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Purpose of Paper

· To provide a framework for discussion for Members of Business South East on the review and revision of the Regional Economic Strategy (RES).
Recommendation

· That Members consider this paper and discuss the challenges and issues raised in the context of the review of the Regional Economic Strategy.

Background – Extending Strategic Influence
1. SEEDA’s first two Regional Economic Strategies set the terms of debate on prospects for the region’s economy.  Before 1999 there was no clear economic agenda for the South East, no shared sense of issues and priorities and no clear sense of the role and importance of the South East economy.  It was the first RES that recognised in the South East a potential world class region, building this into a vision that is now widely shared across the region.

2. The revised RES in 2002 built on this vision by highlighting the South East’s role as the locomotive of the UK economy.  It demonstrated the contribution to the exchequer made by the South East (now running at about £18 net billion annually, far more than any other region).  It recognised transport congestion, learning and skills, and affordable housing as challenges flowing from the economic success of the region.  In response, it established the concept of Smart Growth as the path to achieving sustainable development in the context of a successful regional economy, identifying the five key objectives of:

· Competitive businesses

· Successful people

· Vibrant communities

· Effective infrastructure

· Sustainable use of natural resources

Practical Results of the Regional Economic Strategies
3. Regional Economic Strategies are not just conceptual frameworks.  Alongside redefining the terms of the debates, previous Regional Economic Strategies have led to a track record of practical achievement on the ground.  Enterprise Hubs, first coined as a term in 1999, have progressed to a vibrant regional network of 22 Hubs with nearly 2000 companies using the services in the network.  A leading US authority recently identified Enterprise Hubs as the world’s largest known business incubation network.  Since 2002, they have been joined by a growing network of 8 Enterprise Gateways (8 established with a further 5 in development), specifically designed to extend the benefits of business incubation across less economically successful parts of the region.

4. Alongside this, the Global Regions Initiative has supplanted a traditional approach of just chasing mobile foreign direct investment with a network of relationships between high performing regions across the world.  The recognition of a need for access to finance in the region has given rise to Finance South East, and the priority given to coordination of business support materialised in the new contractual relationship between Business Link Organisations and RDAs.

5. In the field of learning and skills, the idea of multiversities has become reality in examples such as Universities Centre Hastings and Universities at Medway, transforming access to higher education in these areas and demonstrating that education-led regeneration an be a reality.  And the concept of making skills provision employer led has given rise to the Regional Skills for Productivity Alliance, which is drawing on real evidence of employer needs to shape skills provision across the region.
6. Priority given in both RESs to Broadband and initiatives that flowed from this have helped accelerate investment in coverage so that 97% of the region’s population can now has access exchanges enabled for Broadband.  The Brownfield Land Assembly Trust has been proven as a practical mechanism for site assembly and development in urban areas, and the plethora of SRB and other regeneration partnerships has been succeeded by 10 strategic Area Investment Framework partnerships, each offering an enhanced role to business to help shape and drive the key investment priorities in the region’s priority regeneration areas.

The Next Regional Economic Strategy – The Challenges

7. The continuing success of the South East is not a foregone conclusion and there is no room now for complacency. Certainly within the current UK political climate, we are conscious that Government’s priority over the next few years would seem to be stimulating a revival of the North. This is reflected, if not determined, by the presence in the Cabinet of so many northern-based ministers. This presents challenges to us in the next spending round. Retaining our public sector finance allocation, let alone arguing for an increase in real terms, will require tough negotiations and a robust case made for the South East based on hard evidence.

8. The challenges facing us can be broadly classified into three types: 
· the deepening of problems we already face requiring a continuous concerted effort;

· those challenges requiring a step change in our understanding and response; and 
· those challenges requiring some hard choices to be made. 

Deepening of Existing Problems

9. This includes such issues as traffic congestion, affordable housing, and, coming up the agenda rapidly, levels of energy consumption and maintaining a secure energy supply. Options from wind power to nuclear energy are all back on the agenda – where will our preferred options lie? Some of the scenarios are set out below 

· Energy

10. Energy provides the critical underpinning to economic activity in the region. The challenges include the implications of climate change, the need to maintain security of energy supplies and  the prospective ‘energy gap’ in the South East as the large conventional and nuclear power stations are phased out.  The RES needs to address and raise the profile of these challenges in the context of the future sustainable economic growth of the regional economy, and the business opportunities meeting these challenges will present.
11. The Government’s target is for 10% of UK electricity to be derived from renewable sources by 2010. The Energy White Paper (Feb 2003) also declared an aspiration to double this figure by 2020, and to achieve a 60% reduction on CO2 levels by 2050 (which has radical implications for energy production and use). SEEDA has fully supported the renewable energy  targets included in the South East Regional Energy Efficiency and Renewable Energy Strategy, namely, by 2026, for the region to have 1750 MW of installed renewable energy capacity, sufficient to meet 16% of its expected electricity requirements at that date. While this regional target might appear unambitious, given the national target, the region is starting from a very low base, with less than 1% of its electricity currently derived from renewables (and with most of that 1% derived from burning landfill gas). 

