the company and was to prove to be one of the most difficult
issues that the IDA had to deal with in relaticon to the Raybestos
Manhattan case.

For these oppositon groups May 1978 was to prove the turning
point 1in their campaign to stop Raybestos Manhattan disposing of
its waste in the locality. 1In May, viclence broke out on the
picket 1line that these residence associatins were mounting in
Ringaskiddy, a violence that erupted when the police tried to
force their way through the picket and open up the dump site.
Attitudes 1in these groups hardened after this event, which
received nation-wide coverage. Blaming the IDA for calling in the
police on Raybestos Manhattan's behalf, the Ovens group mounted a
picket on the IDA's offices in Cork. This was a source of great
enpbarrassment to the IDA, who had previcusly tried to stay in the
background. They were now forced into the open, both as owners of
the proposed dump site and, from the opposition's point of view,
as the body .responsible for the violence at Ringaskiddy. The
opposition groups saw the IDA as determined to impose a dumpsite
on the area, despite the wishes of its residents, and as being
willing to resort to the use of the police in order to impose
their wishes on others. After this event there was little moocd for
compromise with the IDA and hostility towards Raybestos Manhattan
also increased, '

After this, a long series of negotiations ensued during which
Raybestos Manhattan argeed that it would no lenger dump untreated
asbestos in' the Ringaskiddy area, but would instead pelitise the
asbestos dust, a process they argued would render the asbestos
less likely to infiltrate the air and water. The residence
associations were not entirely pleased with this compromise, for
they saw asbestos as a dangerous product no matter what form it
was dumped 1in. They nontheless agreed on this compromise and the
IDA thought that the issue had finally been dealt with.

But, by the begining of April 1980 the situation, as far as the
IDA was concerned, had got out of hand once again. The residence
associations, through their monitoring of the dump, had found
untresated asbestos and began an injunction against Ravhestos
Manhattan for wviolation of the dumping laws (17). The residence
assocliations blocked access to the dump and by the erd of April
the IDA advised Raybestos Manhattan to stop dumping in Ringaskiddy
as they could no longer contdin the opposition (18). But the IDA's
attempt to find an alternative dump site was .proving extremely
difficult, ©Nohoval, an alternaive site proposed, had already an
opposition group which had taken a court case in 1979 to prohibit
even a survey of the area and by April has effectively barred all
access (19). Rylane, another oproposed site, met with fierce
opposition, taking the form of destruction of survey equipment and
local people burning the forest area in order to prevent the IDA



from hiding its toxic dump in the extensive undergrowth of that
mountainous area. Events eventually came to a head foxr the IDA
when the Cork County Council, whom the IDA had hoped would,through
its monitoring of the Ringaskiddy dump, allay local fears,
actually took legal proceedings against Raybestos Manhattan in
June 1980 (20). From the IDA's point of view its whole industrial
plans for the area were being threatened by these events.

To begin with the IDA argued that this opposition te the toxic
dump <could have repercussions for overall industrial development.
Mr. Killen, the Managing Director of the 1IDA, 1in May,while
speaking in Cork argued that:

"The lack of an industrial dump in the Cork region is a sericus
obstacle to the industrial development of the area "{21).

This response of the IDA bears very directly on what we said
earlier about the IDA, 1i.e. that it seeks its legitimacy by
reference to the overall industrial peolicy of the State. The IDA
states again and again in reference to the opposition to Raybestos
Manhattan that this opposition threatens industrial development
as a whole and this, I will argue, is an ideological argument. It
is an icdeclogical argument in so far as it is a selection of the
available facts (i.e. the lack of a dump) that seeks to defend
through reference to legitimized aims (industrialization) the
actions of the IDA (locating dump)} and operates through a denial
of the justification of other possible interpretations.

Rather than deal with the areas of concern that the opposition
groups were raising, namely the health and environmental problems
generated by a plant’s use of a toxic substance and the subsequent
necessary disposal of the toxic waste generated in that
production, Killen goes on to argue:

"It is unrealistic to think that heavy industries, including
‘heavy chemical industries, will establish in Ringaskiddy
unless there is provision for companies to dump their toxic
waste " (22).

Tt is interesting that the IDA did not take up this nealth and
environmental problem but, rather, spoke of it in terms of the
economic and industrial problems that could pe generated by the
failure to have a toxic dump. The argument is that this
opposition, - by virtue of the fact that it will not allow the
establishment of facilities for companies to dump thelr toxic
waste, is blocking the establishment of industries in the Cork
harbour area and thus its general industrial development. The
assumption of course is that the opposition groups would approve
of heavy industries in Cork Harbour in the £first place, an



assumption that is not entirely without foundation among the
groups predominant at that stage of the opposition's campaign.

Further .to 1its argument that the opposition to Raybestos
Manhattan was threatening the implementation of the industrial
strategy of the IDA for the Cork region, the IDA argued that the
behaviour of the opposition was frightening off potential
investors in the region, Thus, for example, Mr.Pat Barry, the
press spokesman for the IDA, stated:

e potential investors in the Cork region are being
frightened off because of the strong environmental lobby. ...
While (Il could not specify how many companies had not come to
the region because of the environmental issue, potential
investors are obviously aware of the unique situation in
Cork "(23}. -

It is interesting that the IDA uses the word 'uniqgue' here, for it
is difficult to see how it could apply given the already existing
opposition to a number of companies in other regions in Ireland,
to, e.g. uranium mining companies in Donegal, to Asahi in Mayo, to
NET in Arklow, to the proposal to build a Schering Plough
Corporation factory in Clonmel, to name just a few.

Another level of argumentation used by the IDA with regard to
the toxic dump problem was that unless a toxic dump could be found
jobs loss would result., Comenting on this

"An IDA spokesman warned that the job creation vrogramme could
be endangered if a properly controlled toxic dump was not
established "(24). : -

In its argumentation the IDA moves beyond arquments of a purely
economic nature and sought instead to relate the issues involved
to wider political questions. Thus we find the arqument that

"The IDA  considered that the provision of a dump for the
disposal of toxic waste was a matter of urgent national
importance "“(25). ' :

We find in this argument an interesting appeal to that ideclogical
argument made regarding Ireland's industrialization, namely, that
it was a naticnal task, an endeavour reguiring the participation
of all the citizens of the nation and through the recourse to
argunents that a toxic dump was of urgent impotrance t¢ the nation
we find again that IDA recourse to that ideclogy for its
legitimization, _

In phase one then, we find recourse to arguments about iobs,
incdustrial development and national interest in an attempt by the



IDA to show the opposition that they threatened the national good,
as defined@ by the interpretation of economic nation building
introduced after 1958. These arguments were directed at the
opposition groups who had not, at least at that stage, an
ideological/political basis for their opposition, The IDA appealed
to them on the basis of their commonly held belief in the value
and worth of the industrialization process that was taking place
in Ireland. In phase two, however, the political/ideclogical
groups come to the fore., With this the possibility of appeal con
the basic of the existence of a commonly held orientation towards
the industrialization process diminishes. The IDA responds in a
very direct and uncompromising manner to their arguments.The IDA's
response to the oppoesition at phase two then was thus far less
accomodating than it had been in phase one. The discourse changes
with that change in composition of the opposition, for the IDA can
no’ longer appeal to the legitimacy of State industrialization
policy, nor 1indeed on the basis of its own legitimacy, because
neither are held to be so by the groups that dominate phase two of
the Raybestos Manhattan campaign,

Phase two opposition took the form of opposition to the actual
plant itself. It focused attenticon on the health hazards facing
the workforce in a plant that used asbestos in its production
process.The argument of this opposition was that Raybestos
Manhattan could not be made safe because any level of exposure to
asbestos presented unjustifiable dangers to the workers. Thus the
factory should be closed and Raybestos Manhattan forced te leave
Ireland. This opposition intensified between April and November
1980, when groups picketed, leafleted and demonstrated outside the
Raybestos Manhattan factory.

Two important events took place during this period. The first
in May was a spillage of asbestos inside the plant. This was
followed by a workers' strike in demand for Dbetter safety
precautions andé a series of negotiations between the workers, the
union and Raybestos Manhattan management. During this time a
series of meetings alsc took place between the opposition groups
and the workforce. But when the second event, i.e. a larger
spillage took wplace in June, another strike and series of
investigations began. These events are important because they
linked the concerns of the groups involved in the second phase
with those of the workers, a linkage that had not occured during
phase one. If the workers became involved and listened to the
analysis of the opposition groups then so toc could the union of
which they were members (The Irish Transport and General Workers
Union, ITGWU). The ITGWU is the largest and most powerful union in
Ireland. Having such a union take up the gquestion of toxicity in
the work-place, especially in the 1light of the IDA's plan of
zoning Cork Harbour for chemical and pharmaceutical production



would present an even more problematic opposition for the IDA to
have to deal with. :

The opposition groups, especially those 1 have called
ideological/political groups, were quick to connect these events

and the response by Raybestos Manhattan to the IDA's policy and

strategy. One group, DNIAG, argued that:

"The Industrial Development Authority is the primary
organisation involved in the planning and implementaticn of
the industrial strategy of successive goverments over the past
twenty years. ...... The IDA has been at the front line in a
number of major clashes over toxic capital., .... They are
directly responsible for the pressure exerted on local peovle
to accept any jobs no matter what the dangers to their health.
They spent 10,000 pounds alone on newspaper ads. to convince
the people of Cork that asbestos was safe. .... The IDA and
the interests which it represents have been the key agency in.
the lobby to rationalize the planning regulations in this
country., They want to prevent Jlocal people successfully
contesting the plans of toxic capitial. The IDA stood on the
side of the Raybestos Manhattan plant against the communities
of Ringaskiddy and Ovens and against the iuterests of workers
involved "(26).

These groups extended their analysis of theiissues involved,
going on to argue that:

"Raybestos Manhattan is but one of the many noxious industries
that are beng dumped on Ireland with the collaboration of the
State, through the IDa "(27).

They saw Raybestos Manhattan as hut one example of a trend in
the exportation of +toxic industries by multinational companies
away from regulations in the developed centre to less developed
countries where regulations are weak or are ill~inforced (28) .They
argued that the role of the IDA in the process of facilitating
that exportation was paramcunt:

"Many toxic industries have and continue to establish plants in
Ireland -- courtesy of the IDA. They come to Ireland where they
can extract an extremely high rate of profit, particulariy the
US chemical pharmaceutical and electronics industry and to a
lesser extent the textile companies "(29).

They argued that this fight against Raybestos Manhattan was a
£fight against all toxic industries and against the IDA who invited
them in and argued that: '



"Industriss that kill and maim our children in the womb should
not be alowed into Ireland and that we should oppose, by what
aver means necessary, their attempts to come here " (30),

This 1is a direct attack on the strategy and policy of the IDA.
It is not too difficult to see why. In 1978, The Cork Land Use and
Transportation Survey (31) was published by local bedies and the
IDA, This survey provides the framework for the IDA's industrial
development of Cork Harbour., This development would begin:

+e.1in attracting high technology to Cork, such as preducing
electronic, pharmaceutical, chemical and electrical goods"
(32).

These are precisely the industries under attack from the
political/opposition groups that involved themselves in the
Raybestos Manhattan issue, an issue that emerged just when the IDA
was implementing this plan,. :

To have an opposition effectively blocking the establishment of
a toxic dump for Raybestos Manhattan's waste and hence the waste
that would be generated by other established and by future
industries in the harbour area was a grave obstacle to the IDA's
plans. But to have what it termed "a volatile enviromental lobby
in Cork"(33) opposing its entire strategy and plans for the region
left little room for compromise by the IDA.

In phase two the IDA was faced with an opposition that had a
radically different position from it on industrial and economic
issues, Furthermore, a large part of that opposition consisted of
groups that opposed the IDA and the State, of which the IDA was an
apparatus., There was no possibility, then, of the IDA appealing to
these groups because little ground for dialogus existed between
them. There was no commonly held belief in the value of the
industrialization process that Ireland was undergoing, and of
which The Cork Land Use and Transportation Survey was an
expression. These droups 4id not accept the legitlmacy of the
IDA, seeing 1t as &a mere pawn in the hands of international
gconomic forces. Further +to this, they did not accept the
ideological argurentation of the Irish State regarding the
interpretation of Irish nationalism, found after 1958, They saw-
the opening of tha economy to foreign direct investment as a major
indicator of the dependent postion of Ireland and as a
continuation of that position of dependency and not as a further
step along the road to independence.

If such oppeosition was allowed to continue and develop then the
whole hitherto unchallenged position and monopoly of the IDA on
industrial policy could bhe threatenscd., The discourse of the IDA at



this phase was therefore very different from that which we found
at phase one, :

The IDA made very 1little recourse to any use of ideology or
ideological argumentation directed at this political/ideological
opposition., why was this the case? It might be argued that this
lack of argumentation indicates that the IDA saw this
political/ideological opposition as irrelevant. However this
argument is not sustainable. To begin with the very fact that the
IDA made any response, Iirrespective of whether or not it was
ideological, 1is 1itself important. As I have previously argued,
the IDA normally keeps well hidden, out of the range of political
discussion. For it to come into the political arena, as it did in
in the Raybestos Manhattan case, is an indication of the
importance and relevance which the IDA attached to that
campaign,Furthermore, the IDA stated at this time chat it would
establish a special team to deal with community relacions and
especially questions raised c¢oncerning the environment an® base
this team in Cork, where it could deal directly with these
guestions (34).

We can begin to answer this question by starting with the
political c¢limate within which the IDA had to make a response. As
we have argued, the IDA was faced in phase two with a
political/ideological opposition with which it shared no common
ground. for  dialogue. Thus the political/ideological groups
involved 1in phase two were not a receptive target at which the
ideclogical arguments previously wused by the 1IDA could be
directed., The chances that such ideological argumentation could
succeed in defending and justifying the IDA's industrial policy to
these groups "was slim. These groups already had a well developed
position on that industrial policy and the IDA's role in relation
to it. They were likely to be highly skeptical of any IDA attempt
(whether modified of not) to defend and justify its action.

This leads us to an understanding that there are constraints on
the conditions wunder which ideoclogy can bhe used politically. The
political use of ideology only extends to the situation in which
there 1s a target audience which is receptive to that ideoleogical
argumentation. That audience 1is receptive because they find in
that ideological discourse ‘elements of a shared common sense
understanding which they accept. Incorporated into any ideclogical
argumentation are the elements of that understanding, flexibly
used so that the political and social action of those who control
that tool of ideology are explained, defended and justified. These
conditions were not present at phase two of the opposition to
Raypbestos Manhattan becasue the political/iceclogical groups that
dominated that phase had ‘their own set of understandings that
stood in sharp contrast to that of the IDA and the State. That is
why the IDA responcded differently at phase two.



Having come to an understanding as t¢o why the IDA responded
differently at phase two, we have to examine the significence of
the response it did actually make to the political/ideological
opposition. The 1IDA's major response was made after Raybestos
Manhattan left Ireland in November 1980. Much debate exists as to
why Raybestos Manhattan left and clesed 1its plant at Ovens.
Raybestos Manhattan's argument is that it left because of a down
swing in the market for disc-break pads. But to accept this
argument leaves more unanswered guestions than answered ones (35).
I would argue that Raybestos Manhattan left for three reascons, and
that the market conditions, insofar as they have any significance,
acted only as a catalyist., These are the presence of an ever
growing opposition; the IDA's failure to contain and to deal with
that opposition; and £finally 1t 1left Dbecause it had come to
Ireland tc excape opposition at home, but this opposition had
followed 1t to its new location. Raybestos Manhattan could not
afford, financially or politically, a repeat of the opposition,
class action suits and stringent regulations that had plagued its
production in the USA and that now seemed more and wmore likely to
continue to develop in Ireland.

With Raybestos Manhattan gone, the IDA's dealings with the
political/ideological opposition took three forms. Firstly, it
made c¢lear that "the IDA was not playing games,."(38} and that
given the extent of the capital commitment earmarked for the Cork
Harbour area it intended to go ahead with its plans. Further it
did not intend to tolerate this opposition and that:

"The IDbA would not be willing to enter into advanced
negotiations with potential investors only to find that
objections to its proposed industries had arisen" (37}.

Secondly it received help from the police, but this time £rom
the Special Branch, the Irish political police. The Special Branch
are’ that section of +the police that deal with “"subversives®,
mostly - - concentrating their attention on the 1IRA and cther
Republican groups. The Special Branch were called in, even though
there is scme guestion as to who actually did this, to investigate
the compesition and activities of the oppesition groups.
Irrespective of who actually called them in, it is obvious that
some alliance of the IDA and the Department of Justice believed
that this opposition did, or could, constitute a subversive
grouping and that they, therefore, needed policing.

hWirdly, the IDA tried to b»uild a counter-base, to gather
support for itself in the face of the opposition, It did so by
appealing to those who had not got such ideoclogical opposition to
its policies to support it. It thus directed its discourse to
those, botin within and outside the Ravbestos Manhattan campaiqn,
that were receptive 1n the hope that this would counter-palance



the influence of that part of the opposition who did not share
their beliefs. Thus we find White appealing:

"If we introduce industries into the area ... aven if there is
oppesition from a small group or groups, those who recognise
the wvalue of what we are doing should come out and support
us "(38).

and that:

"... The IDA expects the full suppcrtf.df all interested
bodies "(39). _ _

Thus the IDA's third response was that of seeking to by-pass the
opposition with which it could not deal by strengthening and
mobilizing a support-base for itself so that its monoooly on
formulation and implementation of industrial policy c¢ould
continue., :

Conclusions:

When Raybestos Manhattan had left the country by November 1980
At left behind the unresolved problem of the asbestos disposal and
an attempted class action suit by the workers. Already the
opposition to another company, Eli Lilly (ELenco), was attracting
considerable support, three or four other cases were springing up
around the country and the enviromental lobby, instead of

disappearing with Raybestos Manhattan, were Dbeginning to
consolidate themselves in "The Alliance For Safety and
Health'" (ASH) to 'nationalize’ the campalgn against toxic
industries (40). The failure of the IDA to win over fully the

opposition can be seen in this development, for had it succeded in
even reaching a compromise with that opposition this strengthing
and consolidation of the opposition into ASH may not have taken
place. The opposition groups t¢ Raybestos Manhattan won their
major success when Raybestos Manhattan left Ireland. Irrespective
of the reasons for that departure, the opposition, both the ad hoc
and the political/ideclogical groups, saw this closure of
Raybestos Manhattan as thelr victory over the IDA.

This campaign against Raybestos Manhattan took place only four
years ago and while the opposition has been successful, both over
the closure of the factory and in its further campaign to extend
its opposition to toxic companies throughout Ireland, the position
of the IDA is not so clear,

It is still too scon to know what repercussions this will have
on the IDA, but the significance of the Raybestos Manhattan
campalgn was that it signified the first challenge from inside the



Republic to a bedy that had hitherto an unchallenged position on
industrial formulation and implementation. In thus presenting a
challenge to the IDA it brought that body out into the political
arena and the shield that protected it from direct political
pressures was broken, Through cur examination of its response in
that arena we were afforded an insight into it as a body that is
political, that uses political tools, such as that of ideology,
and makes recourse, when that ideology 1is not, or cannot be,
sucessful, to State appartuses of repression, like the police and
the Special Branch, or to what Gramsci calls the last refuge of
the State in times of crisis. The outcome of a recently begun
(February 1985) class action suit against ancother company, Merck-
Sharpe and Dohme in Clonmel (41), hopefully will provide us with
some of these answers.,
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L. Introduction

Virtually all advanced countries operate some form of support policy for their
agricultural sectors. A fair array of reasons exist for this support, and methods of
implementing agricultural support policies are nurnerous. However, the "agncul—
tural problem" is one of the most perplexing problems tacing pohcy makers, and
due to certain characteristics of agrlculture it is more difficult to govem than
many industries. Thus, until now no sociai or economic system has succeeded in
managing agriculture perfectly. _

Referring to the socalled "cobweb theorams" ﬁany economists have demon-
steated that, although the market stiucture of agriculture ostensibly approaches
the theoretical ideal of perfect competition, farmers respopding rationally to the
price level can produce alternately huge surpluses and drastic shortages (see e.g.
Martin 1958; Waugh 1964; Metcalf 1969; Lipsey 1974; stabler 1975; R1tscn 1979). A
free market for farm products can produce extremely undesirable results, especial-
ly for some of the farmers, but aiso for consumers and society in general, and
indeed very few, if any, economists have taken a purist free market approa.ch to
agriculture.

But the problem is that whenever the central authorities intervene to help
Tarmers by supporting prices, output soars and the granaries and sto?t'enhouses of
the country. show an increasing tendency to bulge with unsold agr;cultural sur-
pluses. Furthermore, while the problems of overproduction loom large, in. many
countries the average level of income in agriculture is substantially lower than thar
of other sections of the economy, It thus becomes a major dilerma in agru:ultural
policy that to increase farm incomes by means of support policies Wl“ create a
more or less continuous tendency for agricultural supply 1o outrun demand, and
consequently a tendency for free market prices to be depressed to the disadvantage
of the farmers,

Thus, the economic rationale for agricultural subsidies is very complex and
difficuit to establish as an unambiguous concept. Still, inter\rentmn on_economic
grounds may be justified by the contribution of agriculture to economic growth the
improvement in the balance of payments, and furthermore, in meetmg the demand
for food in the future becauss of rising population and for strategic reasons in
times of war. If social and political reasons based on welfare and eqmty, such as
cheap food policies, the preservation of rural life and protection of mmorn:y
groups, are added to this list, it is obvious that analyses of agricultural policies
become extremeiy complex as the number of objectives and their supportive
measures multiply, :
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But why does agriculture occupy this special position in the social, economic,
and political context in most countries? .

The nearly universal agricultural subsidies ars justified by all kinds of motives,
some of which may even be suspect, and therefore studies of agricultwural poticy
have been primarily focusing on the strength of agricuttural lobbies or on certain
characteristics of the electoral systems, which force politicians to appeal to
sraller interest groups such as farmers (Wilson 1977; Pennock 1962). However, the
explanation for the special attention, which policy makers have paid to agriculture
may also be of 2 much mare fundamental nature.

Experiences with food shortages and the old "Makthusian" argument that the
world's population will tend to rise more rapidly than the food supply, thereby
causing a more or less permanent state of starvation for major parts of the
population, may be of decisive importance 1o policy makers, when they first decide
10 intervene in the agricultural sector, But because of special characteristics of
the production process and the slow transformation of money capital in agriculture,
government intervention in this sector of the economy tends to have a strong seli-
perpetuating effect - pefhaps much stronger than in other industries, Further-
more, once pelitical regulations have been introduced, the regulatory authorities
and their policies are likely to be "captured” by the organized interests of the
sector (Mitrick 1980; Wilson 1980). Thus, agricultural subsidies and support policies
may form the basis of the strength and influence of agricultural lobbies rather than
being the result of this, Consequently, differences in objectives for and types of
agricultural supportive policies may create different conditions to agricultural
interests, and policy changes may alter these conditions,

Against the background of these consideratons, it is the purpose of this paper
to discuss the consequences of policy differences and policy changes in agricultural
policies in celation to the strength and position of agricultural lobbies. First, the
different policy mechanisms and methods of agricultural support wil! be cate-
gorized according to their objectives and the economic variables upan which they
operate. Next, the concern will be with the different types of policies and the
consequences of different objectives to the distributional conflicts, which accom-
pany any kind of support policy. In the subsequent part the development in the
Danish case since 1960 is used as an illustration of the consequences of policy
changes to policy making processes and the position of organized sectoral interests.
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2. Methods and Objectives of Agricultural Support
- Two of the effects of the First World War seem to have imprinted therné_e_lves on
the minds of farmers and governments. First, the acute shortages during the war,

and second, the wild fluctuations in prices immediately after the war, followed by
price collapse as production recovered. In the light of this experience support was
readily agreed upon after the Second World War, largely for strategic and economic
reasons, and with the objective of stabilizing prices, raising incomes and encourag-
ing expansion of production. Since then, gavernments have intervened in agricul-
ture for many reasons, but there is Little doubt that the tendency for farm Incomes
to fail to keep pace with rising incomes efsewhere in the economy has been a major
factor in determining the manner in which agricultural policies have".de.\.réloped in
most advanced countries (OECD 1961; Stabler 1975t 57; Ritson 1979: 349),

Thus, the aim to improve farm incomes is either explicitly set out in the
legistation, or is implicit in the agricultural support policies of most countries.
Howaever, an important distinction must be' made between those Support measures
which attempt to raise agricultural incomes by improving the profitability of
farming, and those which do not Among the latter, there are three main
categories: Government expenditure directad towards rural areas, development of
farm-based, non-farm occupations, and direct income supplementatlon {Ritson
1979: 353~354), But most of the measures adopted by governments with the aim of
raising the standard of living of the agricultural population operate by"atf:eﬁpting
0 increase income from farming. These measures can broadly be classified
according to whether they are directed principally towards redumng farm COStS,
Increasing fatm revenue, or reducing the size of the a.grlcultural populatmn
{Metcalf 1969; 122-134; Ritson 1979: 356-384).

Farm costs may be reduced through the payment of subsldies fc.:g‘r'_ _é_.'_spéc‘aiic
Input or to a specific activity, or mote generally by providing iarm.er'é with access
to money capital at preferential rates. Farm revenue may be increased by policy
measures that raise farm output, subsldize farm product prices, exercwe control
over impoerted supplies, or exercise control over domestic wpphes. FInaIly, since
the origin of low incomes in agriculture is usually explained by the failure of the
agricultural population to decline with sufficient rapidity in response to pressures
of increased productivity and overall rising living standards, a structurat policy has
been introduced, which is directed towards reducing the number of farmers and
towards increasing farm size - so far, however, only with limited success.
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Increasing farm incomes appears to be the one, major objectlve for agricul-
tural support policies in advanced countries, and therefore it is striking that direct
income payments generally play only a very modest role. Supporting agricultural
Incomes directly would make it less likely for the policy to be in confiiet with
other goals of agricultural policy, although it should be emphasized that it would be
impossible entirely to escape all impact upon farm production. However, a direct
suppert scheme, where the full transfer to farming is clearly visible to the tax
payers, may be politically more difficult for government to apply than & method
which operates via income from farming. F urthermore, direct income supplementa-
tion may be psychologically associated with charity, and therefore less likely to be
accepted by most farmers. Thus, the organized agricultural interests usually press
for market support, and governments regard it as expedient to acquiesce (Ritson
19791 355).

But the fundamental causes of violent fluctuations in agricultural product
Rrices are similar o0 the causes of the relatively low incomes. Therefore, part of
the 6veral.l objective to raise the level of farm incomes is to reduce the wide
fluctuations in agricultural prices, and consequently most countrles operate some
sort of agricultural stabilization programme {Metcalf 1969: 1195 Lipsey 1974: 1421),
Governments may not be willing to accept all the social consequences of leaving
the sector to fend for itself, and in a wealthy community, where real incomes are
expanding year by year, the general consensus would be that the agricultural sector
ought to share in this prosperity.

Hawever, agricultural support to improve efficiency and increase production
can be justitied by other reasons than just the raising of farm incomes. Agricultural
subsidles may be used to protect urban consumers against very high prices caused
by scarcity, for instance in times of war. Agricultural support policies may also be
used as effective measures to improve the balance of payments, either by
expanding hame agriculture and cutting down on imports, or by increasing exports
of agricultural products. But in this respect the problem is, that the axport revenue
depends not enly upon the quantity sold, but also upon the world price, which may
be falling if the world supply is increasing rapidly. This represents a vital prablem
1o countries that are net exporters of agricultural products, and consequently the
organization and regulation of international trade will play an important role,
especially to small net exporting countries, who are vitally dependent upon the
international market conditions for agricultural commedities.

The role of agriculture varies from country to country both sociaily, ecotromi-
cally, and politically, Mevertheless, in the majerity of countries the markets of
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mest, if not ali, of the major agricultural commodities are subject to _s_dme form of
official intervention (OECD 1967, 1983a, 19%3b). However, the 'éoop:e and objec-
- tives of the supportive policies and especially the price policy vary tremendously,
and due to these variations the same kind of policy schemes may in fact répresent
different policy types in different countries. Thus, agricultural lobbies will
maintain 2 special positiorn in most countriss, but the political CO]'IﬂlC‘l' structures
related to agricultural policy may vary a great deal,
These underlying conflict structures have been brought out by the sharply
- reduced economic growth in most countries since 1974/75, Changes have occurred
in the partern of demand, in the supply of labour, in technology, in relative prices
and costs, and in comparative advantage between countries, calling for a cantiny-
ous re-allocation of productive resources despite certain rigidities, The policy
context has changed dramatically and the tendency to postpone the necessary
structural adjustments has increased ilnder the unfavourable eoonomié: conditions
of slow growth and high unemployment (OECD 1983b: 7). Thus, agncultural policy
has been put under increasing pressure in recent years, and the relate:d poliucal
conilict structures have become clearly visible or even changed.

3. Policy Types and Bistributional Conflicts

Any kind of support policy or political regulation is connected to some kind of
contlict of interests, according to how costs and benetits of the particular support
scheme or regulation are distributed in society. Therefore it has been argued that
policy proposals, especially those mvol\nng economic stakes, can be classsfned in
terms of the perceived distribution of the costs and bencfits {Wilson 1980: 366).

Costs and benefits may be wideiy distributed or narrowly concentrated, and
their actual distribution determines the concrete distributional conflict and there-
by its political significance. In this Eespect two assumptions have been made:
Individuals and groups are more sensitivt to decreases than to increases in their net
benefits, and political action is more likely to occur when costs or benefits are
concentrated on a relatively small, homogeneous group, rather than diffused over a
large, diverse one (Mitnick 1960: 86). .

Considering all combinations of the dichotomous cases of the diétribdﬁon of
costs and benefits foyr polmcal situations can be distinguished (Wilson 1980: 367-
370). However, focusing on public subsud:es and supportive pohcws only two of
these are relevant, becauss by nature benefits are concentrated on a specitic group
or industry. . ' . .
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First, a subsidy or regulation may benefit a relatively small or well-defined
group at the expense of another group. In this situation each side has a strong
incentive to organize and exercise political influence, and therefore, when both
costs and benefits are narrowly concentrated, conditions are ripe for interest-group
politics (Wilson 1980: 368). Policy-making is characterized by a struggle between
the two organized groups or the two sets of interests, a struggle which may lead to
a formalized imposition of costs and recognition of benefits, and even an overali
agreement defining the rights and obligations of each side (Mitnick 1980z 86).

In the second situation, the costs of the benefit are distributed over a large
number of people, and hence these have litile incentive to organize an opposition.
Thus, when the benefits of a policy are concentrated, but the costs widely
distributed, client potitics are likely to develop (Wilson 1280: 369). In this situation
the benefited groups may successfully introduce and maintain the policy. Client
politics produce regulatory policy-making in which the benefited group keeps a
dorninant position. The regulatory authorities are éntirely dependent upon support
from their client groups, and consequently most likely "captured® by these (Wilson
1930: 3691; Mitnick 1980: 39f; Anderson 1981 191).

Agricuitural policy in most advanced countries seems to approach the ideal of
client palitics, leaving agricultural lobbies in a prominent position as supportive
policies are introduced. However, depending upon the role of agriculture in the
overall economy and on the objectives and measures of apricultural support the
characteristic features of client politics may be more or less dominant, and
sometimes even elaments of interest-groups politics may be apparent, Client
politics are strongest when the distributional process is not a zero-sum game, i.e.
when support for a specitic group increases benefit for society as a whole. If
distribution takes place in a zero~sum Eame, client politics may be weakened, and
the elements of interest-group politics will increase with the increasing visibility
and concentration of the costs.

Whereas most studies of agricultural policy have stressed the benefit aspect of
agricultural support, a recent comparative study of state support of agriculture in
Norway, Sweden, and the UK has focused on the burdens imposed by the suppert
schemes and the way in which they affect the interests of other groups, in
particular consumers and wage-earners {Steen 1985), The main point is that such
burdens may deferm]ne the level of political conflict and thereby become a
determining factor in coalition transactions between various palitical parties as
well as in the role played by organized interests in agricoltural policy-making.
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Resource distribution and redistribution concern hoth ptiorities and costs. The

extent to which distribution and redistribution is based on exp'licit' policy objectives
concerning transfers and equalization, and the extent to which political decisions
_determine where the burden of these costs will be placed, oomprise two central
dimensions of policy-making in relation to agricultural supportive polnc;es. The
burden of farm support may be indicect or direct, and the polmcal structure may
integrate agricultural interests in policy-making or be dominated by dlchotomous
conflicts of interest. Dependent upon the character of the burden and the polmcal
structure different kinds of policies may occur (Steen 1985),

Corresponding to the above-mentioned classification of regulatory poiicies in
general, client politics, or as it is named in this connection: clientelistic policies,

will occur when the burden of farm support is indirect and the political structure is
not dichotomous, i.e. integrates the farmers across party lines in policy-;making
Farmers are regarded as clients rather than as a pressure group, and there ‘will be
few obstacles to Increased farm support. When the burden is dn-ect and the
political structure is dichotomous, the outcoma may be defined as redlstrlbunonal
policies, which corresponds to interest-group politics. In this case agrlcultural
support may be linked directly to consumer interests and consequently defined in
redistributional terms. The lavel of conflict will be high and the advantages for the
agricultural sector modest (Steen 1935),

Thus, if the costs or burden of agricultural supportive pollt:les are made more
visible and narrowly concentrated, tha policy type is changed, and thh it the
nature of the related distributional conflict changes. The level of oonﬂict rises and
the position of agricuttural lobbies is weakened or changed. The “iron triangles” of
agriculture are put under heavy pressures and perhaps even demohshed and the
¢lement of pressure group activity by the "clients" are increased.

The following is an attempt o Lllwstrate this development with reference to
the Danish case. '

4. Support to Danish Agriculture: Ad;us‘tments in an Exporting Indust y_

Agriculture has always played a promment role in the Danish economy. Immedtate-
ly before World War II, over 25 per cent of the labour force was engaged in
agriculture, and jt contributed about 20 pet cent of the gross factor income of the
country. Furthermore, aver 50 per cent of the income in the current accounts of
the balance of payments derived from agriculture. After the war, however, the
relative importance of agriculture in the Danish economy has decreased, Since the
beginning of the 1980s, the sector has engaged onty approximately & per cent of the
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labour force, and it has contributed about 5 per cent of the gross factor income,
Nevertheless, inasmuch as over two-thirds of agricultural production is exported
and the value of agricultural exports represents approximately 30 per cent of all
Danish exports, the sector remains an important one. Since Denmark joined the EC,
agriculture has in fact assumed an increasingly praminent position in Danish
economy, particularly because of its export value to the Danish balance of
payments, which since 1963 has been chronically in deficit.

Because of the very large export quota, Danish agrlculture during the last one
hundred years has been extremely dependent upon developments in the interna-
tional market conditions and on regulations of the trade with agricultural commo-
dities. Under changing, domestic economic conditions, necessary adjustments have
been made to secure or improve the efficiency and competitive ability of Danish
agriculture as an exporting business and a major instrument for Improving the
palance of payments. Therefare, agricultural policies in Denmark have always been
. clearly motivated by economic considerations, and the importance of agriculture to
the economic growth of the Danish society as a whole has been underlined.
Agriculture in the Danish context is primarily regarded as an ecenomic business
and not as a social arrangement. Thus, until the late 1950s the domestic market
was protected to some extent against cheap imports by quantitative import
restrictions, but, by and large, prices on the home market were allowed to follow
closely the trends in world market prices, It was maintaired that increases in
agricultural incomes should be brought abeut mainly by greater efficiency.

During the entire period since 1945 the most serious problem for the Danish
economy has been the apparently inevitable connection between increasing econo-
mic activity and increasing balance of payments deficit. As this connection
determines the possibilities for obtaining full employment and social welfare,
Danish politics in the last decades may be seen as one leng struggie against the
balance problem: how to obtain full employment and economic growth, and, at the
same time, equilibrivm or surplus in the balance of payments. Experience has
shawn, however, that the problem may be solved, or at least reduced, through an
increase of Danish exports.

By the end of the 1950s, when this dilemma was clearly realized, increasing
export of industrial goods implied a transformation of productive resources from
agriculture to industry. This would be a long term process, however, while the
value of agricultural exports could be increased from one day to the next, if
Denmark secured a favourable position in relation to the emetging European
market arrangements. Consequently, from [96! it became the officlal Danish
pelicy to try to obtain membership of the European Communities (EC).
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Thus, the export orientation and the economic irnportance in regard to the
balance of payments placed agriculture in a key position in relation to 'tl';e overall
economic policy. Denmark wanted to enter the EC primarily to improve the
revenue of Danish agnculture for the benefit of Danish economy as a whole, and
therefore in a waiting period until 1973 a large variety of supportwe meastires
were introduced to maintain the production capacity of Danish agriculture.
Otherwise agriculture would decline and thereby reduce the expected growth In
econemic revenue, and this in turn would weaken the possibilities of solving the
fundamental Danish balance problem, _

Furthermore, at the same time tha: Danish agriculture was facing increasing
international protectionism, domastic costs were rising because of the economic
growth in other sectors of the Danish economy. Agricuiture was caught in an
income trap, and step by step the Government took mea.sures 10 Subsidize
agriculture. From a support level in 1961 of approximately 3 per cent of the net
facter income of agriculture, the suppart rose to a level of approxlrnateiy 33 per
cent of the net factor income in 1979, or around 8,000 Dkr. per farm {136f+-pr1ces)
(Mogensen 1983: 53), See figure L.
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Figure 1. Development of total Danish sﬁpport to agriculture before and after the
entry into the EC in 1973. Dkr. per farm, 1964-prices




~10-

More than 60 per ceat of the support consisted of state subsidies to specific
inputs or activities, or took the form of tax relief or measures aimed at improving
the efficiency of production and marketing. Only about 40 per cent of the support
derived from price regulations, and compared to other OECD countries the scope
for price support in Denmark was relatively limited (OECD 1967: 14}

The close link between agricultural support and Danish market policy was
underlined by a debate that followed the second Franch veto against the enlarge-
ment of the EC in the autumn of 1967, As Danish EC membership suddenly became
doubtful, prominent economists began to question the supportive policies. They
argued, that it was no longer possible to find sufficiently weighty economic or non-
economic arguments for not making drastic adjustments of agricultural production
capacity and structure to the external market conditions, Productive resources had
o be moved to other, more profitable sectors of the economy (Vibe-Pedersen
19€7). On the same basis the supportive measures were criticized by the leading
economists of the Economic Council, who recommended a cut in the total
agricultural production and fundamental changes in agricultural support (D@R
1968). Finally, a public committee was appointed in 1969 to examine the effects of
the whole supportive "system” (Bet. 56171970). Thus, agricultural support was put
under heavy pressure, when Danish EC membership was pushed out in the distant
future. However, the critique stopped at once by the end of 1969, when the
enlargement negotiations were re-opened, The economic philosophy behind the
suppertive policies became valid again.

With the Danish entry into the EC the expected rapid and extensive improve-
ment of the economic revenue of Danish agriculture was achieved, The value of
Danish agricultural exports was increased by around 50 per cent from 1972 to 1973,
and the immediate gain amounted to approximately 2.5 billion- Dkr., which
exceeded the support to Danish agriculture in the years immediately preceding the
entry. Thus, the supportive policies turned out to be successful in this respect, and
in accordance with the basic, underlying economic philesophy most of the national
support was cancelled, when EC membership had become reality, Consequently,
Danish agricultural subsidies in 1973 were reduced to less than 2 per cent of the
net factor income of agriculture, or around 1,500 Dkr. per farm (196%prices)
(Mogensen 1983: 72), See figure 1.

The market policies and price mechanisms of the Commen Agricultural Policy
(CAP) constitute the major cause for the growing reverue of Danish agriculture,
and as expected the Danish EC profit was relatlvely constant in the beginning.
However, the CAP was facing increasing surplus production and by the end of the
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1970s also a sharp fall in agricultural income in real terms. CAP expenditures
increasingly became a threat to the overall EC budget, and thereiore cuts had to
be made and the annual price increases minimized.

As the CAP came under growing budgetary pressure, the economic benefu:s to
Danish agriculture decreased. Furthermore, in 1979/80 Danish dornest:c economic
conditions deteriorated dramatically, parncularly because of very hlgh intrest
rates. Thus, Danish agriculture was hit by severe income problems, and once agaln
national supportive policies were introduced. The balance of payments argument
still had a prominent position, but this time the support was further jUStlfled by
reference to the employment effect of agriculture '(Bet._ 795/1977; Bet. 941/1981;
Bet. 993/1983). .

In order to relieve the specific economic problems of agriculture, Government
grants to reduce the interest expenditure on mortgage loans became & major part
of the national support. Other parts consisted in tax reductions and even subsidies
through -a negative income tax aimed at aiding farmers with low or negative
incomes {QECD 1983a: 97). Finally, support was given through measures aimed at
improving efficiency and increasing research into agricultural methods of produc-
tion (Mogensen 1983: 32). As a consequence of these supportive policies the
national support to Danish agriculture rose from a very low level in 19?3 to a jevel
in the mid-1980s which corresponded with the average support levei of the 1960s
{(see figure ). However, it should be noticed, that the supportive elements in the
Danish measures are relatively sma]ler than in most of the other EC member
states. )

The situation in the 1980s was, however, of a quite dlfiermt character than
that of the 1960s. The international agricultural markets in genetal were charac-
terized by surplus and decreasing prices for most products. As a net agru:ultural
exporter the Danish dependency on the CAP was increased, but because of the
budgetary problems facing the EC, common prices were fixed, and ‘measures to
redyce production were introduced - for instance a system of quotanc»n for milk
production was implemented, The burdens of the agricultural support had become
more visible to consumers and tax payers, and as the system could not afford an
expansion of production the traditional export strategy of Danish agnculture
became problematic. The generat economic recession and the mct‘eased produc‘tm-
ty of agriculture gave rise to agrlcu.ltural supportive policies including re.forms and
cuts in the CAP, which in the Danish case were completely different from the
policies of the 1960s. The policy type was dlfferent, and this affectad the policy-
making process and the position of the agricultural interests in this,
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5. Policy C and 5 h of O ized Interests

Because of the historically strong position of agriculture in Denmark and the
importance of agricultural exporis to the total ecanciny, Danish agricultural
organizations have always had a strong and influential position in the Danish
political system, in the political decision-making process in genersl and in
agricultural matters in part'icular.-

From the beginning of the 1930s agricultural erganizations have been more or
less integrated in the political and administrative processes; and during the critical
years of the 1960s and the beginning of the 1970s agricultural organizations
developed a dominant role both in the formulation and in the implementation of
agricultural policy in Denmark, They held a very strong position in relation to the
supportive policies, and they administered large econemic funds, assighed by the
state, without much public control. To a large extent they had "captured™ the
policies.

The Danish agricultural policy' in the 1960s seems to fulfil the basic conditions
of "capture", All the supportive measures were brought about by specific agricul-
tural problems, and while benefits were narrowly concentrated on and visible to the
farmers, costs were widety spread among consumers and tax payers, Those
measures which did not fit into this picture turned out 1o be failures, F armers were
regarded as clients to the policies, and as the support was justified by the
contribution of agricultural exports te the total economic growth, the distriby-
tional conflict was not dichotomous, Finally, the agricultural organizations had
developed an efficient structure which enabled them "to run" most of tha
supportive policies. Thus, policies as well as administration were t0 a large extent
transferred to the organizations, and they got an almost sovereign authority over
the varicus policy measures, prices and marketing, as well as a monopoly on
pertinent information about conditions within agriculture - an almost Ideal situa-
tion for any interest organization.

Danish agricultural support in the period hefore the entry inte the EC was
motivated by overall economic policy censiderations, i.e. the balance of payments
impact, economic growth and social welfare. But there is little doubr that the
agricultural organizations through this "capture” have been largely responsible for
the development and actual function of the supportive policies,

Denmark's entry into the EC changed this picture. In particular, the linkage
structure beween the Ministry of Agriculture and the agricultural organizations
was affected, The ministry now became the dominant actor, and the autenomous
position of the organizations could not be maintained, Yet, in establishing the
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administrative structures and procedures necessitated by the membership of the
EC, the ministry and the organizations acted together to defend the Ihterssts of
the agricultural sector, The agricultural organizations remain integrafeﬁ' in the
policy-making process at the national level, zlthough their formal powers have
been eroded. Thus, the EC membership caused fundamental changes in Danish
agricultural policy, and these changes demolished the Mcapture” situation., None-
theless, precisely because of the impact of agriculture in general'&nci-the'_CAP- in
particular on Danish economy, the importance of agriculture as a political and
econemic sector within the Danish society has been on the rise in recent years
(Buksti 1983: 267).

When the severe economic problems of drastic cost increases and s:égnating
prices hit Danish agricolture: in 1979.-’:1930, the fundamental basis for supportive
policies was changed compared to the 1960s, Through the CAP price and market
regulations had been transferred to the EC level, and due to the budgetary pressure
the segmentation and thereby the autonemy of the agricultural intefééﬁ in relation
to the CAP were weakened. CAP expenditures became visible tb'tax .g.zaj'rers and
consumers, and in the light of the general economic recession the distributional
contlict began to be more dichotomous, Farmers were not the only clients to the
pelicy. and the element of interest-group policy was increasing. Thus, the influence
of exclusively agricultural interests in relation to the CAP has become mare
complicated, and compared to the suuation a decade ago, the agncultural interest
organizations find themselves in a less secure position in relation to Commumty
policy~-making,

On the domestic level the causes for national supportive measures were not
specific agricultural problems, but rather problems related to the overill economic
situation. The economic crisis perspective stood out and employment arghments
piayed a prominent part. Therefore, although the agricultural organizations still
held a strong position, non-agricultural interests became invelved, and the strength
of the agricultural lobby with relation to policy-making was weake'néd.'The
situation was not ripe for "capture", a@nd the level of conflict inéreasad both
between agricultural interests and non-agricultural interests and w:thm the agn-
cultural lobby itself.

Those parts of the supporiive measures which were best fit for "caputre" seem
to be the price and market regulations. Howevef, these had been 'tra'risierred
through the CAP to the EC level, and here the agricultural interests turned out to
be very heterogeneous when put under increasing budgetary pressure, Mtﬁough the
various national agricultural organizations work together through the agricultural
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Euroorganization COPA (The Committee of Professional Agricultural Organiza-
tions in the EC) they have not been able to maintain a transnational "capture” in
relation to the CAP, In the light of economic recessian, agricultural interests in
the EC are less unified than a decade ago. Consequently, COPA finds itself in a
rather problematic position in relation to both the EC authorities and to its
national member organizations (Buksti 1983},

Agricultural interests have been weakened at the EC level, and the CAP has
contributed to their weakening at the domestic level, too. As surplus of almost ail
agricultural commodities emerged both in the EC and on the international markets
an expansive strategy to solve the farm income problem and to justify agricultural
support was no longer realistic, The sityation was increasingly a zero-sum game
and began to have strong characteristics of redistribution, i.e, the costs and
burdens of agricultural support were more visible. Conflicts between agricultural
interests on ane side, and public budgetary interests, tax payers' interests, and
consumers' interests on the other, were more dichotomous, and this also left Its
mark on the public debat in the EC and in the various member states.

The policy type of the agricultural supportive policies changed in character,
and this had a great impact on the strength and position of the agricultural lobbies
in relation to peolicy-making. This development may be cobserved in all EC
countries, but in & small, net exporting country like Denmark, the effacts of the
change seem rather dramatic. From a situation characterized by almost total
Ycapture" and expansive strategy, Danish agricultural interests have been pushed
more and more into the defensive. Efficiency of production and marketing is still a
label of major importance in Danish agriculture, but while efficiency a decade ago
was the basis of strength and influence, it seems to represent an increasing
problem today, as expenditure cuts and production reductions characterize the
CAP. Thus, a main probiem for Danish agricultural interests appears toc be that the
high efficiency of Danish agriculture under the present circumstances is problema-
tic as an instrument for political influence,

Thus, agricultural supportive palicies and the strength of agricultural lobbies
have to be looked upon as parts of a dynamic development, and consequently in
permaneni Interaction with the surrounding conditions. Agricultural support may be
justified by a lot of reasons, but mainly they are related to the special character of
the production process and market structure of agriculture. Usually policy-makers
are not forced by agricultural organizations to introduce supportive measures, but
when they introduce these measures, they simultanecusly create the basis for the
special positlon and strength of agriéultural interests in relation to policy-making,
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Thus, strength of agricultural lobbies is mainly caused by the supportive policies
and not the other way round. But from this special position agricuitural lobbies may
very well be responsible for the manner in which these policies have developed
after having been introduced, However, the overall economic conditions may put
agricultural supportive policies under pressure. As the support becomes too” costly,
cuts and reforms have to be made, and depending on the economic conditions this
may change the policy type of the support and theréby the position of agricultural
lobbies. Agricultural support is not caﬁcelled, but changed, and although the
situation varies from country to country the conditions for agricultural interests to
influence policy-making are affected everywhere.

As surplus of almost all agricultural commodities soars, the fear of starvation
looses its strength, and arguments in favour of reinforcing the market mechanisms
in the agricultural markets are gaining more power. Under these conditiors the
influence of agricultural interests in the future is increasingly dependent on non-
agricuftural interests. '
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1. Introduction

The recent Government review of UK regional assistance prompts the guestion as
to whether traditional sssumptions underlyiﬁg regional aid are as efficacious
as they once were, Changed economic c¢ircumstances combined with the visible effects

of policy over a twenty year pericd challenge the idea of simply moving work to

the problem araas,

The paper examines the traditional arguments for a regional pelicy of industrial
subsidies at a general level. The respective roles of the EEC, national governmment
and local authorities are analysed, together with some discussion of the

implications of the recent Government pronouncement.

