South East Regional Input to Comprehensive Spending Review 2007
1. Introduction


1.1 This paper sets out South East England’s case for public investment and spending in the region necessary to deliver the regional objectives set out in the South East Plan and Regional Economic Strategy.  As such it has been prepared to inform the Comprehensive Spending Review 2007 (CSR07).  

1.2 The paper builds upon and develops the work submitted by the region in response to the Regional Funding Allocations (RFA) exercise
.  It has been produced jointly by the South East England Development Agency (SEEDA) and the South East England Regional Assembly, assisted by the Government Office for the South East (GOSE) and with input from the Learning and Skills Council (LSC) and the South East Counties.  The issues and recommendations included in this paper have been agreed by the Assembly’s Executive Committee and the SEEDA Board, with a reference group of South East stakeholders having the opportunity to comment on an earlier draft. 
1.3 In preparing this document, we have set out how the region is responding to the challenges arising from globalisation, technological change and demographic change.  It builds upon the practical experience of the regional partners in delivering the regional policy framework as part of the wider contribution towards the delivery of Government objectives, in particular the Government’s regional economic performance and regeneration targets. We have identified proposals which aim to increase the productivity and growth of the region and improve social and environmental sustainability.  We see these proposals as an essential element of our overarching strategy to deliver long term sustainable economic development that will maintain the global competitiveness and economic well-being of the region.
1.4 Our advice to Government is set within the wider regional strategic planning framework.  The policies and proposals in the South East Plan (the statutory Regional Spatial Strategy) provide the spatial direction for the region, sitting alongside the framework for economic development provided by the Regional Economic Strategy (RES). Both are set within the overall context of the Integrated Regional Framework 2004: ‘A Better Quality of Life in the South East’. Our advice on RFA demonstrated how priorities in transport, housing and economic development form a coherent, credible and strategic vision for improving the region’s economic performance
.  This paper puts forward proposals to extend flexibilities to regional, sub-regional and local budget holders, for extending the remit of Regional Funding Allocations guidance to include other budget allocations, and for establishing a Regional Infrastructure Fund that addresses a specific issue of market failure associated with new development proposals.

2. The South East’s Role in the UK Economy
2.1 South East England is the most successful regional economy in the UK, after London. Over the period 1997 – 2003 the South East achieved:

· The fastest growth in GVA per head at 35.3%

· The second highest absolute level of GVA per head at £18,400

· The highest economic activity rate, averaging 82.9%
· The lowest unemployment rate, averaging 4.2%

2.2 The UK’s overall competitiveness, and the quality of its public services, is dependent on the region’s continued success.  Investment in our region provides immediate and visible returns.  South East England contributes significantly more money to central government than it receives in spending.  It accounts for more than 50% of the net contribution to the Exchequer from the English regions.  Research commissioned by SEEDA estimates that in 2004-05 the region made a net contribution of £11bn
.  

2.3 The standard of governance in South East England is one of the highest of any region in the UK, a fact confirmed by Audit Commission inspections. The existing governance infrastructure provides an established and reliable basis on which central functions and responsibilities can be devolved to the region.  We invite spending departments to consider working with regional bodies and local authorities in order to develop innovative funding arrangements and delivery mechanisms.  Such an approach is critical to ensuring that our contribution to the UK economy and to the Exchequer is sustained.  It is essential that the South East dividend is shared proportionately and sufficient investment to support growth flows back into the region.
2.4 The regional policy framework set out in the South East Plan and RES identifies the importance of addressing three major drivers of change.
Globalisation:
2.5 It is clear that South East England – alongside the rest of the UK – must respond to the challenge arising from globalisation.  We cannot compete on cost alone with the rapidly emerging economies of China and India. Moreover, these economies are rising rapidly up the value chain, combining capital investment with skill development and technological innovation. The entry of these new economic powerhouses into the global economy present new opportunities, but also new challenges. If the South East is to maintain its position as a global player, it must ‘attract the highest skilled people and the companies which have the potential to innovate and turn innovation to commercial opportunity’.
 More generally, the CSR needs to send a clear signal that English regions should benchmark their performance in this global environment, not against each other, and should work collaboratively to maximise global competitiveness.
Technological change:
2.6 New technologies are creating new markets, and South East England is well placed to exploit the potential of those markets.  Technological change will play a major role in changing the way in which we do business, with significant beneficial impacts on the health, environment and productivity of the region. The regional policy framework seeks to maximise the transformational contribution of information and communications technologies (ICT) by seeking to ensure, for example, fully ICT enabled homes; sophisticated interactive communication which reduces the need to travel; internet based learning; remote and personal property security; and intelligent energy use and generation. The South East is second only to the East of England in the proportion of regional GDP accounted for by R&D expenditure.  However Government funded R&D in the South East declined by an average 12% annually during 1997-2002, while business expenditure on R&D grew by just 1% annually, only marginally ahead of the UK average.  The South East must avoid the risk of stagnation and find ways of matching the performance of its most successful international comparators. 
Demographic change:
2.7 Population projections show that the proportion of elderly people in the population in the region will grow faster than England as a whole.   Over the next two decades people over the age of 65 will account for over half of all population growth in the region, and the total number of people over the age of 85 is expected to almost double. The implications for health and social care services arising from this change are particularly challenging.  If the region is to achieve its ambitious targets for employment and economic growth, it will be essential that actions are taken now in order to equip our middle-aged workforce to become an effective older-aged workforce. This will require effective investment in work-based learning, as well as measures to change current attitudes amongst employees and employers alike.
3. The Greater South East