12. Recent rises in energy prices (electricity, oil and gas) plus a growing awareness of the UK’s likely vulnerability through increasing reliance on energy imports (by 2020 it is estimated that UK will import 80% of its oil and gas) have led UK businesses to a growing concern over energy security of supply.  Given the critical dependence of the region’s economy on energy supplies, security of supply (which includes regional capacity, technology mix, transmission network and contingency arrangements) is becoming a key concern, and one to which the RES needs to address.
· Waste

13. The region produces some 30m tonnes of waste each year. Recycling levels are improving but the bulk of this waste goes to landfill, representing a significant loss of resource value. The key issues are: the impact of a range of EU waste-related Directives; limited supply of landfill capacity; and a greater awareness that most of what is consigned as waste has significant resource value.  These pressures provide the imperative for waste reduction, resource efficiency (including design), and finding more productive uses for discarded material including reuse, remanufacturing and recycling, and the development of associated markets.  Responding to these pressures offer significant economic development opportunities for the region, particularly as the economics of more productive ways of dealing with waste significantly improve as landfill ceases to be the cheapest option.
14. The Regional Waste Management Strategy identifies the need for several hundred waste processing/recycling facilities in the South East over the next 10-20 years (the ‘proximity principle’ i.e. that waste should be dealt with as close as possible to its place of origin – applies here). The development of waste markets in the region will contribute directly to meeting this need and to realising the associated significant opportunities for business development and new jobs in the region.

· Water

15. South East England is the driest and most densely populated region of the UK but per capita consumption of water in the South East is 15 litres per day higher than in any other UK region, and domestic consumption is the major use of water (c75%). All the growth areas in the wider south east of England in the Sustainable Communities Plan are in areas where there are actual or potential water deficits due to abstraction levels.

16. Scenarios developed by the Environment Agency and the water companies indicate that the housing levels in the draft South East Plan can be achieved with adequate water supplies, provided new resources (mostly reservoirs) are developed, leakage rates are improved, water transfers between catchments are enabled and water efficiency measures are achieved in new and existing dwellings. The biggest issues in meeting anticipated demand are:
· the high levels of investment in infrastructure needed through water company Business Plans (i.e. financed through customers’ bills) which are scrutinised and approved by Ofwat; and 

· the timing of provision of new infrastructure, which must at least keep pace with the rate of new development.  New reservoirs can take around 20 years from initial planning to commissioning

· Wastewater

17. Adequate wastewater treatment capacity to meet the growth agenda in the South East is expected to be at least as big a challenge as provision of water supplies. New legislation (e.g. Water Framework Directive) will impose higher standards of water quality on surface and underground water bodies. In addition, water quality in river catchments associated with the growth areas is already an issue (e.g. River Stour which runs through Ashford suffers from poor quality at low flows in summer).
18. As with water resources, the level and timing of investment in infrastructure will be critical in achieving predicted growth rates.  New technology to achieve higher levels of treatment will be very costly and there will need to be further investigation into alternative solutions such as re-use of waste water to re-charge rivers as opposed to discharge to sea outfalls

Challenges Requiring a Step Change in Understanding and Response

19. These challenges must include, as a top priority, the education and skills agenda at all levels. This requires a particular focus on science and technology set in the context of growing challenges from the high growth economies in the Far East – for example, numbers of graduate scientists produced by China (a large number of whom sent around the world) dwarf the equivalent produced in the UK.  China can no longer be thought of as just a cheap manufacturing base, it is fast rising up the value added chain.
20. Following a “business as usual” approach, or adopting a process of incremental improvement in advanced science teaching, will not do. The challenge goes far beyond matching our UK science and technology effort proportionally with that of these recent global players. For example there is no room to be complacent about getting by in English, just because it is the language of the internet.  It has been claimed that within a few short years, Chinese language internet sites will account for 50% of total volume of usage.  Learning to communicate with new business partners in their own language will become imperative. This is just one obvious area ripe for collaboration both between businesses and between them and the colleges and universities in the South East.

Making Hard Choices

21. Sufficient growth, of the right type, is essential if we are to keep or strengthen our position as a global region, and continue to create the wealth necessary for a high standard of living in this region and in the country as a whole.

22. However without proper investment, maintaining or increasing growth adds pressures on the transport system, energy and water supply, skills, affordable homes, land supply, and the environment. These positions need to be reconciled. The recent survey from the Regional Assembly relating to the South East Plan, entitled “Your Shout”, suggested that significant number of respondents wanted the lowest level of housing but significant numbers also wanted to maintain overall current growth levels.
23. There are ways of squaring this circle, but they are not easy options. They include achieving major increases in productivity, requiring more and better output from fewer resources. This will form a key part of the RES review. Investment in infrastructure and skills and exploiting the region’s science and research base will form major components of this productivity drive, as will realising the potential of the currently underperforming parts of the region.

 Next Steps – The Key Questions

24. SEEDA is commissioning “think pieces” from leading external experts that will set out the options clearly for the region.  Informed by these, the RES consultation process will address a number of key questions under each theme:

The changing nature of the global competitiveness challenge
· How can South East firms be encouraged to export more to the emerging markets, or enter into collaborative research and technology projects, or both?

· How can the UK and the South East benefit from European common standards, simplified patent processes and research networks?

· How exposed are South East firms to global competition? 

Competitiveness, Productivity and Skills 

· How can we remove the barriers to work/ increase economic activity levels in the region to meet new labour demands?

· How can we ensure we achieve the step change in skills development referred to above?

· What efforts are needed to invest in our underperforming areas in the region?

Sustainable growth 
· What are the key investments - in infrastructure and people - essential to underpin optimum and sustainable growth levels?

Influencing Whitehall and beyond

· How can we all as stake-holders best influence national and European policy to support our economic, social and environmental objectives in the South East?

· How can business best support SEEDA in our role as a “strategic influencer” of Government policy and investment?
Conclusion

25. We would welcome Business South East’s views on:

· Whether the key issues /questions identified in this paper are the right ones.
· How we can best engage with business in ensuring their input and buy-in to the RES?