Using data from the Devon and Cornwall Establishment Survey, the issue of regional
aid is examined in the South-West of England. The paper argues for a greater
emphasis upon self~-sustained growth in the local economy through a more integrated
strategy designed to enhance local linkages in both materials and services. The
overall value of subsgidiary branch plants isg éuestioned given their under-
developed local linkage. B policy based upon the small firm is discussed as a
possibility for producing a more coherent and integrated pattern of regional

industrial development that could ensure a more effective use of reduced subsidies.



2. Regional Policy Assumptions

The central aim of policies of industrial subsidy and iﬁdustrial location centred,
until comparatively recently, on the idea that the economic conditions of depressed
areas could be enhanced by moving work to such areas., In this sense, mobile plant
was seen as a key to improving employment prospects. Aﬁtitudes, though, have
changed to the extent that curren£ thinking suggests that growth can be achieved
through the mobilization of indigenous potential. In both cases, there is clearly

an overt reglonal policy.

In favour of traditional policy lies a range of arguments. It has been felt that
over-populated urban areas could constrain growth because of the high costs of
various factors of production such as land, labour and transport, Certainly,

policy in the 1960s was concerned to move industrial investment away from urban
centres for this reason. The peripheral or problem areas benefited from such policy.
The received wisdom has been thét faster national growth derives from a

comprehensive regional policy.

Compared with many other European countries Britain has suffered because of
constraints in its labour supply; there has not been a rural labour surplus on

a large scale that could supply growth industries. In the peripheral problem areas
the far higher levels of unemployment have meant that this issue has not been such
a problem. The argument has therefdre been forwarded that a regional development

policy could use these labour reserves and that national economic grdwth would

ansue.

A further argument is favour of regional policy has been that labour.testraints in
in the.urban areas - especially in the South-East - had.a tendency to raise

wage levels that had a knock-on éffect for the rest of the economy. The argument
went that if firms and jobs couid be geographically dispersed the demand for labour
would be reduced, the demand for higher wages would be eased and, in turn,

inflation would be reduced. The ultimate effect would be to enhance growth prospects.
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Against these arguments can be seen the claims that production costs would tend
to be high with new plants, that efficiency would be impaired and that capital
accumilation would be constrained because of the controls on industrial location

in the more prosperous areas.,

The fact is that in Britain there was a strong and relatively coherent regilonal
policy operating between 1963 and the mid-1970s. Evidehce of this can be seen
from the development controls introduced in the more prosperous aréas, the
encouragemaent of factory building in the problem areas and the existence of a
wlde range of schemes providing subsidies for cépital and labour. In the last
decade, however, the policy has been considerably weakened. For example,. the
Regional Employment Premium has been abolished and there has been a significant
reduction in the mumber and size of assisted areas. Other schemes do remain in
operatlon such as the Office and Service Industries Scheme, the In-Plant Training
Scheme, aid for the tourist industry and loans from the British Technology Group

for innovative wentures.

The Government's review of regional development policy anncunced in November
1984 has made further changes by attempting to up-date the structure of assistance
by making more effective use of scarce resources. A two-tier system of assisted
arecas has been propdsed comprising development areas which wculd be eligible for
regional development grants at 15 per cent and for selective assisfance and
intermediate areas which would be eligible for selective assistance only.
Whereas regional spending in 1983 amcunted to some £643m it is the government's
aims to be spending around £300m & year by 1987-88. Cépital grants will be
limited to a cost per job of £10,000 or companies can 6pt for a jobs grant of
£3,000 per job. This contrasts sharply with the position in the 1970s when regional

spending produced a cost of £35,000 for sach job created.

It is clear from the review that the Government believes that moving jobs from

one area to another has resulted in few real benefits, The shift, then, is
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towards providing assistance for those projects involving new productive capacity,
those increasing existing capacity and those producing a change in the product
or service. Investment that is unlikely to produce no increased output would not
qualify for grants. The upshot is greater emphasis on selective assistance rather
than development grants, more money for job creating projects, increasing the
nunber of services within the definition of assistance and, most controversially,

changing the assisted area map,

It has not eimply been the policy-makers who have had a change of heart over
regional - policies as economic conditions have changed, Academics have questioned
the nature of policy as well. As already suggested, the policy assumes national
growth, In current economic circumstances this asszumption is questionable and
consequently ralses doubts about the nature of regional policy. Although there is
some evidence of Govermment support being associated with rising employvment levels
it is debateable whether this is a caunsal relationship. Indeed, regicnal policy,
if anything, appears to have influenced other kinds of business decigion. D'Abbs
(1974) and Spooner (1972) have shown the link between regional aid and locational
decisions for example. Nevertheless, the traditional approach does seem to have
had some success in relation to national growth (Marquand 1980). Yet when demand is
flat at both national and international levels and when there is substantial
unemployment in the once prosperous areas, the argument for regiomal policy is

clearly less tenable.

What Ls seen then is a positibn whereby regional policy is still required but
where the real benefits are in doubt and where the long term effects are
problematic, It would appear that with national and internaticnal recession
local economies may not be capable of regeneration by:1njecting more of the

same traditional practices.
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3. Regional Policy in Deven and Cornwall

3.1 The Role of the EEC.

One of the stated objectives of the EEC is to redress the imbalance between the
more prosperous and less prosperous regions. It aims to improve communications
between thé Community's regions, to promote the use of indigenous energy sources
and to expand and improve the enviromnment generally. The assisted areas of the

UK have, since 1973, qualified for a range of European assistance from the
Regional and Social Funds, the European Agricultural Guildance and Guarantee

Fund and the European Investment Bank. Between 1975 and 1982 some £109m wasg
received from such bodlies. In the South-West of England such monies have been used
to extend Exeter Rirport, improve facilities for British Raill rolling stock and

provide better facilities for the Plymouth=Roscoff Ferry link.

Devon County Council still benefits from the existence of such grants and loans
and has taken advantagé of the Social Fund to boost employment potential directly.
Between 1976 and 1983 the county received grants of £2.5m for infrastructure
works; a further £1.35m has been approved and a grant of £lm has been received
for the first phase of the Roseter Conference Centre in Torguay. Between 1980

and 1984 Plymouth City Council received grants from the EEC of scme £3m.

Substantial grants have therefore been made available for the South-West from

the EEC, aid that has largely been concerned with infraafructure programﬁes.

Such aid is perhaps relevant to encouraging indigenous growth in a recession. But
EEC aid is dependent upon aided status from national Government and from 1 April
1985 following the Ministerial statement in November 1984 virtually the whole of
Devon and Mid-Cornwall will no longer qualify for Government regional assistance,
The effects in terms of EEC of this change in policy have still to be fully worked
out bhut there are serious doubts about certain projects such as the Torquay

Conference Centre that was expecting a further €2.lm of EEC funds,



3.2 Lbcal Authority Initiatives

Both County and District Councils have intervened on the issue of industrial
subsidies in Devon and Cornwall although the only major joint initiatives have been
the formation of the Devon and Cornwall Development Bureau and the body known as
Information Technology South-Wast (ITSW). Deve;opment programmes have been

largely initiated independently even though the growth objectives of the two
counties have been similar, FPor thils reason, it is necessary to consider the two

counties separately,

In the case of Cornwall, by 1980 policies were specifically aimed at boosting
employment prospects through publicity of the attractions of and opportunities

for new industry in the county, especially with regard to overseas companies.

An Industrial Development Service was initiated to supply information and coordinate
development.. Site development was given a priority. Intensive representation to
central Government to encourage and énsure full use of available assistance

has been made. What exlsts, therefore, is a combinatioﬁ of policies typical of

many local areas with an emphasis on promoting investment from outside the areé,
providing advance factories, allocating development land and setting low rates

as an incentive,

Devon alse recognises the importance of creating a favourable climate for investment
in order to stimulate employment through encouraging existing firms and attracting
new firms, Land-use policlies are alsc seen as a major factor in enébling
infrastructure provision and to exploit local advantages. All agencies operate
within the framework of the County Structure Plan. The:important contribution

that small uvnits of industry can make to rural areas is recognised. Advance

factories are also a feature of county policy.

The establishment of ITSW has beeén a recent developmient in the belief that
information technology is where future growth is likely to spring from, ITSW

is seen as providing a way forward from the present impasse in employing modern
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telecommunications to avoid the problems of remoteness from the centre. In this
way self-sustaining growth is encouraged, especially in the service segtor, Also,
the aim is to exploit thepotential of undertaking such jobs in small communities,

in office parks, cottage offices and in the home.

The Council for Small) Industries in Rural Areas (COSIBA) also plays a key role.

It has argued for the creation of an Employment Forum in which District and
County Councilsz consider future.employment opportunities énd levels of investment.
Many other agencies are alsco involved such as Community Councils, the East Devon

Small Industries Growp and the Dartington Trust.

What can-be seen from the above is that intervention largely comprises the
consolidation of traditicnal practices such as the provision of advanced factories
and employment land, tax and rates allowances and the iike. What perhaps is
required given changed circumstances is a more integrated strategy with regard to
planning future employment development. Infermation technology is considered
crucial. Self-sustaining growth is therefore perceived as the primary cobijective,
Yet, surprisingly, there is little reference as to how such growth might be
achieved except through the provision of traditional interventions as outlined
above, An important missing dimension is that of industrial linkage. This particular
dimension is obwiously central and yet the results of empirical research on
manuiacturing organizations in Devon and Cornwall reported below shows that the
potential for manufacturing linkage is greatest in relatively small and independent
firms, Perhaps, then, policy shoﬁld_be geared towards encouraging growth and
technical change in this sector given that new firm formation may follow as should
employment growth. It will be argued that a peolicy st¥esaing the local area's

indigenous potential should be given sericus consideration.



4, A Small Firms Policy?

The decline in the UK of the manufacturing sector in recent years must ralse
questions aboﬁt the assurptions underlying traditional fegional policy. The decline,
of course, is not simply in the so~called heavy industries suchas steel
production or ship=building. Tt is the case that such industries have been most
hard hit with areas such as Tyne and Wear losing half their manufacturing jobs

in four years (Storey 1983) or a third of steel-making and motor-car manufacture
jobs disappearing. But the position is that relative decline is evident through-
cut manufacturing industry, The outlook continues to be bleak and as such the
rationale for maintaining a traditional regional policy should perhaps be
questioned. The argument for such policy outlined above — labour constraint,
inflation and the moving of work +o the workers - is cértainly less relevant

now and therefore suggests that a different approach should be adopted. One such
approach might argue in favour of a policy that recognises the need to use local
initiatives for indigenous local economies. This would require an innovation-
oriented policy that would promote development in those sectors having the growth

potential,

Increasingly, both central and local government have recognised the need to
assist the small firm, Indeed, the recently announced alterations to the development
aid programme are partly designed to help the growth of small firms offering
alternative employment, both directly through the provision of special assistance
and indirectly through improvements to infrastructure; The particular character-
istics of a logal ec¢onomy of the kind found in Devon and Cornwall with a high
dependence on small businesses and self employment is reflected in the focus

on the provision of small premises by local authorities. Further, there is a
tendency to aid the small firm because of being able directly to intervene. A
local authority can have a relatively small influence;”if any, on the national
or international economic climate. Thus, a closure deéision taken by a national
or multinational enterprise is taken outside the local context with the effect

that the local authority can do little besides accept the decision even though
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the local effects could be significant.

Local authorities are clearly attracted by a small firms peolicey. In the first
instance, small manufaduring firms continue to provide a large proportion of
total manvfacturing employment (Storey 1983). Small businesses are often owned
by local voters with obvious electoral implications, The Problem is the long-
term viability of such enterprises given that arcund a third of small businesses

collapse within the first four years,

Centrally, it is the Department.of.Trade and Industry that has responsibility for
a swall firms policy. Such policy aims to develop a mofe positive attitude
towards self-employment together with a clearer understanding of existing
opportunities. Finance is also promoted for small firmsz and t x incentives are

made available,

A major problem arising from the adoption of a small firms policy is that such
firms tend to have a narrow market area. Any increase in small firm activity in
selected areas 1s likely to displace other small firm activity within a fairly
narrow area. Thus, encouraging small firms may stimulate activity at the expense

of other small firms (Lloyd & Dicken 1982).

But if small firms have a role to play, how great is this role? Research in
different parts of the UK casts doubt on the job creatiﬁg potential of the small
firm (Gould and Keeble 1984, Lloyd and Mason 1984, O'Fa;rel and Crouchley 1984).
Much of the evidence suggests that new small firms can only offer prospects of
‘significant employment gains in the medium to long term, if, of course, they
survive that long. For such firms, the provision of premises in the local

economy may preve a highly cost-effective way of raising employment levels.

Information does exist on the type of small firm wsing the advance Ffactories.

Typically, these units are occcupied by established manufacturing firms employing
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around six workers and that have moved from another part of the country (Perry
and Chalkley 1984). Advance factories do not seem to have been too successful
in creating new businesses. A study of Cornish industrial estates by Shaw and
Williams (1984} has shown that over a third of firms considered thelr present

location to have problems of poor accessibility.

In the short term, then, there are doubts about the job creating potential of
small independent firms,. It can-be argued, though, that it is perhaps not a small
firmsg policy itself that 1s the problem. Rather, the type of activities that the
policy has sought to promote may be at fault. In particular, there may have been

a fallure to encourage technical advance and local linkages.

In most ‘problem' areas there is an apparent inabllity of the manufacturing
sector to create and maintain sufficient jobs to occupy all those actively seeking
employment, The supply and demand for labour cannot be brought into eguilibrium
at a soclally acceptable level. Public assistance has sought to establish such an
equilibrium, Interestingly, remarkably little attention has been given by the
public authoritieslto the possibility that pre-production costs associated with
technical development are higher in peripheral areas and are therefore a key

factor in inhibiting growth.

It is not unreasonable to argue that employment prospects depend, inter alia, on
equal oppertunities for firms to participate in technological advance. Within
manufacturing,.technical change does not progress equally in all industries
{Freeman 1974} and the ability to produce and to adoPt'ﬁew technology varies
between Firms (Le Heron 1973). Since the rate of technological advance varies
between nations, it is not unreasonable to argue that it may alsec vary between
regions simpiy because of spatial variations in industrial structure and/or
entrepreneurship. Technqlogical advance by firms in the local economy c¢an induce
benefits in terms of local income and output, an increased ability to trade and

an improvement in the competitive position of firms (Goddard 1983). Failing to
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produce ox adept new products could mean losing out on increased product demand,
with consequent losses of revenue, potential profit and employment. Over a longer
period, such lags may result in a lbwer standard of output, esmployment and social
conditions for the indigenous population, thereby increasing the dependence on
transfer payments from central.government. Lagging areas therefore becomne
threatened as the market of indigenous establishments are eroded by technologically

based competition.

It is argued, then, that technological change has a fuhdamental role to play in
the future development of a local economy and for indigenous employment prospects.
This is especially relevant when policy to aid peripherai areas by traditional
means is hampered by recession. Public spending is constrained and wobile plants
do not act as a major source of new jobs or potential entrepreneurs. The
responsibility for growth, therefore, falls upcon manufacuring plants already in

operation.

The Devon and Cornwall Establishment Survey

In order to explore at first hand some of the above ideas relating to a small
firms policy, reference will be made to the Devon and Cornwall Establishment
Survey conducted by Plymouth Polytechnic for the Manpower Services Commission

in 1983, Relevant data are available on 571 firms in the two counties. The survey
comprised part of a wider study of local manufacturing fi;ms and clearly only a
small part of the overall study 1s extracted for illustrative purposes here.

More detailed analysis can be found in Dobson (1984) and Gripaios(1984) from whence
the tables listed below are derived, The wider study was concerned with producing
a directory of aids and incentives for businesses in pevon and Corawall, a
directory of firms' inputs and outputs in order to improve matching in the local
economy and to produce a capacity register of firms so that unused capacity could

be hired out to existing entreprencurs.
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Just over 60 per cent of the surveyed plants had been established for more than

twenty five years; the newer plants bheing based in those areas that have been
most favoured by regiocnal policy, Taking number of employees as a measuie of
size, the emphasis 1s very much upon the small plant, In fact, 65 per cent of

the plants employed fewer than 24 employees and only 14 per cent emploved in
excess of 100 employees. It 1s clear that the typical unit of production in the
two counties is small and indeed further analysis has shown that the large plants

tend to be concentrated in the blymouth travel-to-work and Plymouth areas.

Taking ownership status, almost thfee-quarters of the plants were independents
with the remaining quarter being subsidiaries of national or multinatiocnal

| companies, Such a pattern is perhaps to be expected given the small size of the

majority of operations. In fact, a cross~tabulation gives the following plcture:

Table 1: Organizational Status by Employment (% of plants)

Employees
Organizational
Status ‘1=9 10-24 25--49 50-99 100-499 500+ Total
Independents 53.4 26.0 11.1 5.8 3.4 0.5 100
Subsidiaries . 7.8 18.3 16.3 15.7 35.9 5.9 100

(X2 significant at 5% level)
{From Gripaios 1984, p.27)

The effect of the subsidiary plant of the national or multinational enterprise
is evident here as is the relétionship between independent status and size with
over a half of independents employing fewer that 10 people. It might be objected
that size is ﬁot a particularly reliable indicator. If, though, turnover is used
instead a similar pattern emetges insofar as 63% of the subsidiaries have a

turnover exceeding £1lm as compared with only 8 per cent of the independents.

This pattern of ownership and status is probably a consequence of previous
regional policy when branch plants were established during periods of previously

high industrial movement and when local companies were acquired by firms outside
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the area. Branch plants are especially vulnerable to reductions on demand and are
susceptible to closure as has been witnessed in Devon and Cornwall in recent years.
Payne's (1982) survey shows just how vulnerable manufacturing plants have been to
closure in the 1950s and 1960s. He shows that employment in new firms opened
before 1971 fell by 10 per cent between 197% and 1980. In the 1970s, to take one
exatple, Rank Toshiba in Plymouth employed 2,000 but th;s'figure has now dropped
to axound 500. The corporate restructuring that often occurs in multiplant firms
fregquently leads to this kind of behaviour and therefore prompts the question

of the role of regional policy in subsidising such moves,

The role of technical change has been highlighted above.with regard to the effects
on a small firme policy. The data from the establishment survey provide some
interesting findings.in terms of the extent to which the branch plants are in

fact integrated into the local economy as compared with their dependence upon

the parent organization. A useful way of examining this is by examining the

locus of decision-making.

Table 2: ILocation of Decision-Taking % of branch plants

Address Taken

Type of At same

Decision Address RODC ROSW SE ROUK OVERSEAS EEﬁﬁtﬁéﬂﬂ
———— ————— . one site
R&D 48.3 2.6 2.6 9.9 6.6 7.3 22.5
Investment 25.8 4.0 4.0 17.9 10.6 9.3 28.5
Purchasing 72.8 2.6 2.6 4.6 1.3 0.7 15.8
Marketing 49.3 1.3 6.6  19.7 3.3 1.3 18.4
Production 82.2 0.7 0.7 2.0 - 1.3 0.7 12.5
Key:

RODC - Rest of Devon & Cornwall

ROSW — Rest of South West excluding Devon & Cornwall
SE - South East
ROUK - Rest of United Xingdom

(From Gripaios, 1984, p.29)
The type of decision appears to be related to the degree of autonomy. Thus, there

is considerable autonomy in purchasing and production whereas the other areas
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suggest a high degree of centralization within the parent organization. In many

areas of decision-making activity, then, the branch plants are very dependent on
what goes on elsewhere. From the point of view of regicnal policy the cbvicus
leseon is that there could be a problem foxr regions having a dependence on

such branch plants. in many instances, branch plants occupy premises that axe
purpose-built. The branch plants are, as suggested above highly dependent for
their continued fortunes upon demand levels and technological change, Rather
than adapt a plant to changed circumstances it often paysan organization to move

to a different location.

The extent of managerial autonomy is a useful index of the degree of integration
into the local econemy and it is clear that the dependence on branch plants in

the local economy suggests such a lack of integration. Another way of examining
this feature of integration is to take industrial linkage since the more linkages
there are in a particular region between firms the lower will be the 'leakage'

to other regions and, indeed, the greater will be the regional multipliier. Linkadge
can be examined by reference to both goods and services. In respect of the

origin of supplies, 71.5 per cent of plants reported taking more than fifty per
cent fron cutside Devon and Cornﬁall. This is divided with 66.4 per cent of the
independents and 84,9 of the subsidiary branch plants. In the case of the latter,
the source of supplies was often f£rom other branch pla;ts of the same organization.
The position is perhaps made clearer by the fact that over ninety percent of those
plants employing more than 100 employees obtained more than a half of their

supplies from ocutside the two counties,

The other form of linkage Qderives from services as investigated by Dobson (1984).
whose findings are summarised in Table 3. What is clear from this is the way in
which the lower crder services tend to be provided locally, whereas Group 1

services are less likely to be so provided. Dobson has shown how the branch plants

were more likely to import services.



TABLE 2 : Major Source of Services used.,

{ of Plants Responding

Type of
Service

~Group 1
Computing
Legal

Financial
Advice

Aocounting

Export
Servicesa

Public
Relations

Group 2

Research and
Davelopment

Group_3
Haulage

Orfice
Cleaning

Plant Hire

Waste Diaposal

Total

Devon &

Cornwall ROSW

60.0

5.7

1.7
78.3

50.3

60.9

61,1

§0.2

99.4
94,5
97.9

8.1

2.8

L.9

3.4

2.9

2.9

0.0

0.5

0.4

20.79

16.1

17.5

12.4

25.5

24,4

16,5

1.5

0.6
0.5

0.4

Yon
Respondenta

ROUR  Overseas Total (Number)
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‘6, Discussion

The brief look at the Devon and Cornwall Establishment Survey presents a
picture of a local economy having somewhat loose linkages both for materials
and for services, Furthermore, decision-making, especlally for higher crder
functions, is centralised outside the local area and where a high degree of
employment takes place in externally owned branch plants, An important effect
of this situation could ke that the local econcmy is badly placed in terms of
rYeacting to both economic and technological change. There is a hint, though

not empirically proven, that with such an overall pictﬁre, the most forwarde-
locking and dynamic entrepreneurs ﬁay cperate cutside the region. Certainly there
is evidence that key staff functions are performed outside the region on a
large scale (marketing, research and development, etc). The point is that these

skills are generally not readily available locally.

The argument here is that future policy should address the question of balance
within a local economy. The stress here is upon self-gsustained growth associated
with the potential for local linkage. As shown above, the current situation

suggests under-developed material linkages in the far South-West.

There would appear to be a sevem constraint on the service sector since the
externally owned plants tend to obtain their business services from outside the
region., In this sense, external ownership has a detrimental effect on service
develqpment. It is possibly the case that only those firms that can survive
without reqular contact with the higher order services wiil be attracted to the
region, It follows that there ié.an urgent need to encourage the development
of organizations providing such services especially sihce such & strategy would

also encourage externally owned firms to use the local services.

A policy encouraging the formation and growth of the independent f£irm could also
increase the amount of local linkage and self-sustained growth. Furthermore, the

significant number of job losses arising from the externally owned sector would
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be importantly reduced.

One problem that has not been addressed here ig the fact that many small
companies fail because of gross mismanagement. Clearly, local authorities and
central agencles need to be able more effectively to identify those companies
that could be at risk. Rate of employment is a good guide as is the range of
products and the introduction of new products. Essentially, it comes down to
funding agencies having greater knowledge of the activities of small Ffirms as

well as having knowledge of the linkage potential.

If a more indigenous policy were to_be adopted then, by definition, more

decisions involving research and development, employment and Lnvestment would

be taken far more on a local basis than exists at present. It is the small firm
that over time is likely to sustain the net new jobs and even then the pessibility
is that a relatively small number of firms could be involved. Traditional policy
inveolving simply maximising the.number of new firms not only has a displacement
effect it does little for increasing local linkage, What is needed, therefore,

is a more coherent integrated policy.

Taking pelicy in changed circumstances a number of important issues needsto be
considered in designing a strategy for local growth, Bearing in mind the weakly
developed local linkages, the limited amount of higher-order decision-~making

and the relatively low potential for service development, policy needs to be based
on an understanding of how new firms come to be founded; who forms them, why they
are formed and the potential for.survival for such new ?éntures. Without such
knowledge the failures and disappointments of previous policy are likely to be

repaated,
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Note . on gquotation

As with all papers I write, this one reflects my thinking on the
subject at the time that T wrote it; I may change my mind before
presenting the paper, while presenting it or afterwards. Because
thig is a first version of the paper, it is more tentative than
might otherwise be the case. Nevertheless, please quote from the
paper if you wish - academic debate can only proceed through the

- vigorous criticism of ideas, rather than shielding them from public
gaze until they are polished to what usually turns out to be a
transient perfection. 1In any case, my citation score could do -
with impreving. '






This paper seeks to conitribute to the second'abjectiva of the
workshop, 'to consolidate the e.xisting_body of empirical research having
a bearing on the relationship between public authorities and private
enterprise in the process of public subsidy'. The.basic theme of the
paper is that, given that industrial subsidies in ébme form or another
-are apparently unavoidable, it is important that they should be cost
effective: that the public money spent on them shoul@rhelp progress
towards the stipulated objectives, The evidence reviewed in the second
part of this paper suggeats that they are often ngf cost effective in
the sense defined. Publi& meney is:spent to enable firms to do things
that they would have done in any case. The third section of the paper
attempfs to suggest why, at least in Britain, the pressures for cost
effactiveness are relatively weak, whilst those whiéh.seek to maintain

subsidies in their existing forms are relatively strong.

Perspectives on Industrial Subsidies: a Brief Review

One may distinguish thfea broaq-views on indﬁstrial subsidy. Therxe
are thosa who argue that," in effact, we naed 'more of the same', as long
as we learn from the lessons of past experiencs and.hence get it right
next time. 'The same’ in the British case is sé;éétive intervention
making some use of tripat;ité cdnsultative and adviéo:y mechanisms.

In defence ¢f this approéch:.it-could be argued thﬁt;it has never been
properly applied in the British case. Metcalfe, fbr example, argues that
it 1= not that fripartism-has been £ried and found ﬁanting. It has been.

found difficult and left untried!. {(Metcalfe, 1984,'126).

|



Others would argue that the poor recoxd of industrial subsidies in
Britain and other countries demonstrates the need for a return to a purer
market mechanism, unsullied as far as possible by the interventicns of
government. This view is argﬁgd in the 1984 Eccnomic Report of the
Praesident which asserts that industrial peolicy *has been unsuccessful in
Europe'. (President of the United States, 1984, 88). Taken as a wheole,
the argument presented there against industrial pelicy iz somewhat
nationalistic and partisan, and contains a number of statements which ave
open to challenge, but a succinct and robust case is made for the market

mechanism:

The bezt way to deal with the many changes in :
demand that occur in a dynamic economy is to allow
investors and workars to respond to such changes.
Because they reap the rewards of their successes
and pear the costs of their failures, investors
will seek out industries that pay the highest rates
of raturn. Similarly, workers will have incentives
to work where they can earn the highest wages.:

The frae movement cf capital and labour in response
o new profit opportunities and wage differentials
increases growth. Government allocation of invest-
ment that ignores market signals usuvally stunts growth
by diverting labor and capital from more productive
uses.

{President of the United States, 1984, 88; for a
British statement on these lines, ses Burton, 1983).

Another view is that there is need for more interventionism of a
different kind, particularly directed at the financial sector and the
selective allocation of credit. The argument advanced is that Britain
has been characteriéed by a dominance of finance capital over industrial
capital which has encouraged overseas investmwent to the detriment of

domestic investment, thus accelerating the process of decline in the



Industrial econcomy. It wouid be pcssiﬁle to write a_paper on this topic
alone, but one point which is often forgotten shouid.ﬁe stressed. When
investment is undertaken in the UK, the return in tefms of extra output
is considerably poorer than in competitor-countrieég about half the
figure obtained in terms of extra output from manufacturing investment

in France and the BRD (National Economic Developmeﬂt"bffice, 1980 .
Simply stimulating more investment woilld not sclve tﬁe comntry's problems
and might indeed worsen them by dépressing the overall rate of return as

a result of the encouragement of more marginal projects.

A personal perspective

Where does the writer stand? I have baen sﬁudying industrial policy
for about a decade. I started my woxk with an ideological preference in
» favour of‘selective-intervantions by government infthé working of a mixed‘
economy. My research ove:.the ye;rs has nmade me lgﬁs sanguine about the
beneficial effects of govgrﬁménﬁ'intervention - at:ény rate, in the British

case. Britain may, of coursg} face particular'obstacles in designing and

implementing a satisfactory industrial policy. (See Zysman 1983) .

Particular national.prQSIemé aside, the direct economic benefits of
intervention are often disappointing and way be cfféet by its opportunity
coéts. In particular, shdrtlfﬁnibenefits may be offﬁét by long run costs.
Kééping a particular plant.bpén or safeguarding a”;elécted indusﬁry may
preserve employment in the éhort'run, but may-leadiiﬁ the longer run to a
domestic economy which is ieés able to adapt to cﬁéngés in the glcbal
economy and which, because it is inherently leés competitive, can offer a

more limited and less attractive range of employment opportunities.

il



43 the CECD points out:

When aid is discretionary there is always some
danger that, due to social and political pressures,
funds are allocated to lass productive firms,

. thereby prolonging the existence of Inefficient
structures and running the risk of stimulating
over-capacities. In practice, discreticnary
procedures often penalise those productive firms
vhich are ultimately more likely to promote
investment and eventual employment.

(OECD, 1983a, 79}.

Because of its often overlooked cpportunity costs, industrial policy
may produce twe losers rather than one winner. A particular case from
Britigh industrial policy may help to make this point. The ﬁootes company
was pressurised by government in the 12603 toc locate its new car plant
at Linweod in Scotland, rather than at Coventry which wcuid haye been
its preferred location and where it had a site. (Wilks, 1984, 78),
However, the requirements of regional policy, and the need to provide a
major local uzer for the Ravenscraig steel plant (itself the product of
a botched decisicn by the Macmillan Government) led to the new plant being
built in Scotland. Iinwood has, of course, since closed, and the future
of Ravenscraig is.uncartain. In the meantime, the car industry in Coventry
has experienced a precipitous decline, producing high local levels of
unemployment in a previously prosperous area. If the new plant had been
built at Coventry, in what was then the heartland of the motor industry,
there is at least a chance that it would still be open today. As it is,

both the West Midlands and the West of Scotland have lost out.



However, thig paper isg not.intended to be a sermon on the merits
of the market mechanism. In evaluating the success or failure of government
interventicns in the industrial.ecuncmy, it must be.?emembered that such
ihtexventions are made in projects whi&h look like poﬁr bets on normal
commercial criteria. In other words, one would expéct.a high failure rate
in seléctive interventions. ﬁowever, this failure tate has often been
higher than it need be in the British case because chérnmant often delays
its intervention until an industry or firm has reachgd'its terminal crisis
and iz haYOQd resuscltation. Such a pattern of int;xvention iz a reflection
of the gg‘ggg_character of industrial policy in Britaiﬁ, of the lack of |
a propey plaﬁning mechanism, or at least of any adequaté means of
coordinating the wofk of the various government depgftﬁents that work. in

the area. (See Grant, 1981, Chapter 2; Wilks, 1984),

Even if there are significant areas of fallure in:the way in which
government formulates and implements {ndustrial policy (and these failures
are, in princiﬁie at least,.cépable of remedy) , thasﬁatket system in
practice displays many imperfect;ons which undermine the claim that it
should be the almost universal mechanxsm for the allocation cf resources.

As the CECD comments:

Markets neither automatically ensure full
employment and price stability, nor guarantee
harmenious regional development. Markets are

alsc unlikely to anticipate future soclal and
economic needs c¢orrectly in some areas of

economic activity because the relevant . information
is not easily accessible, People usually also
have uneven starting cpportunities. In addition,
there are economic activities for which the
rewards for fulfilling needs cannot be easily



appropriated by the supplier {public goods

and economic benefits). oOther activities
generate external costs. Some markets nay

be distorted by concentrations of market
power, which can then reduce or eliminate
proper adjustment, cost cutting and innovation.

{CECD, 1983a, 8).

However, the mere fact of market failure does.not, of itself,
justify government interveﬁtioﬁ. Intervention may fail to solve, or
even compound, the original problem, or create soﬁe n;w prablém which
was worse th#n the original cne. Oﬁe needs to ask vhether interveﬁtion
is helpful in a particular instance, and then, if iﬁ ié thought to ke
helpful, one has to think about the particularxr form that it should take,
and how it can be successfully implemented.

Unforénnately, this last question is not asked aften enough, although
it iz an area where political scientists should be particularly capable
of making a contribution, There is a tendenc¢y to assume that any pelitical .
problems associated with the formulation or implementation of industrial
policy are, by definition, insoluble and that the presence of such problems
of itself creates an argument against the use of industrial subsidies.
Por example, the Eccnomic Report of the President argues that 'The prospects
for a geood Federai adjustment program may be limited by the same problems
that would plague induatrial policy initiatives in general - possibly
-deserving groups would be crowded out by their less deserving but politically
powerful cempetitors', (President of the United States, 1984, 94} . The
possibility.that one might want to investigate the feasibility of

adjustments to the political process so that the effects described would be



minimised is not even considered,

When considering the British case in particuléx it is important
to. remember that the UK economy is prohably the mogt‘concentrated in the
western world (Uttoﬁ, 1982) and in many areas oﬁ economie activity the |
competitive market mechanism cannot be said to work even in an imperfect
: fashion. There are some areas of econcmic acﬁivit? which are natural
monopolies, even if it is admitted that some of tﬁgsg_supposed natural
monopolies are artifices :esult#ng from 1egislati¢g, 9£ subject to erosicn
by technological change. Many formerly state owned concerns are, of
coufse, being privatised and in other cases new chief;executiVEs have been
brought in who see the pursuit of success in the 'ﬁ&éket‘ as their first
priority. Unfortunately, in many cages the 'market’' does not exist in
any meaningful sense of'that.tgﬁm. For example thg;fmarkeé’ in coal is
determined domeatically 1érqely_by governmant dqcig#éﬁs about how power
shoulé be generated, and internationally by the subéidies provided for coal
mining by other states. In.qﬁhéx'areas, government's-role as a purchaser
{e.g. in cohstructian, phakmaceuticals and the defeﬁqe industries) has
a_ﬁrofound impactlon the form and level of econoﬁic gctivity. These
arguments lead us in two directions: the need to taﬁeﬁcompetiticn policy
seriously; and the need to.aﬁqit ﬁhaﬁltﬁere are aggagfwhich are not
susceptiblie fo the market.ﬁ§¢h;ﬂism,.particularlf i?'? world where other

governments are highly interventionist.

The view taken here is that the principal case against too heavy a reliance
on the market mechanism is not an economic one. 'Aftgr all, in so far as

there are market imperfections, government could seek, ag far as possible,



to remove the underlying causes for those imperfectiong, rather than
treat their symptoms. Moreover, it could be argued that even though

the market mechanism has its 1imitatidns. these limitationg are less
cnerous than those that result from a system of centyxal planning on the
Soviet model. That is not an excuse, however, for forgetting that the
market has inherent limitations as an economic device. The real risk

cf such selective vision is not so much that some real practical
limitations are ignored, but that it contributes to an all too prevalent
state of mind which treats the market almost as an cbiection of veneratiom,
a revealed mystery, rathexr than as an imperfect mechanism fcr ordering

one aspect of the social beshaviour of men and women.

Nbvertheless,.tha'raal case against an uncritical adﬁlatian of the
market mechanism is a scocial oﬂe. The unrestraindd operation of the market,_
whatever lts economic benefits, can have sericus social costs which
governments should not ignors. The market mechanism often places the
burden of industrial change on those least able to bear it -~ the poor,
those in ethnic minority groups, in deprived regions or inner city areas,
oxr in single indu;try communities. Even more important, the market
mechanism, 1if it_is not subject to apprepriate politiecal restraints, can
rend apart the social and political fabric of a countrxry. I have no
hesitation in making the value judgement that I would not like to live
in what Sir Ian Gilmour has called a clockwork orange_society {Gilmeour,
1980, 16), although unfortunately we riow seem to be nearer such a society
in Britain than when Gilmour first coined the phrase. Ewvan if such

arguments are not found convincing on the basis of their moral appeal,



it should be remembered thaf the market mechanism 1téélf requires a
reasonably secure social climate in which to operate;. The fact that

the market mechanism encourages individual aggrandis'einent at the expense
of collective cbligation tends to undermine that soclal climate which
fogsters the mutual trust and social peace which a succéssful market systen

requires. (See Hirsch, 1977 Crouch, 1983).

There is, therefore, often a case for intervention on social grounds.
.If such interventicn beccmes too extensive it can.Befﬁounter productive
for the reasons cutlined sbove. 'Oné needs to cope with the social
consequences of industrial change wiﬁhout so- distorting the process of
industrial'adjustment that the competitive positian.of-the economy
‘deteriorates and everyone is worse off in the long run. Drawing this
balance is not easy, and it is a matter of judgement rather than the

application of blueprints, but that does not mean that the attempt should

not be made.

The opening section of thi§ paper may be too no#mative for the taste
of some political scientisﬁs,ibut in such a contentious area it is only
fair tb stéte where one stanﬁs; The next section.of the paper will offer
a more analytical attempt at undergtanding the lessons of the British

experience with-industrialVSﬁbsidies.
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Industrial Subsidies in Britain: the Recornd Reviewed

The term ‘'subsidy’ referred historically to a parliamentary grant of
money to the Sovereign foxr state needs; it is used lhere in the sense of
moﬁey contributed by the state oi a public body to a commercial under-
taking which is held to be of public utility. The problem of daciding
what constitutes ‘public uwtility' is, of course, at the heart of.the
difficulty of deciding whether a particular subsidy, or subsidies in
general, are efficacious. The first section of the paper triaed teo make
the point that too great a reliance on subsidies 6an destroy the market
mechanisﬁ with undesirable consequences. Agricultural policy throughout
the western world offers a salutary warning in this respect. Aas the OECD
comments, ‘present agricultural policies make many world markets for -
agricultural products residual in character, which is one of the reascns
for instability in demand and supply at tée international level'.

(OECD, 1983a, 21).

In this section, the argqument moves away from the congideration of
ganeral argquments for and against subsidy towards a much more specific
and limited, but_nevartheless, important set of guestions: in particular
areas of industrial policy, how far, if at all, have industrial subsidies
been successful in attaining their stated cbjectives., The question of
whether the stated 6bje¢tiVes are desirable is left to one side, so that

the issue tackled becomes one of cost effectiveness. Has the public money

gspent achieved the desired results?

For an industrial subsidy to be effective, in the limited sense

dafined, three conditions have to be met. Potential recipients {in general,
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firms) have to be aware of the existence of tne particular subsidy.
They have to be aware of iteiapplicabil;ty to their particular needs,
‘and hence be induced to apply for the subsidy. Mest important of all,
having taken up the subsidy, thelr acceptance of in should lead to a
modification of thelr behaviocur in a way that conferme with the objectiyes
of government industrial poliey. In fact, the ave;lable evidence (seaq
Gnant,_l984 for a review) suggests that firms areenpn_oftan aware of
the available aid, and that eﬁen when they are awarexoflit, they often
do not take it_up. As a former_Parmanent Secretary of the Department of
Inﬁustry has commented, 'On the whole, whete selentife.essistance is
concerned, we have been response constrained, noﬁifeeeurce constrained’ .
(Quoted in Grant, 1981, 52). _wimt is even nore werr'ying, when firms do
aceept subsidies, they often do what they would have done anyway in the
absence of the aid: at best, projects are sPeeded up or go ahead on a |

larger scale, (See, for example, Imberg and Ncrthcctt, 1981, 12).

In order to provide a2 etruenure for the subequent discussion,
gnvernment industrial subgidies will be considered in relation to f;ve
main policy areas. There is some overlap between the areas as I have
defined them {e.q. between regional policy and inwaxd investment policy),
but they seem to me to be a sensible way of distinguishing between the

different policy arenas. The five_pclicy arenas ere;

1. Regional policy

2, Aid to attract inward investment.prujects which have
a choice of 1ocation between countries

3. Aid to restructure declining sectors of industry
| 4. Aid to small firms

5. Innovation policy aid
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Regional peolicy

We have now had some fifty years experience of regicnal policy in
Britain, but the depressed areas are broadly the same és fifty years ago,
with the addition of the West Midlands. Indeed, the West Midlands has
been adversely affected by the transfer of industry to other areas as a
consequence of regiomal aid policy. The relative position of Scotland
has improved somewhat (fewer peoplea are now unemployed there than in the
Wesﬁ Midlands), but this is as much to do with North Sea oil as with
regional policy. Of course, things could have been a lot worse without
regicnal policy, but the available evidence suggests that regional policy
has been a relatively expensive way of purchasing a relatively small
number of additional jobs which often turxn out not to be very durable. '
The Regicnal Studies Association, which i3 relatively well disposed to
regionai policy, admits that 'The main impact of regional policy's success
in increasing ich opporﬁunities in the Assisted Areas appears to have been
to reduce the rate of net cut-migration from the less prosperous.;egions
and to raise their female activity rates rather than directly reducing
the number of registered unemployed'. (RSA, 1983, 7). The Regional Studies
Association argues that 'What is reguired is the creation of a gemeral’
_economic envizenment in the depressed ragions that 1s much more conducive
to growth-inducing innovation' but admit that ‘it would be very difficult
to overcome the dispartitlies in potential arising from the South East's

dominance of corporate headguarters, R and D and producer services generally'.

(RSA, 1983, 110},

Research by the Department of Trade and Indusiry suggests that the

application of regicnal aid over the pexriod 1960 to 1981 had resulted, by
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1981, in & net increase of around half a million jobs. {DTI, 1983, 6).
There is ‘'some evidence to suggest that regiomal indqstr;al incentives

- were less effective in terms of job creation in the'LQ?Os than in the
'1960s and were somewhat less effective in the second ﬁalf of the 1870s
than in the first haif'. (Public.Accounts Committee, 1984, vi)., At

;984 prices, the cost per jcb creéted.was arcund E4o{oco.l However,

this average figure conceals a wide range, which mayﬁhava gone as high

ag £316,000 per job in some ¢ases. Certa;nly, there have 5een very high
costs per job in the case.of'tﬁe oil indﬁstry, whefe_regicnal development
' grxants have been given to plants which would havé;loqa@ed in the same
place anyway. Moreover, it could be argued that iﬁ §6ma industries,
grants have accelerated a trend towards greater capital intansity, leading
_ o net job losses. (Robinson and Storey, 1980). A case in point is
chemicals, although the DTI reﬁafds the research conclusion that regional
assistance of £1,400 million to the chemical industry has resulted in a
loss of 22,000 jcbs as simplistié, although they do not reject it altogether.

{Public Accounts Committee, 1984, 22).

Neverthelegss, there is efi&gnce that regional grants have affected
location decisions by industrialists and are more likely to be built into
investment appraisals by compariies than other typeé of grant. (CBI, 1978, 5;
Walker and Keist, 1980, 27, 32}. In large part, this:has been because of
their 'automatic' nature in the case of RDG (the mofé_important type of
grant). (Walker and Krist, 1980, 46-58). Hences, the Government's proposals
to place a cost per job 1imit:on regiﬁnal grants,_glthough understandable
from a public expenditure viewpoint, may render:regiénal aid less effective

in the future than in the past.
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Before leaving the subject of regicnal aid, it should be noted that
there is something to bde said for the multi-functional regional development
agency such as the Scottish Development Agency and the Welsh Development
Agency. These bring together a number of industrial policy activities
together under one institutional reof - factory building and leasing,
attraction of investment, assistance to companies, aid and advice to small
firms etc. The Scottish Development Bgency has been partigularly suc;essful
in working in cooperation with local authorities to develop plans for
localities that are severely depressed or have been hit by a majecr plant

closure, This model combines flexibility of approach, an intimate knowledge

of local condit;ons, and an 'in house' esprit de corps. However, it may

be difficult to replicate cutside Wales and Scotland which share many of
the advantages of fully autcnomous 'small countries': a relatively small
elite groﬁp bound together by a network of informal links, and the
possibility'ofhm;rkg;ing the country as a distinct entity {(e.g. 'Silicon
Glen' in Scotland) . Even so, within a union state, (Rokkan and Uzwin,
1983, 181, 187), there are limits to regional autononmy and separate Scottish
offices abroad have been a particular source of friction, given that they
appear to imply that Scotland is more than an appendage of England! It is
doubtful whether a North~East ér Merseyside agency could bé ag successful

as the 8SDA, and even the latter has made its share of mistakes!
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Inward investment

When the Conservative Government came into dffibélih 1979 it announced
its intention to continue to proﬁide'funds to attiact internationally
mobile inward investment projects and followed this statement of intent
EY putting together a substantial aid package for'thb'vs‘owned firm, Dow
Corning. (Grant, 1981, 61). In subééquent years, the Government increased
the proportion of financial assistance to industry-givbh to inward
investors. 25 per cent of all section 7 offers im '1978-79 went to foreign-
owned companies; by 1981/2 it wﬁs 47 per cent. Even more striking, 15 per
cent of all section 8 offers in 1978/79 went to foreign owned companies:

by 1981/82, the proportion was 58'per cent. (Department of Industry, 1983, 15).

The government argues that 'Foreign-owned companies not only bring
injections of capltal ‘investment and jobs to the UK but also innovative
managenment and production techniques which benefit the UK's industrial
struégure'. (DTT, l984a, 1). A major study of mul;inational investment
strategies in the British Iéles'carried out by Hoodlaﬂd others for the
Department of Trade and Industzy found that 'Foxeign direct investment in
the UK has been a major source of employment, and the productivity and
investment and trade performance of foreign firms has been superior to that
of indigenous companies'. (Hood and Young, 1983,'305).' Although there have
been some highly publicised ¢ases of withdrawal by transnational companies
from preduction in Eritain, fhié'has'often been wiﬁh ébod‘cause and a DTI
study found that employment lest through closure wa.is". '_gmilax in both UK-owned
and foreign-cwned groups, althouéh'foreign—owned ﬁi;nté increased their
employment overall, while sufviving UK—cwneé planéﬁiéhdwed a net contraction,

(British Business, 26 November 1982, 536-37), A study in Northern Ireland
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found that British owned plants were, on average, likely to have a shorter
production life than plants owned by American or West German companies.
{Northern Ireland Economic Council, 1983, 28} . Of course, this is not to
say that inward investment by foreign cwned companies has no disadvantages,
not least the tendency of US companies to support their domestic operatians
with funds from thefir foreign affiliates, However, our concern hexe. is
not with the arguments for and against encouraging inward investment by
transpationals, but with the cost effectiveness of aid to such companies.
As Hood and his c¢olleagues point out, 'Given the general problems qf the
manufacturing sector in the UK and the absence of policy alternatives,

it is reasonable to presume that Britain will want to remain a major host

nation to multinational enterprises'.(Hood and Young, 1983, 319).

- Attracting such investment has not bheen easy, given that the overall
level of foreign direct investment is not rising as fast in real terms as
it was in the 1960s and early 1970s, énd that there is incrgased.competition
for it from other Eurcpean countries (particularly the Irish Republic) and
also from newly industrialised countries such as Brazil and Taiwan.

General studies ¢of the way in which firms take investment decisions suggest
that goevernment éssistance is regarded as a welgome bonus, but is not
allowed to affect the decision about whether or not to undertake a |
particular project. {(CBI, 1978, 17-18; Imberg and Northeott, 1981, 12).

Of course, in the case of assistance fox inward investment, a decision to
invest has already been made in principle, and the c¢hoice that remains is
about the logation of the investment, although this is often influenced’

by the existing distributicn of overseas plants. The research by Hood and

his colleagues shows that government financial assistance was very important
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for 29 per cent of the incoming companies intervieggd} and important
for ancther 1O per cent. It was of iess 1mportanq§[£han_access to the

- U.X market which was mentiéned as important by 52'§gr_cent of companies,
and by 62 per cent of the Eurcpean owned campanies.: Anothex key factor
wag the availability of companies by acquisition which was rated as

very important by over a third of the sample. {Hooﬂ and Young, 1983, 168).

The evidence suggests thét government-incentivga{yére an important
influence for some companies, particularly for thnge setting up green-
field ventures in the assisted areas. Nevertheless, one should not
ovarlock the fact that over 60 per cent of companies interviewed said
that financial assistance was not an important influence on their initial
locatien decision, or they did not know what inflqence it had. {(Hood
and Young, 1983, 168). This suggests that'qnite a considerable
. preportion of government ass;stance o inward 1n;é#;b:s iS-qiven_to
‘companies who are not influgn?ed_by it, althougﬁ-ény.attempt t§ develop

& more selectlve approach would be inconsistent with the genexal policy

of ‘welcome' and might have counter productive effects,
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Ald to declining sectors

The last Labour Government set up a number of aid schemes fox
declining sectors, and one such scheme has been run by the Conservative
Government {for the privately owned sector of the steel industry).
Tyﬁically, the scheumes have combined assistance for new investment
and consultancy advice on efficient production with aid for fixms
wishing to merge, rationalise or going out of business., Given that
these schemes operated in sectors already experiencing severe difficulties,
it is not surprising that many of them achieved disappointing results,
although an experiment encouraged by the Conservatives using a merchant
' bank to rationalise a sector in difficulty was arguably even less

successful.,

I would like to look at two of the schemes which have been studied
in detail by government economists, (Lambert, 1983; Potter and Davies, 1983).
The Clothing Industry Scheme was directed at an industry ‘'characterised
by low investment, labour intensive production methods, and widespread
‘financia) and managerial weaknegses, all related to a highly fragmented
industrial structure. This resulted in poor productivity, low wages and
high labcour turnover, market loss and increased import penetration'.
{Lambert, 1983, para.l}. In other words, the industry was a clear case

for treatment.