3.1 South East England shares a number of characteristics – and faces a number of challenges – with the East of England and London.  Combined they form the Greater South East. In addition to being the economic powerhouse of England, the three regions host England’s premier international airports (Heathrow, Gatwick, Stansted), global port gateways (Southampton, Felixstowe), leading centres of the knowledge economy (the Thames Valley, the City and Cambridge) and world class university towns (Oxford, Cambridge).
3.2 South East England forms part of the London world city region and is closely aligned with London’s economic performance. Although we can share in London’s status as a world city and centre of economic growth, this brings with it pressures that need to be addressed through investment in infrastructure.  Pressures arising from housing need, natural resource and infrastructure constraints, skilled labour shortages and intensification of commuting are amongst the potential adverse impacts that need to be addressed. As a globally competitive region in its own right, with a strong knowledge based economy, South East England requires a parallel package of freedoms and flexibilities currently being debated for city regions and core cities. 
3.3 The 2012 Olympic Games and Paralympic Games will offer huge opportunities for the Greater South East. The challenge will be to ensure that the Games leave a positive legacy - an enhanced tourism offer, improved sporting and cultural facilities, a healthier population and stronger communities.  They will also have a significant impact on the region’s skills needs and resources. The region is co-ordinating the ‘South East offer’ to ensure the opportunities presented by the 2012 Games are maximised, in terms of transport and infrastructure, skills, communities, the visitor economy, sport, culture and business.  It will be important to ensure that these plans are aligned strategically in terms of investment.

4. The Challenge of Sustainable Development in the South East
4.1 The South East Plan’s vision is for a ‘Healthy Region’ – one that will ‘show a sustained improvement in its quality of life in the period to 2026, as measured by the well-being of its citizens, the vitality of its economy the wealth of its environment and the prudent use of its natural resources’.  This vision has social, environmental and economic dimensions, with global, national and inter-regional drivers of change giving rise to specific regional challenges. These include some of the inevitable consequences of success, for example:

· A lack of affordable housing, threatening our ability to attract and maintain a viable workforce in some key sectors;
· Congested transport infrastructure (both road and rail networks) with consequential impacts on productivity, quality of life and the wider environment;
· Increased pressure on the region’s wider infrastructure that supports future development, including our social, cultural and community infrastructure;

· Increased pressure on the region’s environmental infrastructure, particularly in relation to water and energy supplies that threaten the high quality of life that provides one of the region’s greatest competitive advantages. Waste is a particular challenge for the region, with volumes increasing by 3% per annum at present;

· Skills shortages, which impact across all qualification levels and in a range of industries, from advanced sciences to construction; 
· Tight public and private sector labour markets arising from high living costs - lower paid service workers and those on fixed incomes are particularly disadvantaged.

4.2 The scale of these challenges is particularly noticeable in the designated Growth Areas (Milton Keynes/Aylesbury, Ashford, Thames Gateway) where the scale of proposed development represents a step change.  Even so, the Growth Areas account for only about a quarter of the growth set out in the South East Plan.

4.3 Failure to address these issues will lead to diminishing competitiveness, poorer public services and diminishing quality of life. We have higher internal levels of inequality than many other regions, including the north and the midlands.  Pockets of deprivation are interspersed amongst more affluent areas across many parts of the region giving rise to particular problems in targeting resources. The region has a distinctive geography of disadvantage: the coastal fringes and parts of the Western Corridor experience high levels of deprivation – mainly in terms of income and employment but also in poor health, housing and experience of crime.  Despite the concentration of high value-added jobs in the region, over 2 million people are employed in low quality jobs – the highest total of any UK region or country.  There are nearly 180,000 adults (11% of all) and over 220,000 children (14% of all) living in Income Deprived Households.
   Proportionately we have one of the lowest rates of worklessness, child poverty and benefit claims however in absolute numbers the totals for South East England exceed four other English regions.  All public sector bodies are focussing strongly on measures to tackle these intra-regional disparities.
4.4 Regional economic prosperity must be secured within the context of sustainable development principles. The South East has valuable natural resources, including the quality of its landscapes, its countryside (including woodlands), natural habitats and biodiversity. As well as having intrinsic environmental value, these natural assets also represent important economic assets which are valuable in attracting people and investment to the region and contributing to the high quality of life. However a recently published study shows that South East England has the highest ecological footprint
 of all UK regions, 16.7% above the UK average, and there is some evidence that the region’s ecological footprint has increased over time. Both the South East Plan and the RES explicitly recognise the importance of maintaining a high quality environment and quality of life as competitive advantages for the region to retain. In order to achieve the vision for the region, there is a commitment, developed from One Planet Living thinking, to reduce the rate of increase in the region’s ecological footprint, stabilise it and seek to reduce it by 2016.
5. Public Sector Investment


5.1 The levels of need, the extent of the wider challenges faced by the South East, and the disproportionate costs of meeting them are not reflected in current funding formulae.  Public expenditure as a share of GDP stands at 32.6% in the South East, significantly lower than any other region except London.  Disparities in the level of public sector investment between regions have increased over time, with South East England experiencing the slowest growth nationally.  
5.2 Public spending on key policy areas falls well below other regions and nations. Overall, government spending per head in the South East is 15% less than the average for the UK.
  Local Government services in South East England are particularly suffering as a result of changes made to the grant distribution formula. We are the worst funded region in terms of formula grant for Local Government.  In 2006/07 the region will receive £329 per head for Local Government services.  In practical terms the region is funded at less than half the amount per head London receives (for non school services), despite facing many of the same regional cost pressures.  The average per head formula grant funding for England is £491, an extra £162 per head more than the region receives. If funding was at the national average that would provide more than £1.3bn extra each year to either invest in Local Government services or to reduce Council Tax bills. 

5.3 Unless these formula changes are reversed the position will get significantly worse. Our Local Authorities are reliant on over £142m of temporary ‘damping’ grant which, over time, will be redistributed to other regions. This represents more than 5% of the formula grant funding for the region.  All 7 counties and 9 out of 12 unitary authorities in the South East are reliant on the grant floor in 2006/07 and have received the minimum possible grant increase - 2% which is of course less than the RPI. 

5.4 Funding pressures are in turn exacerbated by the high costs of delivering services in the region, including but not limited to the impact of higher wage rates. Whilst the Area Cost Adjustment should compensate for this, research by the economists NERA put the actual wage cost pressures in the region at 5% above the level used within the grant formula.
 
