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Working for England’s World Class Region





STATE AID, REGIONAL AID – REVIEW OF ASSISTED AREA STATUS

SEEDA RESPONSE TO DTI

1.
Introduction and Context
1.1
SEEDA welcomes the opportunity to provide input into DTI’s statistical analysis of deprivation within England and propose using multiple indices which capture a number of factors affecting deprivation and sustainability of economic growth.  

1.2
Following initial informal discussions between DTI and Regional Development Agencies in December 2005, SEEDA made an informal response to DTI in February 2006.  At that time, it appeared that the DTI’s statistical assessment indicated that Thanet, Dover, Shepway (parts of) and Lewes (parts of) would be likely to retain eligibility, with the additional inclusion of the Isle of Wight and Medway and with Brighton & Hove and Adur excluded.  SEEDA’s informal response (appended at pages 5-7), which was also circulated to partners for comment, included a statistical analysis which:
· Supported the inclusion of Thanet, Shepway, Medway, Isle of Wight and Dover;
· Supported the retention of Brighton & Hove and Adur;
· Supported the inclusion of Hastings (which had been excluded following the 1999 Assisted Areas Review).
1.3 Given that the UK as a whole is limited to a total Assisted Area coverage of 23.9% of population, we appreciate that henceforward the focus will be on ‘less and better targeted’ aid which strategically targets areas of both need and potential for economic growth.  Our assumption at this stage is that the South East will retain a proportionate share of the UK population allocation, the regional levels of which have not been determined at this stage.  
2.
Summary of Proposals

2.1 SEEDA proposes adopting a dual focus in designating Assisted Area status, by:

· Selecting areas on the basis that they are highly deprived according to a basket of statistical indicators which provide a balanced approach to targeting under-performance;
· Prioritising those areas that are located within the emerging South East Coastal Strategy embedded within the draft Regional Economic Strategy (RES).  Regional Economic Strategies provide a structured basis for effectively targeting Regional Aid in all English regions.
3.
Responses to Specific Consultation Questions
Question 1 – Coverage of Economic Development Areas
3.1
This question relates specifically to the treatment of South Yorkshire and Merseyside.  SEEDA does not consider it appropriate to respond to this question, which is primarily a matter for agencies in Yorkshire and Humberside and the North West.

Question 2 – Choice of Indicators
3.2
SEEDA recommends the DTI adopt the following indices, as the context for their regional assessment on behalf of the European Commission in drafting the new Regional Aid map for the English Regional Development Agencies.  The indicators selected are entirely consistent with (and are already adopted in) the draft Regional Economic Strategy for the South East.  The indicators are also entirely economic – the interventions available in Assisted Areas are economic instruments, and access to them should therefore be determined by economic performance.
1. Claimant Count Unemployment Rate – The advantage of using this indicator is that it helps to bring out the areas of severe unemployment.  We have decided not to include ILO unemployment in addition to Claimant Count, since the two measures show a high degree of positive correlation, and by including the ILO unemployment we would be giving unemployment double the weight given to other indicators.

2. Employment Rate – This is one of the most widely used measures of economic performance (especially in the European context, for example the Lisbon Agenda).

3. Economic Inactivity – Several areas in the South East suffer from a high degree of worklessness, and this indicator will highlight such areas within the region (and in other regions)
4. Proportion of working age population with NVQ4+, and Proportion of working age population with no qualifications.  The inclusion of these two indicators will highlight areas of skills deprivation that may be in greater need of assistance and indicate weaknesses in economic performance.

5. Share of employment in manufacturing shows a greater concentration of employment in a sector which has been shedding employment and which is expected to see a further decline in employment.  It is therefore a measure of potential structural vulnerability, again highlighting areas that may be in need of assistance, but also have the potential to attract new business activity.
6. Share of employment in sectors where graduates make up less than 15 per cent of the workforce.  This indicator highlights areas which are not currently participating strongly in the knowledge economy, and therefore highlights potential structural vulnerability and weaknesses in medium and long term economic performance.
7. Business density shows high/low concentration of businesses in an area, which (all other things remaining constant) implies high/low potential for economic growth.