‘ The scheme tended to attract the faster growing companies within
the industry.z Nevertheless, its impact on investment seems to have
been limited (although the funds provided, some £21 million in total,

were not that generous, and the investment portion covered only seven
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per cent of total investment costs in the industrﬁﬁwithin the period

of the scheme). The first limitatian was thaﬁ thé;séheme was response

. constrained; companies spent less than expected_ané ép recelived
proportionately less in granfs, leading to a shortfall in expenditure
af £8M. Inl118 cases én offer accepted bylthe app}iqant had led to no
‘claim- for payment by 1981, - As far as those compaq;gs which did take up
assﬁstance.are concerned, only 16 per ;ent said tﬁa;;they would not have
undertaken the investment.projeﬁt without assistaﬁgéf and in addition
to the thirty-one companies interviewed, another éiﬁé ceuld not be
contacted because they were insclvent or, in one cgéé} would not be
_interﬁiewe@ because of se:ious_di:ficqlties rgsulﬁiﬁg_from an overly
ambitiouS-investment'projgct_financed by tﬁé sche@s;. Nevertheless, a
majority of companies d4did a:gug that assistance ﬁéd:lad o the acceleration

or enlargement of investment projects.

. The DTI repoxt admits that the_additional'invééfment generate& by
the scheme was prcbably too small to have more. than a marginal effect
on the iﬁduétry's capital stock. In any case, thé §£;ength of the
reéession_which commenced in ﬁhé industry in 19?9; f;: outweighed the
modest effects of the scheme and led to major reséﬁgétﬂring which
obsoured aﬁy productivity.benefits obtained. ;£:ﬁ;é:bean hbped that
the timing of the scheme wéﬁld induca_a,counteﬁfééqiical boost t§
investment in 1975-6, but this did not occur.,;fh;_gést estimate made
bf govexnment econometricians suggests that for_é;éhsﬁl of assistance
received, companies invested, %n average, an_add;giééﬁl’QG pernce net
of government assistance. Whether this pound.for;é§;nd return is worth-

while is a matter for perscnai judgement.
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The gcheme also provided assistance for merger and rationalisation
projects, although these measures were not popular. There is alsc some
evidence that this assistance impeded rationalisation by enabling some
companies to survive: about a fifth of companies interviewed doubted
whether they wﬁuld'have remained in business without the assisted projects.
It is also disturbing that whare investment assistance Qid lead to an
enlarged project, such projects tended to be less successful than those

unaffected or simply brought forward.

If one was going to be harsh about the schema, one could say that the
monay was taken up largely by the more successful companies to beoost
investment they already intended to undertake; that, in so far as it had
any impact on industry raticnalisaticon, it helped scme less efficient
companies to stay in business; and that the impact of the scheme con

productivity and output in the industry was not significant.

Phase two of the wool textile scheme accounted for a higher proportion
of investment in the industry at the time of the scheme than in the case
of the clothing industry scheme, and the rationalisation scheme was more
popular than in clothing.3 Econometric analysis suggests that phases one
and two of the scheme increased total investment in wooi textiles by
between 15 and 35 per cent over the period 1974-72. However, the 'knock on'
effects were limited in so far as B0 per cent of the new machinery bought
was not British, largely because British machinery was not available.
The report also notes that, if onmly in the short term, firms which put
their accumulated cash surplus into gilts received a far greater raturn

than those that invested in machinery. From a ¢ost effectiveness point
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of view, it is somewhat disturbing that fifty-seven per cent of firms
said that they would have gone ahead with their investment without the

schenme.’

When government runs a.sect;on 8 scheme for a sector, it is usually
already in dixe straits. .The problems of the sectors are not the fault
of government, although it is easy to bhlame governgent for net finding
so;utions. Bowever, it ig difficult to be optimistiﬁ about the cost
effactiveness or the wider social éffectivenass of interventions in

declining sectors.
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Small firma

The Conservative Government has placed particular emphasis on measures
tc assist small firms, but it cannot be said that they have been all that
successful. - The loan guarantee scheme which came into operation in 1981
was designed to improve the flow of commercial funds to small businesses
with a viable proposition which would not otherwise get financial backinQ,
. Under the original scheme, the Department of Industry quaranteed repaymént
of up to 80 per cent of the value of new medium term loans made by
participating financial institutions. The decision about whether a
project is "additional' is made by the financial institutions, and this
has led to accusations that banks have offloaded their more dubious
propositions on to the scheme. The scheme was not self-financing as was
hoped for, with the earliest loans showing a one in three failure rate.
There was speculation that the scheme might be dropped altogether, but
guch a move would.have been unpepular with the small business lobby, and
it was reprieved for seven months in June 1984. However, the element of
government guarantee was reduced to 70 per cent and the premium levied
by the DTI to cover losses was increased from 3 per cent to 5 per cent,
thus making the scheme lesa attractive to potential borrowers. It was

subsequently extended on the same terms until the end of 1985.

Given the faith which the Government places in small firms as a seed
bed for econcmic recovery, the findings of a study of the gcheme are not

reassuring:
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Mest of the proprietors of small businesses
in our study did not know, when they came
to apply for their Scheme loans, how to
manage their businesses to the best advantage.
They didn't know how best to assess and _
structure their Ffinancial requirements, nor
'did their bank managers. Business fragility
was often compounded by the type of finance.
Once started they were uncertain as to how
best to control their businesses and some
of the better ones devised means of their
own rather than seek the benefit of axternal
. practical advice. Often their bank managers
seemed reluctant to monitor regularly what
happened to the business. Advisers, . -
predominantly the accountancy profession,
either were not asked, or did not offer to
assist; nor &id they help anticipate the
procedural and administrative problems which
small firmg encounter.

(Robson Rhodes, 1984 , 10).

The report has some harsh tﬁings %0 say about small businessmen,
although it also praises their determination. It ig clear that many of
them had prepared inadequately for starting a busihess: one=-eighth had
planned for less than a month! (Robson Rhodes, 1984.:50). When four areas
- of business {marketing, production, finance and purqhasing}'were combined
for borrowers starting new husinasses, it was clear that ingxperience
outweighed experience. (Robson Rhodes, 1984, 51). Approximately seven
per cent of horrowers andréléimantS'appgar to have been insolvent
previouély; About 64 per cent of new borzowers formed a view of their
financial needs entirelylby'thémkelves, but as Fhe;fépért comments, these
ideas were no£ based on in?'réél knowledge of the'ﬁﬁrkat for finance.
(Robson Rhodes, 1984, 53). fThus, 'a picture emefgés-bf potential borrowers
a2 having little understanding of the way in which to set up businesses,
with no research, planning cf-pfbper’gestation of'ﬁhéir ideas, with little

or nc knowledge of the finance required (either type or amount) and with
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no experience of practical and useable assistance available to them!,
{Robson Rhodes, 1984, 54). Ihe repor? describes many borrowers as
struggling through 'relying on the most extraordinary books and records
with peculiar and unintegrated management information systems®'. (Robson
Rhades, 1934, 55} . The report aums up the typical borrower as ‘naive’,
'financially inept', as having produced 'ill conceived, initial funding
proposals' and 'bereft of practical and forthright advice and assistance®.
{Robson Rhodes, 1984, 57). Not exactly an encouraging picture for those

who believe in the virtues of the small entreprenevr.

The other principal government assistance scheme for small firms, the
Small Engineering Firms Investment Scheme, was directed at existing firms
in the engineering industry, particularly subcontractors engaged in batch
prbduction. The production of the research report was pri%atiaed.and the
authors chose to illustrate the.raport with.photographs ofAsome of their
busineéses and their entrepreneurs, a serles of images calculated to
depress anyone not already depressed about the state of British industry.
Moreover, the report found that financial analysis among these firms was
quite simple and ugsophisticated. The 'Main business motive appears to
be survival, pay ﬁhe salaries and keep the business turning over until
the recession ends, by asking the prices that the market will pay. Owners
of small firms also simply enjoy running their own business and profit'is
often seen as a secondary issuve'. (Research Associates, 1984, 28B). So

much for profit maximisationl4

Phase one of the scheme was estimated to have cost £25 miliion, and

to have created 512 new jobs and saved 172 existing jobg and te have boosted
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output by £31M a year. Additional outbut was'theréfqre aboﬁt £1.20 for
cach pound of government money. At £36,500 per jab_created or saved,

the cost per job is not dissimilar to that for regidnél policy. Howewver,
.Ehe report also admits that nearly all the extra business and jobs will

- have been gained at the expense of UK competitors, so there may'in fact
.be é het Job loss in the engineering'sector as a result of the scheme.

(Research Associates, 1984, 1),
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Innovation policy

Innovation policy is defined here as a high technology oriented

policy directed at assisting the development of generic technologies such

as microelectronics, robotics and biotechnology; ensuring thedr dissemination

and application in older industries; and making sure that research and
development advances are carried through te the successful commercial
launch of a product in the market place. The last Labour Government
started some.schemes of this kind such as the Microprocessor Applications
Project, but the number and scope of such schemes, and the fﬂnds available
for them, have been substantially expanded by the Conservative Government.
Indeed, the present Government's industrial policy could he defined as

an innovation policy.

Innovation policy has been highly successfui in the sense ;hat it has
not been response constrained. Indagd, in November 1984 the Department
of Trade and Industxy was forced to impose a moratorium on applications
for fresh grants under the Support for Innovation scheme because funds
were almost totally committed until spring 1986. However, despite the
high level of take up of the avallable funds, they do not seem to have
percolated down to medium-sized and small firms to any great extent.

Only ten out of a hundred and thirty of such firms studied in a suxvey

of the chemical industry had made use of Support for Innovation funds;

of the remainder, forty-four said that they were not aware of such funds,
and forty said that they were not applicable, often, it would seem, because
of misconceptions about the scope and rules of the scheme: (National

Economic Development Office, 1984, 30-31).
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Because of the relative newness of many of tﬁem; we have less
evidence about the cost effectiveness of innovatibn'éids compared with
the cther types of 1ndustrzal policy that have haen discussed, although
the Microprocessor Applications Project does seen to have raised
awareness of the ways in which microelectronics can be used in
ménufacturing processes. (Noxthcott and Rogeﬁs, 1952). However,
although séhqnes which faciliéate the diffusiop df ihf6rmétion.about
new tachﬁical proéasses may Ee:mnre acceptable to industrialists than
schemes which seek to inflnencé-the investment dgcigion, it shoﬁld not
be assumed that innovation.pélicy is a 'cleaner';zﬁoxe probler free
type of industrial assistance than those discusseé'éarliex. This type
of policy is prene to technological chauvinism and which could lead
to an attempt for Britain to try to develop its owﬁzcapability in
every new technology, ﬁhen something more modest is required,
(Benderson, 1981; Williams, 1984). In particular, there is a risk of
.spreadinq available fund§ so thinly that their impaét is limited,
Hdwever,'a-moﬁe considexed assessment of the impact of this type of

policy will have to await research studies of the kind discussed earlier.
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The effectiveness of industrial subsidies: an coverview

The genexal conclusion that may be derived from this review is
that government industrial policy has not always been as cost effective
as one would hope for. It should, of course, be remembered that pollcy
proceeds from the assumption that companies are, and must remain,
independent entities enjoying full commercial autonomy. The attempt
to influence decision-making at the level of the firm is made through
various incentives which may be accepted without modifying decisions
made by the company in the way desired by government. These difficulties
are compounded in the British case by the poor development of intermediary
bodies such %s trade‘associations which can explain the relevance of
particular incentives to their member firms, and hence increase the
chances of such incentives influencing decision-making at the level of

-

the E£irm.

Often, good intentions can founder on the difficulty of devising
an appropriate mechanism to put them into practice. One of the problems
in the British wool textile industry was the age of the machinexry, and
both of the wooi textile schemes contained a scrapping requirenment as
a condition for assistance. The cbjective of the scrapping requirement
wag to reduce over~capacity in the industry and to prevent prices being

driven down to unecconomic levels.

In practice, the scrapping requirement proved difficult to implement.
There ig an economic incentive to use machinery which has been fully

depreciated in the company accounts but which can still be operated, as
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it allows managements to set price levels which 46 not have to include
depreciation and interest charges. Part of the pfbbiém was a 'distrust
of entering into new technology' and an almost sentimental 'reluctance
about putting_a hammer through machines which had some serviceable life
in them, or which could come in useful; all attitpdes which hawve not
served the wool textile indusiry particularly welirni the past'. (Gane,
1978, 23). However, manufacturers showed some inéenﬁity in getting ‘
round this problem; in the first phase of the scheme, three of the
companies interviewed by Gane:bought old machinery from other companies
to put under the hammer themselves. In the second.phase of the scheme,
this practice seems to have developed intq scmethin&:bf a markat in
‘certificates of scrapping'. (Potter and Dav:i.’es,'_“1983, p.29} ., The
problem wa.s-compomv.ded by the fact that many fs.rmg’w_itn old machines
weré able to carry on in producticn becanse they réceived financial
assistanée under anoﬁher government scheme, the Temporary Employment
Subsidy (operated by the Department of Employment'rather than DTI).
Moreover, becsuse short batch production is c¢heaper on older machines,
the scrapping requirement may have put firms at a disadvantage by making
it more difficult for them tb'téSPGnd to changes in demand. As far as.:
‘the owverall ohjective of limiting severe competitiﬁn.was concerned,
scrapping of ‘itself achieved little in view of thé openness of the market
to imports, - It is therefbrélnbt surprising-thatﬁtheEDTI's economists
found *it difficult to see'whaf'purpose scrappingléé;ves' {Potter and
Davies, 1983, p.3l) and that the scrapping requirement was dropped from

subsequent Sec¢tion 8 schemes.
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The more general lesson to be drawn from this experience is that
policy-making often proceeds through a process of trial and error, ox
disjointed incrementalism, with a particular problem {in this case,
to put it bluntly, clapped out machinery that should have been in one
of the industrial museums Britain is so good at) leading to an experiment
with a goluticn which, having found to be unsatisfactory, is dropped and
replaced by some other method., That industrial policy-making should
proceed in this way is perfectly consistent with all that we know about
the policy-making process in general in Britain. It does at least show
that some kind of learning process is taking place in government, even
if it islhesitant and addressed to implementation issues rather than
broader gquestions o£ cost effectiveness in terms of the comparigon of

alternative policies.

Any assessment of the wider henefits and ceosts of industrial subsidies
ultimately rests on value judgements., However, it is important to remember
that government is generally intervening where the market has failed to
work properly, {or has worked in a way which government finds socially or
politically unacceptable), and where it is often too late or too difficult
to retrieve the consequences of {(apparent} market failure., Whatever view
one takes of the desirability or otherwise of government intervention,
if schemes Qre not properly devised, implemented and monitored, there is

a risk that government ﬁay_compound the consequences of market failure

rather than alleviating then.
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The politics of cost effectiveness

One pf'thé conventional assumptions about B;itiéh”industrial policy
is that it has suffered from too much inconsisteﬁc&.Lﬁin fact, apart
from special cases such as the steel industry, which ﬁas received
‘disproportionate attention'fidm.bbth academics and commentators, industrial
policy in Britain is not characterised by incansis#énéy compared with other
policy arenas. (Gamble and Walkland, 1984). Of course, it could still be
argued that it has been too inconsistent compared with industrial policies
in other countries. Howewer, in some areas of pol;cy (e g. regional policy)
it could be argued that there has been too much cnnsistency in the sense.
that there has been a lack of willinqness to adjust existing pelicies in
the light of evidence that they.are-not working satisfactorily. There is'
conéiderable inertia built into the policy systeﬁ..éﬁd thig is reinforced
by various 'interests?® who have a stake in the status .quo, whilst the

countervailing forces for change are relatively weak.

The criticism that insufficient resources are dévoted in Britain to
the continuous monitoring and ap@raisal of policy sc ﬁhat lessons may be
fed back into the,policy-makiﬁg-process {Hogwood,'i§76' Grant R, 1983)
is well founded. there is even a lack of a general compendium of statistics
covering the various types of subsidy on the lines of the West German

~ Subventionsbericht, whilst appraasals of industrial subsidies are not

-available as they are in Sweden as a consequence of froedom of information
laws., (Grant,R, 1983, 378}. However, this lack of emphasis on monitoring,
appraisal and feedback is as much a symptom of the bxdblem, as a cause.

More attenticn 1s not given to these tasks becaunse they have little
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political impetus behind them, whereasg there are considerable political
pressures for the continuation of existing policy. In examining the
principal actors in the domestic decision-making process, I shall consider
the pressures which lead to a reluctance to adjust policy and the counter~
vailing pressures for cost effectiveness, before turning te the inter-

national pressures for cost effectiveness.

The Department of Trade and Industry

Raspongibility for varicus aspects of industrial policy is dispersed
around a large number of government departments (for example, the
pharmaceuticals industry is dealt with at the Department of Health and
Social Security and constructicn at the Department of thé'Environmentk,l
but the ministry with the broadest r&nge oq tasks and concentration of
expertise in the area is the Depﬁrtment of Trade and Industxy (DTI).
until 1983, Trade and Industry were separate departments and Industry had
a reputation amdng informed observers for supporting measures to 'pratect'
its industrial clients, which could include schemes of industrial assistance
based on cooperation with the industry concerned. Although civil servants |
change their particular jobs quite frequently, they often stay with one
ministry {or closely related ministries}) for much of their career, and
many of the more senjor civil servants in industry (and hence in DTI} had
experience of the first Wilson Government's Ministry of Technology or the
Department: of Eéonomic Affairs in the early stages of their careexs.

(See Wilks, 1984, 27). Hence, civil servants in DTI could be argued to
have a moderately interventionist outlook, tempered by their closeness to

the CBI. {(Williams, 1980, 93).
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The other relevant characﬁeristic of departmeﬁtel culture in the
DTI may be said to he a desire for continuity and adﬁinistrative
simplicity in the design and execution of policies;e.This wWas an
important consideration which led senior civil servants in the DTI
to resist changes in the regional grant regime, despite mounting
evidence that large sums of money were qoing to capital intensive projects
which would have located Ln the same place without a subsidy. As Sir
Peter Carey, then Permanent Segretary of the Depatfment of Trade and

Industry commented in 1981:

What is important for Govermment to bear

in mind, I believe, is the stability of

a regime of investment incentives in a
regional context,... I think cne has to
think very carefully indeed before oné

makes changes in regional policy measurss.
One has to be very sure one is going to

make a conscious change for geed reasons
which are going to persist for a long

time., (Public Accounts Committee, 1981, 14).

ihis generally cautious attitude has been{ﬁeflected in the approach
of the DTI aﬁd its predecessefs to the provisicnzef'industrialIsubsidies;
in general,.(leaving aside:oee-or twoe highly'political.decisions taken
by mlnisters} thexeAhas been no suggesticn that they have been profligate
with public maney. Indeed there are a whole aeries of internal and external
controls to make sure that they could not be profligate, even if they so
wished. Pirst, there is the whole system of Treasury control, to which
was added an additional pclitical control (in.the”fdrm of an Industrial
Policy Group in the Treasury) during the 1974~f9 Labeur Government 'to

"defuse" the Industry Department which was beginning to offer an
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alternative economic interpretation to that originating in the Treasury’'.
(Wilks, 1984, 20). Second, there are a number of internmal controls, such
as the 1975 Criteria for Assistance to Industry which attempted 'to
define a framework for all kinds of allocation of govermment funds to
industry'. (Wilks, 1984, 31}. In particular, the Department has placed
considerable emphasis on the additicnality criterion which is concerned
not with a judgement about whether a company could or should go ahead
with a project without a subsidy, but whether they would go ahead without
government assistance. This is not the place for a discussicn of the
additionality concept which I have assessed elsewhere (Grant, 1981, 81-2).
The main peint that needs to be made iz that, despite the good intentions
and considerable efforts of civil servants, the addition%lity criterion
does not achieve the desired effect; many subsidies are given to prejects
which are non-additional. (See, for example, Robson Rhodes 1984).

Third, there are external controls in so far as most selective subsidies -
are vetted or allocated by boards of industrialists and outside experts.
Applications for Section 7 and Section 8 assistance are cleared by the
Industrial Development Adviscory Boards made up of indugtrialists, and
support for industrial research and develepment is provided through
Requirement Boards., The memberxship of the Requirement Boards is drawn
largely from the industries concerned, with minority participation

- by ecivil servants and government scientists, Alihough their formal

role is to advise the Secretary of State, in practice they allocate

funds to projects.

All these arrangements help to ensure that money is used for the

purpcses for which it was allocated, and that it is diéposed of in a way
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broadly aécaptable to industxf. However, none'of'ﬁaése'inubuilt checks
énsurgs that money is used cost-effactively as wéiinas properly; that
is.to say; that it contributes towards the achieveﬁeﬁt of policgy
dbjectives, as distinct.fibﬁ being spent in ﬁhe-way.that was intended,

and in a fashion acceptablg'tn key client groups.-

The one group within the DTI that could be sﬁid-fo have a professicnal
commitment to {and a foxmal role in) the pursuit of cost effectiveness
is the department's econamists} in some respecté?fheY may be said to
he marginal to the mainstreém'ﬁf policy formation{_but this has made it
easier for them to ask awkward questions and to éaﬁHAS"devil's advocates',
even as Mavericks in terms of the canvéntiohs.of.British
administrative culture. In case the impression has been given that they
are Don Quixotes tilting at ‘administrative windmilié} it should be added
that they haﬁe been able to'prﬁvide relevant écnﬁbmib'analf;es for
particulér decisjons, and to wiﬁ the cooperatibn pf ;dministxators by
" giving them bargaining coupéers they can use'ih'tﬁeik negotiations with
firms or foreign governments."They have also.prdéuééd scme valuable
'after the event' analysés-éf_particular subsgidy béhemes. I# short, they
are the one 'in houSe’-qroﬁp ﬁiﬁh a cleax commitﬁéﬁﬁ'to cost effectiveness
through the analysis of policy and the application of the lessons learned

to subsequent decisions. "

There is, however, one recent development th5£ dces at leasgt offer
the potential of giving a. greater emphasis within the DTI to questions
of cost effectiveness. When Patrick Jenkin became Industry Secretary

in 1981, he found that the Depértment had no objéctives; He insisted
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that such objectives should be drawn up, and b:oken down into a series

of specific objectives for individual divisions of the department. This
process has been continued by Norman Tgbbit (with some 'drying out’® of
the objectives) and Tebbit claims that having a stated set of aims ‘help
us to focus on the essential and to avoid géing scarce resources on
peripheral activities'. (DTT 1984b). This exercise has been backed up

by the creation of a Policy Planning Unit which considers broad policy
questions and maintains contacts with écademics thxough a_seminar_ However,
the real success of this exercise will depend upon continuing ministerial
commitment, and oﬁ the relevance of the chjectives to the everyday work

of the department. Some momentum may have been lost duxing_the pericd of
Noxman Tebbit's enforced absence as a result of injuries sustained in the
Brightgn bomb attack, and it is also a little worrying that whereas the
Jenkin document on 'strategic aims' mentions a thousand operatiocnal targets
intended to guide the day-to-day work of the department, there is no
reference to these in the Tebbit document on 'aims' (nope that the word
'strategic' is omitted, one of a number of subtle but significant

presentational differences).

Pressures from the centre of government

Reference has already been made to the Treasury's interest in industrial
policy, 1f only because it consumes considerable amounts of government
money, but interest may also be shown by what is referred to in lobby
briefings as 'the highest political level', As Wilks comments, 'It is
quite striking how clesely, if intermittently, prime ministers have concerned
themselves with industrial policy® (Wilks, 1984, 289-90). This is

particularly likely to be the case with a strong and determined prime
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minister who has a clear conception of what she fhinka needs to be done,
and whose projected self-image includes an emphasig:én the fact that she
is the first t#ained scientist to hold the office.;_ﬁpwever, ad hoc
interventions from Number 10 in the pursuit of public expenditure
reductions, or to speed the privatisation of state industries, do not

amount to a systematic concern with cost effectiveness,

I have argued in the pas# for 'the creation pf a'strategic co-ordination
function, dischatged by a senior minister of Cabine;.¥ank {holding some
honorific title such as Paymaster-seneral} with ;gspﬁnsibility for the
'co-crdingtion of all aspects of policy concerned w%tﬁ_both the promotion
of industrial efficiency and the social conseqnenéé#lof industrial change!'.
(Grant, 1981, 46). The Cabinet Office has develoﬁedzan'increasing
interest in industrial poncy' under the. present Admi:iistration, and this
ciulminated in the appointmﬁnt of the former chairﬁan;of the Manpower
Servicgs’Commission as a m;nisféx attached'tp the Cabinet Office with
responsibilities in the general area of job creatgén. Bawever, this new
' appointment seems to have led to a certain amount:oﬁ'bureaucratic in-
fighting designed to protect existing oxqanisatioﬁg;:territeriea, and for
the time beinyg the ministeﬁ_sééms tn_have.baan ;eft;ﬁith a rather mixed
and limited range of_tasks;_ The s;gnificancé or ?the&wise of this
appointmenp in terms of prqﬁn;ing cost éffectiveﬁgéé;can only be properly

evaluated in a longer time perspective.
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Regional ministries

One consequence of Britain's 'union state' foxm of éovernment is
that the DTI's role is largely confined to England, with considerable
industrial peolicy respeonsibilities being vested in the regional ministries
in Sdotland,.Wales and Northsrn Ireland {(particularly the first of these).
Not oniy do these ministries have ilmportant formal powers, but they are
alsc present on most committees concerned with industrial poliéy questions
in Whitehall where they are well placsed to defend the particular interests:
of their regions. In the last resort, they have considerable political
clout: for example,. the Ravenscraig steel plant in Scotland was xeprieved
from closure in large part because of the risk of a resignation by the

Sebretary of State for Scotland.

This is not to say that the Scottish Office {(or any of the other
regional ministries) wins all its battles: for exanple, the Séottish Office
was unable to save the Invergordon aluminium plant despite the proximity |
of the 1983 general election (in the event, the political price that the
Conservatives paid in terxms of losing the seat in which the plant was
situated to the Social Democrats was a small one in the context of their
ovexall victory}. However, it is not without significance that spending
on industrial subsidies by the regionai ministries has increased
significantly under the Thatcher Government. (See Grant and Wilks, 1983).
Any case for more cost effective policies is likely to.meet formidable
political obstacles Lf it impinges on any of the vital interegts of any

of the regional ministries, particularly the Scottish Office.
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~The CBI and trade associationg

The CBI has always been rather ambivalent in ;ﬁs_attitude to
;ndust:iél'subsidies, which ié not surprising whe#’dge considers that
itz ideclogical ant;pathy to such measures has to £e:$alanced against
the fact that its members bengfit financially fraﬁ them.- However, it
has. always been a gcnsistang support of regicnal éélicy_and this support
has undoubtédly been one of the political obstaclég ?hich helped te slow
down overdue changes in the regional poliqy regimé.
| If aﬂything, sectoral t?adé asscciations, parti;tlarly these in
deqlining sectors, are even more 1ikaly to lobby fothhe continuation
or introduction of subsidy prﬁgrammes for their_ﬁamﬁéfs; Quite
understandably, such as_s_e::c.iati.qns are likelg to bg__.cqncarned with the
immediate interests oif theif menbers rather'than_Lbnéer term questions
of cost effectiveness. Similaxly, Economic Develqémeht Committees of
the National_Econbmic Devel_.opm_e:it Council are 11k§l__y_ to favour subsidy
programmes which bxing financiai benefits to the"%pdﬁstries with which
thaﬁ are concerned. One thqs.hés a process in whiéﬁ the industrial policy
cqmmunity.of DTI and regional minigtry civil serv#ﬁﬁé, National Economic
Development Council staff_anﬁ comnittees, and tradéf;ssociations and
businessmep cah reinforce one al_iother's comitme:;ﬁ_'éq, and support of,

the incremental develcpmenf ofTexisting subsidy pgog;ammes.

Lo .
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Parlizment

One might suppose that Parliament would have an interest in securing
cost effectiveness in public expendifure, and in a sense this is the case.
However, its mechanisms for doing so are relatively weak and tend to be
swamped by the pursuit of more immediate constituency interests. In
practice, Parliament is rather maxginal in the'foxmatiOn of industrial
policy (Cocmbes and Walkland, 1980}, and where it is successful, it
iz often in the pursuit by MPs of sectoral, regicnal or constituency
interests., An electoral system based on.single member constituencles
gives individual Members of Parliament a strong incentive to defend the
imrediate interests of their constituents; indeed, it is part of their
job to do so. It is therefore not surprising that Sir Peter Carey should
cbserve that in areas such as regional policy 'one does come up against
the political decision, which is, because it invulves‘constituencies and
areag of the country, perhage more marked thén in the &ase of other
macro-economic policies'. (Publiic Accounts Committee, 1981, 29).
Kaufman, a former industry minister admits that it will 'be those represen-
tatives of marginal constituencies from your own Parlliamentary Party whom
you will most wigh to help, and whose delegations you will most seek to
impress!. (Xaufman, 1980, 144). Howaver, as Kaufman also admits, there
are a number of technigques for dealing with such delegations so that they
leave satigfied despite not having secured a change in policy. {Kaufman,

1980, 145}.

The greatest potential influence on policy can be exerted by groups
of MPs within the governing party organised into backbench committees.

These may be concerned with a region or a particular sectoral interest,
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but, in either case, if the interest they represeﬁt is of particular
gignificance tc the party 6oncexned (say shipbnilding in the case of

the Labour Party or small businesses in the case Df'fhe Conservatives},
they may be able to exert considexable pressures.in'defence of existing
patterns of subsidy. For axampie, presgsures from small business interests
‘¢losely linked to the Conservative Party no doubt helped-to secure a
rﬁpriava'for-the COnservatiﬁa Government's prcblem-fiddan Small Businesses

Loan Guarantee Scheme.

The greatast Parliamentafy pressure for most éas; effectiveness in
industrial policies comes from the cross-party select committees, such
as the Industry and Trade Committee and the Publi¢:hécoﬁnts Committee,
especially the latter which has the services of the staff of the National
Audit Office tﬁ.draw on. In particular, a series-of:reports by the
Public Accounts Committee'on'ragional policy contéibﬁtadlto growing
scepticism about the cost efféctivaness of the poliéy, and finally to
the policy changes announced by the Conservative Government in 1983,
However, the Public Accountg Coammittee have examihedgragional industrial
incentives on a number of occasions since 1973, d;awinq attention in
_particular.to the poor value'fo; money obtained from. the Regional

Development Grant scheme,

It thus teook some ten yeaxsmbefore the reports of the Public Accounts
Comuittee had any noticeahle-impéct on policy. . Thiéﬁié.not surprising,
given the countervailing forces which support thg.¢gétinuation of existing
policy which have been.discuSséd, and the weakneséésfof the sanctions

available to the committee. As a cross-party committee, it had ne heans
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of forecing successive governments to take account of its views. All
that it could dc was to produce well argued and documented reports

aimed at informad opinicn in the hope that its exposure of the
inadequacies of existing policy would lead to.a changse of direction.
This eventuaily happened, although only in the context of a government
anxious to seek reductlons in public expenditure and with its political
base largely outside the deprived regions. The Public Accounts Committee
is one of the few mechanisms for promoting greater cost effectiveness in
industrial policy, but one cannot expect too much from it, In so far

as it does secure policy changes, these tend to come about through an
indirect impact on informed opinion rather than s direct impact on

government policy. Hence, they tend to be secured slowly, if at all.

Academics

Acaﬁemics tend fb underfate their own influence on policy formation,
or at least.they do not talk about it very much, perhaps because of
embarrassment about a possible conflict of interest between their
analytical and advisory roles. Be that as it may, they do have an influence
on policy-making, particularly in terms of placing issues on the political
agenda, and contributing to the debate about possible new policy
1nitiatives; This influence is often exerted in a rather indirect way,
through research reports for government departments, royal commissions,
parliamentary committees or pressure groups; through formal or informal
discussions with civil servants; or through acting as adﬁisers to
opposition parties. H6Wever. as one experienced business association

official has commented in relatiem to the influence of the academic
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world, 'Its direct role in the day-to-day pressures may not be great,
but its influence on the longer-term consideration of issues which one
knows are going to flare up Sooner or later can be_cénsiderable‘.

The most significant'academic-body_oPerating in the area of industrial
peolicy is one organised arbﬁnd a particular approach-to. policy, the
Regional Studies Asscociation. Its membexs are largaly geographers, town
planners, and economists (it would seem that few political scientists
are members), and although thers is clearly disag:eeﬁent among the members
ahout the kind of regional policy that shouldlbe_pursued, the members
of the Regional Studies.Asqqciation share a clea;_qqmmitment to some fomm
of regional assistance. (See RSA, 1983). Of itself, such a commitment
'ia.unobjectionable; but if is significant that the .only organised body
of academic opinion operating in this area is commitﬁad to a particular
type of industrial subsidy. Outside of govgrnmenf}3§n;y a few
unexganised individuals (lgrgely political scientisﬁs} have sought to
tackle the widexr issues of cost effectiveness thég.an.industrial policy

raises.

The Eurcpean Community

In the autumn of 1984, the British and Dutch"Géﬁérnments were engaged
in an industrial subsidf'éompetition to obtéin-féé*ﬁheir countries a
£7 million expansion pxoject_hy.the Mid—Wales ba$§d Laura Ashley fashion
and desigﬁ group. Having séught to match the'origiﬁél Dutch offer, the

UK Govermment found itself faced with a last minute offer of even more



44

aid from the Netherlands, but the attached conditions were not attractive
to the company. Subsidy competitions of this kind are not in the
interests of the member states or of the Community as a whole; the only
real beneficiaries are the copmpanies that ars subsidised, B2As Wilks
comments, 'competitive bidding between states for major investments is

a seriocus problem, which limjits the autonomy of any individual government'.

{(Wilks, 1984, 239).

The Eurcopean Community has, in principle, a considerable interest in
preventing such competitive bidding between member gstates; and the member
states themselves would henefit from an agreement to restrain such
practices, if one ¢ould be sure that any agreement would be strictly
en%orced (the first state to 'break ocut' of such an agreement might, of
course, be ablq,;o-make substantial short~term gains in terms of inward
industxiai investment) ., In practice, what the Eurcpean Community has done
is much mere limited. Leaving aside the special case of steel, where
the Treaty of Paris provides the Community with more extensive powers than
those available under the Treaty of Rome, the Community has taken a
number of actions which, although not without significance, do not add up
te any kind of cbherent palicy which might encourage greater cost

effectiveness in the use of industrial subsidies by member states.

The Community sets an overall ceiling for the amount of aid that can
be provided in different areas; these ceilings are not a constraint in
the British case, as the level of aid offered is generally well below
the permitted level. It has intervened to stop particu;ar subsidies

(as in the Philip Morris case) or to curb particular tax incentives
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offered to investors (as in the case of the Irish Republic). It has also
developéd certain sectbr#l pelicies as, for examp;ey’in shipbuilding with
the objective of securing a_prog?essiva raduction.in:the level of subgidy,
However, such objectives are difficult to pursue ééginst.a_background of
poof demand and global overcapacity, particularlyfwhen an industry is
concentrated in depressed regions, as iz often the case with shipbuilding.
In March 1984 the Commission proposed an axtension_ta 31 Decembexr 1986

of the Fifth Directive on Shipbuilding. 'The extension was proposed
becausae no recovery in the shipbuilding market is'fb;seen before then so
restructuring will need to be continued and aids ﬁo shiphbuilding will

continue to be required'. ' (Cmnd. 9348, 21}.

- Of course, rather than'taCkling the symptom of subsidy, the Community
could seek to tackle the.anderlying problem of ovérqapacity in depressed
~industries. However, this .'is'.easier said than done. In particular, it
" depends on the willingness of othef world proﬁueé:g_{such as Japan} to
concludée and abide by agreeﬁants."Even within thé éammpnity itgelf,
there may be a lack of enthusiasm for (or, at-léast;:a'lack of agreement
on} 'crisis cartel' measures which could be takeﬁiby_the Community; as
the case of petfochemical_s-' smé." Given the genefal?’ political difficulties
of the Community, one éanﬁnt,anticipate that it wi;i be able to exert
any strong influence on the .use made 5y member-stateé of industrial

subsidies in the foreseeable future.
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The Organisation for Economic Cooperation and Develoggent

It could be argued that there are stronger grounds for optimism about
the capability of the OECD to exert an influence on the industrial subsidy
policies of its member states in the direction of greater cost effectiveness
than in the case of the ERC, First, the OECD does embrace all the western
industrial pations (although this wider membership also'makas agraement
in principle more difficult to reaéh).. Secondly, and perhaps more
important, it could be argued that the OECD hasg made a more useful
contribution to the debate on industrial policy than the EEC through its

development of the concept of positive adjustment policy. (OECD 1283a).

Following a 1979 publication on 'The Case for Positive Adjustment
Policies', the OECD initiated a programme of work on positive adjustment
policies. This led to a Statement on Positive Adjustment Policies adopted
by the OECD Council at Ministerial Level in 1282, In brﬁad outline, this
emphasised that aid to styructurally weak inpdustries should be temporary
and reduced according to a prearranged timetable; saw a role for government
in promoting a climate favourable to innovation; and called for manpower
policies to put a renewed emphasis on measures designed to improve labour

market adjustment, and to aveid locking labour into declining activities.

Qf course, it is one thing for ministers to sign a general declaration
and even, as they did, to urge its effective implementation, and another
thing te actually put those policies into effect. The fact that a
particular pelicy approach has been endorsed by the OECD will make little
impressio# on sectoral or regional interests at the national level. For

the OECD principles to be trxanslated into effective action at the national
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lavel requires an act of dgme#tic pelitical will_whiéh may nct always be
forfhcoming. As the OECD itself admits, ‘Almost ;pévitably, under
conditions of persistently slow growth and high unemployment, governments
face increasing resistance tp_their determinaticn. to respond positively

to the need for structural adaptation'. (OECD, 1983a, 5.

It would be too easy to be cynically dismiss;ﬁg of such efforts,
At the very least, they do éruvide a valuable leafgigg_experience for
_ poliCy-makérs. As the ORCD comments, 'The exchange-ﬁf experience in
dealing with structural adjustmeﬁt problems has ;mp;bvéd mutual under-
standing between policy-makers... It has alse helpgﬂ_nember countries
to learn from each other's successes: and failurqsf: ﬁpECD. 1983a, 6).

In particular,

the active dialogue between those who
normally work in the field of macro-
economic policies and those who deal
with more specialized micro policies
has considerably increased the aware-
ness of policy-makers, at all lgvels,
of the interrelationships between
macro-economic performance and
structural adjustment, of the need
for consistency between macro- and
micro-economic policies, and of the
macro—economic and international -
implications of all kinds of structural
policies. - (OECD, 1983a, 6).

Apart from general wnrkioﬁ'identifying and\eﬁéiﬁating government
intervention, the OECD has followed up the 1982 statement with intensified
efforts to tackle the struectural difficulties ofzéarﬁicular sectors such
as steel or shipbuilding, and a number of studies on adjustment policies

in particular sectors. For example, the OECD has produced a report on
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positive adjustment policies in the dairy sector which analyses the
policies pursuved in different countries, draws attention to policies
which have insulated the sector from changing econcmic circumstances,
and points to policies which could be followed in the future. (OECD,
1983b), One of the welcome aspects of the report is that it evaluates
policies not only in terms of their relationship to the restoration of
market forces, but also in terms of the political ease w;th which they
can be brought about. I am strongly of the view that good industrial
policy-making involves not jugt the sensible application of sound economic
theory, but also an appreciation of the political obstacles likely to
be encountered in the implementation of policy. (For a more general

development of thisz argument, see Grant and Nath, 1984) .-

_Behrmann goes so far as to argue the case for an OECD industrial
policy which 'would seek to chamnel industrial activitles into those
sectors that wonld produca the desired results for mutual goéls of wealth’
and power, while at the same time seeking to minimise economic and social
costs in an equable fashion'. (Behrmann, 1884, 128), Behrmann acknowledges
that there are a number of obstacleg which could prevent OECD membe¥s
cooperating moré effectively, above all ‘'the absence of any agreed criteria
of acceptability of any industrial strategy, and the othex is an absence
of a community of interests sufficient to cause the acceptance of baxrgains
that may be perceived to be somewhat inequitable', (Behrmann, 1984, 145).
It is probably premature to talk in terms of an OECD industrial policy,
but the fact that the issue can be raised at all is an indication of the
progress that the OECD has made. It seems to have made more of the
possibilities open to it - and has, to some extent, enlarged those
possibilities - than the EEC has been able £o do with its greater formal

powers.
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The importance of policy analysis

The general theme of this paper has been fhatjéﬁé cannot expect very
strong, consistent or effective pressures for greaterzcost effectiveness
. in the use of subsidies to émerqe from the indust:iéilpolicy community
itself,'althdugh.Prime Ministerial or ministerial initiﬁtives, properly
sﬁstained, can do scmﬂfhing'to:overcoma inbuile ineftia. In the longer
run, intarnatﬁunal agencies'may be able to exert.én'important influence
© on domestic subszidy pclicieé in the direction of gfaater cost effectiveness,
‘buf that is largely a future hope, rather than a description of the present

situation.

It'is.therefora important to ensure that theré is an effective policy
analysis cammunitysmade up of civil servants, academics, the staff of
international orgénisations, the staff of bodies éuch'as the National
Econemic Development Office ete. which can influehcéithé debate on policy
measures through the use of evidénce, argument and analysis, Thisg is not
a self-interested plea for making more money available for academic
research; in any case, what is often required is not new research, but
the intelligent distillétioﬁ of existing findings. What is also iméortant
is that thexe should be links for ﬁhe exéhange.cffinformation and ideas
‘betwean. the members of the policy analysis community. Increasingly,
this exchange will take placq at an international.leéel. As the CECD
emphasisés in its statemeht on positive adjustment policies, '"The dividing
liné between domestic and ipternational policies ﬁaé become increasingly
blurred. There is a risk that domestic policy diéto#ts international
competition, thersby shifting-adjustment burdens én& ﬁnemploymant problems

on to other countries’, fOECD, 1983a, 116).
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It may be that this wurkshop, or any group which emexges from it,
may be able to make its own modest contxribution to strengthening the
policy analysis community. Of course, one should not underestimate
the difficulty of the task; on the othex hand,. well sustained reasoned
argument can influence the poJ.icy debate in the lqng ran. After all,
TQur -doubts arxe traitors, And make us lose the good we oft might win,

By fearing to attempt', (Shakespeare, 16047, 76).
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NOTES

5.

-

The cost per job at 1982 prices was £35,000. It was suggested in
questioning at the Public Accounts Committee that the figure in 1984
prices would be £40,000 and this assumption was not challenged by
the Department of Trade and Industry's reprasentatives. (Public
Accounts Committee, 1984, 22).

The following discussion of the scheme is based on Lambert (1983).
Lambert's report is not pagenated, nor is it likely to be widely
available in libraries, and detailed page references will not be
given.

The discussion of phase two of the wool textile scheme is based on
Potter and Davies (1933) ’

There is reaszon to believe that this is not an idiosyncratic finding.
The report on the first phase of the wool textile scheme noted a
'pattern of proprietorship in the industry in which owners identify

. closely with thelr companies and are unlikely to get positions of
- similar status and responsibility elsewhere. Many therefore prefer

to continue to make low profits rather than eell out and be left
without position'. (Gane, 1978, 2€).

The texm ‘policy analysis community' is not my own. I first heard it
used by Geoff White of HM Treasury.
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Preface

This paper reports preliminary results of a research projeet on "The political
conseguences of the restructuring race between OECD-countries" which started
in 1983. It is financed by ZWO, the Dutch national funding agency for basic
seientific research. | '

Within the framework of this project, the political consequences of parallel
support of two sets of technologies are analyzed: of factory automation which
may increase the productivity gap between highly industrialized countries (ef.
the paper submitted to the same workshop by Rob van 'I‘uldér on "Subsidies for
the Development of CAD/CAM Equipment in Major -tndustrial Countries -
Political Background and International Interaction”) and of biotechnology which
may radically alter the international dmswn of labour in the field of

agriculture and raw materials.

The present paper is partly based on two earlier studies:

Gerd Junne - European Multinationals in Bmtechnology, Pilot Study for the
Institute for Research and Information on Multinat:onals (IRM) Geneva,
_August 1984 and

Kees van den Doel, Gerd Junne - De gevolgen van de toepassing van de
biotechnologie voor de internationale betrekkingen, Contribution to the
Technology Assessment Biotechnology of the Duteh Ministry of Education
and Science, March 1985, .

It also benefitted from the ‘work that other project members - Annemeke
Roobeek and Guido Ruivenkamp - have done on blotechnology

""The present comparison of government efforts in the fxeld of biOtéchnology,
however, is at a very early stage of elaboration. The purpose of this paper ‘is |
to write up the available information on government support for biotechnology
in different countries and to formulate a number of hypotheses. These will ._ k
Serve 88 8 background for a round of mterwews that . will take place durmg the |
summer in order to get addltmnal information on the’ ongm of the support :
programs, different attitudes of dlfferent pohtlcal actors, and the interaction
between blotechnology programs in different countries. At the IPSA conference
in July, an improved version- will be availabie, S
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1. Intreduction: Biotechnology as a Strategic Sector

Biotechnology is expected to play a similar role in the restructuring of the
economy (and in changes of everyday life) in the 1990's and early in the 21st
century as microelectronics has done in the 1970's and the 1980'%.

It will have a farresching impact on agriculture and the raw material base of
the economy. It will change the food industry, the pharmaceutical industry, the
chemieal industry, the mining industry and eventually even influence develop-
ments in microelectronics, It will give rise to many new materials, many new
products and many new production processes. It promlses to make a major
contribution to economic growth, while at the same 'ume “alleviating some of
the problems created by economie growth: the energy _pr_oblem, the mineral
resources problem, the health problem and the environment problem. Given
these expectations, it is no surprise that governments all over the world
recently have given high priority to programs supportihg the development of
biotechnology. Since it is not only a new area of growth but since it has
fundamental implications for aimost all sectors of the economy, biotechnology
can be regarded as a "strategie sector”, - not in the military sense but in the
economic sense of being decisive for the future mtematmnal competltweness
of national economies.

1.1. Definition of Biotechnology

There are many different defini'fions of biotechnology which refer, however, to
the same set of technologies. According to an OECD-study on biotechnology, it
is deflned as

"the application of secientifie and engineering prmelples to the processing
of materials by biological agents to provide goods. and services™. 1

The terms "application of scientific. and engmeermg prmclples" and "btologlcal
agents" are concretized in the deflmtmn of the. European Federatlon of
Biotechnology which hes defined biotechnology as o _
"the integrated use of blochemmtry, microbxology and engineering |
seiences in order to achieve technologlcal (mdustnal) application of the
capabilities of mmro—orgamsms, cultured tissie cells and parts thereof",2

1 Alan T. Bull, Geoffrey Holt Malcolm D. Lilly - Biotechnolggy. Interna-
tionel Trends and PerSpectlves, Paris (OECD) 1982, p. 21.

2 European Federation of Biotechnology (EFB) - Definition of Biotechnolo-
gy, EFB Newsletter Nr. 5 (September 1982), p. 2.
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For the purpose of the present analysis, it is not necessary to stand still at the
intricacies of these definitions. It is enough to realize that biotechnology has
to do with the industrial use of the capability of microorganisms such as
bacteria, plant and animal cells and enzymes to produce an extremenly broad
spectrum of different substances and to convert different substance into
others, B

With the progress made in the field of "genetic engineering" (especially the
ability to transplant specific characteristics of one species into the genetie
code of another: recombinant DNA technology) since the early 1970's, the
capabilities of microorganisms can be enhanced in such a way that the range
of fields where these capabilities can be used profitably has been extended
considerably.

Bictechnology is not all that new. For centuries mankind hes made use of the
productive capacity of microorganisms for baking bread, making cheese,
brewing beer and producing wine. However, because of the new insights in
genetic engineering, imicrobiology and fermentation teehnolog'y, "modern bio-
technology" has a by far wider. range of possible applications than "traditional
biotechnology™.