5.5 The ageing population of the South East – particularly in coastal areas – is increasing the demand for adult social care.  NHS deficits throughout the region are also increasing the pressure on social care services where services overlap.  Primary Care Trusts are having to divert funding from areas such as pooled budgets to address the shortfall which further compounds funding pressures. Overall costs are rising faster than inflation for all adult social care, particularly residential care where high regional wage pressures and the cost of improving their services in accordance with Government requirements is having an adverse impact.  Authorities in Surrey and Kent are having to compete with the much better funded London Boroughs when purchasing residential care places.  At the other end of the demographic span, the number of young people in care is increasing bringing with it pressure on children’s services. West Sussex County Council estimates the budget shortfall in this area to be around £5m by 2007/08.  The impact of the grant floor is such that local authorities will not be able to keep pace with these cost increases. 

5.6 The funding pressures being faced by Local Government are being mirrored in the health and police sectors. Whilst the deficits currently being experienced in the NHS are spread across the country, it is clear that a significant proportion is occurring in the South of England. This suggests that the acute cost pressures in the region are not being taken account of in distributing funding, particularly pressures arising from additional costs of delivery in rural areas, rapid population growth and demographic change, and regional cost variations (e.g. wages).

5.7 Primary Care Trusts in the Southern area receive an average of £92 per head less than the national average.  The Shire Police Authorities tend to receive less funding (between £87 and £108 per head) than their Metropolitan counter parts (averaging £162 per head).  As the international gateway to the UK, our ports and airports are in the front line of security operations.  This coupled with deprivation problems in our coastal towns, increases the cost of police services.
5.8 While we recognise the tight financial constraints on the CSR07, the pressure on public sector budgets is reaching crisis point.  The increasing pressure on the region’s infrastructure when combined with the need to address the external challenges facing the region’s economy puts an absolute premium on the need to secure sustained high levels of public sector investment in the region that at the very least maintain the region’s current share of the national pot.  It also places a premium on the need to make the best possible use of the monies that are invested in the region. These actions are interdependent.

5.9 Continued investment in South East England will provide the support needed to continue generating the output and activity that provides this tax export to the rest of the UK.  Moreover, investment in the region is central to delivering success in a number of areas identified by Government as a priority for the country, including innovation and enterprise, housing, transport, culture and social inclusion.  Conversely if the standard of living in our most disadvantaged areas could, by judicious investment, be raised to the national average, the contribution to the region’s contribution to the wider UK economy would be significantly enhanced. 
6. Spatial Geography

6.1 The South East Plan identifies 9 sub-regional areas and one special policy area that forms the spatial planning context for addressing the challenges facing the region (Annex 1).  The spatial geography provides the basis for the identification of investment requirements in the South East Plan.
6.2 The RES builds upon this spatial geography by identifying common economic linkages between the South East Plan sub-regional areas that then defines the economic geography of the region.

· Inner South East - characterised by high productivity, high economic activity, high enterprise and high skills, but with significant pockets of deprivation.  Good level of infrastructure, but under pressure from high levels of congestion. Closely linked to the London economy.

· Rural South East - more than 80% of the region by area, with 25% of the population.  Characterised by high economic activity, highly skilled commuter workforce, high business density and start-ups.  Dispersed rural deprivation, an ageing population and variable infrastructure.

· Coastal South East - characterised by low productivity, low economic activity, high ‘structural’ unemployment, low skills, ageing population, poor infrastructure and productivity. Similar in size to the North East region but performing less well.

· Government Growth Areas - cutting across the main economic contours, these have seen investment in infrastructure, skills, innovation, business support and environmental / cultural amenities.

6.3 The South East Plan has established the principle of regional hubs as settlements where the provision of a range of multimodal transport services supports the concentration of land uses and economic activity in a sustainable manner.  As settlements of regional significance the hubs are identified as locations that should form the focus for higher order economic functions that in turn should be supported by investment in infrastructure and services.  Our RFA submission identified 8 diamonds for investment focused on a number of the regional hubs. The significance of the economic contribution from the regional hubs is comparable with that of city regions.  Unlocking the potential of the diamonds needs to be focused on sustainable economic growth.  In many instances there is the potential to achieve this through economic, as opposed to housing led, growth... 

7. Economic Priorities

7.1 The South East Plan defines the balance between economic, social and environmental factors that forms the basis for sustainable economic development.  The RES in turn identifies the strategic economic objectives for the region that complement the spatial planning framework;

· Improving global competitiveness – investing in success in the face of intensifying international competition and maintaining our position as an exemplar “Lisbon” region in an expanded European Union;
· Smart Growth to spread the benefits of improved competitiveness – investing in potential to lift underperformance by  increasing economic activity, increasing the skill base and promoting the use of technology to improve productivity;

· Sustainable Prosperity – ensuring that improved competitiveness is consistent with the principles of economic development by seeking to slow the growth of, and ultimately reduce, our ecological footprint.

7.2 Mapping the actions that need to be taken in order to address these strategic objectives under the five drivers of productivity and employment. Annex 2 outlines how the RES sets out to deal with the priorities and targets for the region.
8. Delivering  Improved Competitiveness, Smart Growth and Sustainable Prosperity

8.1 The five drivers of productivity and employment are central to achieving the region’s goals of smart growth and sustainable prosperity.  Specific proposals put forward by the region for consideration as part of CSR07 include:
Enterprise:
8.2 Responsibility for delivering international trade services to businesses in the region should be devolved from UKTI to the region, without ring-fencing and with appropriate budget transfers (about £35m annually).  The RDAs currently invest about £6bn annually in international trade services through the Single Programme. Bringing the UKTI responsibilities into this fold would provide a seamless service and should improve leverage, as well as being in keeping with the goals of DTI’s Business Support Simplification Programme.  
8.3 Proposals associated with the Local Enterprise Growth Initiative (LEGI) funding and the LAA Fourth Block (Economic Development and Enterprise) should link to a formal process for aligning local and regional priorities.

