UNITED KINGDOM

Policy Focus Urban redevelopment, rural unemployment

Governance EU/UK map indicates assistance areas

I mpact Reduce unemployment, SME assistance

I nstruments Regiona development agencies outside of England, one-stop

local assistance centre, grants & loans
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2.4 Regional Development in the Federal Republic of
Germany

Regiona Development in the Federal Republic of Germany is a shared
responsibility with the 16 Laender or states. Each Laender develops
its own course of action within the limits of ajoint national program
of common respongbilities. The Federal Ministry of Economic and the
Laender develop and implement policy in the following areas:
competition policy; regiona policy; smal and mid-size business policy; Figures-- Federal Republic of Germany
energy policy; external economic policy; and the development of market structures in the

country’s new Laenders, (former East Germany). The policy is largely consistent with EU

policy.

Regiond development policy supports the economic development of disadvantaged regions,
specifically eastern Germany. It aso attempts to reduce the vulnerability of certain regions,
particularly sngleindustry regions. The overall goal isto reduce interregional disparities and
help to equdize living standards throughout the country. The ideal of equality is enshrined in
the Constitution under Article 106.

The framework for regiona support can be found under the Gemeinschaftsaufgabe
“Verbesserung der regionalen Wirtschaftsstruktur” or, (GA) - Joint Task for the
I mprovement of the Regional Economic Structures. This support framework has been in place
since 1969 and is composed of a planning committee of Federal and Laender representatives.
The planning committee draws up a Framework Plan, in which isincluded the establishment
of rules for regional policy coordination and harmonization in Germany. The latest
Framework isthe 26th and coversthe three-year period between 1997 and 1999. The change
from previous frameworks was the priority of harmonizing German regional policies with the
regional support policies of the European Union.

Agreement on GA assisted areas is negotiated by the German Minister for Economics,
representatives of the Laender and the EU Commissioner for Competition Policy. Under the
1997 to 1999 agreement, the GA assisted area covers approximately 17 percent of the west
German population. West Berlin has been excluded from coverage under this agreement.
There is a continuing decline in population coverage. Under the 1994-1996 agreement, 22
percent of the population was covered while under the 1991-1993 agreement, 27 percent of
the population had been covered. The whole of east Germany is an digible area within the GA
support framework, athough in 1995-96, it was treated separately and received higher rates
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of award and more flexible eligibility criteriathan in west Germany.

Although it was anticipated that after 1996, east Germany would no longer be treated
separately from west Germany within the GA system, the Planning Committee has extended
the assisted area period beyond five years as was outlined in the reunification agreement. In
June 1997, the Bundestag passed a law which extended assistance to east Germany until
2004. It isthe intention of the Planning Committee to integrate the two regiona policy
systems as economic conditions permit.

The Planning Committee can exchange areas within the framework of the 17 percent ceiling,
thereby including regions which might not have complied with the designation criteria but
where acute regional problems have been identified. Exchanges can take place within
narrowly defined limits and must be individually justifiable.

The key regional development incentive is the Investment Grant, paid out in the areas
designated under the GA programme. This incentive usually takes the form of a capital grant
and isadiscretionary grant programme administered by the Laender.

A soft loan program is dso offered under the ERP programme umbrella, ERP aid originated
in the European Reconstruction Programme under the Marshall Plan. The aid has been used
since 1953 to promote specialized economic development objectives within the Federal
Republic and subsequently the new Laender. The ERP regiona programme in west Germany
and the new ERP reconstruction programme in east Germany are part of this overall
framework. The programmes are designed to assist small or medium-sized firms undertaking
projects that are not eligible under the GA investment grant, i.e. projects of abasicaly local
character, including local services such as wholesale and retail trades, craft activities and
restaurants.

Although meant to be discretionary, assistance under ERP is available to any applicant who
can fulfill the ‘known’ conditions of the award at the maximum rates available. Benefits
obtained under this programme can also be used to complement assistance available under
KfW, (Kreditangtalt fuer Wiederaufbau) programmes. KfW programmes are available outside
of GA areas.