1.2, Perceptions of Governments

Governments have realized this potential during the 1970's. Especially at the
end of the decade, there has been a proliferation of nationsl reports that
emphasize the ¢rucial importence of modern biotechnology for future economic
development. This increased  consciousness cumulated in the publication of
eleven major reports published in 1981 alone.l Many top politicians since then
have underlined this importanee and stressed that their 'govemment is willing
to accord high priority to future developments in this: f:eld -

The French president Mitterand seld that he expected bioteehnology to have the
most farreaching consequences of all the new .teehnologxes.ﬂ The German
Minister of Foreign Affairs, Genscher, stressed in & speech to business leaders
that microelectronies and bloteehnology presently are at the centre of a
revolutionary technological development. Those that wi]l not be able to keep up
with the development in these two f1e1ds will run the risk to lose track in all

1 Commission of the European Communities - The FAST Programme, vol,

1: Results and Recommendations, Brussels, December 1982, p. 19.
2 Cf. Discours prononeé par F. Mitterand & 1'occasion du Collogue Natlonal

sur la Recherche et la Technologie, 13 Janvier 1982.
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the others as well,l The Japanese Ministry of International Trade and Industry
(MITY} has desceribed biotechnology as "the last revolutionary development of
this century™2 And the first chapter ("Towards a 'Bio-Society’ ?%) of the
European Community's FAST repbrt, written to contribute to the definition of
long-term Community research and development objectives and priorities, is
entirely devoted to biotechnology.3 |

1.3. Research Question and Hypotheses

Given the considerable emphasis placed on biotechnology, it seems interesting
to investigate how national biotechnology programs have come about. This

could be & case- study to throw some light on the policy process behind subsidies
for high~technology industries in generai. It can be expected that this policy
process significantly differs from the process that leads to subsidies for ailing
sectors, Established sectors of the economy normally have a well-established
access to publie poliey making, They have well organized associations that can
lobby for them. Their representatives have time to devote to participation in

political decision making; some of the representatives m‘ay even have become
politicians themselves. Since established sectors provide considerable employ-
ment, management can enter coalitions with frade unions which will exert some
pressure on the labour-friendly side of the political spectrum. Since these
sectors have & considerable impact on the economic development of specific
regions, they normally can mobilize regional support for their points of view,
_ influencing the behavior of political representatives of th_ia regions in question,
Al this is different in the case of new industries. They will often not have their
own associgtions, or these asbocia‘tidns will not have much e:-tpefiénce yet. Their'
representatives have to devote _élm_ost all their time to the expanding business,
leaving less time and attention for _'pq_lit_ieal processes. Thefr work foree is still
small. Consequently they will ha_ve'-.difﬁculties' to tind allies among trade union
representatives:. ‘Yhis is also 'd__ifl_'icult_ because employees in small, new
companies are less often trade union members. T_h’efii? impact on regional

1 Hans-Dietrich Genscher ~ Die Technologische' Héééhét‘orderung. Lecture
for the members of the GGerman employers’ association (‘Bundesvereini-
gung der Deutschen Arbeitgeberverbande) on 13 december 1983, p. 18/18.
2 MITL : B

3 Commission of the European Communities - The Fast Programme. Vol. 1:
Results and Recommendations, Brussels, December 1982, pp. 8 - 72.
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development is not yet felt. They therefore will be less able to exert enough
pressure on regional politicians to have their case supported.

Because of these differences, it can be expected that business plays a less
important role in the formulation of publie poliey w_ith_ regard to new high-
teechnology sectors than with regard to ailing sectors. This is a first hypothesis
to be tested.

The second hypothesis is that national science bureaueracies (in ministries of
edueation and secience as well as in national funding organizations) in an early
phase of a technology's development are highly influenced by each other. Most
new technologies come up in a specific country {or undergo a faster
development in a specific country) with the result that other countries are
lsgging behind. Bureaueracies in these countries will orientate themselves at
the example of the most advanced country which defines the "state of the art",
There is also an element of risk-aversion in this attitude. The fact that other
countries start to "target" the new industries can be a reasson for the most
advanced country to increase its own subsidies in order to stay shead of
developments elsewhere. I therefor suppose that there is a strong interactive
element in subsidy policies of different countries. At least in an early phase,
it may not be the internal policy process that is decisive for the explanation
of subsidies, but the interaction between different national programs.

A third hypothesis is that the. influence of private business will increase over

time. During an early phase, government programmes and priorities may be
stronger influenced by scientists that will give advice onf-'d'evempments that are
_lechnologically feasible and desirable. Once the fessibility is proven and
development approaches the phase of commercialisation, private (and, per-
haps, public) enterprises will become more involved aﬁd_wm try to steer the
development into the direction 'of_ what might be vi&t;le:-from & commercial
point of view. They will take their own position in in.t'ebna'tional markets into
account and try to boost the development of product'_s' and processes that the
national companies will be able to bring to the market.




1.4. The Argument

To test the hypotheses, the following chepter II will present the material
available on subsidies paid in a number of OECD-countries, Unfortunately, this
information does not yet allow definitive conclusions. Additionel information
will be necessary that will be collected in interviews to be held in spring and
summer 1985,

Some tentative conclusions, however, will be advanced in chapter IlL. The first
is that in most highly industrialized countries, cooperation between public
authorities and private business has become so close that it is difficult to talk
about clearcut subsidies in many cases. In a high-technology fieid such as
biotechnology, cooperation between universities and private companies, for
example, has become very intense. Both sides of such an arrangement get
advantages from such a cooperation. There is a subsidiy element in these
arrangements, but it is very difficult to arrive at & concrete amount which
could be regarded as a "“subsidiy equivalent™.

Some information is available on the shift of emphasis in publ;c programs and
on the influences that have caused these shifts, The publie secter seems to have
an important role in the definition of publie programs, 'but private companies
have made their weight felt right from the start. 'I‘he extent of this, however,
differs from country to country.

With the important role in supporting the new industries in their respective

country, governments have become engaged in & kind of "biotechnology-race",

which is part of a more genéral "restructuring race" in which the major OECD-

_countries seem to have been caught. This has been discussed elsewhere in
detail.l |

1 Kees van den Doel, Gerd Junne - De gevolgen van de toepassing van de
bictechnologie voor de internationale betrekkingen, Contribution to the -
Technology Assessment Biotechnology of the Dutch Mmlstry of Educa-
tion and Science, March 1985.
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2. National Support Programs for Biotechnology

Since biotechnology finds many different applications,'research in biotechnology
is financed by many different agencies in different countries. It is often not
possible to identify biotechnology-relevant research because it can be an
integrated part of e.g. an agricultural program (development of new varieties)
or a programme on road transport (alternative fuels) ete. There are therefore
only very rough comparisons of expenditures in different countries. The
European Community recently tried to make such a comparison:

Table 1: Estimates of Public Expenditures on Biotechnology R+DL
(m million ECU, 1982/83)

Blotechnology "Biotechnology-

"oroper™ relevant”
United States 225% 618*
Japan 56%
West Germany - 36 132
France ' 31 84
United Kingdom S 46 _ 59
Italy : - R L ' 34
Netherlands e 10 26
Beigium S T 14
Denmark, Greece, Ireland, Luxembourg 3- ', 6
:European Community ' | 14'6'_?_ o 355

(* at a rate of 1 § = 1,123 ECU)

o

The amounts given probably’ have j'increas'ed 'durin'g': the Iast two years:

2.1. Expend:tures in the United States

According to the Office of Technology Assessment of the U.S. Congress,
rfederally funded basic research in the United States has been essential to the
development of bmteehnology" and "the Federal eommitment to besic and

1 Commission of the Furopean Communities ~ Biotechnology: The Com-
munity's Role, "Background note™: National initiatives for the support of
biofeechnology (Communication from the Commission to the Couneil),
COM (83) 328 final / 2 Brusseis June 1983, espeelally Table 4 on p. 34.




-7 -

generic applied research ... will be a necessary element in the ‘commercia-
lization of biotechnology in the ecoming years®.l '

U.S. Government funding of biotechnology research at present concentrates
almost exclusively on basie research.? Government agencies funding basic
research in biotechnology are the National Institutes of Health, the National
Seience Foundation, the U.S. Department of Agriculture, the Department of
Energy, and the Department of Defense.® Of these, by far the most important
has been the National Institutes of Health (NIH). NIH has been for biotechno-
logy somewhat the same as the Pentagon has been for the development of
microelectronies.

Applied research is largely left to industry. Applied biotechnology research is
almost exclusively financed within the framework of the Small Business
Innovation Research (SBIR) program, established in 1982.4 However, much of
the funds flowing to small companies (gbout $ 5 million annually for
biotechnology projects) are also in the interest of Iarge compames. In order to

get substantial amounts, "the law requests (but does not require) the proposer
to obtain a follow-on funding commitment from a third party, usually & large
corporation or a venture ecapital firm. nd

"Bridging the gap between basie and applied research is 'generic applied’
research, which is more specific than basic research, but ldnger term and more
risky than most applied research."® Aceording to the Office of Teehnology
Assessment (OTA) of the U.S. Congress the limited funding of generic applied
reseach constitutes & risk for America's international position, because as a
result "Americans may not be ag efficient as the Japanese in applying the
scientific base to the development of marketable goods ‘and serviees."T The
- stronger eoncentration of Japanese publlc fundmg on generlc applied research

1 Commercial Biotechnology: An International Analﬁlg Washington D.C.:
U.S. Congress, Ofitee o Te ology Assessment, OTA-BA-218, January
1984, p. 307/308. - -

2 Commereial ontechnology, 'I'able 56, p. 309.

3 Commercial Biotechnology (p. 309) refers to a document of the
American Association for the Advancement of Seience for a detailed
analysis of ageney budgets: "R and D in the FY 1984 Budget: A
Preliminary Analysis", Washington D.C., March 1983

Commercial Biotechnology, p. 313.
Commereial Bioteehnolog}:, p. 314.
Commercial Biotechnology, p. 308.
Commercial Biotechnology, p. 323.

A O W ke
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(seé below, 'p. 2 ) is used as an'argument in the U.S. to extend this kind of
' f_unding in the U.S. as well; "f current funding levels for bioprocess engineering
research are not inereased, the United States' competitive position in
biotechnology may not be as strong in the future as it is now."! Consequently,
OTA suggests different ways to increase funding of generic applied biotech-
nology research. Several of these measures would direéﬂy benefit industry.2

Some of the measures propose_d, however, are defended by a very different
- argument: They would mobilize industiry resources for universities. What we can
see more and more often is that private companies are aﬁproached to finance
research at public institutions. Especielly in the field of biotechnology. a flow
of subsidies from the private to the public sector has eome about, Of course,

private companies do not provide this money for nothing. They get influence on
the direction of research in return, as well as the 'rig_ht to eommercialize
research results. If their expectations that benefits will exceed the costs are
fullfilled, it will be difficult to talk of subsidies from the brivate to the public
sector. - :

2. Expenditures in Japan

As in the U.S., several Government agencies are funding biotechnology research
in Japan: the Ministry of International Trade and Industry (MITT), the Sclence
and Technology Agency (STA), the Ministry of Agncultm‘e Forestry and
Fisheries, and three other Government agencies. "This. research is a mix of
basie, generic epplied, and applied."_3 The fact that the’ Japanese Governments
spends much more on generic applied and applied research than Ahiéi'iéan'
~ agencies, gives Americans the 1mpresslon that by the1r own emphasis on basnc
'Hresearch they subsidize Japanese companies which are allowed "to make '
optimal use of the basic scientific knowledge of the Umted States and other '_
countries and very effecmently deve10p thls knowledge mto marketable -
products, 4 ' R ' '

1 Commereial Blotechnologx, p. 323. It is interestmg to- note that a
beginning toward a federally funded generic applied research base in .
bicprocess engineering {in biocatalysis technology), started in 1981, was
terminated in 1984. For an analysis of subsidy" ‘policy, reasons for the
termination of programmes are at least as interestmg as reasons for
their creation.

2 E.g. increasing funding for umvarsxty—»mdustry cooperatlve programs, -
see Commercial Biotechnology, p. 325.

Commercial Biotechnology, p. 317,
4 Commercial_Biotechnology, p. 323.
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Whereas MITI only started major biotechnology programs at about the same
time when major support programs came about in France and Great Britain,
STA already in 1973 founded an Office for Life Science Promotion. Its research
and Gevelopment programs in fields related to biotechnol_ogy were the largest
and best funded in Japan until MITI's entry in the field. "Even today, 8TA's
programs are comparable in scale to those of MITIMI

Technological strategy is typically formed by a "bottom-up" process in Japan,
and private companies took the initiative for the formulation of biotechnology
progrdms as well. Five major Japanese chemical companies organized a joint
study group called the Biotechnology Forum after the 'announcement of the
Cohen-Boyer patent for the basic rDNA process in 1980, According to the OTA-
study on "Commercial Biotechnology", this Forum was instrumental in lobbying
for the establishment of MITI's three major ‘next generé.tion‘ biotechnology”
projects.2

In 1981, MITI established an Cffice of Biotechnology Promotlon within its Basic
Industries Devision "to provide policy oversight for.MITI?s biotechnology effort
and to serve as liaison between MITI's Biotechnology Long-Term Vision Advisory
Group and possible - MITI efforts to obtain from the Japanese Diet special
legislation governing the promotion of biotechnology in Jepan. This special
legisiation, however, will probably not come about. A_ major reason for this is
the international interaction between national programs.'f Up to now, it was
assumed in this paper that internationeal interaction nfould lead to an oversall
increase of national efforts-:-'to 'promote new indusfries. The OTA-study,
however, mentions in a footnote es a prominent reason why the passage of a
_ ___\speclal program has become unlikely the visible Amenean concern with
Japanese Government axd to hlgh-technology 1ndustr1es 3 International inter-
action - may, therefore, also contribute to decrease natlonal subsidies. As a
matter of fact, much of the OECD and GATT actmtles a1m at a dlmlmshmg
role of Ggovernment in subsidizing mdustry 'I‘he attltude of these organi-
zations, however, is more critical with ragard to submdies to ailing industries
than with regard to measures that stimulate new teehnologles {see below, p. ).

MITI's "next-generation” bmtechnOIOgy projects are part of a 10-year program
that is specifically designed to develop and dlffuse blotechnology among

1 Commercial Bloteehnologg, p- 478,

2 Projects in rDNA technology, bioreactors, and mass cell culture, see
Commercisl Biotechnology, p. 478.

3 Commereial Biotechnology, p. 476.
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Japanese (\:(Jl'n'tpanies.1 The amounts of subsidy, however, are not really
impressive. As in other fields, MITI plays a coordinative role rather than
providing large-scale financial backing. It is not only private industry that is
coordinated. In a situation of "interministerial rivalry and competition"Z,
cooperation between government agenecies and private companies can also lead

to more coordination within government at the initiative of industry: A planned
MITI "next-generation® project in cell fusion, e.g. was stopped, after discussions
with industrialists, "because the chemical companies ... Were already rather
advanced in this srea, and because the Ministry of Agrict_:]ture, Forestry, and
Fisheries and the Ministry of Health and Welfare wei'e developing their own
programs in the field."3 |

Given the ﬁeculiar Japanese context of very close cooperation between
government agencies, private companies and universitiés, it is difficult to trace
initiatives for subsidizing specific sectors, Because of the_?:omparatively strong
concentration on the industrisl application of biotechnology (rather than basic
research), it can be assumed, however, that industry had an overwhelming
influence on the process that gave shape to the Japanese biotechnology

programs.

2.3. Expenditures in the European Community

Inside the European Community, _the largest government outlays for bio-
technology can be found in the Federal Republic of Germany, which is also the
~ country where a very early start was made with the support of biotechnology.

2.3.1. [Expenditures in West Germany

As early as 1872, a program to promote blotecehnology was adopted in the
Federal Republic. The groundwork for a cornprehenswe Federal policy was laid
by a report prepared by DECHEMA the private research association of the
German chemicel engineering industry,.whieh was pubhs_heq _1_n 1974 and updated

1 “Aeeordmg to a recent MI“I‘I policy statement, 1t is. not feasible to rely
on the private seetor for bwtechnology—related research that involves
huge economic risks, so 'the Government itself must take the initiative
in sueh R+D, while at the same time offereng assistance to private
corporations in various forms to expedite thls R+D." - Commereial
Biotechnology, p. 479. _

2 Commercisl Biotechnology, p. 476.
3 Commercial Biotechnology, p. 478.
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seversl times since then to follow the "state of the art" and make suggestions
for further developments in the Federal Repul:'lic.1 Federal Government
expenditures on research and development in bmtechnology have increased

steadily.

Table 2: Federal Government expenditures on research and development in
biotechnology?
1974 24,6 mio. DM 1978 52.8 mio, DM
19%5 41.2 mio. DM 1979 58,3 mio, DM
1976 44.3 mio. DM 1980 60.4 mio. DM

1977 52.2 mio. DM 1981 66.6 mio. DM

Much of this goes to nonprofit research centres such es the Gesellschaft fiir
Biotechnologische Forschung (GBF) with a budget of almost DM 28 mio. in
19843, and to the 24 institutes and project groups of the ‘Biology and Medicine
Seetion of the Max-Planck-Gesellschaft. These institutions cooperate closely
with German industry.? The research institutes "have boards of directors with
strong industrial representation, so their research strategy is thus usually
formed by a 'bottom-up’ process™.5 Given the close cooperation between public
research institutes and private companies, there d_o_es not seem to be
competition between public research organizations and private industry for
publie funds.

An analysis of central government outlays only would underestimate the overall
publie support for new teehnolog:es such as blotechnology -Since research and
education to a large extent falls under the respons:bﬂlty of regional government
- (the "Lénder"), substantial amounts are added at that level. The Government of
Baden-Wiirttemberg has, for example, approved DM 30 mio. for the con-
struction of a new molecular geneties institute at ._ _Heidelberg'; which will be
supported also by the BMFT (DM 13 mio. over three yéﬁi's) and by BASF (DM

1 The most recent (fourth) edition is DECHEMA (Deutsche Gesellschaft fiir
. Chemisches Apparatewesen e.V.) - Biotechnologie - 82 , Frankfurt 1982.

2 Bundesministerium fiir Forschung und Technolog:e, Faktenberlcht 1981
zum Bundesbericht Forschung, Bonn 1982, p, 83,

3 GBF - Programmbudget 1983, Braunschweig 1982, p. 7

4 Only for four out of 17 areas of activity, the. GBF has no industrial
partner, - sce GBF - Wissenschaftlicher Ergebnisbericht 1982, Braun-
schweig 1983, p. 4. For the cooperation of the Max—Planck-GeseHsehaft
with mdustry, see Rainer Herbeck - Biotechnology and Technology

Transfer Views of a Major German Research Orgamzatlon, in: Biotech
83, pp. 795-802.

3 Commereial Blotechnologx, p. 478,
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4 mio. over five years).l Gii'gnl the location of the institute and its immediate
benefits for BASF, the public spending contains a considerable subsidy element
hidden in the budget for universities. A similar project in West Berlin is jointly
financed (DM 40 mio. each over ten years} by Schering AG and the city's
Technical University.2 The largest federal state, Nordrhein-Westfalen, also
makes efforts to boost biotechnoldgy research on its territory.3 |

Japan and West Germany have a strong chemical and pharmaceutical industey
which stimulated government activity in the field of biotechnology at an early
stage, Where the chemical industry is less important, as in France and Great
Britain, support programs have bee¥ initiated muech la'ter, and Government
itself had to play a more active role to start activities in the field.

2.3.2. Expenditures in France

Public involvement in biotechnology, in France, started more or less with
commissioning a report on the "Sciences de la vie" in 1978, which underlined
the importance of the field but did not discuss measures to be tsken by publie
authorities to enhance the development of biotechnology.? Stich measures were
proposed in the "Pelissolo-Report", published in 1981. The new socialist
government chose biotechnology as object of one of seven major teehnologieaj
programmes” on which the majority of all civilian research funds should foeus.
A "Mission des Biotechnologies" was established in Augué.t 1981 and produced a
planning document for biotechnology in France in July 1982.% During the first
three years (1983-1985) of & mobilisation program for the next ten years, about
FF 600 mio. should be in\nésted.7 However, these pl,ans proved to be .

1 Commission of the European Communities - Biotechnology: The Commu-

nity's Role, 'Background Note’, COM(83) 328 Tal/Z, p. 1
2 Schering AG - Presseinformation: Gemeinsame Initiative des Landes

Berlin und der  Schering AG auf dem Geb:et der Biotechnologie,
September 23, 1982.

3 Zukunftstechnologien in Nordrhem—Westfalen, Presse— und Informations-
- amt der Landesreglerung Nordrhem-Westfalen, Dusseldorf 1984, pp. 97-

106.
4 Frangois Gros, Frangms Jacob Pierre Royer - Selences ‘de la vieket

société, Rapport présenté au Président de la Repubhque Paris {(Docu~
mentation Francaise) 1979.

5 Jean-Claude Pelissolo - La blotechnologle, demain 2 Rapport au Premier
ministre, Paris (Documentation Francaise) 1981. R

6 Commercial Biotechnology, p. 477.

7 Margaret Sharp - Research note on 'Blotechnology in France' University
of Sussex, August 1982, p, 12.
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overambitious. France lacks a sufficient supply of trained researchers in this
field, "because the biological disciplines have not treditionally been favored in
France™.1 According to the OTA-studie, “enthusiastic Freneh Government
officials advocated generalized support of R+D projects” in biotechnology
"regardiess of the prospects for successful exploitation, to the dismay of
industrialists who doubted the viability of some of the projects designated to
receive Government support,”? Obviously, industrialists’ rdle in policy formu-
lation has been less prominent in France than in West Germany or Japan.

Since the nationalization of major companies by the soecialist Government, it
has become more difficult to distinguish between government policy and
company strategy. Of the three major French conipanies with important
research programs in biotechnology, Elf Aquitaine is 67-percent government
owned, Rhone-Poulene 100 percent, and Roussel Uclaf 40-percent (with the rest.
owhed by Hoechst from West Germany).3

2.3.3. Expenditures in Great Britain

The British Government subsidized the development of enzyme technology
already during the sixties.4 There were many uncoordinated short-term
programmes during the seventies, and funding declined because of the general
adverse economic situation. Massive government help has emerged relatively
late.3 The starting point of a more coordinated poliey has been the publicaton
of the Spinks report® in spring 1980, named after Alfred Spinks, formerly
director of research at ICI7, chairman of an advi_s'ory'_eommittee_ on bio-

teehnology whieh suggested a considerable increase in government spending.
" The Government in 1983 borrowed three industrial experts (from ICI, Glaxo and

BP) to monitor what British industry is doing = or failing to do - in
biotechnology. The group has identified sevegral priority areas where it believes

Commercial Biotechnology, p. 324.
- Commereial Biotechnology, p. 479.
Commercial Biotechnology, p. 75. .
Albert Sesson - Les biotechnologies; Défis et promesses, Paris (UNESCO)
1983, p. 278. B .
5 Christopher Farrands - The Biotechnology Boomni in Europe, The Eco-
nomist Intelligence Unit, European Trends, No. mﬂ'ﬂ,_;iﬁ a7,
] Biotechnology: a report of a joint party (Advisory Couneil for Applied
Research and Development, Advisory Board for the Research Councils,
The Royal Soeciety), Marech 1980. '

7 Commission of the European Communities - Biotechnology: The Com-
munity's Role, 'Background Note', COM(83) 328 final/2, p. 25.

s €3 b
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Britain ean and should be strong. The Government is prepared to fund the cost
- up to one third - of selected research and development projects.] Actually,
sbout £ 40 million were set aside for biotechnology in 1983, an amount which
is said to equal the funding in West Germany or France.2

2.3.4. Expenditures in other EC-Countries

In other EC-countries the deveiopment of bioteehnology is supported as well. In
Italy, this support is channeled through the Ministry of Scientific Research and
the National Researeh Counecil. As in France, some of the important firms with
activities in biotechnology sare state-owned (as Soreni, a subsidiary of ENI).
However, "it is generally recoghised that research at Universities and research
initiated by the National Research Council need more coordination and
concentration to become effeetive".3 | '

In the Netherlands, Government spending on biotechnology recently. has
increased considerably. One company alone, Gist-Brocades {the world's largest
penicillin producer and the second largest producer of enzymes), will get 100
mio. guilders (more than $ 25 mio.) from the Government during the next five
years to expand research and investment.4 Govemrﬂent‘ efforts aim at an
incresing coherence of research and development efforts in umvermtxes
research institutes and mdustry.5 In Belgium, too, much of Government actmty
in the field serves to gear academic research to commercial exploitation.b In
Denmark, the Government supports blotechnologlca] research through the
Science Councils. The Danish state is directly mvolved in biotechnological
production through the Statens Serummst]tut the sole producer of human
__vaccines in the country.?

1 Financial Times, 11 May 1984.

2 Nachrichten fiir AuSenhandel (Eschborn) 6 May 1983. According to
garrands (p. 37), this claim does not stand scrutlmty. _

3 R. Falin, F. Parisi - Biotechnology in Italy, *in:: E.H. Houwink -
Realistic View on Bioteehnology, European Federatmn of Blotechnology,
Frankfurt, September 1984, p. 97.

4 Volkskrant, 26 October 1984. The example of Glst-Brocades might be a
wortﬁwﬁﬂe topic for a case study. It seems that: the company got much
more from the Government than it demanded..

5 E.H. Houwink et al., R.R. van der Meer-—- Bloteehnology in the
Netherlands, in: Houwink {ed.), p. 103. E

6 W. Fiers, E. Wulfert, J. Vekemans - Blotechnology in_Belgium, in:
Houwink (ed) p. 88.

7 H. Barfoed, E. Falch - Biotechnology in Denmark, in: Houwink (ed.), p.

72.
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2.3.5. Expenditures by the European Community

Beside the different member countries, even earlier than most of them, the
European Community started with the preparation of a biotechnology pro-
gramme. In 1975 the Commission issued preparatory documents for a Commu-
nity programme in biomolecular engineering.l It took more than six years,
however, before the Council of the European Community finally adopted the
Biomolecular Engineering Programme (1982-1986) in December 1981. The
reason why it took such a long time to arrive at a common programme was that
the Community proposals had contributed to the awareness of governments of
the potential of biotechnology, and these wanted to devise their national
programmes in biotechnology first before embarking on a common programme.
In most of the national programmes, little attention was paid to the European
dimension.? The endowment of the Community Programme. accordingly, was
rather meager: The programme was to be executed with a budget of 8 Mio Eeu
in the first phase, running from 1 April 1982 until the revision of the
programme, with an additional budget of 7 Mio Ecu ‘in the second phase,
adopted in Oectober 1983, from 1 January 1984 until 31 March 1988.3

Of the more than one hundred research contracts concluded during the first
phase, about half has been with university departments, and the other haif with
public research institutes. Only a handful have been concluded with private
companies, Companies involved were  Carlsberg in Denmerk, Degussa in
Germany, Vioryl S.A. in Greece, and Wellcome in Great Britain.? Participation
of private business in the prepb.ration of the Community programme had been
mediated, to a great extent, through associations such as the European
- Pederation of Biotechnology (founded in 1978) that has brought together over
40 learned societies. Industrial participants have been prominent in the
specialised workmg groups whlch ‘meet under its umbrella.5 The large number

1 Commission of the European Communities - Biotechnology in the
Community, COM (83) 672 final/2~Annex, p. 15.

2 Commission of the European Communities - The FAST Programme, vol.
1, p. 23: "Yet few of the national reports stress the European dimension,
and national policy-makers may even see Eurcpean collasboration as a
threat to their personsl sphere of influence."

3 Commission of the European Communities -~ Research and training
programme in biomolecular engineering (April 1982-March 1986), Cate-
logue oI contracts with classifleation of actlvmes, Phases one and two,
Brussels, August 1984, p. 9.

4 See part II on 'Geographlcal Distribution of Laboratorles Participating in
the Cost-Shared Actions and List of Contracts’, in: Research and
training programme_in biomolecular engineering, pp. 79-115.

5 Commission of the European Communities - B:otechnology in the
Community, COM (83) 672 fmalf'z—Annex, p. 52.
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of applieations for research funds as well as the intensification of conctacts
“between researchers in different European countries stimulated by the pro-
gramme, has contributed to legitimize the preparation of a larger Community
programme' in the execution of which industry will probably play a more
significant role. | _

The Commission submitted . plans for a more extensive programme to the
Summit Meeting at Stuttgart in June 1983. The Europesn Coungil in June 1983
approved the priority objectives formulated by the ‘Commission which elabo-~
rated more detailed proposals in a communication on Biotechnology in the
Community to the Council of October 1983, which were f&vourably received. In
Api'il 1984, the Commission presented a Proposal for a Council Deecision
adbpting a_multiannusl research action programme of the. European Economic
Commuity in the field of biotechnology (1985-1989).1 Thrdixghout the proposals,
strong emphaéis is placed on the importance of industrial consultation and
collaboration. This applies to each of the stages from training and research,
through to the exploitation of their results, and the formulation of Community
policies in biotechnology.2 A special section (2.3.) is dedicated to 'Participation
of Industries in the Programme'. Smell and medium size enterprises are
especially encouraﬁed to become involved.3

Whereas the Commission’s eommunication of October 1983 still foresaw a total
budget of 200 Mio ECU (or 40 Mio. ECU a year), the total amount was brought
down to 153.8 Mio. ECU in the communication of Apl_'il' 1-9'84, out of which 65,3
- Mio, ECU was to be financed by national administrations, leaving only an
amount of 88.5 Mio. ECU to be carried by the Community {about 18 Mio. ECU
'a_ year).? At its December meeting, the Council of Research Ministers approved
—only 55 mio, ECU in funding spread over five years,' again a sharp cut from
what officials had originally hoped to obtain. This considet‘able reduction is the
result of current European Community budget restreints$ as well as continuous
pressure from the governments of the Member Stat::es to keep Community
actions limited to programmes that could not be realiééd by individual member
countries as well. The involvement in international programmes is often
criticised by national institutions or associations that wonder whether the

COM (84) 230 final, Brussels, 26 April 1984,

COM (84) 230 finel, p. 10.

“COM (84} 230 final, p. 29. _
COM (84) 230 final, Financisl Record, p. 2.

Cf. Chemical Engineering, 21 January 1985, p. 50.
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same amount spent at home would not show better results and benefit them
more directly.l _

Quantitatively, the ecommon European programme is not very impressive. It is
less interesting for private industry than for universities. But the deliberations
that lead to such a programme are important for the preparation of the
national programmes in Europe. The preparation of international programmes
leads to a continuous comparison between national programmes and draws the
attention of national policy makers to important fields they may not yet have
covered, Aécordingly, discussions on common programmes are one of the
mechenisms that increase the international interaction between different
national support programmes.

2.4. Expenditures in other OECD-eountries .

Support to biotechnology programmes is not restricted to the large economice
"bloes", the U.S., Japan and the European Community, Practically all industrial
countries have developed biotechnology programmes, whether they have a
strong industry or not. This underlines that subsidy schemes are not always the
result of industry lobby, but often the result of government initiatives.

3. Cooperation between Public Research Institutes and Private Indusfry

~ In this paragraph, it will be described how governments often took a first
initiative, and why the influence of business on support programmes in
biotechnology in many ecases has increased over time. -

1 Sueh criticism has been voiced in Great Britain, for example, with regard
to the European Molecular  Biclk Laboratory ‘at Heidelberg, a ten-
nation project.” An extensive report by the British Medical Research
Council was necessary to refute the criticism ("The United Kingdom's

Participation in the European Molecular Biology Laboratory. Report to
the Medical Research Council"; October 1983, 73 p. + annexes),
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3.1. Diffieulties to Define Subsidies

The amounts cited in the preceding paragraphs do not seem very large,
especially when compared to subsidies paid to agriculture or to declining
industries as the stee! industry. And the bulk of it will not even be a subsidy (in
the narrow sense), but rather expenditures on public research. If only those
amounts are tsken into aecount that are peid to (privaté or public) companies
either in the form of direet granis, tax credits or cheap loans, subsidies for
biotechnology industries seem almost negligible.

But if the main question is how Government backs industry, outright subsidies
are less important than other measures. The activities of the Japanese
Government are a notorious example. Direct subsidies are of comparatively little
importance. But the whole policy of the public sector {ministries, research
agencies, public financial institutions) is geared to the advanecement of specific
sectors. It is because of this close relationship between business and the public
sector that one often speaks of 'Japan Ine.'. It is the integrated approach of
shaping a suitable regulatory framework, encouragement and coordination of
research and development, a supportive education and science policy, provision
of markets by government procurement and (non-tariff) protection ete. that
forms a much more effective support thean just money. For an international
comparison of government support, the whole pollcy—package‘ is relevant, not
the outright subsidies only.

With government policy as a whole aiming more and more explicitly at an
increased international competitiveness of the national econbmy, infrastructure
expenditures of Governments often get the character of subsidies to the sector
they serve. The more higher education in specific fields, for example, gets
tailormade to suit the needs of a specific industry, the more it can be regarded
es a form of subsidy. The more influence industry gets on the selection of
research priorities at universities and on curricula, the- h_i_dré- expenditures in
these fields can hardly be distinguished from subsidies. Where lies the difference
between direct support of research and development of & company, regarded s
subsidy, and the expenditures on university research that has been programmed
in cooperation with the same company and that will be used to develop new
products by the very same company ? '

It has been mentioned above (p. 8) that in the field of biotechnology, a somewhat
reverse flow of 'subsidies' has eome about with private compenies financing
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university research alongside with public institutions.l It is only at the surface,
however, that this is a flow from the private to the public sector. Normaily, the
company in question gets the right of first commercial exploitation of the
results of the researeh it has co-financed. It can thereby appropriate the results
of much larger research efforts than it could have financed on its own, without
carrying all the overhead cost connected to a large research team and the
installation of expensive equipment.

In most OECD-countries increasing emphasis hes been put on indusiry oriented
research at universities and on closer eocoperation between industry and
universities, Many national programmes have the enhancement of this coope-
ration as a major objective, Certainly, this cooperation is not only advantageous
for the companies. It increases the means at the disposal of university
researchers, opens careers for some staff-members and betfe@f students, and can
give them the satisfaction that their research is of direct use. Nevertheless,
there is a subsidy element in this close interrelationship between public research
institutions and private companies, however difficult it is to specify it.

With other forms of public enhancement of bioteechnology, similar difficulties do
exist to estimate the ‘subsidy equivalent' of specific measures, be it the
installation of seience parks, often on {or neighbouring) university premises?, risk
capital funding, joint ventures by Publnc Institutions (as the British Technology
Group) and the private sector, as in the case of Celltech, the creation of
transfer centres which should help with the commereiahzauon of the results of
basic and applied research (as in France),or the public’ appomtment of business
consultants as in Norway.

Government activity to enhance biotechnology is a good example for the
difficulties to get an operational definition of 'subsidies® in a situation in which
government agencies and the 'pr'ivate sector cooperat_é very closely in many
different forms so that the concept of 'subsidy’ gets. blurred.

1 This happens in Germany (ef. p. 11/12), in Sweden, Finland and elsewhere.
See e.g. N Molin - Biotechnology in Sweden, in: Houwink (ed.), A Realistic
View on Biotechnology, 1884, p. 114, and P.M. Markkanen Biotechnology in
Finland, in Houwink (ed.), p. 75. '

2 Elf Aquitaine at Toulouse - and Transgene at Strasbourg ‘moved their new
biotechnology facilities near universities in order to profit from proximity, -
see Sasson - Les biotechnologies: défis et promesses, p. 282.

3 The Royal Norwegian Council on Science and Technology has recently

engaged business consultants in its efforts to find interesting business areas
for Norwegian industry in biotechnology, - see I Hagen - Biotechnology in

Norway, p. 107.
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3.2, The Initiative of the Public Sector

Very often, cooperation between government and business is so close that it is
difficult to trace who has taken the first initiative to subsidize a specific
activities. Business assoeiation sometimes react to the request of government to
elabroate concrete proposals, but the idea to come up with such a request may
have originated from the business association itself. It was for example "partly
at the request of the Federal Ministry" that the German DECHEMA's Committee
of Experts drew up "Biotechnology studies" in 1974, 1976 and 1982 which contain
recommendations for a government programme of research and development.l
The "idea to ask for these studies, however, may have been lsunched by
DECHEMA representatives themselves.

The large role of governments in the initial phase of the development of
bictechnology is understandable when one takes into acec_iuht that most research
in this area has been carried out by universities and public research institutions.
Only when a break through was realized in genetic engineering in the early
1970's, many larger compeanies started to build up their own faecilities in this
field. Those most familiar with the "state of the art" and the further needs of
the scientific community, therefore, during the first phase where the researchers
themselves who, initially played an important role in the f@tniijlation of research
programimes. '

Beside the researchers themselves, gbvernment officials p_l#yed an important
role, too. One of the ressons for-their aetivities in biotechl__:plogy was that they
had been aceused in many coun‘triés th'at their Industrial pblicy was only backing
the losers, without being able to avoid the decline of some. tradmonal industries,
In order to compensate for these losses (more and . more regarded as
unavoxdable) governments looked for new sectors they could push. European
governments also wanted to avoid that a late start in bxotechnology would bring
Europe into the same unessy posntnon that the old contment actually has in the

field of microelectronics. S : |

The role of private companies or business associations dlffered from country to
country. This role may have been 1mportant in the case of’ Germany, where very
strong (end well organized) chemical,  chemical engmeerm_g_ “and pharmaceutical
industries do ‘exist. It has been 'negligible in the case of ‘France where these
industries are comparatively weak. In Japan and Great Bntam, 1t became strong
only at a moment when the aommercial opportumties ‘had clearly beén
recognized,

1 H.J. Rehm, D. Behrens - Bwtechnology in the Federal Repubhc of Germany,
in: Houwink (ed.), p. 87. . _
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3.8. Shifts in Priorities as Co;nmercialization Starts

The first wave of development of modern biotechnology, after the initial
breakthrough at university institutes, was carried to a great extent by small
ventures in the United States: new biotechnology companies around some
prestigious researchers that had left universities. Large companies only got a
more prominent role when the first enthousiasm of venture 'capital had withered
away, after it had become clear that production of eommercial quantities at
competitive prices would take longer than initially expeeted.

In order to produce larger quantaties than et the laboratory stage, more process
know-how was necessary which the research ventures often lacked. With the
commereial application of biotechnology coming in sight, larger companies got
a more active interest in biotechnology developments for'_a_ number of reasons:

the enormous market potential had in the meantime become obvious,

- some new biotechnoiogy prdducts would compete with their traditional
products, and | c

- the first patents granted draw their attention to the faet that they might |

become excluded from attractive markets if they did not enter it at an early

stege themselves. |

It was especially after the announcement of the Cohen-Boyer patent for the
basic rDNA process in 198¢ that Japanese companies beganie’ active lobbyists.
Following the award of this _Wt?m' "the Commnittee Qn_ ‘Life Sciences of the
Japan Federation of Economie Organizations met in alarm- fo discuss a Japanese
response. Inciuded at this meeting were representatives of 30 major Japanese
companies with an interest in biotechnology. The Cohen-Boyer patent was seen
as a matter of concern because, according to their company sources, the patent

- would affeet almost any produet application of rDNA technology. Ironically, it

was suggested that the United States were designating 'biotechnology as a
strategic national industry and was weaving about it a network of protective
patents," 1 : R SR

In Great Britain, a similar change took place at about the same time. Whereas
the direction of government involﬁerheht previously had been "determined largely
by Government officials and - seientists acting thfough- qlfe__ady existing com-
mittees, with only oceasional Iil'lp,l-l_t from the private sector", the Laboratory

1 Commereiel Biotechnology, p. 478.
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. of the Government Chemist, part of the Department of Industry, set up a
Biotechnology Unit. This Unit is headed by one official from the Laboratory of
the Government Chemist and three full-time biotechnologists on loan from
industry.l One of the tasks of this group is to see that ventures like the new
governmeni-backed Agricultural Genetics Company remain "an opportunity not
an obstacle" for the British Industry.2

In Germany, increased emphasis on the role of industry is not so much the result
of the start of commercialisation of biotechnology products, but of the change
of government in 1982. In France, the role of industry has hardly increased.

There does not seem to be any competition in the countries dealt with between
public research institutes and private industry for government support. With the
increased influence of industry on government programmes in biotechnology and
the inereasingly intensive cooperation between public research institutions and
private industry, the work of public institutions is largely geared to advanee the
position of national companies in the world market, and public institutions and
private firms therefore do not really compete for government funding.

1 Commereial Biotechnology, p. 478.
2 Financiel Times, 11 May 1.984_.
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THESES FOR DISCUSSION

There is considerable difference between subsidies for established sectors and
subsidies to 'new' sectors wnth regard to the political process that leads to

government support.

Traditional sectors have a well-established access to policy making, effective
lobby organisations, links to trade unions and regional policy makers. New

*industries will have little experience on the political scene, less management

5.

7.

8.

9.

10.

- time to devote to policy issues and few links with the trade union

bureaucracy or regional political actors.

In many high-technology sectors, cooperation between public authorities and
private business has become so close that the concept of 'subsidies’ becomes
blurred. Many government activities, inspired by close government -business
interaction, can be regarded as a 'subsidy—equivalent’

For a technology that will find application in many different economic
sectors, there may be none that will advocate its support strongly enough.

For the very same reason, one can ¢xpeet more initiative from governments

to support developments in the new field.

Government programmes will first concentrate on what seems feasible
technologically. Once technological feasibility is proven and development
approaches the phase of commercialisation, business interests will want to
focus public programmes on projects viable from a commercial point of view.

There is strong international interaction in the formulation of subsidy
programmes. Less advanced countries wili try to copy the progress in the
more advanced ones, and the industry in more advanced countries may feel

“the need to 'retaliate’ with similar government programmes to keep its

advantageous position.

International interaction may not only stimulate subsxdy programmes, it may
also be an obstacle to such programmes if 1t can be antlclpated that other
eountries would react negatwely.

Internationel programimes to advance a new technology may not succeed to
increase international ecooperation. The preparation of these programmes may
draw -the attention of national policy makers to hitherto unacknowledged
fields of importance and thus help to increase confhcting efforts at the
national level.

There is a zero-sum element in subsidizing industrial sectors in different
countries. Oniy in so far as industries in a given country develop faster and
more effectively than in other countries, their internatlonal competitiveness
will increase as the result of subsidies. :

Competing national support programmes have confributed to international

conflicts between highly idustrislized ecapitalist countries. Infernational

measures to soften these confliets (within OECD, GATT or at summit
meetings) have not yet had the intended effect, - '
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RESUME

Les aides financiéres de l'Etat aux entreprises industrielles
constituent un moyen important de l'intervention publique sur le systime
productif. Mais qu'appelle-t-on aide & 1'industrie 7 Quels en sont les
finalités et ks bénéficiaires réels ? Les réponses sont souvent ambigues
ou partielles. L'objectif de plus en plus nettement affiché de modernisa-
tion de 1'asppareil industriel et la forte croissance des aides financigres
ces gquatre derniéres années incitent & aspprofondir 1'analyse.

La présentation par grandes masses des flux annuels d'aide
depuis une guinzaine d'années permet déja de dégager quelques caractéris-
tiques intéressantes : trés forte croissance des aides & l'exportation sur
toute la période, et de presque toutes les formes d'aide depuis 1981, forte
concentration sur quatre secteurs industriels : sidérurgie, construction .

navale, aéronautique et informatique, et sur un nombre limité de grands
groupes, poids des considérations sociales et d'indépendance nationale dans
1taffectation de ces crédits publiecs.

Pour dépasser ce premier niveau de constat, il faul ensuite
expliciter des critéres d'appréciation et des é€léments de comparaison. La
diversité des objectifs de 1'intervention publigue sur le systéme produc-
tif, et la diversité des moyens utilisés -1'aide fimanciére n'étant généra-
lement pas le plus important- conduisent alors une premiére réponse : la
quasi-impossibilité d'une évaluation compléte et unique de i'efficacité
congue comme adéquation de 1l'aide financieére seule & l'ensemble de ses
objectifs.

Se plagant &u niveau de l'entreprise aidée, il apparait
d'abord qu'en régle générale 1'aide publigue permet de réaliser des actions
qui, sans elle ne l'auraient pas été, ou l'auraient été avec une ampleur
moindre car elles étaient jugées peu rentables ou trop risquées par les
entrepreneurs, Il semble également que dans notre systéme frangais, la per-
manence et ls complexité des principales procédures d'sides créent des
changements de comportements et des interdépendances particuligres entre
les entreprises et les services administratifs concernégs.

Si enfin on se préoccupe des effets plus généraux des aides &
1'industrie, on est conduit & étudier leur impact sur 1l'aménagement du
territoire, le développement des secteurs industriels aidés, la balance des
paiements, les finances publiques et l'emploi. On constste zlors, qu'au-
delsd des effets escomptés, il est tout & fait important de prendre en consi-
dération des effets indirects de déplacement ou d'éviction qui, bien que
difficiles & évaluer, diminuent dans des proportions significatives 1l'ef-
ficacité qui a pu étre appréciée a priori au niveau microéconomique. Hne
plus grande transparence et la réalisation plus systématique d'évaluations,
a posteriori permettraient sans doute d'augmenter 1'efficacité de ces aides
et leur adéguation & 1'objectif principal de modernisation industrielle.
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L'intervention publique sur le systéme productif est trés
variée dans ses objectifs et ses modalités. Pour 1l'essentiel elle résulte
de pelitiques générales qui fixent les conditions dang lesquelles fonc-
tionnent les entreprises (réglementation, fiscalité, crédit...) ou qui
affectent leur environnement (formation, recherche, grandes infrastruc-
tures...). Dans notre systéme d%conomie mixte, 1'Etat met également en
oeuvre un dispositif plus fin d'intervention en direction de certaines
catégories d'entreprises, dispositif dont la justification repose soit sur
le constat d'une carence de l'initiative privée, soit sur la poursuite
d'objectifs que les entrepreneurs privés ne sont pas amenés & prendre en
compte spontanément : indépendance nationale, qualité de l'environnement,
objectifs de caractére macroéconomique ou social. Dans ces interventions
directes, les pouvoirs publics combinent de maniére trés complexe diverses
formes de contraintes, de protection, d'actions d'entrepreneur et d'inei-

tations. La présente étude traite des aides financigres, forme d'incitation

importante et guantifiable.

La mesure des aides publiques et de leurs effets soul&ve de
nombreux problémes, Les probleémes méthodologiques classiques des analyses

de transferts ont certes été répertoriés depuis longtemps (1) (2} :

~ problemes de définition {des objectifs, des décisions isola-
bles pour l'analyse, des groupes conCernés,...) ;

- problémes d'analyse des flux (directs et indirects, immédiats
et différés) ; |

- problaémes de valorisation (particuliérement pour les effets
hors marché) ;

- problémes d‘agrégationl(dans le ‘temps, selon les objectifs

et les groupes,...).

L'est par une démarche plus pragmatigue qu'on tentera ci-aprés
d'aborder cette analyse de l'efficacité des aides. Apres avoir fourni
guelques indications sur la définition et 1'importance des flux financiers

concerngs, on se placere des divers points de vue complémentaires & partir

desquels sont généralement formulées les principales questions concernant ce
sujet : guels objectifs, quelé impacts ex ante et ex post sur les décisions

et les comportements ? quels effets sectoriels et macroéconomiques ?

(1) Les numéros renvoient & la bibliographie en annexe.



I - DEFINITION ET MESURE DES AIDES

Dans un domaine aussi complexe il est utile de préciser le

champ de 1'analyse. Méme -si certains développéments de cette étude

semblent pouvoir s'appliquer & d'autres sories d'aides, on se limite
iei & certaines catégories d'interventions financieres, décidées
par 1'Etat et concernant des entreprises industrielles (industrie manu-

facturidre *).
Aprés avoir énuméré les catégories rétenues on rappellers
1'importance des montants financiers en jeu et leur évolution depuis

une quinzaine d'années.

1-1 Eléments de définition

L'exemple simple de l'aide financiére est évidemment la
subvention accordée directement sur fonds publics, sans contrepartie
en termes de remboursement ou de fourniture. dfuh bien ou service. A
1'opposé, la notion d'aide aux entreprises est ambigle et pourrait étre
congue de maniére trés large : toute action de'lkttat ayant un impact,
direct ou_indirect, sur une entreprise, par rapﬁort a une sclution de
référence olU cetite action n'existerait pas, deﬁraif en théorie étre
examinée, qu'il s'agisse.de réglementation, de services collectifs,
de marchés publics ou d'allecation de ressources, Il est & craindre
que dans cetie acception large sucune limite sihple, auvcune sclution
de référence claire ne puissent étre définies ¢t donc‘aucune évaluation
tentée.

On retiendra dars cette &tude une définition assez proche de
celles qui ont déja été retenues dans divers travaux administratifs
nrécédents [3] 2 [8]. On se limitera aux interventions qui se ecarac-

térisent par un flux finﬁncier, sans cantrépartiérdirecte, de 1'Etat

vers des entreprises, soit directement, soit a travers des agences ou
des établissements agiSéant_?elon des directives de 1'€tat. On leur

assimilera quelgues actions dérogatoires en matizre de fiscalité et de

* plus précisément les secteurs U02, U04, UDS ét U06 de la nomefclature
en 14 ‘postes de’ 1'INSEE.
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crédit. Le cas des marchés publics ne sers pas traité bien que
certains marchés d'études soient en fait des aides aux entreprises
contractantes, et que de nombreux marchés de produits industriels

aient un certain contenu d'aide publique.

Plus précisément on retiendra (*) comme zides financidtres

directes les subventions et primes versées, les bonifications 4'intérét
décidées par 1'Eiat pour des préts ou avances accordées directement

ou par des organismes financiers (incluant les préts et le réescompte
& taux privilégig), les systémes de garantie de prix pour la cons-
truction navale et les .exportations;: les dotations en cabital aux
entreprises publiques industrielles, ainsi que quelques systémes
fiscaux spécifiques s'écartant du droit commun, en faveur de certaines
catégories d'investissements industriels.

1-2 fQuelques ordres de grandeur

Avec la définition restrictive indiquée, et en se limitant
aux secteurs industriels, on peut dresser un tableau résumé qui fournit

les principales caractéristiques de 1'aide financigre directe sur

la période 1970-1983.