8.4 The Business Link brand should be the primary route for accessing Government-funded business support services.

Skills and Employment:
8.5 Decision-making, planning and funding should originate from regionally identified needs, not from a disaggregation of national need. Regional Skills Partnerships should be given responsibility to deliver regional PSA targets through their partner organisations, accompanied by the joining up of PSAs where appropriate.
8.6 Responsibility for the regional component of funding allocated through DfES and DTI should be devolved to the region and incorporated into the RFA process.  This should include the regional LSC capital fund, and regional elements of Building Schools for the Future and HEFCE capital funds. This will ensure alignment of funding streams with the regional policy framework, in particular the Regional Skills, Employment and Productivity Plan (RSEPP). 
8.7 Demographic trends in the region demand acceleration of the work of the QCA and HEFCE to introduce a modular-based credit system that reflects the needs of adult learners at all grades in the workplace, including women returners and part-timers, not just young people in full time education.
Innovation and competition:

8.8 Government investment on science and research is an important driver of business innovation. Encouragement of investment in environmental technologies is important for both the economy and the environment of the region. However, there must be a rebalancing at national level between creating the knowledge base and mechanisms to release value from the knowledge base.  
8.9 Companies must be encouraged to be more competitive in all key sectors, and the definition of innovation must therefore be expanded to go beyond new products. Innovation in services and process innovation are both crucial to the continuing health of the region’s economy. Further steps must be taken to encourage SMEs to take part in the £150bn public procurement process, which has great potential to drive forward innovation.

Sustainable Development:

8.10 Responsibility for the sustainable business support programme should be devolved to the region in order to improve alignment of funding streams with the regional policy framework.  Responsibility for regional delivery and coordination of DEFRA’s Business Resource Efficiency and Waste (BREW) programme should be devolved to the region, with an ‘umbrella arrangement’ put in place to coordinate with national initiatives (e.g. the DEFRA-funded Envirowise, WRAP, Carbon Trust, NISP etc).  This approach should link to the business support simplification agenda.
8.11 Such an approach would improve clarity for bodies seeking funding and avoid duplication of bidding processes.  Aligning these funding streams with the existing Sustainable Business Support Programme would improve coherence of the overall programme and provide an opportunity to create clearer boundaries between programmes.
8.12 Regional bodies should be given greater resources and powers to promote environmental management and Corporate Social Responsibility across businesses and the public sector in the regions. Opportunities should also be seized for linking environmental technology solutions to public sector development.  Progress should be measured through widespread adoption of alternative measures of success, bringing in social and environmental aspects of well-being, as well as economic.
Regeneration:
8.13 Cross boundary renewal programmes should build on the success of existing special delivery vehicles.  SEEDA should retain its physical regeneration budget given the added value an integrated approach to economic development brings, and be resourced to complete agreed investment programmes in the Ashford Growth Area and in Hastings and Bexhill. The proposed merger of the Housing Corporation and English Partnerships may require changes in stakeholder relationships in order to deliver Quality of Place.  Were a new national regeneration body to be created it is vital that it focuses on regional priorities rather than on delivering national policies within regions.
9. A Regional Implementation Plan
9.1 One of the greatest challenges facing the region is the need to improve implementation of the regional policy framework.  We are working towards developing a single Implementation Plan for South East England that identifies the infrastructure requirements arising from the proposals set out in the South East Plan and the RES.  We have set out some of these ideas as part of our submission to the Treasury’s Cross Cutting Review into Supporting Housing Growth (July 2006).
9.2 The Regional Implementation Plan will set out what investment is required, who needs to make the investment and when is it needed.  It will identify how the key behavioural changes on which delivery of the regional objectives are dependent will be realised.  It will also provide the basis for identifying the potential for funding from the private sector to contribute to the delivery of infrastructure.

9.3 For the first time the Regional Implementation Plan will provide a clear framework within which the investment decisions of key delivery agencies can be co-ordinated towards a common set of agreed regional objectives. The Regional Implementation Plan needs to be integrated with a number of plans and programmes at the regional level, including those addressing health and social issues, learning and skills, environmental infrastructure, sport and cultural infrastructure.

9.4 We have developed the Regional Implementation Plan through:

· Partnership with the sub-regional areas identified in the South East Plan to identify in greater detail their infrastructure requirements on a consistent basis and to relate the provision of infrastructure to the delivery of outcomes;

· Liaison with key delivery agencies – e.g. the Environment Agency, the water industry, Highways Agency and Network Rail – in order to identify critical investments necessary to enable planned growth to come forward;

· Research to understand the timing and decision-making mechanisms associated with the delivery of infrastructure, including the role of pricing reviews associated with regulated industries, in order to ensure better alignment of investment decisions.

9.5 The Regional Implementation Plan will present the most complete picture to date of the region’s infrastructure requirements.  As an integral part of the South East Plan, it will have the added weight of being part of the statutory development plan. 
9.6 Central Government is asked to support our ambition for a single Regional Implementation Plan covering the RES and the South East Plan by requiring the economic and spatial policies of national delivery agencies to be consistent with this plan in their South East implementation.  Through the Regional Implementation Plan we will be able to align investment programmes in a way that gives greater confidence the pressures on the region’s infrastructure will be addressed.
10. Long-term Funding Clarity and Affordability
10.1 The RFA process enabled the region to achieve a step-change in its thinking with regards to the identification of investment requirements and their prioritisation.

10.2 Identifying infrastructure requirements needs to take into account the likely of level of funding available. Equally Government needs to set indicative levels of funding for the medium to long term that enable delivery agencies to develop proposals that are both affordable and capable of timely delivery. The Regional Implementation Plan will reflect a high degree of certainty in relation to short term infrastructure costs. However, Government guidance counsels against pre-determining the solutions to longer term problems.  The assessment of longer term infrastructure costs will therefore by necessity be an estimate.  

10.3 In preparing the South East Plan we have estimated the quantum of funding required to support the delivery of planned growth
 and have concluded that approximately £38bn of capital investment is required to deliver the level of growth set out in the South East Plan for the 20 year period to 2026.  This figure is now two years old and excludes the investment required in utilities that should be provided through economic regulatory regimes.