8. Business start-up rates - Areas with lower rates are characterised by a market failure, and so should have a stronger case for public sector intervention and state aid to target the underlying factors associated with under-achievement.

9. GVA per capita – this is a major overall indicator of ‘area productivity’/well-being (we favour the use of workplace-based GVA as a proxy measure which allows analysis below NUTS 3 level to individual Local Authority Districts).

3.3
For each indicator used, each Local Authority District in the South East is indexed against the South East average and the final index is calculated by multiplying the index for indicator (i) with the weight allocated to indicator (i) and summing up all of the indices to arrive at the final score (in index format).  Indicators are given equal weight, partly for simplicity and partly because we can identify no defensible methodology for any other approach.  More formally:
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In several cases such as unemployment, inactivity etc the index has been inverted.
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NOTE:  South East score = 100; lower score indicates greater need for state aid.  

3.4 However, we argue that it would not be appropriate to rely on statistical indicators alone.  SEEDA considers a stronger strategic focus is required to maximize the economic return on public investment into regenerating areas of under-performance.  The factors which should be used to strengthen the case for supporting geographical areas on a strategic level, in addition to the statistical data used above, comprise:
· Close alignment with the draft Regional Economic Strategy, and in particular with the emerging strategy for the Coastal South East;
· Location within an area identified as having untapped economic potential;
· Existence of an established industrial area or area with the potential for redevelopment to establish employment space;
· Constraining transport and infrastructure capable of opening up new potential once improved.
Question 3 – Choice of Geographical Unit
3.5
To maximise impact, we consider that aid should be allocated on a Local Authority District level.  However, in the absence of an allocated geographical population ceiling and in the context of the reduction of aid within the UK, we would reluctantly support the adoption of sizeable ward clusters, provided that these supported interventions on a strategic scale rather than dissipating the benefits of instruments through ‘pepper-potting’.
3.6 This would suggest clusters of 3-4 wards which, in addition to meeting the statistical criteria, are able to demonstrate potential contribution to major known regeneration and growth opportunities.  We believe that this approach would be particularly appropriate in areas currently identified by DTI as not eligible, particularly Brighton & Hove (focusing for example on the major seafront redevelopment opportunities) and Adur (focusing for example on the potential for redevelopment at the Port of Shoreham).
Paul Lovejoy

Director of Strategy and Sustainability

South East England Development Agency

19 April 2006

APPENDIX – INFORMAL SUBMISSION TO DTI, FEBRUARY 2006
STATE AID - REGIONAL AID

REVIEW OF ASSISTED AREA STATUS

Further to the Cross RDA meeting in December 2005 where Neil Bond and Mary Tait discussed the Regional Aid review and RDA contribution to identifying levels of deprivation in each region, please find below some initial and informal viewpoints from SEEDA prior to commencing discussions with our regional partners, whereby a formal response will be provided.  Two issues were addressed at the meeting 1) RDA proposals for alternative statistical measures of deprivation and 2) SEEDA geographical strategic focus which interlinks into our Regional Economic Strategy:

· SEEDA Statistical Assessment of Deprivation using Multiple Indices
We welcome the opportunity to provide input into DTI’s statistical analysis of deprivation within England and propose using multiple indices which capture a number of factors affecting deprivation and sustainability of economic growth such as those listed attached i.e. labour; qualifications; business activity; Index of Multiple Deprivation and GVA.

We appreciate considering the UK is limited to 23.5% of Assisted Area coverage the focus will be on less and better targeted aid which strategically targets areas of both need and potential for economic growth.  We envisage strong linkage with Regional Economic Strategies (RES) for all RDAs.