./

{ ¥} D'autres définiticns serajent évidemment concevables. Une
définition plus restrictive consisterait par exemple & considérer
que les dotations en capital accordées par 1'Etat sux entreprises
nubliques ne sont pas des aides, que les garanties & )'exportation
sont le résultat d*une procédure d*assurance et que les crédits
privilégiés a l'exportation, correspondant 3 )'application du
"consensus" de 1'0CDE, sont pour l'essentiel une aide aux pays
en voie de développement... A 1'inverse une définition plus large,
mais sans doute encore plus discutable, conduirzit & inclure
dans les aides & l'industrie certaines mesures fiscales particuligéres
(dont 1l*eide fiscale & 1'investissement) ou générsles (avantages
liés au régime de l'amortissement dégressif),les merges pour études
libres de certains marchés publics, certaines asides & l'emploi
transitant par les entreprises,... Selon les rubriques retenues
1'évaluation des sides financikres & l1'industrie en 1982-83 varierait
alors d'une vingtaine de milliards dans la définition la plus res-
trictive &8 plus d'une centaine de milliards de francs.



Les aides publigues & 1'industrie de 1970 & 1983

moyennes annuelles, en millisrasde francs de 1983

18707 2 1974-76 -_"_!979—80 1982.-83
Rides spécifiques & la sidérurgis
la censtruction navale, l'aéro- , 5
nautigue et l'informatigue. {&) 8,7 10,9 7,2 13,5
Apports en fonds propres (hors des 1,2 0,7 0,8 5,0
quatire Secieurs precedent o .
Rides & l'exportation (b} 3,2 6,3 11,9 17,9
Autres aides financieres (c) 3,0 3,2 4,7 7,5
Total 16, 1 21,2 24,6 43,9
Aides/valeur ajoutée industrielle (%) 2,1 2,4 2,¢ 4,6
Aide /Dépenses du budget de 1'Etat (%) 2,9 3,2 3,1 4,8

Notes sur le tableau :

a) procédures partlculléres & ces secteurs, apports en Fonds propres, et

N

préts garantis & la sidérurgie ;

b) pour 1'essentiel le codt pour l Etat et la Banque de France de la

garantie du risque économique et des réductions de taux d'intérét

c) notamment les bonifications d'intérét pour les préts a 1° 1nvest;ssement

les aides aux entreprlses en difficulté, a 1‘'aménagement du territoire,

a la recherche,...
{ef tableau en annexe %) et [8]

On notera de_pluéque

- ce tableau est établi en francs constants de 198% (déflateur : 1'indice
de prix du produit intérieur brut) ; '

- pour lisser certaines évulut;ons dues 3 des décalages temporels de quel.-

ques mois dans ks décisions et surtout les paiemeﬁté; on 3 présenté des mayen-

fifs annuelles portant sur quaire -

s'agit encore d' évaluatlons prov:sozres 3

périndes de deuy ou*fﬁlsaﬂs pour 1983 il

b



- si en régle générale les préts & taux privilégiés ne sont comptés en
aide qu'& concurrence de leur éguivalent en termes de bonificz:ions
d'inteérét, une exception a été faite, sur critire économique’
pour la sidérurgie ol les préts sont comptabilisés comme aide pour leur
totalité, l'année de leur versement (les anciens préts ne sont done pas
pris en compte l'année de leur consolidation),

. 1-3 Une premidre caractérisation des aides

Le tableau de la page précédente et les compléments fournis

en annexe 1 permettent de metire en évidence cimg caractires principsux des

aides a l'industrie depuis quinze ans :

- la montée en puissance du systéme d'aides publiques durant

les anndes 70, particuliérement 2 l'occasion de la premiére crise pétro-
ligre, puis sa progression spectaculaire aprés 1981 : doublement des aides
versees entre 1973 et 1976, triplement des aides entre 1980 et 1983 ;

- le poids considérable, sur toute la périods. de quatre secteurs
en crise et Tortement conkrdlés par 1'Etat depuis trés longtemps : la sidé-
rurgie, la construction mavale, l'aéronautique et l'informstique. On verra
plus loin la part des considérations d'indépendance nationale dans 1'aide
accordée 2 ces secteurs en quasi commandite publique avant 1981, et presqgue

totalement nationalisés depuis cette date ;

- la trés forte croissance, sur toute la période studiée,  des

aides & 1'exportation, d'abord de la garantie de risque économique, puis de

1'abaissement des taux d'intérét dans le cadre du "consensus" de 1'C.C.D.E..
On rappelle que ces aides concernent pour l'essentiel les ventes de biens
d'équipement (y compris aéronautique et armements), particuliérement aux

pays en vole de développement ;

- pour le reste, malgré l'extréme diversité des procédures, les
montants fimanciers en jeu sont restés limités.l’analyse détaillée montre
qu'une part importante de ces interventions concerne £galement des entrepri-

ses en difficulté. Ainsi, la part des aides consacrées & une politique

volontariste de redéploiement industriel vers des activités en croissance




est restée particulidrement faible, jusqu'en 1981 : quelques centaines

de millions de francs par an pour l'innovation, la recherche-développement,
les économies d'énergie et de matiéres premiéres, le dé#eloppement des
petites et moyennes industries. Depuis 1982, les masses financitres rela-
tives 2 ces actions ont été sensiblemént accrues, mais leur part dans le

total des aides reste 2 peu prés stable ;

. enfin, i) est intéressant de rapprochér les flux d'aide
publigue et les données concernant le poids relatif des divers secteurs
industriels, la taille et la concentration des entreprises, les liaisons
firancidres et les marchés publies. Il est clair que pour l'essentiel les
aides spécifiques aux quatre secteurs déja cités sont versées 3 une dizaine
de grands groupes industriels : les deux groupes sidérurgiques, les groupes
controlanmt les ¢ing grands chantiers de construction navale civile, la
S.N.I.A.S., ia S.N.E.C.M.A., Dassault et le groupe BULL. De plus, ces groupes
occupent avec trois ou quatre autres, dont principalement Thomson et Renault
(mais hors la sidérurgie), une place essentielle dans la recherche-
développement industrielle et-dans les exportations_naiionales de biens
d'équipement, critéres d'attribution d'aides importantes ; enfin, nationali-
sés depuis trés longtemps pour certains, depuis 1931-1982 pour ls majorité
d'entre eux, ils recoivent évidemment l'essentiel deé dotations en capital
de 1°Etat aux entreprises et groupes indusiriels publits (9} et {10). On
constate ainsi due les aides financiéres directes définies ci-dessus ont

été attribuédes pour l'essentiel 3 un nombre l;mité de grands greoupes indus-
triels, généralement "abonnés" & plusisurs catégories d'aides et souvent
bénéficiaires par ailleurs d'importants marchés pour la Défense Nationale
et I'équipement des grands services publics : énergie, transports et télé-
communications. Une étude récente de 1'INSEE (6) compléte cette approche
et fait appéraitre la forte concentration sectorielle: des aides : la part
 des aides dans la valeur ajoutée des dix-huit secteurs industriels qui y
sont distingués est de moins de 3 % en 1979, 1980 e€_1981 sauf pour deux
secteurs ol elle dépasse 13 % : sidérurgie et navale-aéronautique-armement ;
ces deux secteurs ont regu plus de la moitié des aides accordées 3

1*industrie de 1979 3 1982. (¢f annexe 1)



10.

La mise en relief de ces cing traits fondamentaux constitue
en guelque. sorte le premier niveau de l1“évaluation du systéme d'aide 2
1'industrie. Elle apporte déija des indications trés intéressantes qu'on
retrouvera d'ailleurs dang la suite de 1l'analyse. La forte concentration
des aides depuis plus de quinze ans sur un nombre trés limité d'activités
et d'acteurs industriels est un indice de 1'inertie du systime, inertie
mise en évidence depuis longtemps (4) et (7) ; elle montre également que
1'Etat exerce dans quelgques domaines une tutelle forte et croissante, dont
on présentera les justifications dans la deuxi®me partie. Le poids dura-
blement €levé de guelgues secteurs en régression, particuli&rement la
sidérurgie et la construétion navale, et la faible part des aides consa=
crées au développement des activités & fort potentiel de croissance mettent
en évidence le poids élevé des objectifs de caractere défensif ol de nature
sociagle. Les objectifs £conomiques, de redéploiement industriel et de
modernisation paraissent avoir été moins prioritaires sur l'ensemble de la
période et les aides correspondantes paraissent avoir ¢été superposées plu-
tot que substituées aux précédentes. Une analyse plus rigoureuse nécessite
maintenant de définir des éléments de référence et de comparaison, indispen-
sables & toute étude d'efficacité.



.

I1 - L’AIDE FINANCIECRE ET LES OBJECTIFS DE L'INIERYENTIUN'PUBLiQUE

Si on s'interroge sur 1'efficacité d'une aide de 1'Ftat, la
premidre question que l‘qﬁ,se pose concerne son adéquation aux objectifs de
la puissance publique. Mais alors comment déterminer ces objectifs? Comment
distinguer le rdle spécifiﬁuefd'une aide financiére parmi divers moyens mig

en oeuvre simultanément 7

Les analyses de certaines polifiques publiques, les exposés des
motifs de divers projets de lois, les ouvrages nombreux de juristes et
d'économistes sur les divers réles de 1'Etat, constituent une matiere trés

riche permettant de révéler les justificetions de 1'intervention publique

aupreés des enireprises industrielles. Le rappel gui en est fait ci-dessous
permet d'illustrer les difficultés et les limites de ce .genre d'analyse
indépendamment de ta description présentée ensuite, des principaux moyens

de 1'intervention publique.

Les deux paragraphes descriptifs, des objectifs et des moyens
de 1l'intervention de 1'Etat sur les entreprises ne permettront dfapporter

que des reponses formelles & la question principale de ladéguation de l'aide

financitére aux objectifs des pouvoirs publies.

2.1. — les justifications de 1'intervention publique

C'est certainement par des mesures générales de la politique

économigue et sociale gque 1'Ftat exerce, directement ou indirectement,

1'influence la plus forte sur le systéme productif et sur 1'évolution des

entreprises :

- les actions d'éducation, de formation et de recherche, le développement
des infrastructures (tramsports, télécommunicdficns, énergie,...) dépendent
pour l'essentiel de 1'Etat et conditionnent largement le développement des

entreprises & moyen Qtf{png:terme ;

- les politiques sociales, fiscales, du crédit, des prix ... ont des effets
directs immédiats et importants sur les charges:dés entreprises, sans que
1'on ait généralement évalué leurs effets discriminants selon le type
d'entreprises. Ces politiques peuvent avoir seioﬁ les cas des effets
positifs ou pervers sur la compétitivité de l'indﬁstrie, effets plus

importants que ceux des aides directes aux entreprises ;
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- les mesures de régulation conjoncturelle ont également des
effets discriminants indénisbles, qu'il s'agisse des a-ceoups dans le
contréle du. crédit ou des prix, dans.le passation des marchés publics ou

d'actions temporairés sur la demande intérieure.

Au-deld de ces politigues horizontales et de la gestion directe
des services publics, il est généralement admis, dans notre systéme d'écono-
mie mixte, que 1'Etat mette en ceuvre un dispositif plus fin d'intervention

directe auprés des entreprises. Plusieurs justifications en ont été avancées

depuis longtemps ; pour l'essentiel elles sont liées & 1'appréciation, .par

les responsables publics,de divergences entre 1l'intérét colleccif et diverses
catégories d'intéréts particuliers : indépendance nztionale, nuisances,
projets & haut risque ou & long terme, entreprises en difficultés, ...

Dans un contexte de compétition internationale ces justifications sont
renforeées par 1'existence d'interventions importantes dans les pays
concurrents. (Méme si on ne peut affirmer, ni que ces aides sont efficaces,
ni méme, compte tenu des autres contraintes auxquelles sont soumises les
entreprises étrangéres, que ces interventions suffisent & les placer dans
une situation avantageuse par rappert aux entreprises frangaises) (11).

Si on affine 1l'analyse on constate que des considérations plus
ambigues sont également A la base de certaines interventions : une certaine

conception de l'organisation et des interdépendances du systéme productif

et/ou une meilleure connaissance par 1'Etat, réelle ou supposée, des évolu-
tions du marché mondial sont mises en avant pour proner :

- des aides asux enireprises performantes leaders sur leurs marchés, (poli-
tique des champions), s

- des aides aux P.M,E. et 3 la création d'entreprises : renouvellement du
tissu industriel, accroissement de la concurrence ...

- des aides aux producteurs de biens d’éguipement, & l'innovation et a la
Recherche-Développement : politigques de filiéres, d'attaque du marché

mondial, ...

Des aides a 1'exportation ou 2 la reconqudte du marché intérieur
pour certains produits, ainsi que des aides aux investissements sont justi-

fiées plus directement par des considérations macro-eéconomiques (balance des

paiements, croissance) et tentent de pallier ume compétitivité insuffisante

de l'offre frangaisc (12),
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Enfin, certaines .interventionssont,-su moins en partie,

" pour objectif de corriger les effets négatifs . suf certaines entrepri-

ses de mesures générales ou d'imterventions antér1eures ou encore de

compenser des contralntes 1mposées par allleurs

Généralement les interventions suprés des entreprises poursuivent

simultanément plusieurs objectifs sans qu'il sqittpossible d'en apprécier

1'importance relative, gqui peut d'ailleurs évoluer dans le temps : une
part. des aides 2 l'exportation *peut' aingi . &tre rattachée 2 1'objectif
d'aide aux pays en voie de développement ; certaines aides aux entreprises
en difficulté correspandent au soutien de 1'activité dans des bassins
d'emploi oli le chémage est durablement trzs élevé et dans des régions
privilégides par la pnllthue d‘aménagement du territoire,...

A 1l'inverse certains cbjectifs apparaissént antsgonistes dans

leur générallte et guant aux orientations d' ensembla qu'ils supposent :

- développemnent de 1a concurrence et pollthue des champlons,

- reconquéte du marché intérieur et spécialisation au niveau
mondial,

~ Ysurvie" des éntrspriaes en difficulté et accroissement de la
compétitivité.

~ croissance de llinveétissement et.déveluppement de 1'emploi, -

- respeonsabilité de l'entrepreneur, rémunération du capital risque,
et socialisation du risque par des systémes de garantie.

Un minimum de cohérence ne peut alors étre atteint que dans lea pondéra-

tion des interventions correspondantes.

Une difficulté supplémentaire au niveau de l’analysé des objec-
tifs tient sans doute au statut méme de la sociéte anonyme ; c'est une
- personne morale ayant une définition et un champ d'action précisés par
la loi, mais dont le r&le social est généralement pergu comme plus large
que la fabrication et ls vente de biens ou de services marchands, et
qui per ailleurs sert de SUbbort 3 des interventions & finalités diver-
ses et & la collecte de certdins impdis et des'cdtisatidns sociales,
L'anaiyse compléte deé_aides qui transitent par ces socidtés doit certai-

nement tenir compte de ces caractéres complexes.f -
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2.2, - l'ajde financitére dans la panoplie des moyens d'inter—. ..
vention T . _

-

Comme on l'a déja indiqué, en ce qui cencerne les interven-
tions directes & un niveau détaillé, les pouvoirs publics combinent de

meniere trés complexe diverses formes de contraintes, de protections,

d'actions d'entrepreneur et d'incitations. Pour chacun des objectifs =~
cités au paragraphe précédent, 1'aide financi®re n'est que l'une des for-
mes d'incitation et il est donc largement arbitraire de chercher & en

évaluer les impécts "toutes choses égales d'ailleurs®.

Les interventions dans les secteurs liés & 1'armement ou plus
généralement & la défense nmationale illustrent clairement cette imbrication :
actions d’entreprenceur par les arsenaux et les entreprises publiques, marchés
réservés aux entreprises et aux produits frangais, contrdle strict des
preductions et du commerce extérieur, incitatiané-é la R.D. dans des domaines

trés spécifiques ...

En matiére de pollution, de protection des travailleurs d'amé-
nagement du ferritoire, ... on trouve également des combinaisons complexes
de contraintes (interdictions, réglementations avec des contréles et des
sanctions trds variables et dont les impacts sont rarement appréciés),
dtactions directes concernant les administrations, les agences de 1'Etat
et les entreprises publiques et d'incitations varides (informations, tarifs

publics, fiscalits, systémes de garantie, aides financieres),

Dans les autres domaines la pancplie des moyens d'interventions
se compose aussi d'incitations diverses et souvent interdépendantes ol le

réle de lfaide financigére n'est pas séparable des asutres formes d'incitation.

Ainsi, il semble que dans certains cas 1l'effet attendu de 1l'aide

financiére n'est pas lié pour l'essentiel auv supplément de ressources procuré

a 1'entreprise. L'aide serait plutdt un signe tangible et positif appuyant

un discours et une grqumentation}'marquant 1'intérét que les pouvoirs publics

attachent & une orientation qui concerne le systéme productif, et/ou un
moyen dfaccélérer la prise en compte de certains probleémes nouveaux et
d'obtenir une adhésion la plus large possible de tous les partenaires

sociaux & des choix généraux, Ne serait-ce pas le cas pour les aides &

I'aménagement du territoire, aux économies d'énergie et de matidres

premiéres 7 /
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11 n'en reste pas moins gue 1'aide finaﬁtiére représente plusieurs
millierds de francs de resSOurces nettes annuelles pour les entreprises et
constitue dans certains cas un é€lément important du choix de l'entreprise.
I1 est donc utile d'examiner plus précisément 1'adéquation de cette aide aux

ochjectifs affichés avant d'en étudier 1'ensemble des impacts.

2.3. L'adéquation de 1l'aide financigre aux objectifs

A ce stade de l'analyse deux réponses formelles peuvent déja

étre apportées & la question générale de 1'efficacité des aides financiéres :

la premiére concerne 1'impossibilité d'une évaluation compléte et unigue de

- 1'efficacité congue comme 1'adéquation de 1'aide financiére seule & 1'ensemble -
de ses objectifs 3 la seconde est relative au caractére de flux monétaire
de 1'aide finmanciére : une telle aide ne peut étre adaptée gu'aux problemes
oll pése réellement la contralnte financiére. :

2.3.1. Une piuralité d'évaluations partielles

La diversité des objectifs poursuivis et la complexité des relations
objectifs-moyens suffiraient sans doute é‘expliquér pourquei il n'existe |
pas, & notre connaissance, d'étude compléte d'efficacité de systémes d'aides
financitres. Les études concernent plutét, soit de Facon plus générale des
évaluations de'politiques publiques, soit de nanidre plus ponctuelle

- Iiéyaluaticn;de-ptojets industriels précis ou l'adéquation d'un moyen

particulier & un sous-ensemble partiel d'objectifs (2) (5) et (13).

11 faut également ajouter gque trés souvent .les objectifs sont
définis & priori de maniére trop vague pour permettre une évaluation
quantifiée et surtout que leur importance relative peut varier selon
1tinterlocuteur ; la pluralité des points de vue impose alors une pluralité

d'évaiuations.

2.3.2. Le caractére F1nanc1er de l'alde 8

Ure autre apprache est ‘de s' 1nterroger sur les avantages de ce type
de moyen, c'est-a-dire d'un flux monétaire,par rapport aux autres moyens
envisageables : on peut sans doute affirmer que ce moyen particulier est
mieux adapté gue les autres lnrsqu il s'agit de problémes ou les aspects
financiers sont importants.
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En d'autres termes, on peut penser que 1'aside financigre, quels
que soient ses modalités d'attribution et son montant, est adaptée aux
objectifs de l'intervention publique dans tous les cas ol l'acfion spon-
tanée des entreprises dans le sens souhaité par l'Etat est frzirnée par une
contrainte financieére. Celle-ci peut se caractériser soit par un manque de

ressources financiéres, soit par une faiblesse relative des profits attendus

de ces actions (par rapport & d'autres actions que pourraient entreprendre

les entreprises), soit enfin par 1l'importance du risgue financier lié 2 ces
P ’

actions.

Dans tous les cas ob les freins et obstacles au développement
souhaité sont d'upne autre nature, l'aide financigre ne peut étre qu'un
palliatif & court terme et de faible efficacité ; c'est sans doute le cas
lorsque les infrastructures publiques (réseaux de éommunicatiuns,uﬂmnﬂmeuu)
les systémes de formation et de recherche publique, les méthodes de régula-
tion et de contréle des pouvoirs publics, sont inadaptés.

De plus, dans tous les cas ol les objectifs publics sont permanents

et structurels et ol une insuffisance relative des profits constitue un
obstacle sur le long terme, il semble gue des mesures générales touchant
poutr l'essentiel & la fiscalité et. & la parafiscalité seraient le cas échéai_'it les
plus adeptées :.fiscalité touchant de manidre différenciée ie travail, Tewcapital,
les investissements, les profits, les exportations, certaines consommations

intermédiaires (énergie) ou certaines formes de nuisances. L'analyse des

effets discriminants des mesures générales {réglementation, fiscalité,

tarifs publics) devrait permettre leur réforme et, dans certains cas, la

suppression des aides directes actuelles.

L'aide financigre directe ne devrait donc intervenir que dans

les cas ol l'ampleur du risque ou l'insuffisance des ressources financidres

ou des profits attendus sont les principaux obstacles & court ou moven terms au-

dévelonpement sohaité des entreprises et de plus, lorsque ces obstacles ne
concernent gue quelgues entreprises ou quelques catégories d'entre elles.

Méme dans ces hypothéses, l'adéquation de l'aide & l'ensemble
des objectifs affichés doit étre analysée de manieére critique : par exemple
une aide fipanciére & l'exportation qui revient & baisser le prix des
produits exportés sera d'autant plus efficace que 1'élasticité-prix est
élevée : cet effet est en contradiction avec 1l'objectif consistant a

Ry
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favoriser les produits sophistiqués ob le-prix_de vente est un paramétre
mnins.important que, par exemple, la gqualité des produits, 1'existence
d'uh service aprés-venta....(1ﬁ). De méme l'aide financigre a priori

n'est pas nécessairement 1é_méthode la mieux adaptée pour soutenir des
projets rentables (en esperance mathématique) maié {rés risqués, particu-
lierement si on pe peut pas mettre en évidence d!éﬁantages collectifs
autres que ceux liés 2 la croissance de l'entreprise directement concernée.
Dans ces domaines des systémes de garantie, de socialiéation du risgue,
paraissent plus adéquats, par exemple pour certaines formes d'inno@ation

ou de recherche industrielle (15).

Dans un autrs domaine, il y a égalemeﬁt:un certain mangue de
cohérence entre un objectif.intermédiaire de rénforcement des fonds
propres et un moyen tel gue des bonifications d'intéréts qui, & l'inverse,
privilégie l'endettement par emprunts ; le dévelﬁppement des préts par-
ticipatifs assimilables par certains aspects a de§ fonds propres répotd-

il en partie a ce probléme:?

ITI- L'ANALYSE MICRO-ECONOMIQUE DES AIbES FINANCIERES

.Compte tenu de 1'analyse précédente des objectifs et des moyens
de 1'intervention publique sur le secteur productif,il est clair que 1'évalua-
tion de l'efficacité des aides financidres attribuées sux entreprises est
particuligrement délicate. Au niveau de l'entrep#ise-éidée on peut, en simpli-
fiant, classer les effets en déUx catégories : d'une part 1l'side permet de

X . . ,, ‘e s
réaliser des actions qui, sans elle, n'auraient pas été réalisees, ou

1tauraient été avec une ampleur moindre, d'autre part l'aide introduit des

changements dans les comportements des agents économiques concernés. En outre

ces changements dépendent des procédures retenues pour décider et comtrdler

les aides publiques.

3.1. L'aide modifie les décisions des entreprises

L'accroissement conditionnel des ressources modifie les rentabilités
relatives des actions réalisées ou réalisables par les entreprises concerndes :
il v a soit modification dans la consistance des projets, soit addition de

projets nouveaux.

B TT T Tt T T T T e e LT
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Il faut cependant noter que l'effet de l'aide est généralement
marginal, c¢'est-a-dire gue d'une part l'aide profite d'abord & des actios

"spontanées” conformes & ses aobjectifs (les actions que 1'entreprise aurait

réalisées sans aide, et d'autre part 1'aide permet de réaliser des pro-
Jets nouveaux Par leur nature ou leur ampleur) qui n'étaient pas jugés
rentables sans elle par les entreprises concernées. Dans les deux cas,

1'évaluation de 1'efficacité dépend de 1'analyse de ce gue l'entreprise

ferait sansg aide* et-peut étre itrés variable selon les modalités d'attri-

bution retenues.

Per ailleurs, une part de 1l'aide publiqué se diffuse de manidre
complexe et bénéficie aux fournisseurs, aux clients, aux salariés et aux
actionnaires de l'entreprise sans entrainer nécessairement de changement
important des activités. Cette diffusion peut d'ailleurs avoir des effets
benefiques, bien que souvent inattendus : on peut par exemple penser que les
fortes aides publiques a la grande informatique durant les anndes 60 et 70
(plan calcul,..) ne sont pas étrangtres au développement et au dynamisme des
sociétés francaises de service~ et d'ingénierie . informatigus.

3.2 - L'aide modifie les comportements.

Ce type d'effet est encore plus délicat & analyser'dans la mesure
ou on entend par "changement de comportement” une pondération différente et
irréversible des critéres de choix et non comme précédemment une valeur
différente de certains parametres entrainant des modifications dans les

décisions.
Ces changements de comportement peuvent étre trés veriés :

- lorsque l'aide appuie un discours et un argumentaire convaincants
elle peut accélérer des changements inéluctables (concurrence mondiale,

énergie chére, nuisance, introduction de 1'électronique ...) soit par 1'amé-
lioration de 1'information, l'effet démonstratif.de certaines actions, la
réduction du risque,... A 1l'inverse elle peut d'ailleurs susciter des réac~
tions d'attente et de surenchére ;

* ce qui peut étre différent de ce que ses dirigeants déclarent avoir
1'intention de faire, particuligrement dans une négociation d'aide.
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- lorsqu'il s'agit d'aides temporaifes, les effets pervers dtat-

tente avant la décision, puis d'anticipstion de certaines actions pour

 bénéficier de l'aide peuvent &tre importants ;

- de maniére plus diffuse, la complexité et l'opacité du sys-
téme d'aides introduisent des biais dans le comportement de certainegs
entreprises qui comptéent sur 1'assistance des pouvoirs publics en cas de
difficulté et comsacrent une énergie et des moyens non négligeables a ob-
tenir des subsides & divers guichets. Une part de la responsabilité
d'entrepreneur est alors transférée insidieusement au niveau de certains
services administratifs qui n‘*ont généralement ni ies moyens ni les

compétences pour 1'assumer.

De facon générale la prise en charge par la collectivité de
certaines dépenses et d'une partie du risque inhérent & toute activité
productive peut avoir selon les cas des effets-oppoéés : soit conduire
l{entrepfise 4 relacher ses efforts et & compter:defplus en plus sur l'aide
publique, soit a 1'inverse l'amener a profiter dé cette assurance et de ces
ressources supplémentaires pour avoir un comportemeht plus dynamique, réali-
ser de nouveaux projets et accroitre le volume de seé activités. Distinguer
& priori, dans des circonstarices toujours compleiés; ces deux types de compor-
tements potentiels est particulidtrement difficile. Aussi, au deld de 1'ana-
lyse de leurs effets "mécanigues", un des problémes essentiels de la gestion

des aides publiques est certainement de pouveir les attribuer le plus possible

& des entreprises qui sont, ou peuvent entrer, dans la deuxigéme catégorie :

entreprises gui ont démonitré dans le passé leur dynamisme et leur capacité
de gestion, entreprises dont les difficeliés sont dues 2 des phénoménes
difficilement prévisibles ef ne soni que tempofaires, entreprises nouvelles

se langant dans des activités & priori prnmetteuses,

3.3: - Les procédures sont souvent inadaptdes.

Trop souvent les entreprises aidées ne répondent pas 2 ces critéres
et les effets pervers qui viennent d'étre énumérés sont méme accentués par
les m&thodes administratives de préparation, d'étﬁribution et de contréle

des aides financieres.
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Méme lorsque les systemes publics d'information et d'étude permet-
tent de proposer des orientations de politique industrielle,.les marges d'in-

certitude inévitables et les spécificités des entreprises concernées néces-.

siteraient des adaptations que la complexité et la lenteur de la plupart
des procédures administratives ne permettent généralemeni pas. Le cloisonne-
ment des administrations, la faible transparence de la plupart des svstémes

d'aide, le caractére partiel ou superficiel de beaucoup de conktréles, la limi-

tation des possibilités de sanctions réduisent considérablement les amélio-

rations possibles au niveau de 1'évaluation des aides dé€jd atiribuées et de

d'adaptation des aides nouvelies. La lourdeur des procédures et le manque de

transparence sont souvent accentuéds par les contraintes générales abceptées

officiellement au niveau international (G.A.T.T., 0.C.D.E. et surtout
C.E.E.), contraintes qui peuvent en particulier conduire & allonger les
délais et & compliguer les procédures. L'analyse des évolutions passées ne
fait pasapparaitre de processus d'apprentissage des services administratifs

dans ce type d'activités.

De toutes manikéres, méme en supposant des améliorations importantes
dans le fonctionpement des administrations, il ne semble pas que les services
de 1'Etat seraient capables de suivre d'assez preés les fluctuations & court
terme des activités de production puuf réagir au coup par coup de fagon
opportune, ni méme de maitriser un grand nombre de crit&éres de choix appli-

qués a une multitude de projets variés. Les actions d'incitation et parti-

culidrement les systémes d'aides financigres devraient donc é&tre clairs,

simples et relativement durables_(queques années) tent dans leurs principes

que dans leurs modslités, et le nombre d'aides négociées au niveau central

devrait étre trés limité. Ce n'est sens doute qu'ad ces conditions tres

restrictives, et encore loin d'étre remplies, qu'on pourrait envisager le
développement de mécanismes continus d'évaluation et de régulation externe
dépassant le stade des appréciations qualitatives générales et d'avis
ponctuels d'experts, et permettant une remise en cause des formes d'aides
Jugées peu efficaces ainsi que le proposait un rapport de préparation du
IX&me Plan (16).
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IV - L'ANALYSE SECTORIELLE ET FONCTIONNELLE DES AIDES

Dans les paragraphes précédents, l'analyse ne portait que sur
l‘entreprisé aidée et sur les relations directes entre cette entréprise et
les services administratifs. La question se pose'égﬁlement des effets sec-~
toriels et régionaux des aides publiques ainsi que de leurs effets sur les
agrégats macro-économiques. On examinera ici les effets directs sur certains
agrégats, guelgues indications'complémgntaires-5ur'l’apport spécifique

_ deé.bouclages macro-écunomigues & 1'aide de modtles économétriques ont

été regroupées en annexe 2,

4.1. L'impact régional

Sans remeitre en cause l'impact positif sur 1'aménagement du

territoire de certaines aides qui visent soit explicitement cet objectif,

soit le soutien de certaines activités ol les contraintes de localisation

sont déterminantes, certaines remarques doivent étre faites (17) :

- l'exemption de taxe professionnelle pour les implantations
nouvelles dans certaines régions est admise sans'cdhpensation financigre
.par 1'Ftat des pertes de recettes correspendantes des collectivités locales.
Ceci peut se traduire soit paf une baisse des receﬁtes fiscales des collec-
tivités concernées, avec par exemple des effets négatifs sur les infrastruc-
tures dont elles ont la cﬁarge, soit par une charge fiscale supplémentaire
pesant particulisrement sur les entreprises déja iﬁplantées et freinant leur
développement. C'était déjad le cas depuis trés longtemps avec des exemptions
- de paténte ; n'y a t-il pas un risque de méme nétufe pour les nouvelles

aides accordées par les établissements .régionaux et . les dﬂl&ﬂjyiu%‘krahﬁ ?

~ les fortes aides_é la construction navale bénéficient depuis
une trentaine d'années é.ﬁn nombre réduit d'entrepfises localisées dans
des bassins d'emploi. défﬁvorisés. Une étude_Faite.par le bureau de .
1'Industrie en 1977 avait déja conduit & s'inteffoger sur les effets

pervers de ces aides massives. Compte tenu du niveau élevé de protection
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et d'aide fimanciére obtehu par ces entreprises pour leur activité princié
pale, elles h'avaient que peu de motivations pour diversifier leurs activi-
tés dans ces zones. L'aide publique n'a-t-elle pas favorisé la mono-indus=
trie ? Une diversification plus précoce de ces zones n'aurait-elle pas

mieux correspondu & l'objectif d'aménagement du territeire ? (sans compter

qu'elle surait rendu plus facile la réduction d'activité des chantiers).

- La prise en compte de la nature et des tarifs de quelgues
services publics.peut étre tout 2 fait déterminante pour la localisation
de certains établissements-d'entreprises industrielles. L'ampleur des trans-

ferte assobiés peut d'ailleurs étre supérieure aux subventions publiques

-accordées au titre de 1'aménagement du territoire. Ainesi, concernant le télé-

phene, un groupe de-travail du GeWimissariat - Gérérdl du Plan(18) a évalué, pour
l'exercice 1981, la sous tarification des communications locales & quatre
milliards de francs et la surtarification des communications interurbaines

& anze milliards de francs. Une partie de ces transferts bénéficie directe-
ment & des entreprises implantées & Paris et dans la proche banlieue.

- I1 est évident que dans de nombreux cas les aides au développe-
ment régiongl conduisent plus a déplacer la localisation de certaines activi-
tés gu'a en accroitre l'importance au niveau national. Ce deéplacement se fait
donc au détriment d'autres zones géographigques dont le développement est
ainsi freiné. Bien que cet effet soit conforme & 1'cbjectif affiché, on peut
regretter que ses aspects négatifs ne soient pas évalués. (tout en admettant

que ce genre d’'évaluation est particuliérement difficile).

4.2, L'impact sectoriel

Le phénomeéne de déplacement indiqué ci-dessus est également
valable au niveau sectoriel. Dans tous les cas ol les aides ont pour
effet de développer 1'activité de certaines entreprises sans modification,

par rapport & une évolution sans aide, de la part de marché des entreprises

frangaises pour les produits correspondants, l'aide introduit un transfert
au détriment des autres entreprises frangaises s'adressant & la meme
clientele,




23,

Cet effel est particuliérement nocif lorsque l'aide consiste
d maintenir en service des unités de production insuffisamment per-
formantes pour des productions réalisées ailleufs Sur le territeire
national avec moins d'aide ou méme avec prdfit-eﬁ*bﬁ, de plus, peuvent
subsister des marges de production inutilisées.:Nfest-ce pas le cas
dans certaines productions "traditionnelles" de biens intermédiaires ou

de biens de consommation courante comme le textile (19) ?

Cet effet est plus délicet & interpréter lorsou'il s'agit de
la mise en place d'unités nguvelles trés performantes. Dans ce cas 1'aide

permet d'accélérer le renouvellement du tissu indugtriel et de conguérir des

parts de marché.au détriment des concurrents-étnange}é‘(ZUjf:Il n'en reste

pas moins qu'elle risque de mettre également en difficulté d'sutres
entreprises frangaises opérant dans ie méme secteur. Lorsgue cette opéra-
tion est réalisée par accroissement de la productivité du travail, le
nombre d'emplois créés ﬁaf 1'aide peut étre inférieur & court ou moyen
terme aux diminutions d'emplois induites chez les concurrents frangéis
sans qu'il y ait nécessairement compensation au niveau amont {(biens
d'équipement et BTP),

11, faut cependant convenir que l'aide pﬁblique, particulidre-
ment lnrsqu'elle.représenté une part importante du chiffre d'affaires
des entreprises aidées, a des effets positifs indéniables & court terme
sur toute la filigre de production concernée. Comme on le verra & propos
des activités en régression,l'side permet d'éviter ou de retarder un
effondrement brutal qui.ahrait surtout profité 3 l1l'offre étrangére et
- aurait mis en difficulté les soustraitants et fournisseurs natiohaux,
Repousser les échéances permet asussi, lorsque le temps ainsi gagné est
bien utilisé, de préparer les restructurations ies:mieux adaptées au dé-
veloppement de 1'industrie nationale. :

" 4.3, L'impact sur la balance des paiements courants

On a déja indiqué certains problemes pﬁgés par ks aides & 1'ex-
portation au niveau des objectifs (aide aux entreprises ou aide aux elients

étrangers}, au niveau de 1'adéquation des moyens aux objectifs fen termes

L
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d'élasticité de la demande aux prix, l'aide est plus efficace pour

les produits banalisés, gue pour les produits sophistigués vers lesquels
on voudrait par ailleurs spécialiser l'industrie francaise) et au ni-
veau du comportement des entreprises (ces systdmes de garantie ne les

incitent-eles pas & avoir un comportement d'assisté 7).

Les aides & 1'exportation, ou & 1'investissement porteur d'expor-
tations, peuvent également avoir pour effet d'inciter les entreprises 2
délaisser le marché intérieur, & s'orienter vers les payé les meoins solvables
et les moins développeés et & privilégier les "grands contrats", alors que nos
échanges commerciaux sont structurellement déficitaires avec la R.F.A. et les
Etats-Unis et gque le développement du commerce courant stabiliserait les
échanges avec de nombreux pays.

De plus, le syst2me de désencadrement, de bonifications et de

réescompte privilégié gonfle artificiellement les ventes a crédit, l'endette- -

ment des entreprises et les préts & 1'étranger. Ainsi une partie significs-
tive de l'effet positif des aides sur la balance commerciale disparait si on
fait le bilan des mémes opérations aidées au niveav de la balance des paie-
ments, c'est-a.dire en tenant compte des charges financiéres induites

par les exportations & crédit.

Enfin ne peut-on penser que des actions en faveur de certaines
activités également pourvoyeuses de devises seraient plus efficaces que les
aides & 1'éxportation de produits manufacturés 7 (tourisme, activités finan-
citres, ingénierie,...}. Méme s'il est par exemple difficile de vérifier
le sens de causalité de la liaiSon entre les exportations d'ingénierie et
les exportations d'ensembles de production, un développement des activités
tertiaires exportables se justifierait indépendamment de son eventuel effet

d'entrainement sur les exportations de biens (14).

I1 n'en reste pas moins.gge, compte tenu de leur forte croissance
depuis une quinzaine d'annges, et de 1'ampleur des masses financidres

en jeu, les aides & l'exportation comstituent désormais un soutien
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structurel des exportateurs frangais de plus en_pius difficile a
remetire en cause, Elles ont contribué avec les biais indiqués ci-
dessus, mais de maniere jugée trés significative par les entreprises
expertatrices au développement du commerce extérieﬁr, particuligrement
pour les biens d'équipement. Enfin, compte tenu.du.déficit durable de
la balance commerciale et de 1'endettement extérieur, une approche
macro-économique en termes de coldt de la devise pé:met également de
justifier certaines aides publiques A l‘exportation'(21).

4.4, L'impact sur les finances publiques

Globalement les aides financikres étudiées représentent ces

actuels, soit moins de 5 % du budget de 1'Etat. Méme si ces aides a

1'industrie manufacturi®re ne correspondent pas toujours & une alloca-

tion trés efficace des ressources collectives, elles ne constituent

pas non plus une charge insupportable pour ks finances publigues.

11 convient cependant de relever certains caracteres particuliers
du systéme actuel vis-2-vis des finances de 1'Etat :

. - plusieurs systémes d'aides sont actuellement congus de
telle fagon gu'aucune évaluation du codt pour les finances publiques n'est
présentée au moment de la décision d'aide. Dans de nombreux cas aucune
évaluation n'est d'ailleurs possible, et aucun plafond n'est prévu ni au
niveau de 1'intervention ponctuelle ni au niveau gilobal de la rubrique

budgétaire concerngse (cas'des garanties) ;

- de nombreuses décisions d'aides engagent les budgets futurs

pour des valeurs importantgsfet mal connues (ga:ahties, bonifieations
d'intéret) 3

- les effets pérvers déja évoqués peuvent conduire les entrepri-

ses-&:minorer -le celt-pour:1'Etat au moment de la préparation des dcisions, ils
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peuvent également conduire les pouvoirs publics soit 3 persévérer dans des
actions colteuses et peu intéressantes, soit 3 compenser par des aides nou-
velles des colts occasionnés par des actions décidées antérieurement par

les entreprises avec des incitations publigues ; >

- a 1'inverse, i)l faut rappeler que le systzme de 1'impdt sur les
sociétés doit étre pris en compte pour 1'évaluation du colt net des aides
de 1'Etat : celui-ci est fortement réduit par rapport su montant brut de
l'aide pour toutes les entreprises qui paient un impét sur les bénéfices,
méme 5'il n'est généralement pas possible de calculer le supplément de
bénéfice lié & 1l'attribution de 1'aide. Dans l'ensemble les aides sont ainsi

plus colteuses lorsqu'elles sont attribudes & des entreprises déficitaires.

{en tenant compte des possibilités de report de déficits).

- de maniere encore plus générale, mais toujours avant un éventuel
bouciage macroéconomigue, il est important de repérer et d'évaluer d'autres
effets indirects,en particulier & travers les comptes des organismes sociaux.
Ce probleme concerne plus spécialement les aides aux entreprises en diféicul-
té, dont certaines particularités vont &tre analysées maintenant.

4.5. Quelques particularités des aides aux ‘activités en régression

Une interrogation fréquente lorsqu'il s'agit d'entreprises confron-
tées & des difficultés qu'elles ne péuvent surmonter seules est la suivante :
n'est-il pas préférable, & la fois pour les finances publiques et plus géné-
ralement pour la collectivité d'aider au maintien de l‘activité.plutﬁt gue
de procéder & des licenciements économiques accroissant ainsi le nombre de

chémeurs et le colt du chémage 7

Il est certazin que ce probléme peut se poser en termes aigus et

trés concrets, particuligrement dans une analyse concernant des effets locaux
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et & court terme de 1'éventuelle fermeture d'un grand établissement indus-

triel :

- accroissement du chimage directement 1ié & 1a réduction de 1'acti-
vité dans 1'établissement ainsi qu'en amont et en aval (clients, fournisseurs

et sous-traitants locaux)

- effets cumulatifs des pertes de reverw et d'emploi pour la zone
géographlque 5
' - pertes’de recette el accroissement des dépehses pour 1'Etat et

les organismes de Sécurité Sociale.

Ls difficulté et l'urgence des prnblemes sociaux nécessitent de
toute évidence des actions appruprlées dans certains bassins d'emploi parti-
culidrement fragiles. Ceci ne devrait cependant pas empécher de prendre en

compte les données objectives sur les conditions de la compétitivité inter-~

hationale, le caractiére inéluctable de certaines 8voplutions des techniques

et de la demande et surtout les effets DErvEers déjé indiqués sur l'ensemble

du tissu industriel d'aides massives & un petit nombre d'entreprises ayant

de fortes difficuliés Strﬁéturelles. Ainsi les aides de 1'Etat & la sidérur-
gie et a4 la construction navale (ainsi d‘aiileurs.qufaux charbonnages) ont
connu une croissance quasi-cohtinue depuis wne vingtaine d'années. Les ajus-
tements paraissent s'y opérer plus lentement en France que dans d'autres
pays industrialisés, 1'Allemagne Fédérale et le Japon notamment. Dans ce
dernier'payé'un dispositifvlégislatif particulier"ﬁe:met, semble-t-il, une

.meilleure anticipation et une meilleure gestion des secteurs industriels

en régression (lois de 1978 et 1983 sur les entreprlses confrontées &
des difficultés structurelles) (2),

On peut penser que, pour ces sécteurg ié méihfieﬁ_dufable d'aides
financiéres élevées s'explique moins par des Facfguys gcoromiques explicites
et quantifiés gue par quelques considératidns'socib-politiques :+ la forte

concentration des persohnels dans un nombre_limité{de grands établissements,

certaines traditions historiques qui avaient permis des salaires et des
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garanties sociales souvent supérieures 2 la moyenne, et dans la plupart
des cas une appréciation par les responsables politigques d'un intérét tout

particulier de ces productions du peoint de vue de l'indépendance nationale,

méme dans le cas de la sidérurgie (22).

Enfin, pour revenir de fagon plus technique & la question posée au
début de ce paragraphe, il ne semble pas que l'aide au maintien de ces acti-

vités scit moins coltewse, sur le moyen terme et pour les finances publiques,

que 1'aide aux chomeurs qui serait nécessaire en cas de régression plus
rapide. Il faut certes tenir compte des effets cumulatifs dé€ja indigqués

ci-dessus et de leurs conséguences possibles sur la croissance économique

globale, mais plusieurs arguments vont dans l'autre sens :

- tout d'abord les effets de déplacement et de substitution
décrits en 4-1 et 4-2 réduisent dans beaucoup de cas ]l'dvantage tel qu'il
peut étre apprécié au niveau nationsl par rapport & une évaluation micro-
économique locale. Par ailleurs, c'est sans doute dans ces cas de crainte de
fermeture d'établissements que les effets pervers également déerits précé-
demment risquent d'étre les plds importants. Ces deux effets de surenchire
et d'exagération des effets directs de 1l'aide au niveau local, et de sous-
estimation ou méme de refus de prise en compte des effets indirects dans
d'autres zones gédographigques ou d’autres secteurs d'activité, sonit presque
inhérents au systéme et aukx procédures d'aide ;3 ils peuvent &tre trés cod-

teux pour les finances publiques et pour la collectivité nationale.

- une comparaison précise au niveau microdconomique suppose de

calculer le gain marginal, pour les finances publiques, d'un licenciement

gvité. Ceci pose de maniére cruciale les questions traditionnelles & la

fois de la définition d'une solution de référence acceptable et de la

grande diversité des situations concrétes. Malgré le caractére quelque

peu arbitraire de ces calculs, il faut noter que, sauf en cas de program-
mation sérieuse d'une baisse rapide d'activité, l'aide au maintien de la
production & tendance 3 croitre dans le temps lorsqu'il s'agit des secteurs cites
précédemment (au moins le colt gu'salarié); a4 1'inverse les aides affectéesax

B L L TP e S P
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salariés privés d'emploi par la réduction d'activité dans ces secteurs
baissent trés sensiblement dés la deuxiéme et surtout lz troisigme annge(23).

Un calcul limité aux coQts de la premiére annge serait évidemment trop som-

maire, de plus 1l conduirait & pérenniser 1'aide publigue en recommengant

tous les ans le méme raisonnement sur les licenciements évités.

Ces développements illustrent la complexité de l'analyse et des
calculs que supposerait une évalustion sérieuse de 1'efficacité des aides
aux activités en régression. Ils mettent également en évidence les inter-

dépendances étroites entre les-éides & 1'industrie et la politique de 1'em-

bloi : il'est clair que les aides & ces secteurs permettent de gagnher du
temps dans la solution de certains problémes d'emploi en retardant des
adaptations inévitables du systéme productif ; certaines aides a 1temploi
qui ne sont pas prises en compte dans cette étude : préretraites, aides

a la formation professionnelle et & la mobilité,... permettent au comtraire
d'accompagner ou d'accélérer les mutations indispenéables de 1'appareil
productif. o




CONCLUSIGON

L'efficacité des aides financiéres de 1'Etat aux entreprises
industrielles peut étre appréciée de multiples points de vue. On a tenté
dans cette étude de .passer en revue les principaux d'entre eux. Que 1'on
étudie l'adéquation des aides & leurs objectifs propres, leurs effets
directs sur les entreprises aidées ou leurs effets plus génénaﬁx sur
des agrégats sectoriels, géographiques ou macroéconomigues, on est

conduit & un grand scepticisme sur 1'efficacité globale de ces méthodes

d'intervention, scepticisme encore renforcé par le constat portent

sur les procédures d'attribution et de contrd8le des aides : complexité,
lourdeur, opacité et manque de maitrise en ce qui concerne un trés

grand nombre de systémes d'aides. Toutefois il ne faut pas oublier,

dans ce bilan global, les aspects positifs des aides publiques, des
résultats étant obtenus soit par 1'importance méme des flux financiers

en faveur de certains secteurs et & 1'éxportation, spit de fagon plus
subtile, par leur caractére démonstratif ou d'accompagnement de politiques
plus globales : automatisation, éccnomie de matidres premidgres, matériaux
nouveaux, innovaticn, développemznt des petites et movennes entreprises

industrielles,...

Au-dela de cette appréciation globale, il semble utile d'insister
sur quelques particulsrités qui compliquent considérablement les efforts
d'évaluation du systéme d'aide et nuisentélson amélioration. On leg-
regroupera autour des quatre thémes de la spécificité des aides &
1"industrie, de l'adéquation objectifs-moyens, de la prise de risque
et de la transparence.

a) La spécificité des aides & 1'industrie

Cette étude était centrée sur les aides de 1'Etat aux seules
entreprises industrielles ou, comme l'indique un rapport annuel au '
Parlement, sur "les fonds publics attribués & titre d'aides aux entreprises

industrielles" (3). Il est clair que les mots d'aide ou de solidarité

oo
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n'ont pas tout a fait le méme sens selon qu'il s'agit d'une intervention

auprée d'une personne morale, cas des sociétés anonymes visées dans

cette étude, ou d'une personne physique. Celles-ci sont concernées
directement par de nombreuses aides publiques qui:he réléﬁent sans
doute que'_pgrtiellemeht ~des analyses présentées ci-dessus : aides
au logement, aux familles. nnmbreuses, aux personnes agées, aux agricul-

teurs, aux personnes privées d'empl01,

S'agissant de l'industrie, méme si certains objectifs socio-
politiques ont pu paraitre déterminants dans le maintien durable de
certaines aides, on peut & priori penser que les objectifs principaux

de l'intervention publique sont plutét de nature économique,

b} L'adéguation objectifs-moyens.

Le diversité et la complexité des objectifs et des noyens
des Pouvoirs Publice sont sans doute inéluctables, et dans le meilleur
~ des cas elles répondent 3 la diversité et la complexité des problémes
et des situations concrétes. On peut cependant penéer que les aides
financidres & 1'industrie devraient avoir pour objectif principal de
renforcer 1'industrie nationale en allégeant certaines contraintes

fipancidres.