10.4 Based on current levels of public sector investment, we estimate a funding gap of between at least £4bn and £8bn for the period to 2026.  The biggest areas of concern are transport infrastructure and affordable housing.  If the level of public sector funding available is reduced as a consequence of the Comprehensive Spending Review, this funding gap will increase.  This will in turn raise doubts about the ability to deliver required levels of growth.
11. Funding Flexibilities

11.1 An appreciable amount of the infrastructure investment is determined by funding formulae.  There is an urgent need to address the time-lag between needs arising and becoming reflected in the formulae. Delays in the delivery of ‘enabling technologies’ (particularly ICT) can severely constrain local economic performance. This problem is most acute in areas of rapid growth such as the designated Growth Areas (Milton Keynes South Midlands
, Thames Gateway and Ashford) plus potentially any new Growth Points. One solution – and incentive for growth - is to allow authorities to retain increases in their tax base.  
11.2 The position of all but three of the region’s local authorities on the funding ’floor’ creates a further barrier to the delivery of infrastructure.  For these councils the ‘floor’ effectively removes borrowing support – a case of giving with one hand and taking away with the other. For example, the 2006/07 and 2007/08 settlements include revenue grant towards the cost of principal repayments and interest charges incurred by local authorities in taking up supported borrowing.  However many authorities at the floor will not see this translate into additional grant after the application of floors damping.  Those authorities above the floor are also affected as their grant increases are scaled back (by a factor of 84.5% in 2006/07) to pay for the floor. 
11.3 This problem affects more authorities in South East England than any other region, and must be urgently addressed. In Hampshire, it is proposed not to take up £5.7m of the nearly £20m SCE allocated through LTP2 in 2007/08.  Similarly in East Sussex, £4.7m will not be taken up over the two years of the current settlement. Clearly the current funding arrangements for local authorities act as a powerful disincentive to investment.  The alternative, of financing the full amount of allocated borrowing, has similarly negative consequences. For example, Surrey have estimated the revenue implication of taking up their entire £26m approved LTP2 borrowing as being around £2.3m per annum, with a higher revenue impact in future years if borrowing continues to be unsupported.  There is an urgent need to review the funding arrangements for floor authorities.
11.4 A critical variable continually overlooked by the current funding arrangements is that of construction price inflation, and in particular its impact relative to the general rate of inflation.  At present the difference in inflation is such that the buying power of public sector budgets is being cut in real terms year-on-year.  The regional transport budget for example is increased by 2% a year, while construction price inflation is rising by 6%.  The impact of the London Olympics is only likely to aggravate this disparity, especially in the South East.
11.5 It follows that where delays arise in authorising proposals cost increases are inevitable.  For example, the increased costs of the A3 improvement at Hindhead derive, in part, from the extended period of time that has elapsed since the report of the Planning Inspector was submitted to the relevant Secretaries of State.  Government must review the timeliness of its internal decision making procedures to avoid adding unnecessary costs.
11.6 The Sustainability Appraisals of the South East Plan and Regional Economic Strategy have identified the critical role that behavioural change has to play in delivering the objectives of the South East Plan.  Investing in behavioural change can reduce the need for and cost of infrastructure.  Such an approach however requires the Government to review the balance between capital and revenue investment.  It may also require higher levels of investment initially to achieve a step change that ultimately delivers wider policy objectives at lower cost to society as a whole.
12. Alignment of Investment Plans
12.1 The Regional Implementation Plan highlights the need to achieve a more effective alignment of the investment plans managed by key delivery agencies, including those managed by Government departments. It has also shown the importance of our agreed regional priorities being more clearly reflected in the priorities of Government departments.

12.2 The Regional Assembly has commissioned an overview of the decision-making processes and timescales for a range of critical areas of infrastructure investment.  Such an overview has never existed previously.  We are now working with local authorities at the sub-regional level to understand better the practical inter-relationships between infrastructure providers.  We have found that infrastructure providers, particularly those operating within the private sector, have yet to appreciate the extent of the investment necessary to support planned levels of growth.  


12.3 We see a role for Government in instructing the independent economic regulators to give greater weight to the importance of delivering wider public policy objectives when determining future pricing regimes.  This is particularly the case with regard to water, energy and rail.  For example, evidence gathered by the Assembly and the Environment Agency has identified the likely investment required in water resources and sewage treatment facilities to support planned growth.  Future regulatory reviews must be required to take these investment requirements into consideration in determining future pricing regimes if the water industry is to be capable of funding the necessary investment.  

12.4 There is also a need to reflect more strongly the wider public interest in regulatory frameworks in order to facilitate investment that encourages behavioural change. For example, a risk based approach to environmental regulation increases competitiveness by encouraging good environmental performances in business. This may be a situation in which additional investment is required in the short term in order to reduce longer term costs to society.  

12.5 The Regional Assembly has commissioned advice from specialist consultants experienced in economic regulatory frameworks with a view to identifying specific actions necessary to ensure the objectives and incentives associated with regulated industries are aligned with the regional policy framework.  This will help ensure that investment is targeted in a way that addresses the pressure on our environmental infrastructure, particularly in relation to water and energy supplies.
12.6 The existence of different funding streams for infrastructure is not in itself an insurmountable problem, although it could be argued that it makes delivery unnecessarily complex.  The key issue is to ensure that the funds available are targeted at the priorities for investment and that where separate funding streams exist their allocation is co-ordinated effectively.

12.7 The opportunity exists to promote a new approach to the allocation of funds available for infrastructure investment, comprising three steps:

· Identify the infrastructure required to support growth as part of the preparation of the regional planning framework (the South East Plan and the Regional Economic Strategy); 

· Prioritise the list of infrastructure requirements using methodologies developed by the region;
· Provide guidance/advice on the allocation of the funds available in accordance with the prioritised list of infrastructure requirements using regional governance arrangements pioneered in the region (e.g. the Regional Transport Board)
12.8 We have already adopted this approach in our RFA advice on investment priorities for transport infrastructure.  It enables guidance to be given to delivery agencies as to the most appropriate source of funding for their particular proposal.  Where a number of potential funding streams exist this avoids the need for duplicate bids to be developed.  Extending this concept one stage further, the development of the Regional Implementation Plan provides the opportunity for Government to reduce both the number of funding streams and the competitive bidding processes associated with them.