The DTI statistical assessment indicates that Thanet, Dover, Shepway and Lewes are likely to retain eligibility; with the new inclusion of the Isle of Wight and Medway and loss of Brighton & Hove and Adur.
SEEDA’s statistical analysis strongly supports Thanet; Shepway; Medway; Isle of Wight and Dover, but also ranks Hastings as warranting inclusion with a very high level of deprivation.  Hastings is a key priority area and a former eligible Assisted Area prior to the last map review and the statistics confirms the high level of deprivation in the area.  We also notice that statistically Adur, Brighton & Hove have a higher level of deprivation than Lewes, which has been nominated for retention (this may be due to Newhaven being incorporated).  To summarise, SEEDA has strong regional focus on the areas detailed in the table below, which are the key geographical priority areas.
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	Thanet
	Hastings
	Shepway
	
	Medway
	Isle of Wight
	Dover
	
	Adur
	B&Hove
	
	Lewes

	Labour
	19.0%
	23.8%
	19.0%
	
	9.5%
	4.8%
	4.8%
	
	0.0%
	14.3%
	
	4.8%

	Qualifications
	15.8%
	15.8%
	10.5%
	
	15.8%
	10.5%
	15.8%
	
	15.8%
	0.0%
	
	0.0%

	Businesses
	18.2%
	9.1%
	18.2%
	
	13.6%
	13.6%
	18.2%
	
	9.1%
	0.0%
	
	0.0%

	IMD
	14.6%
	16.7%
	12.5%
	
	12.5%
	10.4%
	8.3%
	
	6.3%
	16.7%
	
	2.1%

	GVA
	20.0%
	8.9%
	11.1%
	
	15.6%
	17.8%
	4.4%
	
	13.3%
	2.2%
	
	6.7%

	Totals:
	87.6%
	74.2%
	71.4%
	 
	67.0%
	57.1%
	51.5%
	 
	44.5%
	33.2%
	 
	13.5%


Note:

Red denotes highest deprivation score / Bold denotes one of top 3 highest deprivation scores

SEEDA PROPOSED STATISTICAL MEASURES
The following list comprises the statistical measures used in analysing the levels of deprivation within the SEEDA region, which we recommend the DTI consider in their regional assessment on behalf of the European Commission in drafting the new Regional Aid map for the English Regional Development Agencies:

	Labour:

	· Unemployment (% of working age)

	· Employment rate (working age)

	· Economic activity (working age)

	· Gross weekly pay - Workplace Based Full Time 2003

	· Claimant count as a Proportion of resident working age population, estimates 2004


	Qualifications:

	· Working-age people with NVQ level 3+ as % of all working age people

	· Working-age people with NVQ level 4+ as % of all working age people

	· % of economically active with no qualifications - working age


	Business Activity:

	· Business start-up rate (VAT registrations) per 1000 inhabitants)

	· % Change in total VAT registered business stock, 1994-03

	· New business survival rate (24 months from 2000)

	· Business density (VAT businesses per 1000  inhabitants)

	To identify types of businesses within the region to ascertain whether SME or large incentives are needed to increase economic activity:

	· Average business size (number of employees)

	· Share of employers who are SMEs

	· Share of employers who are large

	· Share of employers who are micro 2002


	Index of Multiple Deprivation:

IMD 2004: SOA's by Local Authority District
(% of most deprived SOA's in the South East falling within the most deprived 10% and 20% in England)

	· IMD 2004, total %

	· Income deprivation

	· Employment deprivation

	· Barriers to housing & services deprivation

	· Education, skills & training deprivation

	· Health & disability deprivation

	· Crime & disorder deprivation

	· Living environment deprivation


	GVA:

	· GVA per head, workplace based (at current basic prices)


SEEDA MEASURES TO IDENTIFY REGENERATION ‘POTENTIAL’

· Assisted Areas - Inclusion

In addition to the statistical methodology, as requested by the DTI, we are considering the economic potential for regeneration within the proposed Assisted Areas, taking into account the possibility of segregating 1) aid to large corporates and 2) SME supplements in some areas to maximise the availability of aid across a wider area through selective targeting.

Factors which strengthen our support for geographical areas on a strategic level in addition to the statistical data, include the following:

· Close alignment with the South East Regional Economic Strategy;

· Located within an Area Investment Framework (AIF);

· Located within a Priority Regeneration Area;

· Located within an area identified as having the potential for economic regeneration;

· Established industrial area or potential for redevelopment to establish business parks;

· Constraining transport and infrastructure which can open up new potential once improved;

· Areas which have seen a continuous decline in economic activity, particularly if sector specific.

Tara Lambert

Manager, Business Grants

27 February 2006
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