Or on a vu que lutter contre les faiblesses de 1'industrie
pouvait nécessiter bien d'autres moyens d'intervention de 1'Etat :
-~ 1'information,particulidrement sur les marchés, sur les concurrents
gtrangers, sur les nouvelles technologies ;
- la formation professionnelle et supérieure, sinsi que la recherche
industrielle ;
- des systémes d!* assurance, de garantle permettant de lancer plus de

projets rlsqués mais a pr1or1 rentables.

En outre, dans tnus les cas o 1'Etat a des objectifs précis
en ce qu1 concerne les spécifications et les quantltés de produits
a fabriquer et ol il assume plus ou moins directement l'essentiel des

risques, les méthodes d'incitation sont sans doute les moins efficaces
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et dés & présent les moins importantes. Il ne semble d'ailleurs pas

que 1'Etat ait ou doive avoir généralement des objectifs de cette nature,
hors le cas des marchés publics mais, pour un nombre restreint de grands
projets nationaux, 1'action directe par les entreprises publigues ou

par des sociétés d'économie mixte permet d'éviter les ambiguités et

les effets pervers décrits précédemment.
Enfin on & vu également que certaines aides & des entreprises
industrielles avaient des objectifs sociaux trés marqués., Ne pourrait-

on alors les rattacher plus clairement 3 la politique de l'emploi ?

c) La prise de risque

L'analyse de la prise de risque, déjd évoquée a plusieurs
reprises, nécessiterait des études spécifiques. Plusieurs catégories
seraient & envisager : défaillance d'un gros client ou d'un fournisseur
important, arrivée rapide de nouvelles technologies ou de nouveaux
produits, échec technique ou commercial d'un projet de développement,...
Depuis le début des années 70, le ralentissement de la croissance,
1'guverture des Frontiéfes et 1l'accélération des progreés techniques
dans certains dnmaihes, ont accru le risque encourru par les entreprises,
particulierement dans les activités industrielles (11. La prise en charge
collective des risques jugés excessifs par les entreprises ou par leurs
banquiers semble étre devenue une des justifications importantes de
1'intervention publique. Certains instruments spécifiques ont certes
été développés ou créés mais le plus souvent on constate une imbrication

étroite entre les aides financidres et les systdmes d'assurance ou

de garantie, ce qui ne facilite pas 1l'analyse,

d) La nécessaire transparence

11 est évident que la premidre condition & remplir pour évaluer

l'efficacité des aides est de disposer d'une information de qualité

sur les flux financiers concernés, les entreprises béné&ficisires et

les engagements souscrits par les divers partenaires. (2) et (16).



33.

_ Le grand nombre de services administratifs concernés, la complexité
des procédures et 1'imprécision dans les méthodes de comptabilisation
des aides, & las fois dans le budget de 1'Etat et dans les comptes des
entreprises, sont des abstacles importanté. Leur poids est encore
accru par la barriere prinecipale que constituent les diﬁerses régles
de secret touchant aux données individuelles : celles—ci, qu'il s'agisse
des flux d'aides, des comﬁtes des entreprises :aidées ou 'des engaéements
souscrits, sont coﬁvertes ﬁar le secret en matiéfa_fiscale, douanigere,
statistiquey' banceire, de défense nationale ou des_éffaires, soit
plus généralement par les régles sur le secret profassionnel. I] est
clair que ces regles interdisenttcuteévaluation‘détaillée de 1'adéguation
objectifs-moyens hors des services edministratifs gestionnaires des
aides ou éventuellement d'&n service d'inspection d'un départemént

ministériel concernég,

Les méthodes actuelles de gestion des aides, qui privilégient
les études et la définition d'engagements a priori, ne facilitent pas
non plus l'évaluation, On peut .penser gu'un systéme définissant mieux
les responsabilités et permettant de faire plus confiance a priori

aux organisations chargées de gérer les procédures d'aide et azux entreprises

pouvant en bénéficier, mettrait plus 1'accent sur le renforcement des

controles et des évaluations a posteriori.

On a montré enfin dans plusieurs parties de cette étude, qu'une

évaluation correcte doit prendre en considération des effets de déplacement,

de substitution ou d'éviction : les aides finsncigres ont souvent pour

effet de privilégier une ou quelques entreprises par rapport a d'autres
entreprises frangaises. Indépendamment de leur impact social, indéniable
dans certains cas, leur impéct_économique n'est giobalement:positif

gue si elles se traduisent par un accroissement relatif de 1'activité
en France, et donc de la part de marché des entreprises frangéises
(marché intérieur et extérieur) ; il est rare que 1'information corres-

pondante soit -rassemblée.
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Dans tous les pays développés les aides financidres aux entre-
prises industrielles constituent un instrument important de la politique
de renforcement .de 1'appareil productif dans ses parties les plus sensibles,
celles qui sont le plus exposées & la concurrence internationale. Les
masses financiéres en jeu montrent que c'est particuligrement le cas
en-france, surtout depuis les changements intervenus en 1981 et 1982.
L'analyse de ces flux, de leurs bénéficiaires et de leurs effets indirects
indique que des progrés sont encore possibles pour mieux ajuster cet
instrument sux objectife d'adaptation et de modernisation de 1'industrie
nationale,
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ANNEXE 1 - LYEVALUATION DES AIDES A L'INDUSTRIE

On présente dans cette annexe :

1) quelques compléments .aux évaluations présentées. daris la premi®re pertie,

2} les dotations et préts aux groupes publics en 1982 et 1983,

3) 1'évaluation des aides & 1'industrie du projet de loi de finances pour
1985, _

4) 1'évaluation de 1'INSEE pour les anndes 1979 a 1982

-1} Indications complémentaires au tableau de la premigre partie

Le tableau résumé présenté page 7 a été.étabii a partir du tablesu
d'ensemble'ciujuint qui fournit les aides versées par 1'Etat de 1970 2 1982/

en francs courants), et d'indications complémentaires;mais pravisoires,
concernant les aides accordées en 1983 (budget, collectifs, avis et rapports

du Parlement; informations des services gestionnaires).’

Les rubriques retenues sont :

- Sidérurgie : préts du F.D.E.S. (et du F.I.S5. en 1983) et dotations en capital
-+ 1'année de leur versement. De plus l'Etat a pris 3 sa charge en 1978,
13,4 milliards de francs de dettes des deux groupes

- Constr., nav. : versements annuels de 1'aide spéc¢ifique & la construction
navale ; :

- Aéronauil. : aides spécifiques au secteur de l'aéronautique, surtout les
grands_programmes civils d'avions et de moteurs (hors marchés publics) et
dotations en capital aux entreprises publiques du'Setteur H

- Informat. : versements liés aux divers plans concernant 1t 1nFormat1que (y.c.
composants) et dotations & Bull ;o

- S8 Tot. Sect. : somme des quatre rubriques précédentes ;

- Autr, Dot. Cap. : dotationh’'en capital aux groupes 1ndustrlels publics hors
les quatre secteurs précédents ;

- Gar. Export. : codt des procédures d'assurance et de .garantie & ]'exporta-
tion :.Garantie de risque économlque, Assurance crédzt et Assurances prospec-
tion et foires H :

- Créd. Export. : colt des procédures g’ allégement des taux des crédits &
1l'exportation : bonifications & la B.F.C.E. (et au Crédit National) rées-
compte privilégié, et préts du Trésoer aux Etats Eirangers. Compte tenu de
leurs caractéristiques (durée, taux différés) on a assimilé ces derniers a
des subventions ; : S o :
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= 53 Tot., Export. : somme des deux rubriques précédentes ;
~ Dével. région. : primes & l'aménagement du territoire et au développement

régional et mesures fiscales associées (hors exonération de taxe profession-
nelle) ; : '

- Ind. Agr. Alim. : pour 1l'essentiel la prime d'orientation agricole ;

- Rech, Innav, : aides & la réchefche industrielle et & 1'innovation (surtout
par 1'A.N.V.A.R.), aidesaux économies d'énergie et de matidres premidres ;

- Pel. Industr. : erédits de politigue industrieﬂeuﬁipour 1982 et 1983,
colit du "Pacte textile" ;

- Bonif., et équiv. : bonification d'intérét pour les préts & l'investissement
industriel accordés par les établissements spécialisés, équivalent bonifica-
tion pour les préts du F.D.E.S; & 1'industrie (hors sidérurqgie), dotations & 1'1.D.1I.

- %8 Tot. 4 : somme des cing rubriques précédentes ;

- Aid/V.A. Ind. : poids des aides recensées (en %) dams la valeur ajoutde
brute de 1'industrie (krTanches U02, UO4, UQOS et UD6 des comptes nationaux) ;

- Aid/F.B.C.F. Ind. : poids des aides rencensées (en %) dans la formation brute
de capital fixe des branches industrielles(comptabilité naticnale) ;

- Aid/Dép, Budg. : poids des aides recensées (en %) dans le total des dépenses
définitives du budget général de 1'Etat (y.c. dépenses définitives des comptes
d'affectation spéciale) ; :

- Aid, Ex/Ex, BE, : poids des aides 2 1'exportation (en y incluant la moitié
des aides 2 la construction navale) dans les exportations frengaises de biens
d'équipement professionnel (UG5 A des comptes nationaux).

- 2) Dotations et préts garantis aux groupes pubiics en 1982 et 1983

Dotations en capf:al er préts avec la garannie de UEtat recus par les groupes publics d:: secteur concurrenticl en
1982 ex 1983

_ g _ Millions de F
1982 o 1983
" Greupes publics _ ——
{par secieur principal d’activité) - Dotations Préts Dotations | = Préts
garantis par garantis par
Etat SFPL I'Brat (1) I’Btat (2)
Sidérurgie _
(Usinor, Sacilor) . . ........... - 2800 - 845 5 800 7 580
Autres biens intermédiaires o}
(CDF—Chimie, EMC, Rhone-Poulenc,
Saint-Gobain, Péchiney) .. . ... .. 1177 2700 - 2 800 2812
Biens d'équipement |
{Renault, Thomson, CGE, Bull, _ C
CGCTy ... . 1020 300 300 | 3057 500
TOTAL . ......ivvinn.. 4997 3000 1145 | 11657 10 892

(1) Les banques ont, en ouwe, accordé dizectement 3000 MF de préts participatifs en 1982 (400 MF pour les groupes sidérorei-
ques, 1 0501{}‘ pour les autres groupes des biens intermédiaires ¢t I 550 MF pour ceux des bieii;s d'équipement) Froupes siderurgi
(2) Y comypris préts du Fonds d'intetvention sidérurgique en 1683

Note : Le tableau indique, pour Jes groupes industriels publics du secteur concurrentie! anciennement et nouvelle-
ment nationalisés, classés par secteur, le montant des dotations en capital et celui des préts accordés avec la paran.
tie de VEtat. Les grandes entreprises nationales sont en dehors de ce champ.

On retient ici une optique de Trésorerie : il s’agit des montants effectivement regus. par les groupes publics en an-
née civile. Les dotations en capital sont prises en compte qu'elles prennent la forme d’augmentations de capital
ou J’avances actionnaires. Par contre, on ne comptabilise pas les capitalisations d’avances actionnaires et les con-
versions d’obligations couvertibles. Par souci de cohérence, les dotations en capital de la Société financitre de
participation industrielie (Banques), opération exceptionnelle en 1982, sont également pris en compte,

Source : Rapport sur les Comptes de la Nation de 1983
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3) Une évaluation fournie par le Projet de Loi de Finances

pour 1985

Le "Rapport Economique et Financier" annexé chaque annde au projet
de budget fournit une évaluation de "1'ensemble des aides & 1'industrie”

inscrites annuellement dans les lois de finances initiales (L.F.I.).

Ce qui suit est extrait du dernier rapport (p. 54)

#
/ L.‘ensemble des aides 8 ['indusirie enregistre une nouveile augmentation, aprés les fortes
progressions des anndes précédentes Elle apparait dans le tableau suivant :
(En millions F) -

s

LFi 1883 | - LFL 1984 | LFL 1888
Aides générales & lipvestissement. . ... ... o ivinsriaieias 22,006 22.692 26.053
Aides aux entreprises publiques...... R T 17.651 20,551 22.048
Aides aux exporiations.......... et eer s, 3.820 4.893 6207
Total. ... e ar e . 43477 48,236 54,302
Progression sur I'année précédents. ... .........cceviianenns .. + 151 % |- + 109 % © o+ 126 %_'.

—

Le projet de loi de finances pour 1985 continue donc d'assurer
le soutien des entreprises industrielles, dans l'espritdes P.P.E. n® 1 et 3
du IXe plaen."
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4} Une étude de 1'INSEE

Economie et Statistique a pilblié.en .septembre 1984 un article de
J.C. DUTAILLY : "Aides aux entreprises : 134 milliards de francs en 1982".
Qutre des données ngbales'et par type d'aide, cette étude fournit des éva-
luations d'aides par secteur détaillé (niveau : 18 secteurs pour 1'industrie
au sens strict). |

Pour lliﬁdustrie“;&"sens s%rictlbisns'ihtermédiaireacféqﬂpamnt

et de consommatlon) on peut dresser le tableau suivant :
mi)liards de francs et %

1979 | 1980 - {1981 1982

Total des aides aux entreprises '

(milliards de francs) 82,9 103,3 | 126,7 133,9

- .

dont Aides aux secteurs indusiriels 14,4 15,6 35,6(_) 33,9
dont Aides aux secteurs sidérurgi- | -
gue, naval, aéronautique et.armement 7,4 7,31 23,4 16,2
Aide/Valeur ajoutée en % : | ,
Total ipdustrie (2) 3 3 6 . 1 -
Sidérurgie . ' 13 14 75 ()
‘Navale ;'Aérqnautiqué‘— Armeient. 23 17' 1 19

{1} Cette..évsluation inclut la transformation en dotations en capital lors
.de.la nationalisation de Sacilor et Usinor, de 13 800 millions de
francs de préts antérieurement accordés par.1'Etat.

{(2) Au niveau de nomenclatufé utilisé dans cet article, le taux d'aide/valeur
ajoutée est inférieur ou égal & 3 % pour tous les auvires secteurs:indus-’
triels et pour ces trois années
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ANNEXE 2 - LES APPORTS SPECIFIQUES DE L'APPROCHE MACROECONOMIQUE

Au-deld des aspects micro-économiques, sectoriels et fonctionnels
présentés dans 1'6tude il est intéressant d'anslyser ce que’ p’eu!ﬁ apporter -l".apu
proche globale par un modele macro-économique. Plusieurs analyses ont eté
consacrées ces derniéres années 4 ce théme des effets macro-économiques des
aides publiques et & des sujets voisins : impacts macro-€conomiques d'un
grand projet industriel, d'une relance de 1'investissement industriel, d'un
allégement des charges des entreprises industrielles,... Des travaux ont
été réalisés,notamment & 1'INSEE et & la Direction de la Prévision,en uti-
lisant les modeles METRIC, COPAIN, DMS et PROPAGE (12) et (24) a (27)..

Sens prétendre traiter l'ensemble des questions posées par 1'analyse macro-
économique des interventions publiques;on mettra en évidence quelques
problémes de méthode que 1'on rencontre lorsqu'on veut apprécier les

effets d'une aide financigre avec un modéle économétrique, avanf de pré-
senter les apports spécifiques de cette approche pour l'orientation d'une
politique d'aide publique au secteur productif.

1) Quelques probl2mes de m&thode

Ces problemes de méthode tiemment & la fois & la structure et
au caractere tris global des moddles et & la néressité d'ume caractérisation
fine de 1'aide et de ses effets directs.

- les modeéles DMS, METRIC COPAIN et PROPAGE ne comportent aucune
variable permettant de prendre en compte directement des actions comme 1s
formation, l'innovation, la recherche-développement ou la croissance externe

des entreprises en france ou a4 l'etranger ; par ailleurs, leur analyse sec-

torielle du systeme -productif parait trés grossigre lorsgu'on s'intéresse

a4 une aide spécifique limitée 3 quelques entreprises.

- le rbole prépondérant de l'Etat dans les décisions et le finance-

ment de certaines grandes entreprises n'y est .pas explicitée (hors les

Grandes Entreprises Nationales dont le traitement est pour 1'essentiel

exogéne).

- 1'analyse d'une aide peut nécessiter des dtudes amoni complexes
et détaillées : a la limite il serait nécessaire de construire un moddle
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partiel explicitant les effetis spécifiques de l'aide et des projets
aidés sur toutes les variabiespdu modéle macro-économique (effets spé-

" cifigues par rapport aux effets moyens déjz traduits dans le moddle
macro-économique) puis d‘ihtfoduire les rtésultats de ce moddle partiel
comme variasbles d'écart dans le modgle global (25);-(26){ Ainsi les
questions essentielles, lides aux effets directs de 1'aide, doivent &tre

‘traitées par un jeu d'hypotheses extérieures au modele. 5i celui-ci

peut contribuer & en évaluer les effets, il ne saurait en valider la

pertinence (27).

- enfin 1'appréciation globale des effets d'une mesure d'aide
pose les praoblémes classiques de comparaison de solutions alternatives et
d'analyse multicrit2re : comparaison de plusieuté variantes correspondant
& diverses interventions possibles, hyﬁuthéses.tfés fortes sur le finan-
cement public éndettement, impét sur les ménageé,;.l), role de la solution

de référence {par exemple, une intervention accroissant le déficit exté-
~ rieur ne sera pas appréciée de la méme fagon seiﬁn_que le compte central
prévoit un déficit ou un excédent de la balance commerciale), pondération
des effets sur chacun des agrégats macro-économiques (croissance, emploi,

inflation, finances publiques...).

2) Les.apporté spécifiques de 1'approche macro-économique.

Au-deld de ces problémes de méthode, l-f-‘abp;roche globale et
1'utilisation de moddles formalisés semblent nécéSsgires de manidre
générale pour compléter et assurer la cnhérence-¢‘en3emble de l'analyse

et dans guelques cas pour évaluer, sous certainés'hypothéses, 1'ordre de

grandeur des effets possibles de l'aide publigue.

L'approche globale permet de préciser ét;éventuellement d'élargir
1'analyse déja préseniée dansﬁles paragraphes pré:édehts sur les impacts
sectoriels, sur les finances publiques et sur la bg;ance des paiements :
effets de déplacement ou d'éviction, effets ihdirécts par la fiscalité...

Plus généralement, l'approﬁhé-macro—éconnmiqué péfmgt de relativiser la

présomption dfefficacité ou_d!inefficacité”qui'p@urrait gtre déduite des
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analyses micro-économiques ; elle permet en effet, en amont de toute

quantification, d'expliciter les mécanismes par lesquels l'aide peut

modifier les agrégats ®wacro-économigues, Alnsi, indépendamment de ses
particulsrités, toute aide financiére accroissant le déficit budgétaire
ex ante permet, selon DMS et METRIC, une croissance supplémentaire du
P.I.B., de la F.B.C.F., de la consommation des ménages et de l'emploi ;
généralement ce déficit accru emtraine une dégradation de la balance
commerciale, un déficit ex post des finances publigues plus faible

qu'ex ante, et une certaine désinflation. Cette approché permet de mieux

cerner le domaine de validité des aides spécifigues : dans guels cas sont-

elles plus efficaces gue d'autres mesures conduisant au méme déficit budgé-

taire 7

Bien que ces modgles économéfriques ne permettent pas d'apprécier
directement les modifications de comportement des agents, leur utilisation
peut également é&tre éclairante dans ce domaine lorsqu'ils permettent d'évaluer

ltampleur des changements de comportements qui seraient nécegsaires pour at-

teindre certains résultats.

MBme si les quatre.med2les déja cités ont .des spécifications dif-
férentes sur des points importants (roles respectifs des profits et de la
demande anticipée, conditions de la substitution capital-travail,...) et
fournissent des résultats différents pour une méme mesure d'aide, ils
constituent sans doute les seuls instruments permettant d'analyser de’
- manizre rationnelle les effets intertemporels (y compris le rdle de la
situation conjoncturelle), les contraintes globales que doit respecter
1l'ensemble des aides spécifiques ainsi que les effets indirects par

1'intermédiaire de la demandes et des revenus {(12).

Par contre, il ne faut pas perdre de vue gu'il s'agit de modégles
3 court ou moyen terme qui ne sont d'aucune aide pour évaluer les effets
a4 long terme ; ceci est particulierement important pour les grands projets
concernant le secteur productif dont la réalisation peut prendre plusieurs
années et dont les retombées principales se font sentir ensuite pendant
dix ans ou plus. Dans ce cas 1'approche macro-économique permet essentiel-
lement -d'analyser les interdépendances ef les éffets & court-moyen fer%e -

d'une accélération ou d'un ralentissement de .ces opérations (26).
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3) Quelques résultats significatifs

11 est toujours difficile de comparer entre zlles des variantes
réalisées avec plusieurs modéles, par des équipes et & des dates différentes
et surtout & 1'pccasion de lfexamen de problémes variés. Compte tenu de ces
difficultés, lides particuliérement & 1a maniére de normer les variantes, on
se limitera ici a comparer guelques variantes traltant explicitement de subven-
tions d'équipement attribuges aux entreprises et dont le montant ex ante est

connu. Sous ces réserves et en résumé, pour cbtenzr; au bout de cing ans, un

accroissement unitaire de 1'investissement des entreprises, il fasut un flux

annuel supplémentaire de subventions d'équipement aux'entreprises de

~ ¢ing selon COPAIN

- quatre selon METRIC .

.

- deux a trois suivant le secteur selon D.M.S. (en.ﬂBBO, hors commerce )e

Les deux tableaux ci-aprés fournissent quelques indications
complémentaires sur les variantes étudiées (18) o )

Tableay 1 - Effets mesurés la cinquiémé'énnée d'une subvention
d'équipement aux entreprises de 10 milliards de
francs 84, renouvelde chague année.

COPAIN METRIC

- Supplément ¢ investissement 7,1 | 2,0
(en C.F. 823 . - R

- Supplément de P.1.B. (en %} 0,28 - 0,26
- ¥ariation du prix du PIB (en %) - 0,59 = 0,38
- Balance vommerciale {en £.F.) . : - 3,2 - - 3,5
- Capacité de financement des . -1 12,6
«administrations (en G.F.) L
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Tableauy 2 - Variantes D.M.5. - Effets la cinquigme annde (29)

Amélioration de la compétivité par atiribution de subventions d'éyuipement
qutp

Yariante : attribution de 2 milliards Crois- | Consom- Ivestis- Capacité de financement Prix d la
. ' A sements . Ché- (en millizrds de franes 1980}
de francs actuels de subventions sance duy | Mmation de= Eruplois cansom-
d’équipement supplémentaires chaque P8 m ;:;“ ::::;e: ose 3n meurs de la Nation de‘:i ;_:g:i' mation
année de 1981 & 1?85 au sectewr swivant :| (en 90} {en %) fen 34 en 1985 par an | en 1985 e:i‘;;sas {en %)
Industries agricoles et alimentaires, ... ... H 5 =+ 04 2600 -— 5000 — 1,7 -— 2.3 - 2,8 — 01
Bisns INCerMERITs . . vvussrvarnnrnnens t r 402 | 3000 | --6900] —14| —20| —18| —¢
Biens ¢ équipement. .o ceiiar i, 3 & + 01 2 400 — 590 —=12| =20 —21 —z
Biens de consommation. . . ............. £ £ + 0,2 Jgoe | —a200| —13 — 1,8 - 2.0 - 0,1 .
Batiment génie aivil ... ... .iao. = =+ 0.1 1100 - 3000] — 05 — 0.8 — 2,0 -_E
Services marchands. ...ocecneiierneaan. £ £ + 0,1 1700 —_ 3800 — 14 —-_18 — —
COmmerses, . e i rmenienerenns ¢ 3 + 0.5 400 —1100] — 0,5 -_— 07 - 2,2 e

CDPEIN et METRIC donnent -de.-s' résultats assez voisins si on
examine les effets sur l'investissement, la croiSsance et la balance
commerciale ; COPAIN fait apparaitre des résultats plus favorables en termes

de prix et de compte des administrations.

D.M.S5. et METRIC diffgrent de maniére beaucoup plus sensible.
"l a différence flagrante dans le cas des variantes subventions entre les
deux modeles provient du réle joué par le profit dans les équations de prix
et d'investissement : dans D.M.S. la présence de termes de profitabilité
importants dans les équations de prix et d'investissement entraine qu'une
réduction des colits unitaires ou une subvention ont des effets comparables ;
au contraire, dans METRIC, ces termes sont beaucoup plus faibles si bien

gue 1l'impact d'une subveniion sur l'investissement est réduit". (30)
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_ On notera par ailleurs que :

- la mesure étudide n's pas d'impact & priori sur le colt relstif des
facteurs de production donc sur la substitution capital/travail, ce gui
ne serait pas nécessairement le cas avec d'autres*formes d'aide ;

- onn'a ﬁas tenu compte dans cette présentaticn.rapide de 1'influence
éventuelle de ls situation de départ. Or on .peut penser gu'une aide
est d'sutant plus efficace que la situation financigre des enireprises
est dégradée; De ce point de vue la situstion préVUe pour 1985-87 est
trés différente du constat établi sur 1980-82 (31) ;

Enfin, si on désire rapprocher ces évaluations chiffrées des
considérations plus qualitatives présentées dans cette étude, il parait
important de distipguer trois étapes dans la démarche :

1) 1teffet direct de 1'side sur 1' 1nvestlssement des entreprises
a;dees, étudiée précédemment et que ne fournit pas 1e modéle macroéconomique
(D.M.S. peut cependant évaluer la variation d' 1nvestlssement dans .le ou les
secteurs aidés). '

2} 1a propagation du chot initial dans toute 1'économie nationale

a court-moyen terme, principalement par des effets de prix et de'demande,

a

ce que font les modéles utilisés. Les résultats anmoncés ci-dessus concernant
le supplément d'investissement des entreprises tiennent compte de ces effets
indirects.

3) les effets & long terme de grands projets industriels, qui
~ sont souvent & l'origine des aides & l'investissement dans les secteurs
trés capitalistiques_(sidérurgie, nucléaire,_..g),et des .aides & la recher-
che-développement dans les secteurs les plus-modernes de 1l'industrie
(électronique, adronautique et espace). L'analyée~réaliste de ces effets
est indispensable pour répondre 3 la guestion céntrale de la part des
dépenses d'investissements (volume et affectation sectorielle) dans le

développement d'une offre nationsle compétitive:.




(1)

(2)

(3

(4)

(5)
(6)

(7)

(8)

(9)

(10)

(11)

(12}

{(13)

{(14)

(15)
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I. Introduction

In Austria the term "subsidies" in industrial policy is as un-
common ag subsidies are common (only nationalised industries are
"subsidiced" sometimes). The Austrian common sense meaning of
subsidies is giving money to the fine arts ete. Industry is not
subsidised but promoted, although the most important means of
premotion, of course, is money. I will not go further with termi-
nological discussions. In.this paper I will deal with those means
of industrial promotion which are based on the supply of money.
In Austria it is usual ﬁo distinguish between.direct and indirect
economic promotion. The latter mainly consists of the fiscal
economic promotion. Every:enterprise has a legal claim on this
type of economic promotion,'which depends on the profits. The
decision wether to make use of this incentive lies in the power
of the enterprises. This paper will not deal with that type of
industrial promotion but will focug on direct economic promotion.
This type is characterised as follows,
- enterprises do not have a legal claim on it,
- the decisions about its use are made in ministries, agencies,
etc. instead of enterprises,
- wether subsidies are granted depends on the projects to be
financed with. |
Subsidies are given in a variety of forms by-a growing numbexr of
institutions. In section II the developmenﬁ of the system of
subsidies is described. Sectien III deals Wifﬁ the character and
size of the institutions and instruments. Iﬁ-section IV a brief

account of policy making at the micro level is given.

I am grateful to a collegue who supplied me with a first version

of his latest product. Furthermore I would like to thank those
experts of industrial promotion interviewed for this paper.



II. The Development of the Austrian System of Industrial Subsidies

Industrial subsidies started in 1948, when Austria and the USA
signed the treaty of the European Recovery Prbgramme (ERP) .

In the context of the Marshall Plan the United States provided
Austria with goods whose proceeds of sale were used for the
creation of the ERP*Fund-(ﬁaas/Wéhsely, 1977:236) . Since then
the system of subsidies for industry, trade, commerce, and
tourism was extended increasingly. In the 1950s five additional
instruments for governmental subsidies were ihtroduced, eight
more in the 1960s, in the 1970s the increase was doubled in
comparison with the 1960s (16 new instruments}), and even more
accelerated in the 1980s (11 new instruments until the midyear
of 1984). Of course the instruments introduced differ in
charakter, size and importance, nevertheless the increase of
them gives an adequate impression of the overall development

of the system of industrial subsidies. Although some of the
instruments were introduced only temporarily, one characteristie
feature of this process is that the new instruments did not

replace old ones, but were. added to those.

A similar development took place within the range of fiscal
investment promotion. Apart f?om_some forerunners this kind

of economic measure was introduced in 1953,“whén an accelerated
depriciation (of 50%, reﬁpedtively 20% for'buildings) was intro-
duced for a three years' period. Within the f01lowing years
experiments were made with the instruments of-fiscal invest-
ment promotion. In 1967 accelerated depriciation was introduced

for an unlimited period, and other forms of fiscal investment



promotion were adopted additibnally: 1967 the'tax—privileged
dotation of reserve funds was granted (to be used for invest-
ment within four years), in 1972 an investment allowance |
{(which leads to a 120% depriciation), and in 1982 an invest-
ment bounty was introduced. The use of the last measure does
not presuppose profits, as the other instruméhﬁs do. Therefore
in this respect it comes rather close to what we call sub-
éidies in this paper, but on the other side it'cannot ba used
for steering the industrial development and therefore tends

to combine the disadvantages of both, subsidies and fiscal

investment promotion.

Within the overall development of the Austrian system of
economic promotion a shift can be noted from fiscal to non-
fiscal programmes, in particular in the iast'years. Unlike
the 1970s the subsidies now exceed the amount of the fiscal
investment promotion. This should not be interpreted as a
forced realization of the economic programme of the governing
party (SPU), which in fact érgues in that direction for a long
time (Miillex, 1983a), but és a cansequence"of the economic
performance and the concreie challenges govéfnment has to

face everyday.

Within the range of non-fiscal investment promotion a shift
from funds toward investment banks and government schemes has
taken place, which reflects the same determinants as the in-~

creased expansion of the non~fiscal investment promotion. Since



the mid of the 1970s government not solely had to face the
question how to induce economic growth by measures of economic
policy, but also a number of more specific problems of eco~
nomic as well as political character. Among them the conse-
quences of the pressure of competition of the Newly Industrial-
izing Countries in particular came into prominénce for traditio-
nal branches like steel, textile and paper. These branches are
affected by both, the problems of the businegs cycle and their
structurual weakness. Thus industrial poiicy from the 1970s on-
wards besides the overall industrial promotidn had t¢ deal with
the specific problems of individual branches, enterprises and
even plants. This was one reason for the expansion of the
instrument of industrial policy. Within the last years more
attention than before was paid to the new challenges today's
industrial nations have to come to grips with te maintain

their position. Thus the instruments of industrial policy had
been enlarged due to technical innovation (e.g. microelectroni¢s].
Moreover the system of subsidies was expanded to help the enter~
prises to submit those instructions which had been produced
within another policy field (e.g. for the promotion of en-
vironment protection). The extension of the instruments of
industrial policy led td an interbreeding of formerly separated
instruments. The government_departments,Whose industria1 activi-
ties increased, often did noﬁ have the necessarj_experts for the
implementation of new govérﬁmental schemes, therefore it often
was transfered to already existing institutions outside the

bureaucratic structure of the ministries.



While some of the policy measures introduced show a slight
party bias, the general course of industrial policy was a cor-
poratist one. Corporatism is a general feature of social and
economic politics in Austria, but recently had been weakened

in sectors like fiscal and energy policy (Nbﬁotny, 1985; Miiller,
1985). A similar development did not take plaée within in-
dustrial policy so far, and it might be argued that corporatist
concertation in this sector is of particu la stability, which
rests in the strength of interest groups vis_é_vis the state.
The state may turn out to be de facto the weakest part in the
tripartite boncertation of industrial policy. Among other
factors it is of relevance that there is no government depart-
ment especially for the purpose of industry. The one which,
according to its name, is concerned with industry, is not
primarily concentrated on industrial policy, but on trade and
price policy {cf. Aiginger, 1984), and until 1983 it was al-
ways in the hands of the representatives of the interest groups.
Therefore the department did not develop rown'étrategies for
industrial policy but was corcerned with the implementation of
policies designed mainly by the interest groﬁps. The Ministry
of Finance, on the contrary,.had its own position, but was
interested more in the sizé_of industrial subsidies than their
use. Thus the development of the Austrian system of industrial
subsidies primarily restéd'dﬁ“the decision of}the "social
partners". The Council for Economic and SociaLiQuestions, which

is an institution founded by the interest groupé for the advice



of government (cf. Lehmbruch, 1979:171) 1970 and 1978 had
made suggestions for the design of industrial policy (Beirat,
1970, 1978). It turns out that most of these suggestions had
been realized, although sometimes with a delay of some years.
The respective laws in parliament normally were supported by
both blg parties to whom interest groups are interlinked in
a variety of forms. Thus, industrial policy on the macrolevel

is a corporatist one.

III. The Structure of the System of Industrial Subsidies

Seven different kinds of instruments for industrial subsidies
can be distinguished: funds, investment banks, government
schemes, aid fo; nationalized industries, labour market sub-

sidies, export promotion, and tax abatements.

1. Funds
8ix funds are relevant in the context of industrial subsidies,
four of them have primarily economic goals, for two of them

industrial subsidies are a measure of environmental protection.

a) ERP-Fund

This Fund has its own capital and is allowed to refinance it-
self at the Austrian Central Bank, but it is not allowed to use
the capital market and is not financed by the state budget. It

gives out credits at interest rates far below market levels



(therefore the own capital of this Fund is reduced from year

to year). The difference between market levelé_and the interest
rate of the Fund can be considered as subsidies. About 60%

of the credits of this Fund go to industry. Within the last
decade industry had won in importancg in comparison with agri-
culture, while the sectors of transport, toutism and energy
stayed constant. In addition to the ¢credits granted directly

to industry, the Fund is also concerned with crediting other
instruments of the system of industrial subsidies, which in the
decade under review amounts between a constant credit of 800
millions and 1 billion AS. The ERP-Fund is also responsible

for the implementation of government schemes.

Table 1

Credits ¢f the ERP-Fund for industry (in million AS)

credits granted total of
year by year credits
1973/74 733, 1 5.605,9
1974/75 1.159,2 5, 460,9
1975/76 875,6 5.761,5
1976/77 - 994,5 6.029,6
1977/78 801,0 6.280,4
1978/79 852,6 6.441,3
1979/80 843,4 . 6.453,8
1980/81 1.065,4 6.786,9
1981/82 1.127,0 6.799,9
1982/83

1.227,9

7.026,3



There exists a catalogue of 12 criteria for industrial sub-
sidies by the Fund. Some of them are directed towards an
improvement of industrial structure, but their effect should
not be overestimated because for becoming subéidised-by the
Fund it is sufficient to meet one of the criteria. An empi-
rical evaluation of the Fund's policy up to f976 did not give
a positive account of its practice from the peint of view of
the developmentof indistrial structure: promising industrial
activities were promoted only late or on a relatively small
scale, while most of the subsidies went into traditional in-
dustries (Haas/Wehsely, 1977:238f). The Fund therefore did

not make an active industrial policy in the past, but it seens
that something has changed since the late 19?05. The promotion
of basic industries and traditional consumer”good industries
was substancially reduced,while credits to modern industries
(technical producer goods) increased and make up more than 50%
since then. Nevertheless the policy of the Fund still is not
satisfactory from the point of view of industrial structure
development. As mentioned above the resources of the Fund
were reduced year by year. But this did not oniy lead to a
more selective policy of industrial promotion, as the distri-
bution among branches indicates, but led also to an overall
reduction in the size of the credits regardless of the quality

of the project.



k) BURGES-Fund

This Fund is concentrated on the promotion of small enter-
pPrises of all economic sectors. It has been extended consi-
derably within the last years, both in the number of enter-

prises promoted and in the amount of money spent.

Table 2

Industry promotion by the BURGES~Fund (in million AS)

government credit volume

spending for granted Ly
year the Fund ' the Fund
1976 293 408,5
1977 . 394 540,1
1978 510 ' 797,0
1979 ' 802 : 991,3
1980 761 1.276,9
1981 768 766,8
1982 755 693,7
1983 891 ' 857,5
1984 814
1985, 853

1) consists of three instruments handled by the Fund

This Fund provides subsidi§s for the interesﬁ of credit. In
contrast to the schemesffor.commerce and trgdg; there exists
a catalogue of criteria for industrial investment, but this
catalogue is very long, vague and hardly seigétive. It is not

possible to evaluate the policy of the Fund on the basis of re-
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liable statistics and until now the Fund did not join the
computerized system of registration of industrial subsidies.
But experts agree that the policy of the Fund does have a
watering-can effect, what means that everything is subsidisedqd,

and no emphasis was given to projects of industrial priority.

¢) The Finanzierungs-Garantie-Gesellschaft {(FGG)

This instrument undertakes liabilities for industrial credits
for which the financing of the credit otherwise would have
failed because of the lack of banking security. From 1969 to
1983 the company did so in 460 cases, which amounts to a credit
volume of 6,9 billion AS. Since 1977 the company also gives
subsidies for investment,and since 1980 the FGG in addition

is responsible for the implementation of government subsidies.
Until 1977 the FGG was called Development and Innovation Fund.
An evaluation of its poliqy until 1976 came up with the result,
that the Fund had promoted traditional sectors of the Austrian
industry (like paper, wood etc.), while growing industries
{(chemicals, machine building, electrical engineering) practi-
cally had not been promcted. Although the change of the name
has been justified by the described policy of the Fund, it

may be doubted whether this strategy to come to terminclogical
adequacy was the_preferabié_one. An investigation of the policy
of the FGG since 1980 coheé up with the resuit; that paper
industry now received a higher proportion of the Fund's res-

sources than ever before.



Table 3

Subsidies of the FGG (in million AS)

government subsidies

spending for of the FGG
year the FGG
1980 334 ’ - 293,8
1981 2.090 ' 2.116,2
1982 124 -~ 115,0
1983 223 ' 216, 1
1984 467

1985 297

Source: BMfFinanzen: Bundesvoranschlag 1985;

d} The Water Supply Fund, the Research Fund and the Environment

Fund

While it is the task of the Water Supply Fund and the Environ-
ment Fund to subsidise the interest of credits for investment
for the purpose of envifonﬁent protection (reduction of in-
dustrial sewage etc.), it is up to the Research Fund to pro-
rote industrial research by subsidising investments, the inter=-
est credits, and to act as a guarantor for credits. The sub-
sidies of the Water Supply Fund are used to finance the re-
duction of the interest offciedit at three per cent and come

up to an amount of about 300 million AS a yeér (c£. Kager/
Kepplinger, 1981:182), Thé subsidies of the.ﬁﬁvironment Fund

reduce the rate of interest by 6%.
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2. Investment Banks

Both banks, the Investkredit AG and the Kommunalkredit AG, were
founded by nationalized banks. The Investkredit is concerned
with long~term financing of investment and, increasingly, with
the handliﬂg of government schemes. While it had been doubted
whether the investment promoted by the Investkredit since the
end of thé 1950s has improved the industrial structure of
Austria (Haas/Wehsely, 1977:239f; Kager/Kepplinger, 1981:150) ,
the new government schemes (TOP-credit campaigns) are the most

ambitioned measures of industrial policy introduced so far.

The Kommunalkredit AG gives out loans for communities at a
prometed low interest rate as a regional policy of industrial
subsidies..The promotion of backward or depressed areas is

the only target of this institution. For the périod up to
1976 it was argued that the result had been the establishment
of industries having a high labour content. These industries
made use of the cheap female labour force of the respective
regions which led to a conservation of obsolete industrial
structures and even to ﬁhe maintenance of regional disparities
as fas as payment and work.conditions are concerned (Haas/

Wehsely, 1977:241}).

3. Government schemes

Government schemes were introduced in the early 1970s. Three

schemes for the paper industry (1973-1984) operated on a four



per cent reduction of interest for credits the use of which

had not been specified. A scheme for textile industry (1979-
1983) offered a 10 per cent subsidy, for substantial investment
in new machinery, provided that the old machinery was scrapped.
In 1979 a special scheme was introduced for undérdeveIOpped
rural areas in the Alps. This scheme was not an exclusive
industrial one and offered subsidies up to 50% - but not more
than one million AS - for any investment in these regions.,
Another scheme was introduced in cooperation with the federal
government and the provinces, the so called "100.000 AS scheme".
The name reflects the amount given for each néw job created
respectively ensured for some years in certain areas. In 1978 a
general interest support scheme operated on- the basis of a
three per cent reduction for interest rates for investment
credits. This scheme was the largest one (28,5 billion AS pro-
moted credit volume), and instéad of genuine industrial policy
goals it was motivated by general economic conditions, more
precisely the high Austrian interest rate cauéed by monetary
and fiscal policy. During this time substantial amounts of
money had been spent for the losses of the 1igﬁit mining for

reasons of supply and social policy.

If one leaves aside the aim of_regional industrial policy,
all schemes - with the exception of the one for the textile
industry - mentioned so far in practice more or less had the

charakter of general subsidies, because the criteria for their
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Table 4

Government schemeg for industry (in million AS)

textile, clo- interest TOP-

paper thes' and lea- support credit "100. 000, =
year industry mining ther industry schene(1978) campaign ~ AS-scheme”
1976 19 222 - - _ - 2
1977 25 176 - - - 2
1978 55 216 - 3 - 2
1979 59 223 16 153 - 4
1980 72 221 85 345 - 17
1981 90 220 57 598 N 49
1982 107 202 68 650 o - . 66
1983 141 205 87 735 58 17
1984 242 216 75 _ 600 156 54
1985 218 200 75 540 227 54

Source: BMfF, Bundesvoranschlag 1985
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use had not been selectivé. As mentioned above, in the earlj
1980s some instruments were introduced which may be inter-
preted as a policy change from very general, non selective

and reactive industrial schemes towards rather specific and
active ones, which are based on a catalogue of strict criteria,
directed to the improvement of the Austrian industrial sfruc—
ture. The TOP-credit campaigns fall under the last category.
They were introduced in 1981 (material investment) respectively
in 1984 (immaterial investment) and, again, operate on a

three per cent reduction of interest rates of eredits for
investments which come up to these criteria. The first phase
of this scheme was financed by the Austrian Central Bank, since
1982 it is financed out of the budget:; the promoted credit
volume is 1,5 billion AS. 8o far material investment is con-
cerned 33 criteria falling into six broad categories have to

be checked by an experts'qommission, consisting of representa-
tives of three Ministries, of three institutions of invest-—
ment promotion, and academic economists (the representatives

of the Ministry of the Federal Chancellor - now the Ministry

of Public Economy and Trans?drt - and the Ministry of Finance
are decisive, while the other members are restricted to an
advisory function). The prﬁcﬁicé of this commission is much
more restrictive than those of'oﬁher institutions: the first
investigation shows that only 59% of the inveétment projects
submitted to the commission had been accepted ﬁnchanged, while
16% had been considerably'feduced in size andJQS% were rejected

{Aiginger/Bayer,‘1982:173). The same study (1982:194) points
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out, that the use of objective, partly quantifiable criteria
led to a better allocation of the resources. But the TOP-
credit campaign was not welcomed unanimously. One of its
initiators reported that interest groups argued for a more
complex system of criteria which in the end was realized.

This change vis & vis the initial thoughts on a new instrument
of active industrial policy made its effects questionable and
gave old industries a better chance to receive money (Aiginger,
1984:230). In a fundamental critique it was doubted whether a
reduction of interest rates of already granted bank credits

is an adequate strategy for industrial innovation {Dorn, 1983:70).

Furthermore it was stated that it is the samé four persons who
are decisive for the allocation of the subsidies like the general
interest scheme introduced in 1978, and it was doubted whether
the catalogue of criteria will be sufficient to avoid a policy
as unselective as it was followed in the implementation of the
latter scheme (Dorn, 1983:74). Actually that critic deduces a
water-can policy of the TOP-credit campaign from the published
data (Dorn, 1983:72) and came to the conclugion that the new
instrument only masks the 6id problems of difect investment
promotion {cf. Miiller, 1983a:125f) by the catalogue of
“scientific" criteria (Dorn, 1983:80).") Although in this

writer's view the critique is exaggerated,it_points out that

1) See also the more technlcal critique of Rlchter {1983) and
the reply of Aiginger {1983)



- 17 -

even the TOP-campaign is not the philosopher's stone of direct
investment promotion. Nevertheless it seems to be the most
'sufficient instrument introduced to an improvement of industrial

gtructure.

4, Aid for natiopalized industries

From the mid of the 1970's on nationalized industries, which
account for about 20% of all industrial workers and 253% of
industrial output, were used as an instrument of economic
policy to smooth out the business c¢ycle by following a business
policy which was more concerned with national economic goals
than with industrial management (Nowotny, 1982). In the 1970s
this policy was financed with the capital stock of the enter-
prises and therefore the usual pattern of a state~subsidised
public sector was reversed (Miller, 1983a:127). Of course,
this strategy could not be maintained for more than some years
and the 1980s are characterised by the phenomenon of problem
accummulation (cf. Mﬁller,.1981:404f): nationalised industry
is not able to maintain the described business_policy any
longer and has to receive substantial governﬁent aid (nhew
capital as well as subsidiés) to assure its survival,while

the overall economic situatiqn has not improved substantially.
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Table 5

Aid for nationalized industries (in billion AS)

1981-82 7,8
1983-84 16,6

5. Labour market subsidies

An active labour market policy was introduced in 1968 under

the conservative government (cf. Talos, 1981:228f). The res-

Table 6
Subsidies of the Austrian labour market administration
{in million AS) '

subsidies for in-
dustries for pro-

tection or creation 1
year of jobs total
1974 149 752
1975 183 819
1976 160 _ 745
1977 209 - . 756
1978 ' 231 - 939
1979 289 1.018
1980 172 ' 826
1981 304 950
1982 | 720 o 1.554
1983 ~ tl.o04 1.846
1984 1.626 2.400

1} includes other direct aﬁd indirect subsidiés for industries
Source: BMfsV, Programmbudget der Arbeitsmarktverwaltung,
1981, 1982, 1983, 1984; Butschek 1981:36
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pective laws had been central incentives of government to
ensure the further cooperation of the Austrian'Trade Union
Federation (OGB) within the corporatist arrangements. Since
"then the size and character of the 1abour-market administration
has been considerably extended While the earller period was
characterized by the finance of measures for training in the

late seventies and early eighties,K subsidies for industry have

/
increased from year to year.

-*6;'Export prohotibn

. The Aﬁstrian'system‘of-export promstiOn &eﬁelopped since 1950,
.Most imﬁortant is the system of export guarantees, which is

- based on thé principle of insurance. 16 different types of

guarantees for political as wéll as economic risks are offered

'by_ﬁhe state or the'Géterreichische“Kontrollbank AG. 1982

guafanteés~could.be granted within the limit of 375 billion AS

(Rossmann, 1982; Breuss, 1983). Since the beginning of the

eighties the principle of insurance did not ﬁork as well as be-

fore, and the state increasingly had to pay for the guaranteés

it had granted, which means it had to subsidise the exports.
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Table 7

Export promotion

payment for ex- total budget ex-
port guarantees penditure for

year ' from the budget export promotion
fin million AS) fin million AS)

1976 705 841

1977 | 578 | 723

1978 996 1.218

1979 1.666 1.957

1980 1.054 2.164

1981 1.516 3.175

1982 1.496 4.539

1983 2.540 4.704

1984 . 636 3.344

1985 : 700 _ 5.040

Source: BMfF, Bundesvoranschlag 1985

7. Tax abatements

In Austria it 1s a widespread assumption that the Minister of
Finance relatively often gives subsidies by discretionary de-
cisions in cancelling tax Outstandings. The secretaries of the
Minister for instance sometimes reported to economic experts,
that they have to spend a good deal of thelr tlme on the hand—
ling of such interventions on behalf of enterprlses. The data
reported in table 8, which-ié not.restriﬁted.ﬁb_1ndustry}but
also includes all other sectors of economg,does not confirm the
view that tax abatements are the 1nstrument of governmental sub-
sidies, but in any case they are relevant wmthln the Austrian
system of subsidies and have been used increasingly within the

last decade, in particular in the 1980s. However, the amount of
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Table 8
Tax subsidies and tax outstandings

ocutstanding col- tax outstan~ tax out-

tax abate- tax cancel- lectible taxes and dings on ex- standings

ments {in % of lations (in & of customs-duties fin  tended terms in execu-
year million AS) change milion' AS) change million AS) fin %) tion f(in %)
1974 99,8 97,5 7.710,7. 41,9 35,8
1975 126,5 + 26,8 83,3 - 14,6 7.930,2 36,2 53,4
1876 115,9 - 8,4 177,0 +113,7 9.009,8 33,3 56,6
1977 85,9 - 25,9 159,9 - 9,7 9.859,2 21,5 61,6
1978 104,3 + 21,4 186,4 + 16,6 10.995,0 19,2 65,8
1979 236,6 +126,8 230,6 + 23,7 12.670,4 18,0 67,1
1980 220,5 - 6,8 287,5 + 24,7 14.117,8 16,6 65,7
1981 260,3 + 18,0 381,6 + 32,7 16.462,0 12,5 51,7
1982 370,4 + 42,3 464,8 + 21,8 ;mymmm~a 12,7 54,4
1983 457,0 + 23,4 580,0 + 24,8 21.974,0 12,0 60,1

Source: Tdtigkeitsberichte des Rechnungshofes fiir die Verwaltungsjahre 1974 - 1983,
1984

Wien 1975

1
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outstanding collectible tax and customs-duties nearly tripled
within this period of time, Although the percentage of tax out-
standings in execution also increased'while the percentage of
tax outstandings on extended terms decreased éonsiderably, it
may be supposed that silent tax credit is a relevant instrument

of economic policy.