12.9 The region has two partnership Boards in operation – the Regional Housing Board and the Regional Transport Board – both now chaired by the Regional Assembly.  They operate on a consensus basis to provide advice to the Government on investment priorities. We will continue to develop the role of these Boards to deliver our regional objectives.
13. Increasing the Contribution from the Private Sector

13.1 Even if existing levels of public sector funding are maintained through CSR07, there will remain a funding gap in respect of the investment in infrastructure required in the region.  We need therefore to increase the contribution from the private sector towards the cost of infrastructure provision. We want to encourage public private partnerships to maximise leverage and increase the scale and scope of investment opportunities. There needs to be a clear public sector commitment to exploring the use of local asset-backed vehicles involving private sector institutional investors to fund and drive regeneration projects over the long term.
13.2 The Regional Assembly has given a cautious welcome to the principle of Planning Gain Supplement (PGS) as the mechanism for increasing the contribution from the private sector.  Research commissioned by the Assembly
 into the potential benefit of a PGS suggests that it would increase the contribution from the private sector, possibly in the order of £3bn in the period to 2026.   We have also looked at local, as compared to central, administration, collection and distribution of a PGS levy
.  This supports the region’s view that a PGS levy should be collected locally.  PGS needs to be part of the town planning system rather than part of the taxation system.  Such an approach would increase confidence within communities that the impact of incremental development will be properly addressed.  It would also support the argument emerging from the Lyons’ review that local authorities have the key role in place-making.

13.3 PGS will not, by itself, simplify the planning obligations regime.  A legislative distinction between matters related to the development of the site environment and off-site matters is likely to be impossible to achieve in practice.  There is a need to reconsider the proposal that most of transport and all health and education expenditure should come from PGS and not S106.  Our research suggests that a better alignment might be to fund site-related and community related items from Section 106, leaving PGS for more strategic items.  In addition at the local level the allocation of PGS funds should be co-ordinated through a Local Infrastructure Plan that forms part of the Local Development Framework.  
14. The Regional Infrastructure Fund (RIF)

14.1 Although closing the funding gap will in itself be important, the issue remains as to how to ensure the timely delivery of infrastructure.  This requires two conditions:

· Clarity about investment priorities so that public sector funds are targeted to support specific proposals, thereby enabling delivery agencies to plan with greater certainty;

· An ability to forward fund infrastructure in order to bring forward private sector development that will subsequently at least partially offset the infrastructure costs.

14.2 The Regional Implementation Plan delivers the first of these.  A Regional Infrastructure Fund would help with the second.

14.3 The proposal we made in our RFA advice was to establish a Regional Infrastructure Fund (RIF) as a revolving loan fund that can be fed, inter alia, by that proportion of PGS relating to regionally significant infrastructure and any strategic tariffs payable under Section 106 agreements.  The primary purpose of the Regional Infrastructure Fund is to assist in the timely delivery of regionally or sub-regionally significant infrastructure that supports delivery of planned growth.  The RIF would not support delivery of infrastructure where its delivery can be secured in a timely way with certainty through traditional funding mechanisms.
14.4 The proposal is to establish the RIF with funding from the public sector, potentially as part of the RFA.  However once it is established and the risks/benefits associated with it become more clearly defined, it is possible that the RIF would be sufficiently attractive to encourage a financing partner from the private sector to become involved in its operation.  This could bring with it a commitment on the part of the private sector to underwrite part of the risk element associated with the RIF.  This would offer the potential to lever in additional private sector risk capital into the region such that the funding available to invest in infrastructure is increased overall.  
14.5 The potential to deliver a transformational change in infrastructure delivery lies in the opportunity to use the RIF creatively with delivery agencies to make things happen on the ground, as well as to lever in additional private sector resources.  

14.6 Drawing on our experience within the region in East Kent and Hastings, our proposition is that a private company limited by guarantee – the Regional Investment Company –would be established.  The RIC would be empowered to enter into contracts with public sector bodies and regulated utilities.  The contract would provide the funding required to deliver infrastructure, the cost of which is then recovered, either in whole or in part, in the form of private sector contributions associated with planned development.
14.7 The RIC would be accountable to representatives drawn from the regional bodies who would in turn set the priorities for the RIC in the form of an annual business plan, which would draw on and develop the priorities set out in the Regional Implementation Plan.  We propose that SEEDA would be the initial shareholder in the RIC with the intention that over time the level of public sector involvement in the RIC would be reduced.  Funds raised by the RIC would be additional to the funding available within the region for infrastructure.

14.8 We are working with colleagues in the South West region to prepare a detailed prospectus for consideration by Government as part of CSR07.
15. Conclusions

15.1 The evidence base we have gathered in support of the development of the South East Plan and the RES demonstrates the extent of the challenges facing the region as it seeks to deliver growth set against the backcloth of three major drivers of change.  The five drivers of productivity and employment are central to achieving our goals of smart growth and sustainable prosperity in response to these challenges.  However, there remains the need for us to improve the implementation of the regional policy framework set out in the South East Plan and Regional Economic Strategy.

15.2 As a region we are working towards developing a Regional Implementation Plan that identifies the infrastructure requirements arising from the proposals set out in the South East Plan and the RES.  The Plan will set out what investment is required, who needs to make the investment and when is it needed.  It will identify how the key behavioural changes on which delivery of the regional objectives are dependent will be realised.  It will also provide the basis for identifying the potential for funding from the private sector to contribute to the delivery of infrastructure.  