Three challenges exist which will affect the future direction of regiona development policy
in Germany.
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1. The recession of the early ‘90's and the on-going structural change in
primary sectors, has affected the ability of the German economy to recover
from mgjor shocks. With the deadline for Maastricht currency convergence
looming, there has been added concern associated with the level of public
expenditure restrictions required and the redirection of policy support in
many arees.

2. The continued requirement for massive fisca transfers to support the
regeneration of east Germany, including major assistance through regiona
policy. In 1996, unemployment in east Germany was nearly twice the west
German level. Some assistance provided to eastern Germany has been for
job-creation and training programmes and early retirement. Between 1991
and 1996, it was estimated that west Germany has underwritten
approximately DM900 billion worth of infrastructure improvements for
eastern Germany.

3. The influence of the EU, with respect to the control of national regional
policy, and the provison of EU regiona assistance within the nationd
framework. All of eastern Germany is categorized as an Objective 1 region
thereby receiving EU structural funds aswell as assistance under GA. Other
regions in Germany are covered under Objective 2 definition (regions in
industrial decline) or as Objective 5(b) regions (rura regions).

SUMMARY - GERMANY

Policy Focus Recongtruction of former East Germany, urban redevel opment
Governance Shared EU, federal and Laender responsibilities

I mpact Unemployment reduction

I nstruments Grant and soft loan incentives for investment
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2.5 Regional Development In France

France is often referred to as the most centralized nation in Europe. For
centuries, Paris has dominated the economic activity of the country,
overshadowing the large agricultural areato the south and the industrial
region in the northeast. In the period following WWII, France underwent
two major movements of decentralization. After 1949, policy initiatives
were focussed on how to “deconcentrate” urban population and
“decentralize’ government activity out of the Paris region. In 1963, the Figure 6 - France
French government created DATAR (Delegation a I’amenagement du

territoire et al’ action regionale), the State agency responsible for encouraging devel opment
outside of Paris.

There has been little change in French regiona development policy over the years. The
“gpatial” development policy has attempted to alter the role Paris has aways played in the
national economy. Outside of the Paris region, there has been a continuous rural exodus to
urban areas. In part this has been the result of sectoral restructuring in agriculture. More
recently, regional development policy has shifted focus to redevelopment and employment
problemsin urban areas.

Over the years, DATAR has sometimes modified its focus in response to the many economic
and political events that have occurred within France. With the unemployment crisisin the
early 1970s, DATAR enlarged its mandate to address high unemployment levels in distressed
areas. In 1982, the French government legislated the decentralization of some central state
government powers to local government. DATAR’s role in this process was to act as the
negotiator between the central government and the regions on five-year development planning
contracts. DATAR aso represents France on regiona and competitive issues in the European
Union. When the European Union's Structural Fund was reformed in 1989, DATAR
negotiated the regiona zone dligibility map for France. DATAR hasaso been instrumental
in funding various infrastructure projects such as the TGV, highways, universities and
research initiatives.

In 1993, France conducted a national consultation on the future direction of regiond
development policy. DATAR’s involvement was instrumental during this nationa
consultation. This process resulted in the loi d’ orientation pour I'’aménagement et le
développement du territoire (LOADT), February 4, 1995. The 1995 law provides a
framework for regional development up to the year 2015.
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LOADT satesthat the objective of regiona development policy isto contribute to national
unity and solidarity. One of the law’s objectives is to ensure that all citizens have the same
opportunities of equal access to “knowledge.” The law outlines the strategy for regional
development, environment and sustainable devel opment, mgor infrastructure and national
public services provisions. It also deals with the relationship between central and local
government and the shedding of government services. Any programming and activities
delivered under regiona development policy are intended to achieve balanced national
development.

DATAR isdirected by an inter-ministerid structure of civil servants and experts known as “la
Delegation.” under which there are five line departments. DATAR’ s responsibilities include
relations between the agency and with ministers, study programs and international
cooperation activities, investment promotion through the “Invest in France” agencies and
network, the development of enterprises in regional areas, administration of the prime
d’aménagement du territoire (PAT), financia incentive program, rura development
initiatives, coordination of inter-regional projects and monitoring inter-regional transportation
issues.