8. A tentative evaluation of the Austrian svstem of industrial

subgidies

It was demonstrated that the Austrian system'of industrial
subsidies is characterised by a variety of ihstitutions and
instruments. This variety is not fully justified by funectional
differentiation. Thus, a coherent strategy of industrial policy
- to say nothing of "positive adjustment policy" ~ can hardly
be identified within the system. Economic rationalization with
the consequences of a reduction in the number of jobs is as
well subsidised as the opposite strategy. While the TOP-credit
campaign and the microelectronic scheme favour business strate-
gies of the first typ, subsidies of the labour market administra-
tion are often used to preservé existing jobs irrespective of
their chance for maintenﬁﬁce'in the long run. But the absence
of a coherent strategy holds true even for singlé instruments
The catalogue of criteria bf-the interest suﬁpqrt scheme intro-
duced in 1978, for instance, allowed subsidies for active as
well as reactive business strategies without giving preference

to one of them {(cf. Aiginger/Raver, 1982:15%).
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The whole misery is dublicated at a more techhical levei. In
the early 1970s when the expansion of the system of direct
economic promotion started a cabinet committee was installed
for the coordination of federal institutions concerned with
economic promotion. The committee could not report spectacular
success and did succeed oniy at the level of civil servants.
In 1980 the task of the committee was redefined more precisely:
it should develop an information system to identify firms which
maximised subsidies by appealing simultaneouslf to differaent
institutions of the system of subsidies. Since 1984 the system
is working and has even widened its scope: it is planned to
come to an information system which allows to evaluate the
effects of previous subsidies for sectors, regions, and enter-
prises as a basis for new ones. Until now the system was not
joined by some of the relevant institutions of industrial
promotion. In spite of this shortcoming the:éstahlishment of
the information system has to be welcomed as a starting point

for a more coherent industrial peolicy.

IV. Patterns of Industrial Poliecy Making

An economic analysis of the Austrian system of industrial sub-
sidies recently pointed ouﬁ that lobbyism will be all the more
effective the more decentralised the system ié'(Kager/Kepplinger,
1981:209). It was demonstrated in this paper that the system is

in fact strongly decentralised. Moreover lobbyism is in fact
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one of its central features. Not without reaéon a former top-
expert of an'interest group noted that interveﬁtionism is the
principle of the Zustrian system of economic promotion {(cf.
MiBlbeck, 1982:167). But it is hard to distinguish those who
have the power of deéision from the lobbyists. In the ERP~Fund,
for example, the power of decision is held by the credit
commission which consits of 12 representatives nominated by
the twoe big parties but primarily by the interest groups
(Labour, capital). The lobbyists consist of business men and
shop stewarts as well as local and sectoral répresentatives of
the interest groups. Interest groups in corporatism have the
means to digcipline and control their membership but this re-

lative independence of leadership does not effect the dispen-

sation of subsidies itself but rafper the magnitude of the sub-

sidies.

Two more examples underline the irportance of the described
pattern. The subsidies of the paper industry scheme de facto
were based on expertises by the Austrian Federation of Industi-
alists. These expertises had to confirm that the project went
along with the intentions of strﬁctural reform of the respective
sector and is in correspondenée with the catéiogue of criteria
of the scheme. Subsidies from the textile schéﬁe were granted
on application of the sectoral units of the interest groups.
While the final decision'de'iure_was made byithe Minister of

Commerce, de facto it was the interest groﬁps:that were decisive.
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For them a system of subszidies that does not have clear criteria
is adequate, because it facilitates the compromise hetween
interest groups as well as within them. Thus all interests re-
presented in the corporatist cartel can be taken into consider-
ation {cf. MiBlbeck, 1983:172). The Austrian system of industrial
subsidies on the microclevel of implementation is therefore in
accordance with the corporatist policy design at the macro

level of industrial policy.

V. Conclusion

The guestion whether corporatism is efficient has been dis-
cussed in length in the literature {cf. Graﬁde/Mﬁller, 1985) .
Faced with the Austrién results in industriai policy the
question seems obsolete: corporatism in facﬁ_seems inefficient.
Subsidies have not been'provided by economic criteria, every-
thing was in fact promoted. An anélysis of the Austrian policy
of agricultural subsidies which is corporatist, too led to an
even worse result (Schneider, 1984} ~ thus the_judgement based
on a national perspective'seems to be well jﬁstified. In con-
trast to this view a comparative study of the periode from

1970 to 1977 evaluates Auétria relatively Weli in respect of
industrial modernization. Moféover Austria ﬁéslable to combine
economic modernization with full employment which was evaluated

as the best overall account (Czada, 1984; cf. Katzenstein, 1984).
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The studies cited make reference to a period which was evaluated
rather negatively by Austrian economists in réspect to the
effects of the instruments of direct investment promotion
(Haas/Wehsely, 1977; cf. Kager/Kepplinger, 1981}. Thus maybe
these instruments fullfiled the function of subsidising the
maintenance of full employment while the instrﬁments of fiscal
investment promotion were used for economic modernization. A
result like this would not be welcomed by supporters of direct
investment aid who argue that this type of economic inter—
vention could be used for measures of gqualitative 1ndustr1al

policy.

Of course the studies cited were directed backwards and it may

be questioned whether the combination of both strategies, econonic
:modernizaﬁion and preservation of a high standard of enmployment,
will be possible under the present conditions of accelerated
technological change. The expansion of the direct economic
promotion within the last years might be interpreted as a sign
that under conditions of restricted political choice a decision
was made in favou; of job preservation. But it has been mentioned
in this paper that the new instruments of economic promotion

(the TOP-credit campaign as well as a scheme for microelectronics
which was introduced in 1984/85) give more atﬁehtion to posi-
tive adjustment policy thaﬁ the old instrumenfs; Furthermore in
1984 an innovation agency Qas founded within the Austrian
corporatist system. This agency is tb be augmenﬁed by a joint

venture capital company in 1985. This implies that the corporatist
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system has met measures to meet the challenges of the 1980s

(cf. Chaloupek, 1985; Farnleitner, 1985).

Economists that critizise the economic policy of the state
moreoften than not base their argumentation the assumption
that the state is a kind of benevolent dictétor. In other
words they believe that once the appropriate measures have
been conceived the economy will once again function as it
'should. In this sense economists seem to reveal a kind of

boy scout attitude. Theiﬁ approach tends to coneal that there
are many divergent economic interests. Additionally ec¢onomists
neglect the fact of restrictions from the political institutions
and the political culture. A viable alternative to the cor-
poratist approach outlined in this paper would not be one of
the benevolent dictator but rather one of party government,
Often it is argued that party government is better qualified
for qualitative decision making (for example by introducing a
-selective system of industrial promotion) than corporatist
subsystems (Lehmbruch, 1979). The example of introducing an
innovation agency does not confirm this view. Thig agency was
in fact installed by the interest groups. Héd.this be done by
a party, and there was a party which intended to do just this,
the agency would automatically have been reduced to an instru-
ment of state subsidiary (Mﬁiler, 1985} . In contrast to the
corporatist system the parties follow a shor£?term mass media

oriented strategy (cf. Miiller, 19831}, hence it can be said that
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long-term coordinated strategies seem to be.less likely
possible. It should be considered that the political culture

of Austria displays an unwillingness to deal with conflicts
arising out of qualitative political decisions. Therefore it
foliows that party government in Austria could lead to
immobility rather than c¢coherent leadership strategies.

It must be doubted whether this would be a févourablé alter-
native to the industrial policy described in this paper. Thus
perspectives of reform should concentrate on the improvement of

the existing system rather than the change of the whole system.
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FREMCH GOUVERHMEHNT SWBRIDIES FOR INFORMBTION TECHHOLOGY

Recent w2ears hawe zeen o sidnificant increase in French Government
surrort for information technolodga. Az =lszavhzsre in Western Eurore
this hasz been motiwveted in Fart be o treditional carcern to
rresarve industrial, political ond culdurel inderendence. It haos
el=o been duse to a common conviction that ?uture Froductivito,
gzonamis Srowth and emplosment Senefation will dessnd on the ef<-
icient Froduction and diffusion of inftornation technolodu. Fronce
hoz been disztinctive. however. for the extent and salective mature
cf its swreort (Webbers, Mooenm and Richordson. 19843 and seme
arnlwsts consider thot ite ‘mercantilist’ stroteds - and +the rol-
iticol and esconckic structures thet allow itz Frursuit - mos enoble
the French to withstand better than most the helemons of the

American ang Joranese Siant=z.

.

The aim of thisz ForFrer is to consider the capacits of France for
erometing an inderendent and comeretitiuve industrw im information
techhnolaedy. Fowing roarticulor ottemtion +o its use oFf Public epro-
curenent and subsidies az instruments of industriol Frolicw. 1%
will arfue that: while the =scals of susteined Financiol surrort
would arrear to be crucial determinant of success in o Stote-led
gtrotegae of industrial modernizaticn: re less iwrortant is the
rnature of The 'FPolitical nexus’® throudgh which subsidigs are
ullocﬁtéd: redulated amd derlaoved. In France, o nation where the
issue of industrial ocwnershie is fiercelw contested. but whers the
princirle of 2tate o0id hos been zzen as fundamerto.l to national
‘goverz2ignte. the subsidy debate hos been rrincirallw ‘fechnocraetic!
and has focused Frecisely on the auestion of control and rFrolitical
regulation. Economic liberaliem in France eons leoving the
cartoins of ihdusﬁﬂu absﬁlute 4Peédﬁm 1t the=ir use of zubsidies
rather tham olloawind them to swim or =ink ynasiiited- hlgmfﬁlz
Fesrect. the controast beitween the Sccialist Gowsramant ond the
oncien régime of Giscard d'Estaing lies not 20 much in the dedrsee
of Stote intervention but in the comcern of the Socinlists +to
rotionalize, refulate and extend the zustewm of Ffimonciol transfers
and +to derlow subsidies o= an e@%icient instrument of industeial

FOlice.



£23

Fart one af the discussion exomines the naturs of the French

subside swstem before 13%1 and: focusin? mainly

ment and the wuzs of exFort

Fromotind thres

subsidie=,

imFrortant area=s

on Public

considers its suc

of information technala

comFUutars., telecommmanications and imteSrated circuits.

durind thiz period wos

largest industrial Srours

cveradll eslan for informoti

cuer the destingtion amd
the 12T0=;

comramias which

was ar industra

for their surweival.

inm

QF

cominated

erovided rredominantls

*
te

use of Fun

had bBoacome structural

Fort twe examines

i Favour

sector: 1t ths ahsenca
with
result,

byt

e
ard lit+le

T

chinologw
ds. b=
b
iw dent on

2

the

Socialist

Ero

of an

be the ernd
instficiant

tote

=

CLre—-

corntraol

[u]

.F

critisue of

Gizcardiom industriacl Frolice and their deszign for restruciuring the
'political nexus' between the State and industra. Tihe most
imFartant reforms bhave creeted mew selective methods for azting om
zyrrly Timncluding the submiszzion of carital pravision %a
carntractunl adreements? and Asw rkethods for tardSeting anmd coord-—

inating subsidies +to encourads the diffusion of

technaolodu.

Fart thres considers the
stroateds hos been FPursusd.
a dedrse of reform in the
howe

nuniber of important rroble

relations ouvernind financial tronsferz to the

dedrae of

with which tha

SUCLess

intormation

P&

Hqtianalisqtinn; Flanming contracts ond

sgztam of subzidies seem successfulla to

m=

e

maint ambigduitye in

rewversed the decling oF French informotion techhnologw.

Eut a

the contraoctual

atichnalised firms:

tensions in reconciling the interests of industrial Srours with

Those of the Stat=; the comntinued dependence of these 9rours on

Fublic markets
transferring a
technolads due
subzidy sasten

decline.

In conclu=siona

of Etote led devalorment will be =

the difficulta.

gidies epromoting dewmand to o Folicw develoring motional surrlw.

amnd operating zubszidiess

in the abszence of rFrrotectionism.

and the pwhleps

crisidered. The +irst

of
sufficient volume of financial aid to imformation

. 4o ]
tin bhuddetars constroints andgthe inertic of o

still heovilw biaszed in favour of industries in

three major dilaemmaes confronting the Fraermch stroteds
cCoRncerns

of linking =sub-

It



iz one thindgencourade firms to equir with informoticon technologs,
but i= auite another to snsure that thse2 obtoin it from noticonal
eroducers. The saconmd dilemma cancarns the cardacite of national
firmz and of their Qouernmepts for mobilizing sufficient funds e
mezt the RAONMOUS rezzarch and develorment ond investment costs
resuired for comretitivensss in the rew techrolodies. These costs
carr onle increazs az comretition hetueen the Omericans and the JaF-
anese keoomes more intsnse. Finmalls, Qdiven ihe zcale of exeend-
iture required in e==isting naticonal Firms to obtoin The minimum
inmtarrmtional markets shares reauired for comretitivens=ss, how iz
it olsg rossible to oid the zmall and medium sized €irms which
arF2ar to be the most imeortarnt source : of innowvation ond emelow-

mENt?

1. The Subzidy Sgsztemr and Information Techrolog9w bafars 1981

(a?r The Frewnch Subhsidye Sastam

The State in Fronce has lond controlled the privcirle =ourcesz of
credit for industrye o Combined with the close limks between the
summits of indusire and the administration. thiz coentrol would
carFear to provide,at least in theorg. the atiributes of the 'Floagsr
state', carabkle of mediating effectively relotions betuzan the
domestic and the intaernotional ecomsmies(Zusmar. 19831 1983: Hills.
1324). Im reality, howswer, the situation iz o little more
complax. Ome of the madcr roles of the 'slaver state' - thse
discretionary cortrel of financial +ransfers chanmalled throuaﬁ-
Public or auazi-rublic afencies ~ has eroven Forticulorlw difficult
to Ferform well. Moreovars Siven the eoliticel limits elaced on
Flanming in Frencse since the lote I19ED=. theré hios besn little
success im peconciling micro-economic with Macro-SConomnl g
chisctives (Estrin and Holmes. 1983). When the Plan hos been oble
te ezztabklish o hisrarche of sectors for Prfﬁﬁita surrort: oz in ths
Siscth Plan (1970-1975), the bulk of subsidies have =+ill been
absarbed bw the traditional beneficiaries of'Siate lntrdesse: namelw
steel. shirbuilding end the aircroaft industrys o medium—tarm commit—
ment af the Etate to Friority sciors hasz been inpossible to secure

CBormmoud. 19703. In additiion. the maticralised industriss ond
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bamks hauwe fisrcela resisted attenrtzs on the rart ofFf Zuccessive
Qovernments to use them az instruments of induztrial Folicw (publie
cactar companies reseanded wurenthuziasticalle to the Foverrment's
‘bue French' camputer frolicw durins the 12370s2 and there haz been

little succezz in coordinating their‘nctiuieg CUictori. 13739,

The rnature of the subsidy swestem hoas reflactsed the maszive but
messd character of state intervention in France. althoudh, until
racentla, the secrece shrouding relations betuesn the Stote ond
irdustes hos PFrevented o Full sepreciation of the extant
and structurse of financial transfers. Httemstzs to araluzs the
sgztemn irn recent sears howe ravealed that Fraench subsidies are
complex: concentrated om oo =moll rumber of Privileded industrial
Sroure and subliect to little in the wavy of conircl or evaluaticr.
Stoffoss (1989r sstimates tetal aid to imdustew in 1921 at 100
billion francs. of which 40 billion for research ond develorment
CRER?, 18 billion in expoprt agids. 12.2 billion ik inuvestmesnt sub-
gidigs and loans. 12 billion in tax credits. 11-2 billion in
creratimng subzidies. & billion Ffor emrlovment and 1.8 tor
industrical relocation in line with refional FPolicw. _
According 1o other sources. including the unre‘eafed 1978 Hannoun
Reeort, thiﬁ fa+m1;~-donvprlsed S samﬂ 180 different twres of
of aid undL:hunﬂplled throuldkh 24 d;%%erent buddetars circuits and
ot leaszt 22 commititees (Commiszsariat Générel 4w Plam (CGP), 19522:
Brimo, 139212. Deseite thiz complexits -~ creating o ditsuasive
labwur-inmth for =mall and medium =iz=ed firms - Fift9 percent of *otal
transfers were concentrated on =iz industriel 2rowurs, eccounting
for ten rercent of industrial added velue. 10 Fercent of emFlow-
merts 11 Péh:éﬂt of exports and onlye 2 rercent of total investment.
Hinegty raercent of export oid went ti suFEQPt lorge contracts
handled bw these Jroups (Giordanc. 19843+ In comtrost. only 3.2
rercent of direct aid to industrs in the i@ié 124702 wernt tTo small

and medium sized firms (Besse. 19830,

Concerning the connection betwsen finowcial aid and industriol
rolicy. only o s=mall rFarcenteass of totol troansfers are considered

to hawe bsen uzesd in surrart of well-defined 2eals. or to hove baan
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allocated be committess with zome dedrese of influsnce or control
over its uze, R rerort on the subside sgasztem b the French

Maticral Plamning OfFice (the Commis==zariat Génsrol duy Plan b

in 1382 revealed thet only obout 17 rerecent of oid to industry was
owarded an o contractuyal basiz and tardeted srecificalle Ffor
restructuring FurFoses. Bistinguishing. on the one kands betusan
structuricng aid and EUPParf aid and: on the other. betwean =ub-
gorifrtion and contractual aid. the CGF concluded that T2 rercant oF
all aid to industre woz attributed on the basiz of automatic
renewel. iardslse in the form of oarpsrating su&gidiezp angd reauiraed
o recirrecal abligations on the Frart of the forms concerned. The
dareral findingss of the rerort are sumnmerized in the Following

tohlet

Toble § * gip IO IMLUSTREY 1981

FFR Miliinng © Subscrirtion Rid ' Contractual Aid Total

Structuring

Aid 3800 (EBY)Y (a2l BT00 C1THY <b) 12500 285X
Surrort oid ITEO0 CTIXY (o2 1200 (2% odo ZE440 (TEX
Totol _ 1000 (81x2 SO0 (195> 50990 <100

(a) RED (29002, irvestwment <13007

chy RED (I1T0Q2: investment CRO00), amrladment (2003 \
(c) RE&D (105000 . caverind lasszes (73002, exrort aid (18,8000
rdy  Inwestment (6002, emrlawment C(EO00). . '

Socupcer TGP, Rides 3 1'Industrie. Fariszt CGP mimso. 1982
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In *he context of the rprasent discussion. it should be noted thoat o
the larder rart of RED aids. according to thiz stude. ho= been .
distributed on o subscrirtion basis C(without reocssessment or
Feriodic evaluation? to thé larde=st industrial Jrours. bensfitting
from their close links withiﬁﬁblic adencies controlling aid fo
telecommunicotions. defence and nuclear enarde contractors. RE&D
aid waos alze heauils concentroted bwe secior: in 1976B. the aircraft
imdustry recsived 2.1 rercent of oll public aid for RED, erof-
szzional elasctronics and telescommumications (Ffar the militora) 22.7
rarcent. information technolodw 2.5 rercent, electricol endinssring
2.3 rarcant and uirtuails mpothing for other Bramches of industry
¢(Stoffass. 1977 FAnd Jiven the rFoor serformance of many of the
companies cancerneds 0 larde proportion of RED aid wouwld arrear to
hawe bBeen misused 9= arerating subszidies, as Zesmare (137T)
discouverad im the casze of computers and electronics. Ewen RED aid
dizbursed for srecific Furrozes fto research instiftutes could be
diverted in thiz waw. In 1984. an enauire bw the Cour des Comrtes
{a Fublic sscher wotchdod) revealad that RED aid distributed by the
research directorate of the Hinistra of Inﬁusthu hind beesn mis-
arFrrarriatsed oand usEdngerating subszidies or to couver losses (Cour
de= Comptesr 1954%. Such aid has certainly besn selective. but
hardlye tardszted: and az an exemination of State Fromotion of
information technolofw reveals, it has roarsle been derleozed in

sureort of a coherent industriol strateddq.

(b ) ices and Information Technolodw

Rs the 1972 Hannoun Rerort rezveals. those larde comranies receiving
the bulk of States aid to industrg - CGE and Thomson (telecomm-
unications ond electronics), Creuzot loire (nucleoar raoctorsd
SHIAS, SHECHMA and Dossault (armamerts), Clii Hongowell Bull
(computersd - hod, bw the late 1370s,; become structurecllw dependen:
on subsidiss. Without them. nons of theﬁe'firmgs it is estimatad.

would hawve been able to redister rrofits betwsesn 1972 and 1977

{Brimo. 1321>. in electronics, CGE, Themson and Motra ware obhle

accumulate lards amoumnts of aid from o verietw of different sourcs:
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tzub=zidies for RE&D and expoarts: rublic grocurement =tc. ). In the
1he

COSe quCBE subsidiara CIT-Rlcatel -~ the '‘motionol chompion® of

French teleconmunications - it hos been estimatsd that 90 percent

of R&D in the 1970s was Financed from-varicus tures of rFublic aid.
Az Christian Stoffaes (1977 Paints out: @ reol cbnﬁrol of subzidiss
diztributed on this =cale iz pozsible onle iF the firms involused
subscribe to Precise commitments and are subisct to effective
sancticon. Oitherwize. the risk of aid bacoming o structurel surerort
for inefficient Froduction rather thon o sFrur te inmowvotion would
saem tTo be hidh. In the case of electronics ond information
technelods, same of the total aid receiwved has beegr nedotiated in
the frameswork of Stote-indusirw rlans. Howevers the contractual
nature of these arrandements hos besn mors uPPaﬁeﬁt thon raeali
eithear recirfrrocal engadements howe onls vodelw been defined: and
in the absence of szanctions or effective methods for monitoring
imrlementation. or the firms involused howe keen able the exeleoit
the administrotive frodmentoation of the State ard its lock of

industrial exrertise.

But the relotionshir betuwsen these industriaol 9rours ond the Stats
connot be reduced to o simrle fornula of rower {n which the formers
due to their surerior contrel of informaotion. and orfariseotional
cohesion can invariobkly prevail owaer the interestz of the latter
(zFf. Bouer and Cohen: 1981%. In the French case. it daoes aPpEar
thot an abzence of control mechamisms in the sub=sidy s9sien hos
allowed a Process of subsidy renewals without resssessnant or
evaluation, to occur. But it should alszo be recngniéeé that: ocnce
such a relationshir is estoblished - the result of 1 Sradual
occretion of ad hoc decizsions and aids - it can become heauvily
" constroining for both rartners. In France. the constrainin? nature
of this reloetionshir geems 1o hawve b=en reirforced in the cose of
information technoiaga_bﬁ the imrFortance q% two tures of zurrort -
exFort subzidies ond rPublic procursment - derlowed in the obsence
of a =tratedic desisn or consistent policies. For the firm: der-

endence on markets administered by the State - and reduloted bw o
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eolitical rather than an sconomic lodic (2uzmen, 1977) - can,
under certein circumstances. make it difficult to adiust
to competitive markets, =ven if large scole R&D support rrovidses it
with thes assistonce reauirad For Qaining access to thew- For the
Stote. npot onle iz it difficult to submit irstitutionaliszad
suhsidies to contractual u@ﬁeements: it iz also extremelw difficult
to abandon componiss whose surwiwval deepends on such aid, ihtFDducinj
a considerable dedrese of rigidite into Ehaﬁt ond wmedium term Ppzlicy
making (cd. Berthelemd, 13383, Thus. in the absence of on
sFFrofriate framzwork Qoverning the wze of subsidies and pubklic
Frocuremant. rolice instrumnents, which in other sustems have bean
used to grsot effect in imrort substitution and external axranszion
¢Japan being the most impressive examrle),can domade eather than.
imerouwe the lond term prosrecis of indugtraQ

|=-.r'~
On the surrle side. French rromction of itz notional comrputer
industra hos been besed on o combinoation of direct subszidies and
State encourafdad mergersé On the =zide of demond:. the State hos
cttemrted to create o market for its 'ﬂatiohql chamrion' with what
car onlw ba described gs on authoritarian ‘bus French' rolico.
frn absence of clear choices: confused ohjectives.: inzufficient

firmancinl zurrort and an inodeauate user raliced all comtributed +o

the failure of successive 'Plans Coloulst.

The detailz of develorments in the 1360z and 1970s carmot be
recounted here. Suffice to note that there hove been saweral
Fhases inm the French Frodramnme of surrort for comruters. I the
first 'Flan Calcul': intends=d to craate an inderendant Fremnch
coracity in computers. the State committed itself to 420 millien
francs in subsidies i{‘fha new comPond created be the #lan, CII,
embarkad.on the develormant of a conrlete ronde of 2auirmeént. The
reftusal to sreciaolise. and the dezciszion fﬁ comFete in the medium-
sized comPuter market dominated bo IEBNM. wefé largely resronsible

for the foilure of this first phase of French comruter Policwd the
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mew conpanys created from the electronics subsidioriss of
Schhneider, C3F and CGE, was wnable to compete uith the Bmerican
£irms - Control Data and IBM - on the French markst. of which. b
the end of the first Flan Coalcul. it had dairned onlw 7.5 Farcent.
In o second Flam Calcul ofter 1971, State cid irncresszed to TOQ
million framcs owver five Ssars (Comeared with an eventual share~
holder comtribution of ohne-tenth of this suml, ot the end of which
CI1'=s market share had risen to just owver tan rercent (Lorensi ornd
ie Bouchar, 19783. In o third rhoss, after 1978, the Jouvernmant
arproved the merdsr of CI1 with Honeowell Bull (crestad inm 1970 bw
Homegwell's acauisition of General Elsctric's stake in the French
OO M Buli} which 9ave the new Frouwr: CII-Honewwall Bull. the

rigkt to manufecture Horewwell compPuters if Fraonce. Thiz afreemant

waz under—rimred be a massive Jowernment subs=ide (1.2 billion

francs over four gears? and its commitment 4o Furchoze o total of

four billion francs in equismznt from CII-HE hetwsan 1976 and 1320

(Zaradsrs 19835

What were the conseauences of thiz eolice?  In terms of warket
anin=s its success was varioble: while £II-HE computers accounted
for- 53 rercent of instmlléd gauirment in the State csdmimistration
by 1981, its share of =uirment in Fublic sector indusird was onld
38.94 percent and its total share of the French market 2% peccent
(Colletis, 19854%. The componw rensined depsndant on its cartive
State market and its= Euiﬁs glsewhare were in lards rart the
conzeduence of éouernment Fressure —sxercized throuwilh an inter-
ministericl. committee for information technolods —on firms to buw
CII-HE eauirment. As Port of the 1976 adreensnt with CII-HE. the
State hod afresd to Frovids un'udditinﬁal_subsidg =qual ta T
parcent of the difference between the 4 billion'%ruﬁts in orders
Pramised'nﬂd those octually r&alised- This waes aorn imrortent
incentive for snsuring thet French companies boudht French. Ghe
analgsis estimates that one-third of total orders ware 9ained undar
such pressure from the interministerial céﬁmi&teeﬁn in the absenca
of competition from IBM whichs 2iven the rFroblems of Fightind the

administration. considerabla reducsd itz sales affort: rroviding

-
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CII=HE with an odditional indirect Eubzids_bf some 200 million
fram-s {Jenng, 19342 In the absence of o more zophisticated wuser
ralicgs this method of Fromoting domestic demend inuvelusd keaus
cozts For CII-HE clisnts dQE to the non—cnmpeiitiue Frice and often
poar performonce of itz equirmernt comrared with that of its foreian

rival=.

Tha maior shareckolder companies of CII-HE howe beer similoarlg
derendernt on cartive pubklis markets - both ot hicme and abrood - for
their rroducts. Thom=zon, the profazszional end consumer selectroanics
Oraur iz o Coze im paint. Most of itz Frofits in the 1970z hawe
baern made an iﬁghitutional markets in Fraonce ﬁnd for itz foreidn
sales and QPdEFéLHQE relied ar custonm Qained with the azsistance n?
Aovernmant foreidn rolicw: and mainle in Third World. francorhome,
courmtries, bocked By export credits and Quarantees CBorreacu ond '
Naw, 1982%. Ff Zwsmon C197T) Foints sut, massive exrort subsidies-—
reprasenting 12 rercent of all sids $o industere between 1270 ond
187%. comrared with 1 Peﬁceﬁt in West Germanwg (CGF. 18222 - hove
effectively axtended ths #Hench State's protactive umbrallo fram
damezstic ton foreidn narkets and hove reduced compatitive rreszurses
on firms to devzlor an iﬁdgpendeht marketing coracitey and o viable:
inderendant, exFrart straoteda.  Thes have also ansourafsed firms to
concentrate arn their cartive foreisn markets to the sxrenss of com-
patitive markats in France which hawve been left undefendsd in the

fare of foreidn renetration (Bertheleme. 1384: Giordano 19840,

Guarantesed and adriniztered marbkets have aiad hzlred FarFetuate the
ordanisotional weakresses of thoze French thups Wwhich,. like
Thomsor. hawve until Pecehflg keern Foorld coordinmted Suxtarositichs
of comPonant,and o%ten,ﬂuagi—inﬁePEHden{,¥iwms and subsidiari=s.
Acauired aver the wears throudk a harhazerd process of industriol
‘empi»e_buildingﬂ the Srourz have beewn held'tﬂgefhéﬁ by cemtral
holdings. but kave bzen beset by internal Eiuulries arnd FPoor
vertical cemmunication. The reluctance- of companies like Thomson to
lounch eroducts +aﬁce%u119 orto :ompetitiué cnnsﬁmer markets can be
exrlained in rart bu the sscurite of institutichnal markets and in

Fart bz the conseduesnces of their internal frafmentotion. These
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foctors arrorentliy exrlain Themzon's failure to develoer and comm-—
er-cinlise th= sarly lzod of one of its laboratoriss in video dizc

techrolody in the mid-1270s (Levirvne and Uermont, 198453,

Telecommunications

The State haz zimilarld sromotsd French companizs in telecommun-

icatians throulh the_Diﬂ&;iigﬂ_ﬁﬁﬂﬁﬂjl&_ﬁﬂﬁ;reIQFOWMUHiPuTiGn:.{DGT)J
althowdh with Zrsater succesﬁ- Uiiﬁg 0 combirotion of direct sub-
cidies and public Fracuremsnt. the rolico of the DST has been to
odminiztar the domestic maerket - boo=ted bs the Staote's mossive
(170 willion 4rancs? develorpment of tThe Franch telerhone network -
so o= to dewslor the technololical capacities of French firns N
armd reduce the role of foreidn fFirms.  The DGT iz estimated to hinwve
finamced TO eercent of RED in zwitching techrolodw between 1970 and
1978 and,. b2 the wmid-1970=. the mainm beneficiaory of this fpolicy,
the CGE subszidiars CIT-RAleatel, had faired a leadin? world

rosition in digital switching for telephanse networkss  In the
proces=s. French techhnolo?y succezszfully reconsuered the domestic
murket - *the share of thz American ITT was reduced from B0 to 15
rercent be 1972 = oand CIT-Alcotel won imrortont exeort orders,

lorgsele in the Middle Eost and Heorth Africo (ErSos, 19533.

The succeszz of this strotegy can be attributed to tue +actuwsi the
unuszuwalle largse and swustainzd financiel commitment of the State to
the exronsion of telecommumications and thé gﬁaﬂunteed market prou-
ided bw thutlexpunﬁimﬁ until saturotion wﬁs arproached in thse late
1970=. In comtrast to computers. the telecommunications market hos
not been zubliect o uncariainte and risk and has been hetter éuited
to adminiztrative redulotion. Howewsr, CIT-flcatel has sub-
sesuently encountered eproblems in diversifeing auwes from instit-
vtional markets <Le Monde, 15.5.843. HAnd attemrts bw the DET to
exrand the public markst by develorin? new ancillors products for fhe
telerhons swotem - telex, teletsxt, telecorier and the electronic
Fhone directors - have alss exFerisnced di{?itultiez due to o

desire to administer o consumer market in the same wow az it has
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syccessfullye manaded the sxeanszicon of the rhone retwork. HI1 of 1ts
new Froducts have sufferad from ihudequate market rezearch. A= in
comPuters. o comnmon weakmess in French poliew szemz fo howvse been a
concentration on Fraduction to the exFrense of o police of

arrlication ond rraduct diffusion (Cour des Comptes. 13235 Lemoine:

1922, E0-%32).

Iht=gro Fed Tircuits

In conFuters and telecommunicotions. Franch companies have bean
eromoted lardele with zubszidies and public procurement. inuvoluing.
gt laast in ths latter caser o high cost 'mﬁss attack! arrroach
(Erdan= 1983%. Inthe cose of intedroted circuits - the componsnts ot
the heart of information technolof9yw ~ neither public Froacurement nop

adesuates firance haowve beasn oaveilable asz means of surport.

The French Stafte first became invelwad in intesreited ciraouit
Frroduction in the lote 1980s.  In an initial ﬁtiemPt toe develor
French intedrated circuit rroducticon: Thomsgon was Fiven 200 million
francs to be invested throudh o =subsidiiary. Sescosem. Howewver:
the Frobilens of breakins into a morkst dominated bw the loarde

U.S. firms were immerrse. RBs in comruterss the French Government
wanted the comepams to produce the full ramde of intedrated
circuits: something it was unobkle to do meeting both aualits and
Flrice reauirements! ewvan the French comruter manuwfoctursr CII
$0iled to Frovide it with orders. B more reclistic strotedy - as
in comPputers - would have beesrn to specialise rather than to launch
ar attack on the Americon produsses on 6ll fFronts.

besrite further subsidies ofter 1971, Seccosen's morket shore
octuslle fell betwsen 1588 and 1974. Subsfdiei continued o be
Ewemided pithout a reassessment of the cqmpﬁﬁu’s ztratady. This
was due in Fart to the close helntionghiP-Thnmsoh hod +orgoed with

LIELT ~ the [irection des inductriag_ﬁlﬁttkﬂﬁiquﬁﬁ et _de 1'ipforim=-

atiaug - in the Ministre of Industrd. Thamson was accustomed to
negotiogting with DIELI. amd DIELI, concerned to surrort its
industrial rartrer: efromoted Thomson'sz interests within the Etate

administration {Loranzi and Le Boucher, 19%79). This exrleoins whe
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Thomzarn received the lien'z zhore (50 Fercentd of aid disbursead

under g new rlan for integrated circuits Cthe Plum comeosantzd

atter 1377, dezrite the foct that it had bsen designed to inject+ o
new_dunumism into the industry by cssocinting French firms with

fwmerican rartners ond be breakirnmg the Thamszon wororolw.

The rnew State plan encouroded the creation nf:{hﬁee new Foles of
srecialised rroductiont Matre and Horris, Eaint.ﬁmbuih and Matianol
feni Conductor. and Efcis (Thomsond apd Matorala. Hawsver: most of
the carital made avnilable by the State ~ EOO millioan Fframes ouer
five vears - arFr2ars to hews besn srent FurchQEiqg Americar aauir-
ment rather thon develoring Fremch caracity (Maozotoud,. 1981« The
twa maier ﬁroblemSa heweuer; were the ingdegauacy of Stote aid,diven
the higsh costs of develorment,ond the dedrse of internotional
comFretition and the imrossibility of uwszind FPublic procurement as on
effective method of Fromotion. The BO00 million froncs Frovided
owver five dears compared unfavourably with the 1500 million srant
ba the Jararnsgss dur-ing the same reriod (Dior and Perroult. 1383).
Taxos inztrumentzs serent almost thse sams as the Franch total on EED
zoch wear in the lote 19786=. Public procurzmnent was unable to
provide an additional boost to inte@roted circuit rroduction in
France becouse rFublic telecommunicaotions accournted for onle 15
rarcent of the market. In these circumstonces: a State led
stratedy of imdustrial dewelorFment was impossible To Furguse and the
firms themselues - the junicr eorirers technolodicolly in their
resrective allionces with Us5. comroaniss - locked the rezources for
inderendent drowth. The aim of reconquering the domestic market
@ith '*French® products waz far $rom achieved: impPport renetraotion in
integrated circuits increased ba 21 Fercent in 1282 alone (Haorrois-
Mornin. 19837. '

Be the befinming of the 1980s, the only areas of informstion
techholosSs where rrofits and o Fositive trode bolance were teing
achieved ware thosze where cortive. rublic markets Fredominated —
professionel electronics ¢(lergelw for de+en#e}, telerhones: wire
arnd cobles:=while in non-institutioral morkets, French firms were
focing heavy losses and imrort Penetrutiun'féee table 2. The con-
centration of subsidies and Public Erocurement on the iaros

arours which monorolisaed these narrow market segments hed ied to an
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imbalaonce in the structure of national sroduction and had contrib-
uted to the imbolarnce of trade. It had also, rForodoxically, become
o factor of wulnserability for the lardSs firmns zince thew had +ailed
effectivala tb uge their rrotectsd domestic bose nz o sprinfhoard
for diversificotion at home or abroad. Inm France. their strensth
comtinued to lie in their control of reserwved ninrkets: at the end
of the 1970z, Thomson's regerved market shore wo= &1 Fercent in
telecommunicationz, radio and television and 95 Frarcernt in wmillitard
detactiaon za=stems (Lorenzi and Le Eoucher, 1981%:. Their role
imternationally continwed to relw am exForts linked 1o Foreisn
policg (including tied aid to the Third World) and on subsidised
corntrocts. This hoad alsce contributed to an imbalance of trade
weishted heawile in favour of linkz with l2ss develored countriszs,
whilz the trode deficit comtinued to 9row in high fechrology
Froducts with West Germang. Jarare and the United States. Todether:
this rattern of productior and trade and the zustem of subsidies
whickh underrinned it. hoad bacone a %cvmidabfe structural constroint

o ane attemet tn_ﬁeoriantqte the Franch scomomd.

2. Infarmation Teschhnolody armd the Hew Socialist Indusirial Siratesy

¢ad) The Socializt Critisue

For Soacialist scenomizts and erlanners. the roor resultzs of
industrial rromotion in information technoledw were indicotive of
the failure of irdustriol epolicy in Frapos duhing The 1970st a laock
0f rolicy continuitd, the weakness of notional research cenitres.
the occertance: after 1976, of o loarde dedres of derendsnce on U.S.
technrnoladu, on inefficient use of Fub}iclpﬁocﬁﬁement and an
insufficient cormtrol of financial twansfer5 ﬁﬁgzier, 19235,
Furthermarz. the concentration of direct and indirect subsidies on
limited nunber of market zeamznts and Firmns — the crérnesuy rolicy -
was coticidered to hove damafed rather than imeroved the cuverall

condition of French industry.

While lards and medium size computer Froduction had received

preferential treatment: for exomrle. intedrataed circuits hod
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been Aiven belated and inodeauate aftentiﬁﬁ;' Autometion and

affice informotion technolofdy hod been almozt entirely nedlacted.
While lar9s comraniss like Thomsor: Bull and CGE had eniowed the
fFrotection of Fublic markets and subs:riptiah subsidies, irnovatiuvsa
small and madium sized firms had been ex#attéd_fo sink or swim in
competitive markets. Similarle, an excessive concentrstion of RED
funding C(in 1979, 62.1 Percent of R&D subsidies were consumed be
the larde firws of the ceronautics =zector) had rrevented the diff-
uzion and arrlication of inforsation technelodw wmare widelw in
industra and eroductivity in French marwfocturing i1ndustry had

faller well behind that of its moior EurorFzan comFretitors.

A rerort commizsioned — and releassd reluctantly - bw the French
Geuvernnent in 1932 ravealed an imrortant informnation technolods Jar
in thiz respect betusern France and other leading industrialised
nationz. Accordimd to the Eoreprt Lemging (19853, the Franckh shors
of comrutars installed in Western Eurore hiad Fallen from 20.7
percent in 1978 to 19.3 rercent in 1381, comrared with o West
German shore of 26.6 percent. French deliverizs of office
informotion technolod9s (hureaytigued was 13 Ffercent of the

Furcrzan total in 1982 cowmrared with West Gerwmond's 33 rercent.

The EFrench share of micre computer=s in value was onles I5.3 parcent

oFf the Eurors=arn total comrared with 2%.1 parcent for West Germanw

ord 28.7 rercent for the United Kingdom. In manufacturind. the
reambar DF_Eabutﬂ Far 10,000 workers in 1951 waz esztimoted ot 0.7 in
France. B in Joarah and § in Sweders. In computer aided man-
wfacturing (CAM) . the tntul_number of mnchiﬁeg inztalled in Fronce
was e=timoted at 10,500, oz ofainst 20,000 in Italw and 28,000 in
Germand. The imract of rastricted diffusion oh Froductivits was
judded to be sewers:l between_la?q and lﬁalslthe index of product-
ivite im clothings textiles and shoez hod fallen from 100 to 33
Whereas in arms manufocture and deronautics (which hod mon-
orpolized Public R&D srending) autcomation hndﬁpushed the rroduct-
juity index ur from 100 to 229 (lLemoine, 1?33}.

Iy the Socialist critique of iﬂdustriullﬁolica under the Giscord
Frecidencd. oid to indusire hod bsen badly manasSed. uncontrol lad

and often misdirected: excessive in some oreas and deficient in
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Toble 2t The Filiere Electronisus: 1952

(ﬂmHéMHEMﬂ%) Froduction Market Exrorts Imeorts Ealance

Consumepr

, E200 17200 1 GO aTQw - 2100
electronlcs .

Retiuve S7an £E00 1000 3700 - 200
comPaon2nts .

Pazsive 7200 " gz00 2100 G200 - 1100
Comrornent=s

Measurind 2300 3400 130o 24010 -~ 5o
instruments

Counter- 1200 2000 200 1060 - 200
redulatiaon

Instrument- 700 1300 100 700 - &00
atiomn

Medical 1500 2200 1300 2000 - 70D
zlectronics

Professional 20500 13000 3300 1800 + TEOQ
elactronics

Telerhone _ - - - -

T i 16800 15100 ZEQD w00 + 1700
Automation .

] ) -

A OO0 3000 1000 3000 - 2000
Infornation . - T _ _
S e 25200 gq;oo 10000 15300 - 5300
Dffice e N .
technologs 1000 4700 300 4600 - 3700
Saftuars . -

ahd seruvices 1loo0 10700 luon 70O + 200
Tetal 107500 123900 ZTE00 slo00 _13500

Souree ¢ fis Eclios 2%, 5.83
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others. The imcokerence ond abzence of am owveroll design in
imdustrial rolice woz held resronsible for increasing imrort
penstration (=ze toble 2 ‘above ) and for growind desemdance in trade
ard technoladl on West Germond. the United Ethtes and JoFdn. In
inforwmation technoloag, the develorment:of tezlecommunications. Fro-
feassionnl slecirocnics and comruters had hesn Pﬂﬁiued lar9els indeer-—
endently - of each ather and comsumer slectronics had been
abandoned ta Fforeidn sroducers by Firme whichs: like Thomzonm, fad
dauvoted their snerdies excesszively to institutional merkets.

But if State rromotion of surerly had been inedffective. the
Frramotion of domestic demand hod been sven more so. Within the
sectar of information technolody itself, the develoement of French
integrated circylt Frroduction, for examrle, seews to howe bheen
rursued indsrendentla of the stratefies of its potartialle most

irmerortant clients.

What was resuired. according to Socianlist ECDﬁDmiEtEs Wos 0o
stratedy to reinforce the techrnolofical ond commarcial linmks
betwean the different are&s'af infarmation technolody and aduanced
glaectronics (bhetwean telecommunications and consumer eroducts,
office intormotion techneloge ond comrputers: microc electronics ond
micro comruters? ond an articulation of carital investment betuszen
their increasingly interdsrendent levsels as epoartzs of o werticallw
Jintedrated network. or £iligps (Truel, 1983). In terwms of
industrial policw, attention should be Fiven to all lewsls of the
Ailigre: in controst to the market rmiche: or Crféneaus. arprroach
token under Giscord d'Esteing and Razménd Barre. The pronotion

of surply should be clogely coordinated with, the Fromotion of
demand and mobilissd behind o coherent strategw of market
recorEausst at home and expgnzinnsliﬁwuiuing o tew aFFroach to

international irgdustriel alliancez. ghroad.

thy The Hew Industriol Stratedw

Bzorin2 o =imilarity to Joranese industrinl stretess inm its
attention to inter-comrony linkag9es and the imrFortance of internally
generataed Srowth 20 epercent of annual turnover  in the filiére

glectronique being Qernerated Ffrom sales betwear it= constituent
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firmns) thea Socinlizt ztrategy Ffor French industrd would nlzo resuire
the structural conditions eniceed by the Joranzse - institutions
aliowingd a zustoined mobilisaticon of Finanmcial resources ard g
stable relationshir bstween the Stote ard industrial 2rours. Tha
pew fovernrent of Froncois Mitterand intended to create the
necezzare conditions fw hatiomalising the lar9eszt indusirial and
financial Frouss arnd be resurrsectin? the French elonning sgstem.
bolztered by a new form of controctuol adreement between the State

arid Fublic sector companies.

In the case of some of these camnranies —'Dusgqult; Motro anmd: +to a
lesser extent. Bull, Thomsarn and CGE -~ mationalisation amounted. in
eszgnce: to o statutorye regulation of the status 3us. The real
chande. howsver: law in the rerlacement of private share holders
(hald lorgely resronsible for the under-caritolisation of mone of
the newle naticernalized fFirms) with o Stete shore holder determined
to provide the financiosl resources reqauired for o rerid Frocess of
modernisation and to sxert o sifnificant dedree of influence ower
their wuse. At the same time: Fublic Furchasing and aids s1ill
subiact to common low regulatian we#e to be rationalised and sub-—
mitted to clossr control. In sums these reformns aimsed fo turn
financial tronsfers from the Stats to industre into ar s=ffectiuve

instrument of industrial policu.

The Filikrs Electroniaus

The Filigrs Slectréniaus. in whickh infermation technologds rlaows

tha central role. eprowvides Frertars the most complete examrle of the

rnew =trotedz in action. First, an ocwarell framework for develor-

ment was created bw the Erogromme d'action filidre &lectronisus
CFAFE2?y o pPlan of swmbeolic rather than qpeﬁqtional_signi¥icuﬂce,
exrrassing the political and Financial commiiment of the State and
estobklishing o number of madium term struteaic chiectives. Control
ling S0 rercent of Froduction in the filisrs, the State was row in
o position to axert its influence over the entire sector. ﬂﬁopted

in Jule 1982. the FRFE aimed, over o five wgar reriod. to dewvelor
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national zuwerprle at a rate of nine percent rer annum (as naninst

three rercent before 1981), 1o schieve a poszitive trode balonce of
1 billion Froncs bw 19885 and to create 884000 hew iobs.  The oozt
of the prodrommsz wios estimated ot 140 billioﬁ francs, B0 billiom of

which was to be provided by the State ¢(Trusl, 198327,

Bithin this Qensral framewark: srecific attinn at the lowel of

supPplae has besn carried out throudk contratzs de elar CPlamming

contractsr with the ratichalised grours of the £iliire (Bull, CGE
and Thomzsond and: ot the level of demand. throush fargszted aid For
the asrplication of information techrnoleds in imdusirs Cthae Plan
productique} ond the Fromation of R&D ond innoustion in small and
medium sized firms.

On the surrly side, the most inrcrtant reforms fallowin® rnotiaon-
ealisation hove been the introduction of planning contracts betwesn
the Stats and the rewls notionalized grours and the subsequent
realifnment of thesze 9rours alond specialised eroduct lines=.

Alming to reconcile the ztratedies of the industrieal Srours with
the broader cbisctives of thz nationael and zactoral slans. the
Flanning contracts hove ploced o degres of conditionalite om State
orerating and corital subsidies. These conditions inciude a
certain dedres of commitment not onle to industrial obiactives
tsrecified with redard to detailed enterprise rlans droafted.: in
corsultation with the unions. bw the Iroups themzelues) but alsc {a
wider national doals -~ improuving wvocational training. exeanding
R&D. contributing to o rositive tﬁqde.bulgﬁﬁe and extending
financiel omnd technosledgical cdllabarution_tq EubCDHtFGCtGPS and
other small ond medium sized firms in the}Séctar- Thus. CGE's
Lopirat de rlay aims both to increass its_éﬁdductiah of automation
to five rercent of the world market be {990 (conzidered the

minimum reauired for profitobilitw) and to‘ihcﬁease training and

technolofical cooraration witk other, zmaller; cemranies.