15.3 For the first time the Regional Implementation Plan will provide a clear framework within which the investment decisions of key delivery agencies can be co-ordinated towards a common set of agreed regional objectives. The Regional Implementation Plan needs to be integrated with a number of plans and programmes at the regional level, including those addressing health and social issues, learning and skills, environmental infrastructure, sport and cultural infrastructure.

15.4 Real and significant improvements in many aspects of life and work in South East England have been achieved. However, the costs of delivering services in the region are significantly higher than anywhere else in the UK and as employment and population grow over the coming decades it is important to ensure that the opportunities created here are matched by the ability of people to access them. 
15.5 Expenditure in the region benefits the UK economy as a whole and helps the government achieve national policy objectives. If the South East is to retain its competitive edge in the face of pressures arising from globalisation it requires investment in infrastructure and services that allows us to realise its full potential. As a region we are potentially well placed to benefit from changes in global markets but this is by no means guaranteed.  We are facing considerable economic, social and environmental challenges on a scale other regions, have yet to face.  Investment in South East England to address these challenges will ultimately benefit the whole of the UK. If appropriate and timely investment is forthcoming, accompanied by appropriate regional and local flexibilities, South East England can and will improve its economic performance. We invite the Government to work with regional and local institutions in order to develop the innovative funding arrangements and delivery mechanisms outlined in this document.
16. Summary of Recommendations
	Issue (Paragraph)
	Recommendation

	The South East dividend (2.3)
	We invite spending departments to consider working with regional and local institutions in order to develop innovative funding arrangements and delivery mechanisms

Our contribution to the UK economy and to the Exchequer will only be sustained if the South East dividend is shared proportionately and sufficient investment to support growth flows back into the region.

	Globalisation (2.3)
	English regions should benchmark their performance in the global environment, not against each other, and should work collaboratively to maximise global competitiveness

	Local Government Funding Formula (5.3)
	Funding Formulas for Local Government services, Police and Health Services need to be adjusted to reflect the cost pressures associated with service provision in the region

	Public investment (Section 5)
	The funding formulas for Local Government services must include a realistic area cost adjustment. The increasing pressure on the region’s infrastructure when combined with the need to address the external challenges facing the region’s economy puts an absolute premium on the need to secure sustained high levels of public sector investment in the region that at the very least maintain the region’s current share of the national pot.  It also places a premium on the need to make the best possible use of the monies that are invested in the region. These actions are interdependent.

	Enterprise (8.2)
	Responsibility for delivering international trade services to businesses in the region should be devolved from UKTI to the region, without ring-fencing and with appropriate budget transfers (about £35m annually).

	Enterprise (8.3)
	Proposals associated with the Local Enterprise Growth Initiative (LEGI) funding and the LAA Fourth Block (Economic Development and Enterprise) should be required to be consistent with the regional policy framework.

	Enterprise (8.4)
	The Business Link brand should be used as the channel for all Government-funded business support services.

	Skills and employment (8.5)
	Regional Skills Partnerships could be given responsibility to deliver regional PSA targets through their partner organisations, accompanied by the joining up of PSAs where appropriate

	Skills and employment (8.6)
	Responsibility for the regional component of funding allocated through DfES and DTI should be devolved to the region and incorporated into the RFA process.  This will ensure alignment of funding streams with the regional policy framework, in particular the Regional Skills, Employment and Productivity Plan (RSEPP). 

	Skills and employment (8.7)
	Acceleration of the work of QCA and HEFCE to introduce a more modular-based credit system that reflects the needs of adult learners at all grades in the workplace

	Innovation (8.8)
	There must be a rebalancing at national level between creating the knowledge base and mechanisms to release value from the knowledge base
The definition of innovation must therefore be expanded to go beyond new products, to include innovation in services and process innovation

	Competition (8.9)
	Steps must be taken to encourage SMEs to take part in the £150bn public procurement process, which has great potential to drive forward innovation

	Sustainable development (8.10)
	Responsibility for the sustainable business support programme should be devolved to the region in order to improve alignment of funding streams with the regional policy framework, with an ‘umbrella arrangement’ put in place to coordinate other initiatives

	Sustainable development (8.12)
	Regional bodies should be given greater resources and powers to promote environmental management and Corporate Social Responsibility across businesses and the public sector in the regions. Opportunities should also be seized for linking environmental technology solutions to public sector development.  Success can be measured through the adoption of wider measures of ‘well-being’

	Regeneration (8.13)
	Cross boundary renewal programmes should build on the success of existing special delivery vehicles.  SEEDA should retain its physical regeneration budget given the added value an integrated approach to economic development brings. 

The proposed merger of the Housing Corporation and English Partnerships may require changes in stakeholder relationships in order to deliver Quality of Place.  Were a new national regeneration body to be created it is vital that it focuses on regional priorities rather than on delivering national policies within regions.

	Regional implementation plan (9.6)
	Central Government is asked to support our ambition for a single Regional Implementation Plan covering the RES and the South East Plan by requiring the economic and spatial policies of national delivery agencies to be consistent with this plan in their South East implementation.

	Long-term funding clarity (10.2)
	Government needs to set indicative levels of funding for the medium to long term that enable delivery agencies to develop proposals that are capable of timely delivery.

	Long term funding clarity (10.4)
	Based on current levels of funding, we estimate a funding gap of between at least £4bn and £8bn for the period to 2026.  The biggest areas of concern are transport infrastructure and affordable housing.  If the level of public sector funding available is reduced as a consequence of the Comprehensive Spending Review, this funding gap will increase.  This will in turn raise doubts about the ability to deliver required levels of growth.

	Funding Flexibilities (11.1)
	There is an urgent need to address the time-lag between needs arising and becoming reflected in the formulae. This problem is most acute in areas of rapid growth such as the designated Growth Areas.  One solution – and incentive for growth - is to allow authorities to retain increases in their tax base.

	Funding Flexibilities (11.2)
	Funding arrangements for floor authorities need to be addressed as a matter of urgency

	Funding Flexibilities (11.4)
	Government should ensure that the difference between construction price inflation and the general rate of inflation.  Is properly reflected in public sector budgets

	Funding flexibilities (11.5)
	Government needs to review the timeliness of its internal decision making procedures to avoid adding unnecessary costs into the system

	Funding flexibilities (11.6)
	The importance of investing in behavioural change requires the Government to review the balance between capital and revenue investment 

	Alignment of investment plans (12.3)
	We see a role for Government in instructing the independent economic regulators to give greater weight to the importance of delivering wider public policy objectives when determining future pricing regimes.  

	Alignment of investment plans (12.4)
	There is a need to reflect more strongly the wider public interest in regulatory frameworks in order to facilitate investment that encourages behavioural change.

	Alignment of investment plans (12.8)
	The development of the Regional Implementation Plan provides the opportunity for Government to reduce both the number of funding streams and the competitive bidding processes associated with them

	Increasing the contribution from the private sector (13.2)
	PGS should be collected locally; it needs to be part of the town planning system rather than part of the taxation system. 

	Increasing the contribution from the private sector (13.3)
	There is a need to reconsider the proposal that most of transport and all health and education expenditure should come from PGS and not S106.  The Assembly’s research suggests that a better alignment might be to fund site-related and community related items from S106 leaving PGS for more strategic items

At the local level the allocation of PGS funds should be co-ordinated through a Local Infrastructure Plan that parts of the LDF.

	Regional Infrastructure Fund (14.4)
	We propose to establish the RIF with funding from the public sector. However once it is established and the risks/benefits associated with it become more clearly defined, it is possible that the RIF would be sufficiently attractive to encourage private sector investment interest.  This could bring with it a commitment on the part of the private sector to underwrite part of the risk element associated with the RIF.  

	Regional Infrastructure Fund (14.8)
	The region is working with colleagues in the South West region on the development of a detailed prospectus for a Regional Infrastructure Fund for consideration by Government as part of the Comprehensive Spending Review. 


Annex 1 - South East England’s sub-regional geography
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Annex 2 – RES Priorities and Targets
	
	Targets …
	Interventions …

	Enterprise
	Increase business stock by 35% from 35 businesses per 1000 inhabitants (2003) to 44 per 1000 inhabitants by 2016

10,000 new businesses run by women by 2010
	Invest to ensure higher business start-up and survival rates

Invest in an enterprise culture across all generations

	Innovation
	Increase proportion of business reporting R&D links with universities from 11% in 2005 to 15% by 2016

Increase business expenditure on research and development in the South East from 3.1% GVA in 2002 to 4% by 2016

Increase the percentage of total business turnover attributable to new and improved products and services from 12% during 1998-2000 to 20% by 2016
	Development and delivery of Innovation Action Plan (with advice from SESETAC)

Promote the region’s knowledge base to regional, national and international businesses, assisting foreign companies to access innovative capability 

Develop sector consortia who will work closely with the knowledge base in the development of improved products and services

Promote the importance of creativity and design across all sectors

Continue to support the Manufacturing Advisory Service to enhance productivity and promote a culture of innovation and develop the Innovation Advisory Service 

Encourage pan-regional collaboration and good practice on innovation to maximise economic value regionally and nationally

Ensure entrepreneurs can access the leadership and management skills they need to innovate and grow successful businesses

Develop of Science and Innovation Campuses built on internationally recognised regional research groups and private businesses

	Skills
	Maximise the number of people ready for employment at all skill levels, and ensure they are continually equipped to progress in the labour market
	Ensure businesses can access the skills they need to raise productivity

Ensure entrepreneurs can access the management and leadership skills they need to start and grow successful businesses

Transform prospects within the South East through a ‘skills escalator’ initiative (i.e. to enable people to achieve new careers by accessing education and training through the workplace).

	Investment
	Reduce road congestion and pollution levels by improving travel choice, promoting public transport, managing demand and facilitating modal shifts

Ensure sufficient and affordable housing and employment space of the right quality, type and size to meet the needs of the region and support its competitiveness through the efficient use of land resources, including mixed use developments
	Secure investment in a sustainable transport network to improve connectivity

Establish the ‘Regional Infrastructure Fund’



	Competition
	Increase the level of participation of South East businesses (especially small business and social enterprises) in tendering for public sector contracts
	Increase the effectiveness of advocacy within the region to ensure future legislation and regulations are fit for purpose

Contribute to the development of a more integrated and responsive planning process in the region

	Employment
	Increase economic activity from 82% to 85% by bringing 110,000 net additional residents of working age into the labour market by 2016, as a step towards bringing 250,000 residents into the labour market by 2026
	Improve the movement of people up the skills ladder

Challenge stereotyping and promote equality and diversity

Raise workforce productivity through healthy workforce policies




� Investing in our future prosperity and quality of life: The Regional Funding Allocation for South East England – January 2006


� Secretary of State’s letter of 4 August 2006


� Source: Experian Business Strategies research for SEEDA


� The UK Science and Innovation Investment Framework 2004-2014.


� Research carried out for the Regional Assembly’s Select Committee Examination of Social Exclusion by the consultants SQW


� The Ecological Footprint is an approach that estimates the demand of human activities on nature. It is a comprehensive measure of the resources consumed by a population. It measures the balance between human demand and nature’s supply.


� Source: Public Expenditure Statistical Analyses 2006


� ‘Area Cost Adjustment: A Review’ NERA Economic Consulting, May 2005


� See evidence submitted by the Chairman of the Local Authority NHS Scrutiny Committees in the South East to the House of Commons health committee on NHS deficits (June 2006)


� South East Counties: The Cost and Funding of Growth in South East England: Roger Tym and Partners with Rita Hale and Associates Ltd – June 2005


� At the 2001 Census Milton Keynes was the fastest growing borough in England and Wales. Furthermore, the local population aged 64-75 is forecast to increase by 140% against a national increase of 50% and the population of 75+ is forecast to increase by 166% compared to a national increase of 70% by 2031.


� The Financial Impact of the Proposed Planning Gain Supplement: Hewdon – March 2006


� The Administration of Planning Gain Supplement: Hewdon – June 2006





Page 1 of 24