The most imrFortont Cﬂnditinn, howevar. is a return to rrofits Cboth
Thom=zorn and Bull are moior loss mokerz) bQ 1986, o reauirement to

which all ather cbiectives hawve:. im princiecle, be=en subm@tted-
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Within the framework srovided be the contraocts: managerial
gutonowz 1S, once adain in principls, fully resrected and, fop
from Placin® imnmutoble constraints an firm strotesys. the contracts
are reassessed and effectively rewritten on an onnual bosis. a
revision made necessard not onlw b2 chanling etonamic circum=
stamces but alsze b the annual budletars constraint on the State’'s

financial commitments

The second majior reform - the realisnment of Bull: Thomsen ond CGE

alon? seecialised rroduct lines (precertrads) - iz intended to

increase senerdies. ovoid a durlication of effort ond to con-
centrate wital RE&ED resources,  each drouring becoming o FPole of
Froduction at each lavel of the £iliers: Bull_and SEME (Thomsor2
i computers: Thomson CEF and Motra in .comronents. Transoc (Bulll) a
and Thomson in affice inforwmoticr technolog=, Thomson in consumer
electronics and Frofesszional electronics and CGE in auiomation and
telecommunications. Witk redard to the cgnceﬁtrutiun of Stoate RED
fimance: it should be noted that: in 1982, public sector comrFonies
received 80 parcent of RED aid and were resronsible for B0

rercent of R&ED in aeronawtics. BB Frercent in electronics, €1
Fercapt in informotion techricoleds and 59 rercent in chemicgals
(Croze. 1984).

Demand

For the French Sociolistz - and once afaim like the Jaranese - the

davelorment of o stron? domestic bhaze is ahzolutely sssential for ¢

li1]

strons French industry with an international vecotion. But how i
the domestic morket to be reconauered bs French firms fiven the
degrae of imsort senetration in informaeticon techrolose? First.
while the use of Frublic Procurement is Etiilxcbnsideved arn
imFortant means of rroviding noticnal Ernducéﬁﬁ with demand, the
rigid 'buw French' Folicy of the 19705 arrears ic have been
relaxed. It is now recodnised thot an impﬁéiiinn of French
eroducts on consumer firms movw be domadind not onlw for the clisnt
but alsa for the surrlier which maw fa1il under such conditians to

develor comretitive, aualitg, esuirmnent {(Lemoine, 1983%. Besides
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whickh the introduction of o Socialist 'custerite' eolicy in 1383
has cutt the bud9st of the Stote odwinistrdtion by ten erercent and

reduced itz FPublic procuremnsnt casocite ac;ordihgls (Roccos 19840,

facond. the new stroteds Frloces drecter emrhasiz on horizontal aid
intended to increase inuvestment in informeotion technologw and to
ercouradse the diffusion of new rroduction technisuss: discouroging
firms from buvind for=ign equirment onld if-i{ car be matched in
aualits ba o French surrlier. This action ?_in combination with
an a2ffort to reducs the foreidn contant of French R&L srending - is
considered eszsential for combatting the high iwrort erorensits in

sauiFment Joods inuvestmant (Mazier. 1984). The Flan eroductisue

Coutamotion plany launched in 1982 enuviszaged srending 2.4 bitlion
francs ouer o three wear Pericd rromoting the arnual exramszion ot
French robot Froduction bw 25 Fercent, and Peducihg imFort ral-
etratiaon Cog kigh as 2idhtw rercent in some productsy by ten
reprcant across the sector. It also aimed to aliminate o 2 Billich
franc 4138322 trode deficit and to stotilise amrlosment throudh

vocational retraining.

In order to harmsonize the expansion of eroductiorn with that in
demand. the n2w Flan adopted three technieussi develorment
corvtracts (betuween rroducersz and their clisnt firmsdd pilot
oraerations (linking producers oand uzzaprs in E&D projects also
inuwoluing doverrdaent research odencies! and aid for autcmation
consultancd, subsidising the costz of coamsultancyd ur to B0 rercant
for a three dav rFeriocd and upr to 50 rercent for on in derth B0 davw
reriocd {(Chaubord,. 192d). Firms cre alza eligdible for =pecial
depreciction allowances and have acoess o industrial modernisation
aid from the recentls crected Londs Industriel de Moderniseficon
(FIM)-‘ This fund iz adminiztered bw ANURE - the Adence notiormle
de valorizotion de la recherchs ~ dnd iz fed by a new means of
mobilizind rersonal soawings for industrial inveztmant. the (opepts

rour_le Develoerement de 1'Industrie (CODEVID. Finallw. to hele

stabilise employment while increasing eroductivitys, Firancial

zurpart iz cvailoble for contrats d2 zalidapri+té productiaye
Cautomaotion golidarity contracts? providing oid calculated rFrer

howr in working time reduced,in addition to other aid for

cutomation,if job loss can be cuoided {les Echos. 14.9.84>.
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The promotion of innovation and the diffuzion of new techriolo9e is
alse encouraded by contractual action linked to FroSramme mobil -
izoteur number three ("moitrize du déuélopwément de la Filikre
lzctronigue”), creoted ag Pﬁrt of the Loi d‘ﬁ&igﬂiﬁtinn 2t EroS-
rammatiopn for RED im 139282. Directed be a gcomsei]l scientifigne,

. . - the Eﬂﬂiﬂﬂmmﬁ_mﬂhiliimiguﬁ'is'bazad on coordinoted

research Frodrommnes 9rourin? eublic and Friavote ressarch teams and

furded by gouvernment rezecrch afencisest concerted action linking
prrivate and rublic sactar firms; and Frrogrammind controcts Ccontrots

de_prodrgmnme? to surrort basic RED in electronics (Chorius. 19243,

Finalla, there are a sarigs of non—selective subszidies auoilable in
the farm of tax credits: zoft loanz for inmowvotion:. vocational
trainin? surrort and State duarantessd veniure corital. Since 1953,
am R&D taw credit scheme has been ovailable which reduces tax '
levied anm innovating firms be as much as 25 rarcent, , Inowid-
1984: o Ffurther set of measures linked tax credits to research
grendin® and irnvestment in zoftwars and comPuter services.  AHVAR
{=es Fade 21 dbrowed promotes irrmowation throuwsh loans or subsids
surrort ur to o tetal of fiftw rercent of exrenditure and itz
srecial fund. the FIM: rFrrovides aid to automation and inuvestment in
industrial information technolo@u. The Stots alsc backs the
Frovi=ion of wenture corital to innovaeting s=mall and medium sized
Firms by Socistés firnancigre diinnovation <SF13-. There has also
bzen an imrortont effort to decentralize. Since 1920: regional

E&D srending haes increosed by about 400 percent amd 2T redional
research and technologde ddedotions hawe bezern creotsd to collaborate
with ANUVAR in tordeting R&L eromotion. More racentlvw: refional
centras and azsociations for ordanising training and encourafing

the diffusion of new techneleds have bedun to emergs tilbig.v.

Ire summors, the aim of the new industrial strotesy ho= bean

to boost oid te industrae (to compenzate for tte under— '
caritalization of the lardest firnsd, to ensure that it is
subiect o o degree of mani{orih? and control (withowt: howewer,
gtifling manugeriﬁl ini{iutiue} arrd to tardfet and coordinaote aid

within o comeprehansive plan for industrial develosrmerct.



Se The Results of the Wew Strateds in Information Techrologw

Thizs rarer befan b2 asking whether France, eﬁﬁippad with a mew
industrial stratess,. could succes=Ffullw Frgma{e a comretitive and
inderendent industry in informatiorn techroled=. Two conditions
were Seen A4 necessardd! itz caracity for mobilisin? zutficient
resources and itz abilitw to restructure the axisting sastem of
firnancial transfears, dep&oyfnj subsidies, both direct and indiract,
ag an sefficient instrumant of industrial palicg- Wmile it is=
clearly toosarle for o comrlete assessment of the stratede's
success, the rlan for electronics and information technalooucan be
exanned n fecoms of s Déacch‘ves for g miel -9 gog .
The problems facing, the Bocialis=ts in industry whern thes cosumed
FOWEr WEre SROPmous. The Zensral stote:of electrenicsz and
intarmation techhnolod= hoas nlreade beern discusssd in terms of
PEF*QFmahCE.uhd the deterioratind boloance of trade. The extent of
the industre's finoncial difficultiss com be arpreciated €£rom the
fact that. in 1921 - when Bull was forced to increasze Froduction

and fFollow J8M's Frice cutting tactics - the commraru's borrowing

increased to 4.4 biliion froncs comrared with its equits OF 1.2
tillion fPQﬂCS; Hemtce itz enmcormous caritol ﬁéedg_q+fer ration-~
alization. With a & bhillion franc debt in 1922, Bull estimated itz
needs ot 2.5 billion $roncs in 19232, 1.8 billion of which would ke
requitred +far covering itg 138381-1i982 losgeg- Ir foct. it received
somawhot lezs thar thiz sum in 1983t 1.5 billion france in corital

grants and 500 million $roncs in R&D aid.

The scole of finaonce in suﬁsidies and corital grants rdadired by
Fose the most
introctable Frraeblem in Prnmating-ih#drmution'fechnalagu- The 1882
Flan for the sector envisaded on onnual contﬁibutinh from the Etate
of 12 hillion francs -~ the minimun EDﬁEidEPEd:ﬁECESEGPH for- putting
BEull, Thomson and the other <omranies buck un'{heir feet and For
lounching the ney Frogrammne . In the first $Qli uzapr of this Frog-
ramme — 13982 - o maior Pq¢t‘0+ the funds mode ﬁuailable w=tit tao

cover los=zes amourting to 4% parcent of turnousEr acrozss the



sactor. Hot enls thiz but the total 4ell short of that

Flanned be 2 billien francs. Im 139286 there woz a shortfoll of one
billion francs and in 1985 total Srants and cids awvailoble will
amount, once adain: to onlw I0 billion francs - rerresenting o ER
FetrTant succesz rate ovar the thresz g9=sor period (Lﬁ_ﬁﬁﬂﬂﬁs’
2E.11.1284%. In resronse: g numbker of firms - nost rotably
Thomson - hoave turned to the stock exchande (the Faris Boursed

for extra capital: in Maw 1384, for example. Thomson offared

1.2 billion francs in bonds convertible inte sauwity throudh
Thiemson CSF» which, while Gowernmant ownseds, is =till sucted an the
Boursg. At the rooet of this rFroblem lies the limit rlaced bw

the Government orn its buddetors deficit {3 rercent of GDPY and the
inertia of o subszidy ssstem still heavilw biased in fovour of
industries in decline. The sindle wost imFortaont source of the
supsidy constraint is the steel industre which hasz been abzorbing
around fifty rercent totol Stote corital 9rants For the newlw
naticornalised comranies each wear. Tha conflict betwesn rromoting
electronics -~ whose caritel 9rants ars ian#%icieﬁt.H and cCovering
the 9rowing losses in steel has ritted the Minister of Industre
uéuinst the Miniszter of Fihunce : . : L il e
bottle for funds. But the problem iz this: clthough it is clearliw
batter to eromote the industriss of the future instzod of the lame
ducks of the rast: unleszs the acoumylated debt of the steel
industrw is . tackled mows it will only et worse and imrFose
increasing constraints on the State's industrial budlet in sears to
comes. But for the time beingd: the PFoblemE of the stesl

industre wouwld arFgar to be the majior obstacle in the Frath of a
sﬁccesﬁful stratedyd in electronics and informotion technolass led
by the State. | - . '

Neverthaless, the first three wears of thE”SDciulist Goverrnment's
Flarn for the filigre &lactronjigus have Prq&UCed a number of
significont results. The caritol imiections made bu the State
since 1982 hoawvs arrested the decline of the filidtrse ac g whole and
hove comsolidated its exizting strensth in rrofeszional
electronics and telecommunications. Ex;oht5 irn these tweo areas

hawve olmost doubled in value since 1981 and account in larde
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Fart for the improwement in the trode deficit for hidh tech-
pelods eroducts which has declined from 1% biilion frarmcs in 1982
to three hillicn frencs in 1984, The asim of echiszvind o ircde
surelus by 1886 iz not. therefore. totalle unrealisztic (Coloimnbs
1984>».  HMaticral production haz als=o imprauédi Jrrowing be B Percent
Far anndn comeared with thres percent before 1981.  While this i=s
zhort of the 9 rFrercent fixed asz o target in 19282, this rote of
garowth, desrite The =low down in the French =conems since 1982.
pttests to the success of the new stroatedw in redressins the =it-
uation inherited bw the Zogialists in 1981. Furthermore, the twa
heaviezt loss mokers of the sector - Bull and Thomson ~ have
significarntly impraoved their rerforaance and exeect to be making
profits be 1386 or 1967. '

The new stroteds zesns to hawve besn most successful in redressing
the Financiol situetion of the industriel Srours and in consol-
idating the existing strensths of the sector's institutional
markets. The introductior. of planning cortracts and the realigmn—
ment of these 9rours alon? roarticular product lines orrears to have
hod am imrortont discirlinng ond streamliining sffect. Howsver, a

numbier oFf imrortant eroblems remain.

The fitrst - the rroblem of mobkilizing sufficient Finance to surrort
0 State led ctrateds of growth — has already besn referrsed to. H
zecond rrablem, ta which the first is linked, concerns the cont-
inuing ambiduities of the contractuel relationshie between the
State and the firms. Thiz derives Princiﬁuliu from the con-
stitutianal resuirement that the Stote rezrect the anruol bud@st
voted by rarliament. This meanz that, while the firns of the
rationalised sector are Exéected tolestablish medium term obiect-
tues in their contracts with tha 5tute='thé Iotter is unable to
commit itseif to the PﬁoQision of carital @ronts more than ones wear
i aduvance. This uouldIQFPenP to derrive fhe'Piunhing contracts of
much of théir Froterntial {n¥1uence ouat the;sfrutege of the firms.
One comeand. howevet has'récéntla received o multi-ennual commit-

ment from the States The Gousrnment hos agresd to rrovide Bull



with 9.5 hilliom francs bw 1386. to contribute to R&D sepending

and to moke available additiconal loans. This means that Bull can
Flan to dewote ten rFrercent of itz turnouer td'R&D (B billionm $ranmce
gomrared with 2.8 billien francs betwsen 13739 and 19922 and to
invest a total of 2.2 billian. EBut its total fironcial mesds will
amount to 12-14 billion francs durind this eperied. and the comranw
will £till hawve to roise § billion francs itself, a doaunting? sum
Siven the narraw marfins ik the industry ond the Fressure arplizd

on Eurarsan firms by IBM's pecent price cutting stratedu.

B third sroblem = alzo connected to the new tghfrattual relations

betwesm the Statz and the naticonalised firms — concernz the recorn-

13

ciliagtion of comrang stratedy with the obiectives sstablishaed bw
the rlanning cortracis,and the mechanisns available Ffor snsuring
h

a sufficient control ond mwonitoring of fFinancial transfers, one

~+

ig

that these rlans are resrected. Dows new'awstem gllow for
of the most important sroblems of State-industre relations
before 19817 . .

The critics of the rnew swstem mointein that

#lanning contracts haweincreased the rlanning effort within the
comparii=ss themss=luwes but have altered little in their relations with
the Stote. The Hetional Planning Gffice itself elaws an insis-
nificant role in the rrocess and ths cnntructé them=selves are wvadue
aord almost devoid of stotistics (Rouwilleaut, 19840. The mechanisms
of control deo nat arrear 4o have besn incredsed x nc inter-
miristerial committes hqs been created to ghsuﬁe coordinotion
betweer the different contracts or caherancé'with the national

rlan {Dormow ond Hurchinﬁu; 1984?l The princirls of wonoderial
freedom m2anzs that ﬂmﬁﬂsigniﬁni_ﬁontrnls are the moast impovtunt
available. but once n9u1n§ thaze seem to ke limited, as in the case
of the Cour des Comries. by-inzuf?icient re%ources and a lack of
industricl exrartise. Rz before 1381, the informotion constraint
continues to rrevent the surveillonce of indquriql'a¥$uirs by

hodies resronsible to parliawmsnt.
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In this resrect: there arrearz to be o 2reot degfee of Ccontimulty
with the 'ancien r&fim='. In informotion technolodw: thiz was
revedled by the 1983 announcement of on asset swor betwsen CGE and
Thom=saorn and the merger of their telecommunications divisions. The
affair was rFlonned in secrest - there hoad been no reference to it in
gither of the firms' rlarnning contrecis - and ewen Souvernmsnt res-
resentatives on the comsanies’ advisory: boards werez kert in the
dark« The troade unions - alse rerresented on the bogrds of the
companies —were rresented with o foit accompli as in the past. Euven
the minizter for telecommunicotions was not cbnsulted- esrite the
apearent 'democraotization’ of State-imdustrw reletions. the secrecu
of affairs at the summits of industra aond State szams to FPersist.
Thi= dnoes not mean. howewsr, that thers i as littie coordination
bhetwsen the stratedies of the different Srourz oz in the rost.
Hotionaliszation has strasndthansd the rowsrs of tuielle of ths
Ministry of Industrs. and its officials maintoin that thew are able
te ensure that the rmotionalised comranies conform with the Frog-
roammas 43resd to in the plannind comtracts, much more detoiled
versions of which are kert beadond the FPublic view. Hcocording to
officials: theze contracts are the moest inportant innowation in
industrial rolicy since 193{ and ensure an effective control on the

use to which financial transters to industere are Fruts

But does the controctualization of aid to industra,qnd the derlow-

ment of subsidies in accaordonce with an ocverall rplan for develor-

ment, amount to o viable, strotesw? Ip effect;_the reform of State-
industry relations rrouides DhlJTgékditiah$ Pequired far amn
effective Etata led.Prucezs of market P&tdﬁﬂp&it ot homs and
exransion abroad. The other majior condjtioﬁ-- an institutional
caracite for providing sustaineﬂ financial support and venture
corital — remains to be created in France-._The Socializts howe
been unable to nobilize the banks behind industra ag initially
Pplarned desrite the fdct_that_thea are nationolised. Flans to
create o national inuestweﬂf bank wers ahuhdbned dus to orroszition
fram the banks and their contribution to iﬁﬁustrs has been linited,

according to their criticss bw o traditional obsesszion with short
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term resyulte. In the obsence of closer links betwesn the Stgte and
barks in the Fromotion of industry - as in Jarar — ¢ Stote led
strateds of develarmant in France would oprear 1o ke limited bw

imsufFicient resouwrces.

Eut bkewcnd the ausstion of the inztitutieonal conditionz for a
viable State led strotegw. there are a4 rumber of Fowerful
constreints deriving from the moature of the interderendent sconcomg.
In conzliuding this rarFrers thres of the most impbﬁtuﬂt carn be
wentiorned: the difficulta, in the abzesnce of protectionism. of
linking subsidies erromoting demand to o rolicw develoring national
suprrlze! the rroblem of promotind =mall ond Medium zized Firms - a
modior sayurce of innowvation and emrlowment - while assisting laroe
comrarie=s toe obtain the minimum international market shares

reayired for comFretitiveresst ond the increasing costs of funding
ted bw the
9

Raericon and Jarponessze 9iants of informotion techhnologw.

=
investment and RED in on imternmational soztem domina

*

The firzt conzstraint on the French strategs concerns the high
import rengtraotion of the French market ond the difficultyd, under
such conditionz. of rromoting industrial modernisotion without olso
exacerbating the deficit in trgde.. This rroblem is Farticulariy
scute In sauirment foods where the FPDP&HEitH.tO imrart is higher
ever than in consumer Joods. In thiz respect. ths measures of the
| 0 igue referred to above hove been zucces=+ul in
ercourading Ffirms o invest. but less successful in ensuring that
they esquie with French material. Hence o cortinuing disiunction
betiweers cction on the suEplu and the demand side within the filiare
Electranmigyge. Az noted ubaué, the Fresent Government haos conﬂideruhy
relaxed the 'bua Franch' FDlitH;PUPEUEd in the rast uﬁd AHNLAE
tha Etate adsncw for the aRPIicutinn-a$ regédrch in industra: does
not bleck prajects based on foreidn eauiPméht; Al=so. while small
ond medium =ized {iﬁms-hque beer taking advantads of aid made
available for Purchusin91EquiFment= thew have not reseonded
enthusiastically to the erovizion of aid (bé’the FIW, for examelal
dezidned to sncourags the Phaductinh_ﬁ¥ equipment. This surpld

side asrect of assistance to small and medium sized firms paveals



the inodesuacy of =subszidies on the Present scols: these
firms ate unlikelw to 2ear uwr for production unless thew

have access to sustained eauite suFrport.

This problem is . closzle linked to a zecond constroint. Desrite
their Food intentions, the succesz oFf the Sociolists in redirscting
aid towards small and medium zized ficms hos been limited bw the
larde amd increasing demand for financial surrort on the rart of
the newls notionolised industrial Srours. In order to compets
internationallys in informetion technoleds - and tﬁ surplant their
Fivals on the domestic market — these 9rours nesed to increase
Zi9nificantly their percentade of the world <amd fthe U.S.) market.
It has bsapn estimated that, in order to comrets internationalla in
office and factory informetion technolodw. o comrans reeds to seand
at Ieast #2850 willion sech wear on REDR: o Fi9ure whick will
inzrasse oz comPpetition between the leading Jaronsse and Rnericaon
multirnationals intersifies. Simelw to survive. thot comrany alsze
nezeds to carture between 2 and & rarcent of the world markets In
cartain areas, the French d9rourz are close to this threshold: in
consumner electronics, Thomsan has 2 percent of the world market
comnrared with the 1% rercent of the market leoders Hqtsuﬁhita; in
telecommunications, CGE (rlus Thamzon's telecommunications
divizion) has 3.3 rarcent of the world muﬁkgt comFared with RTT's
lz rercent. But in information technoleds (computers>. Bull has
onls 1.8 rercent of the world morket while IBM has 25. In
integrated circuits: Thomson has 0.7 Frercent of. ke world morket
compared with Texoz Instruments' 11. Froviding the mosziue
Fimoncial backind reauired For sufficiently boosting the size of
these drcours (Fraesently receiving T2 Fercent of rFublic aidr means
that the small erd medium sized firms - whose Jrowth is éssantiul
for the strength of the rational industrial fabric - mow well be

ne9lectedile Wonds, 29.11.1984).
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Finalld: the fimancial resuirements of theze lorde industrial
grours rFroints to the most imﬁortant constraint on a State led
gtratedd =uch asz that of France. The =mall =ize and swall markets
of Euraresan comranies mav forrce then iﬁtheuginglu *o turrn to State
financiol surrort for their RED ond invvestwment reauirements. But.
o in tha French case., fovernmentz mae well be incarable of rrouw-

idims inderendentls of one anatkher the rescurces these Srours

Treauire. 'It hixs beaen estimeted. $for examsls. that the R0 hudoest

of IBM is Ffiue times as 9rzat az that for the entire French
information technolody industrs <dWehber:s Moon und_Richurdson,
1934 0. H =imilar contrast can be mede with reference to the rew
Fremch eplan for its intedrated circuit industros.  The new rlans,
launched in 1982, haz rrovided some 2% billion francs +o Thomson
Semiconduciors. a fidure waell in s2xcess of that eprovided in the
first rlan for intsfraoted circuits in the 1ﬁte 1970= (=8s FPR. 12-13
abover. The new rFlan hos alsc met with some success, rFrroduction
increasing hetween 1983 and 1984 bw 20 Percéﬂt-' Hows=wer, onl=s 20
Faercent of the oid considered necsssary hos bheen srovided Crartly
a=s a result of fhe conflict of Fpriorities betwsen steel and
elactronicel and the total szum mode available over four wWears is
gauivalent to that zepent by the Californian firm Intel on

R&ED ornd investment in 1984 alone.

Given the sxrense involved in Frometing o rational infermation
technolofa industre,. the subside debate in Fronce in the future is
likeluw to be dominated not so much bw the izzus of vhether to
subsidizse -~ o= in the United Kingdom aﬁdzgefmuny - but be the
practicol suestion of how to subsidise enowdkh and in the most
effective waw. The naw strate9y lounched by the Zocialists has
alreads been successful in consolidoting the strendths of French
informotion tTechrnolo9w and in Peuehsihglthe daclins in its weaker
parts. HWhether this stratedy conm olszsao creﬁté an industra which is

fully comretitive on the world market remmins te be sasm.
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IMPACT OF MAJCR FIRMS

IN ELBCTRNICS MARKETS

HIGH

JAPAN

(3.1.) and it is tried te consider the consequences of these changed
TRENDS IN OMPARATIVE POSITICH IN TECHOLOGICAL SOPHISTICATICN

positions for nstional policles (3.2.). An aspect of the intermational -
interaction in this context is formed by the attitudes of goverments
towards international cooperation patterns among fimms, The general nature

1f we recepitulate flpure 1 {p.9), changes in the position of the four

(3.3.) and, finally, their consequences for the develomment of an effective
countries ean easily be fllustrated,

of these cooperation sgreements will be gwmarized in the next parsgrsph
strategy awng Burcpemn firms will be assessed (3.4.).

CAD/CAM has chenged considersbly. In this part some trends are deseribed

The last ten years the relative position of coumtries in the area of

3. CHANGING POSITICNS AND CHANGING EFFECTIVENESS
3,1. Trends in changing positions

AND FIRM STRUCTURE, 1873-1985
HIEH

FIGEE 2
TECHNOEOGICAL
SCPHISTICATION
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Introduction

Over the last 15 years subsidizing the industry has become one of
the most rapdly growing and important forms of intervention in
Dutch economy by the government. Because of this growing impor-
tance several economists tested the efficacy of these subsidies
and developed a grow{ng body of economic thecry, which made a
distinctive contribution to the understanding of this phenomenon.
Surprisingly, these studies hardly gave any attention to the
political dimension of industrial subsidies. Yet, we think that a
good understanding of the politics of industrial subsidies re-
quires a political as well as an economic analysis of this pheno-
menon, For this reason this paper will focus on the political
aspect.

A fundamental, but untill recently neglected, aspect of the
politics of industrial subsidies is the way in which the
government subsidizes the industry. In principle there are four

ways a government can subsidize the private sector;

[

by means of an office of the central government

by means of local authorities

by means of a privat organization,that mediates between the
government and the private sector

by means of a public organisatiom, that mediates between the

government and the private sector

In this paper we wili focus on a public organisation subsidizing

the private sector, The reasons for this restrictions are:
First, untill now little is known about the role public
organisations play in the politics of industrial subsidies.
Second, althoug these organisations allocate public funds,
and are governmental institutes, they cannot simply be seen as
an  annex to governmental piolicy. These organisations often
develop and implement their own policy. Of course taking in
account of their.mediating role, but still to be seen as
independent actors.,

To obtain a better understanding of the role public organisations

may play in the politics of industrial subsidiés, in this paper we

will describe and analyse the policy formulation and policy imple~

mentation by the Northern Development Company (NDC). Before we can

describe and analyse the NDC's olicy it is necessary to under-
y p
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stand what the NDC is, and why it was established. This will be
the topic of the first section of this paper.In the second section
we will describe the government's - pelicy with regard to the NDC.
Next we will describe the policy process of the NDC regarding its
policy formulation as well as its policy implementation. In the
fourth section the aims of actors in the private sector (trade -~
unions and employers organisations) will be described. Finally we
will draw some conclusions and link them wiﬁh existing theories
about policy- formulation and implementation.

We hope that by describing and analysing the policy process of the
NDC we make a contibution to a better understanding of the role
independent mediating organisations play in the politics of
industrial subsidies.
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1. Why the NDC was established.

Over the post war period, the Netherlaﬁds, like most other West-
European countries, has undergone a very rapid and marked indus-
trial development. This development has not, however, been uniform
throughout the country, but rather, has tended to concentrate in
the Western part of the Netherlands, and in particular 4in the
'Randstad’. Other regions, such as the Northern provinces, did not
enjoy this rapid economic growth and therefore didnot share in the
rising prosperity as much as the West of the country did. With
an economic structure heavily depending on the declining activity
agriculture ,unemployment in this part of the Netherlands was
high, activity rates low, emigration substantial and the per ca-
pita income level was below the national average. As main causes
for these disparities the Dutch government saw a quartet of
structural problems the North had:

1. a poor infrastructure

2. an out of date production capacity

3. a very low rate of investments

4. an unskilled labourmarket
To remedy these structural imperfections, the Dutch government
introduced a regional policy in the mid 1950's., In the following
years this policy not only marked real increases in expenditure,
but also in its scope and increased in its overall complexity, In
spite of these changes, there has always been a2 remarkable con-
Stancy in the spirit and eims of the regional policy. Throughout
the entire period a more equal interregional weifare distribution
was the policies the central goal; and the central means were 4in-
centives, like investment premiums and infrastructure subsidies.
Notwithstanding the relative succes of the regional policy, it had
to be admitted that it did not meet the needs of reinforeing the
social and economic structure of the North in a sufficient way. In
the beginning of the 1970's this structure was, in comparision
with the rest of the Netherlands, still very underdeveloped.
Obviously, one could not eﬁpect all the good from infrastructure
subsidies and investment premiums. Therefore the Dutch government
in 1971 decided to introduce a new instrument, the Industriali-
sation Bureau Northern Netherlands (IBN)}.The aims of this bureau

were to reinforce the economic structure of the North of the
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Netherlands by attracting new industry. But EOOn after the IBN was
established it turned out that it was not attracting new indus-
tries, but had to focus its attention on the problems of existing
companies, And although the Minister of Economic Affairs assured
that this was only a short time emphasis, the practice of the IBN
showed that these activities were much more structural in charac-
ter, The main cause of this failure was thought to be the impos-
sibility of the IBN to provide private enterprises with rigk-
bearing capital. Therefore the Dutch government decided to intro-
duce an instrument which had this possibility. This was the

Northern Development Company (NDC), which replaced the IBN in 1974.

The NDC

The NDC  was established in 1974 as an independent company of
which the shares were held by the Minister of Economic Affairs.
According to the articles of association the aims of the NDC were
to reinforce the social and economic structure, and reduce the
unemployment rates in the Northern provinces of the Netherlands.
According to a letter of the Minister of Economic Affairs, it was
the task of the NDC to pursue these aims by:

a) Stimulating initiatives to establish new companies:

b) Participating in the capital of existing and newly
established companies;

c¢) Initiating new industrial companies by itself;

d) Getting in touch with inland companies as well as with
foreign companies, in order to interest these companies for
establishment in North of Netherlands:

e) Accompanying companies interested in establishing a new
industry in the North of Netherlands by:

1. supplying information and advices
2, mediating for governemental grants, premiums and so on.

f) Developing initiatives, a contributing to the continuation
and achievement_of promising economic activities in North
of the Netherlands.

The relationship between government and NDC was settled in two

agreements:
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1. The particpat;on_agreement.

In this agreement the conditions were embodied which the NDC
had to regard in case of participation in the capitalstock of
an enterprise. The most important conditions were
~ the projects must be situated in the Northern provinces of
the Netherlands;
- the projects must fit into the social-economic ,regional
and sectoral policy of the Dutch government;
- there must be reasonable perspectives for satisfactory
industrial economic return, eventuélly after a starting

period.

2.The finance- and guarantee agreement.

This agreement settled the financial assistance of the state
in relation to the provision for the wants of the NDC and the
meeting of exploitation losses.

The NDC is managed under the supervision of a Board of
Directors. In 1974 the NDC had two managers. The board of
Directors consisted of:

four members from the four Northern provinces

two members from the industrial life (one member from the
trade-unions and one member from the employers organisa-

tion}

t

two members from the Dutch government

a president from the board
When the Board approves a participation the Minister of
Economic Affairs must finally give his approval, The legal
form is alimited 1iability company.
If we survey the formal relationship between the Dutch government
and the NDC we can say that the NDC is a rather autonomous actor,
It is the NDC that selects the firms who in its opinion have to be
considered for a participation. Then the NDC decides wether a
participation is granted or not. The only thing the Minister of
Beconomic Affairs can dé is withhold his approval. In the 10 years
of the NDC's existence this never happened. So the NDC decides in
principle who will obtain a participation and who will not.
To select companies and to decide wether or not participation had
to be granted, the NDC had to formulate its own policy. In doing
so the NDC had to bear in mind at the one hand that it was an
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instrument of Dutch regional policy, and at the other hand had to
take account as much as possible of the aims and desires of indi-
vidual companies. So the NDC had to mediate between individual
companies and the Minister of Economic Affairs. Hence, the policy
the NDC accordingly pursued was Jlargly depending on the view the

NDC held of their own mediating role. (see scheme I)

Summarizing this section: The NDC was established to attract =new
industry to the North of the Netherlands, In this way production
capacity in this part of the country had .teo be expanded and
renewed and thereby the economic structure reinforced and
unemployment reduced. The NDC was in the eyes of the Dutch
government an incentive instrument of the regional policy. The NDC
could only perform this task by mediating between these
governmental aims and the aims and desires of private enterprises

and there organisations,
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2, The governmental policy between 1974 - 1084,

In this section we will give a review of the economic and social
pelicy of the Dutch government between 1974 and 1984. Tt would of
course go to far to give a complete overview of this policy.
Therefore we confine ourselfs to those aspects of this policy
which were relate te the policy process of the NDC.

Before 1974 the Dutch economy was very healthy and based upon an
annual substantial growth. And although the unemployment rates
sharply rose at the begin of the 1970's, no one really worried
about this; on the contrary, Dutch economy was seen as doing
well ,The unemployment, was considered to be caused by conjunc—
tural fluctuations and therefore temporary.

The macro~economic policy pursuwed by the Dutch government at the
beginning of the 1970's was primarly aimed at stimulating demand
in a Keynesian way. The policy aimed at restructuring and reno-
vation of the economic structure (supply side) was of much lesser
importance.

Regional policy on the contrary was primarly aimed at reinforcing
the economic structure. The key elements in this policy were in-
centives, The incentives on offer ranged from benefits 1like
removal-costs-assistance to benefits like investments premiums,
The establishment of the NDC could be seen as directly in the line
of this 'incentive policy'. For, in accordance to the aims of this
policy the NDC had to attract new industries to the North of
Netherlands by offering risk-bearing capital. So till 1974 the
Dutch government predominantly pursued a conjunctural macro-
economic policy, while its regional policy was primarly aimed at
improving the economic structure.

In 1974 the economic situation of the Netherlands changed drama-
tically. At the end of 1973 the Netherlands were confronted with
an oilboycot by the Arab countries and not lbng after with sharply
increased oilprices. As a result unemployment rates rose sharply
and investments declined to an extremely low rate. Moreover, pri-

ces as well as wages rose to a very high and sustained rate.
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Hence, the profitibility of many enterprises eroded. Slow but
sure, it became clear thet the increased unemployment figures of
the beginning of the 1970's had not been temporary and conjunctu-~
ral, but had been the first clouds of a structural recession. The
oilcrisis of 1973 had accelerated this depression.

Besides stimulating the demand the government now also attempted
to improve the economic structure. This was mainly done by sup-
porting individual firms., The idea behind this policy was that
during the depression the existing know-how, production capacity
and employment had to be preserved, so that after the depression
the economic structure would be still competative with other coun-
tries.

In the years 1974 and 1975 the number of firms that requested help
increased enormously. Hence, the Dutch government decided to esta-
blish a special bureau that was concerned with handeling these
requests. This bureau was the Bureau Special Industry Financing
(BISF).

So the stagnation of the economic performance has had, in some
degree implications for the macro-economic policy of the Nether-
lands. But not only for this policy.

Soon after the oilcrisis of 1973 it became clear that the assump-
tions on which the regional policy had been based no longer were
valid, As a result of .the economic crisis the offered regional
incentives did net attract the expected new industry. Obviously
other factors like the location, had become of more importance for
investment decissions. So the incentives on which the regional
policy was based appeared during this period incapable to attract
new industry. This also went for the incentives the NDC offered.
In its first years of existence the NDC had not been able to at-
tract new industry, but was confronted with firms which had con-
tinuity problems. This of course had important implications for
the functioning of the NDC. Instead of directing its efforts on
the attraction of new industry, it now had tojfocus its attention
on the problems of existing firms and héd hardly time for its

original task. Notwithstanding these prbblems the government
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sticked to its opimion that the NDC had to be & stimulating in-
strument whose aim it was to reinforce the economic and social
structure, and reduce the unemployment by attracting new industry
in the North of Netherlands. This opinion became apparent when the
Minister of Economic Affairs said in a debate in parliament :"In
my opinion we must not change the nature of the NDC but notice
that we are leaving the begin peried"( Hendelingen tweede kamer
p. 3054 june 1975). So the government in person of the Minister of
Economic Afairs, still had the opinion that thé NDC had to perform
a stimulating role. To dimprove the performance of this role the
~ government increasingly adopted the problem firms from the NDC.
This took place especially after the government established the
.BISf in august 1975 Besidesthis the govermment gave the permission
to enlarge the staff of the NDC and to heighten the credit cei-
ling. |

The national economic performance in the second part of the 1970's
was disappointing, to say the least, The economy continued to de—
¢line and moreover was negatively influenced by a number of inter-
naticnal factors such as the sharply increased energy prices, im-
balanced foreign trade figures and interest rates which were high-
er than usual. Altogether these factors caused the economy to
stagnate at the begin of the 1980'; slow but sure it became clear
that the economic recession was not temporary and conjunctural,
but rather had a permanent and structural character. This new
vision had of course important implications for the macro—economic
policy the Dutch government pursued. The government began to re-
alize that the social and economic structure would not improve
through the policy of supporting firms with continuity problems.
In the course of the 1980's a number of reports were issued which
gave the basis for the idea that recovery only could took place
through renewed industrialisation. Especiaily the white paper
"Place and future of Dutch industry" became of great importance
for the course of the Dutch government, In éCCordance to this pa-
per the government held the view that the economic restructuring

had to be founded on healthy enterprises. Hence the government
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changed its policy of support of industry intoone of atimulation,
So from that moment on the macro-economic policy of the Nether-
lands was primarly aimeéd at stimulating new industry whereby the
attention was focussed on enterprises with good perspectives for
the future,

But the slow and occasionally negative rate of economic expansion
of the 1970's not only had implications £for the macro—economic
policy of the Netherlands, but also for the regional policy. In
the 1980's the government came to the insight that regional policy
itself was no longer sufficient to solve the enormous problems of
regions like the North. Slow but sure the idea took form that
especially the problem regions could derive benefits from the new
macro-economic policy, provided this policy could be well imple-
mented.This had to be done by the NDC.

In the view of the government the NDC was the right organisation
to implement this policy by:

- in this way the government could use the skills of the NDC
and had not to establish a new organisations;

- the Northern region derived probably the most benefits from

- an immediate implementation of the macro-economic policy;

- yet another govermmental organisation would inevitably lead
to further coordination problens,

Hence, the NDC at the beginning of the 1980's, got the extra task
to implement the macro-economic policy of the Dutch government in
the North of Netherlands,

Besides, the government made some notes about the functioning of
the NDC. These notes were:

a) The government held the view that, in view of the bad
results of the particpations, the NDC had to look more
critical than before at new participations;

b) The second note dealt with the reduction of the
participation risks. The government thought it was
desirable for great investment projescts to look for
co-financers. In this way the risks of a participation
would be spread over several participénﬁs.

¢) Finally the last marginal note was concerned with the task
of the NDC. The government emphasised that in future the
NDC had to concentrate its activities on the healthy part
of the industrial 1ife, and had to stimulate new industry
with good perspectives. In this way the NDC could re -
.industrialise the North and reinforce its economic struc—

ture.
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If we survey the governmental policy between 1974 and 1984 we can
say that during this period the macro-economic policy as wel as
the regional policy changed over time. In the begin of the 1970's
the economy was doing well and the economic policy was aimed
primarly at stimulating the demaand. But the oilerisis of 1973 made
that the government had to support firms who, as a result, of the
crisis had got into continuity problems. The second oilcrisis
changed that policy again. Because the government became aware of
the structural character of the crisis, it decided to improve the
economic structure by stimulating the healthy part of the indus-
trial life. At same time the support to companies was diminished.
The regional policy of the begin o.f the 1980's was aimed at sti-
nulating the problem regions by offering regional incentives. Till
1980 this policy did not change, but in the begin of the of the
1980's the government hecame aware that this policy was not suf-
ficient to fight the regional problems, Holding the view that new
macro—economic policy also could remedy the regional problems, the
government decided to implement its new policy on the regional
level,

The role the NDC had to perform in the fegional policy changed
also over time. Till 1980 the NDC was annex to the regional
policy. With the offering of risk-bearing capital,in fact a
regional incentive, it had to had attract new industry.But after
1980 the NDC got an extra task, the implementation of the govern-
mental policy on the regional level. Besides, the NDC had to alter
its course in such a direction that it would harmonize with the
new macro-economlc policy of the government. In concreto this
meant that the NDC had to direct its efforts on the healthy part
of the industrial life.
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3. The policy of the NDC between 1974 — 1984.

In this section we will describe the policy the NDC developed aad
implemented between 1974 and °'1984. Thereby we will confine
ourselfs to the most important activity of the NDC, the offering
of risk-bearing capital., This descriptionis devides into three
periods. This periodizing is based on significant differences in
the pursued policy.The discription of the NDC's policy is based
upon the annual reports 1974 - 1084.

3.1. The policy of the NDC between 1974 - 1976.

As we said in the preceding section the establishment of the NDC
coincidended with drastic changes in the economic situation in the
Netherlands. These changed economic circumstances had of course
important effects on the policy the NDC had to pursue. When the
NDC started its activities, its policy was primarly aimed at redu-
¢ing the lag of the Northern regions behind the rest of the coun-
try. This had to be done by attracting new industry. But soon af-
ter the start, it became clear that the NDC could not pursue its
original policy, but had to focus its attention in the first place
on the problems of existing companies. As a result of the reces-
sion many firms in the North had were drawn into financial dis-
tress and therefore needed immediat ‘'firt-aid'. If the NDC would
not help these firms they irrevocably would have gone bankrupt.
Because the political pressure to help these firms became very
strong and it was cne of the aims of the NDC to preserve employ-
ment, the NDC decided to help these firms. This of course had an
obvious and direct effect on the policy the NDC pursued.

First, it made that in it first two years of it existence the NDC
participated mainly in companies who had coﬁtinuity problems.(see
figure )

Second, the employment had to be preserved as much as posible.
This meant in concreto that when the NDC cnsidered to participate,

it not only had to reckon with the business economic aspects of
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the participation, but also had to take full account of the
employment one could preserve by participating.

Figufé 1. net tied up capital investments
1974 - 1980 ﬁsdprce annual report NDC 1980)
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To single out the firms who met these requirments the NDC de-

veloped the following procedure,

After a request for support, the NDC set up a preliminary inves-
tigation into the nature of the problems, and determined which
contribution a participation eventually could make for solving the
problems. When the results of this investigation were positive,
the proper participation investigétion could start. By this in-
vestigation the NDC considered all the aspeéts of the business
conduct. Hence the NDC distinghuished the next aspects:

-~ The market. The company needs to procure a motivated sale
expectation for its pfoducts. '

~ The management. The NIX judges the management quality of
the company.

- The branches of industry, the NDC analyses the situation
the branches of industry.

- The production techmiques, equipment and organisation. The
NDC considers the tecnical and organisational merits of the
companies and the investments programs.,

- The social climate. The NDC examines the quality of the
employment and of the social policy of the firm, by speaking

with the trade-unions and the council of employers.
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~ The financial and economic structure. The NDC analyses
earlier annual reports and the <financial forecasts of the
company, based on market expectations. In the light of the
financial forecasts the amount and form of the participation
is fixed.
- The juridical structure The NDC examines the articles of
assocociation and contracts of the comﬁany.
From the above mentioned examinations the NDC derives its
participation conditions.
When a company enjoys the confidence of the NDC, the NDC proposed
a participation to the Board of Directors. After approval by the
Board, the proposal is lain before the Minister of Economic Af-
fairs who has to give his allowance. When he also approves, the
participation will be offered to the company. The participation is
effectuated when at last the company accepts the submitted.
With this procedure the NDC hoped it could select firms who, after
a starting period, ultimately would be able to reinforce the eco-
nomic structure of the North.
Sc if we summarize this first period we can say that the NDC had,
as a result of the recession, to change its.original policy of at-
tracting new industry into supporting industry, Consequence of
this was that it had to develop an own participation policy which
could handle the problems of the "new' target group.

3.2.The policy of the NDC between 1976 - 1980

In 1976 the policy makers of the NDC were afraid that the nature
and the intensinty of the external problems would in future deter-
mie the NDC's course of action. To avoid this the policymakers of
the NDC deVEIOpéd a new policy with which they could preform their
original role again. This new policy consisted of three elements,
First, the NDC wanted to stimulate, support and coordinate inno-
vation processes in small and medium sized-fifms. This had to be
done by, on the one hand participating finaheially in the initial
risks and, on the other hand; gsearching for know-how, whereby the
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NBC's own research staff could, if necessary, help ir the thinking
process.

Second, the NDC wanted to phase out its financial support of
companies with continuity problems. The NDC held the view that
financial problems could not effectively be fought with only a
financial injections. The finacial problems needed a more funda-
mental approach in which the financial-.sﬁpport was 'coping-
stone'. Hence the NDC emphasised more and more its advising and
mediating function while it payed fewer and fewer attention to its
financial function. The NDC could do this Because the government
had,as we saw, established in august 1975 a special bureau which
dealt with supporting enterprizes. So the NDC could relegate firms
with continuity problems to this bureau.

Third, the NDC strengthed the conditions for participations. In
the view of the NDC it was no longer the task of the NDC to
reconstruct companies, but to attract new industry. Hence the ef-
forts of the NDC were directed on firms who intended to expand or
to establish an industry in the North of Netherlands.

When the NDC in spite of these intentions still had to support a
company, it wanted only to support compaﬁies'which after a while,
would be able to realise positive returns on investments., For
these reasons the NDC decided to adjust dits participation
criteria, on bases of the experiences of the first two years. In
concreto this meant that the NDC strenghed its participétion
criteria. (unfortunally we cannot describe how these c¢riteria
changed, because the NDC never published this information)

In spite of the great expectations of this néw policy the NDC had
to admitafter a few years that its policy had completely failed.
The facilities the innovation policy had offered were hardly used
and, although the criteria for participation had been more stringt
and the course of the NDC had been diverted {from financing to ad-
vising) the NDC still invested most of its capital in existing
companies who had continﬁity problems.{see figure 1) Moreover the
results of the participations during this period, were not very

good, (see appendix 1) The only positive  point we can mentionin
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this period is that the unemployment declined to some degree,
(see appendix 2) _

So, if we summarize we can say that al;hough the NDC altered its
course in order to perform its origimal task again, the practice
of the NDC showed that the problems the NDC had in the first

period remained the same.

3.3. The policy of the NDC between 1980 - 1984,

At the beginning of the 1980's the economic situation of the
Netherlands, and din particular in the North, was very bad.
Unemployment increased and the investments rates further declined.
Moreover the econpomic situation was negativeley influenced by a
number of international factors such as the sharply increased
energy prices, the high quotation of the dellar and the higher
than usual interest rates in the Netherlands, Altogether these
factors placed a heévy pressure on the company results, which
could be seen in the sharp increased unemoloyment rates and the
risisng number of firms that went bankrupt. Especially in the
North the damage was great. Under these bad circumstances it
became clear that the. NDC could not handle economic shocks like
these. The results of the participations in this period were very
bad. Tt was therefore no surprise that the NDC came to the con-
clusions that it had to change its policy.

In the past, the annual report of 1980 says, the NDC has invested
to much of its capital in firms who were not able to realise
positive results after a while. As main cause for these mis-
investments the NDC saw its misjudgement of the economic situati-
on. The NDC had thought to long that after a while there would be
an economic revival again and that recovery could not stay away.
In those years the NDC had invested in firms which , in the light
of later economic deveiopment, had tc be séid that they were un-
healthy. Often the starting costs went on fbr a longer period than
was anticipated and together with incidegfal losses these firm
'ate away' their capital. The consequence of this was that the NDC

often financed these firms for a second time, although the returns
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of the participations did not improve. This of course lead to huge
losses.

From these bad -experiences of the 1970's the NDC learned thatr it
had to invest its risk-bearing capital in the first place in those
firms whose own ingenuity, know-how and attitude could lead to the
development of new products and techniques. Therefore the NDC
directed its efforts from that moment on in the first place to the
healthy part of the industrial life. The NDC no longer gave sup-
port to firms whose perspectives were not good. Recovery and
re-industrialisation, in the view of the NDC, had to be founded on
the healthy firms. Hence, the policy of the NDC changed in this
sense.,

Aside from being more cautious in considering a participation the
NDC from now on put emphasis on the following points:

- The NDC favored participation in independent firms, Thus no
subsidiaries

- Participatien by the NDC may not lead to artifical
competition.,

- The NDC wanted to invest in the establisment of new firms,
new developments or expansion of activities with
demonstratable possibilities.

- There had to be a basic business philosophy, whereby the
earning capacity could be demonstrated.

-~ Only by rare exception would the NDC be prepared to take
aver shares of a concern.

~ The NDC would give preferences to a minority shareholding in
which the business partner has to contribute specific

~ know-how and marketing ability.,

~ In a joint venture, the commercial partner had to bear the
responsibility for the realization of the prognnoses agreed
before the contract was signed. -

— The NDC will mot participate in the fihancing of structural
losses. Before participation therefore must be some

indication of earning capacity on reasonble terms.
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So the participation conditions, in some degree, changed and were
strengthed.

The results of this changed policy were, in relation to former
periods, substantially better. (see appendixq)

So if we summarize we can say that the NDC again changed its par-
ticipation policy. From now the NDC only wanted to participate in
the healthy part of the industrial life. Untill 1983 the resﬁlts
of this new policy seems to be better in comparision with former

periods.
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4 The aims and desires of the private sector.

This section deals with the wishes of the privat sector between
1974 -~ 1984, In this paper we will understand by the wishes of the
private sector, the following:

-~ the wishes of the trade-unions

~ the wishes of the employers organisations
Both these actors held during the period 1974 - 1984 different
views of the policy the NDC had to pursue. In this section we will
describe the viewpoints of both these actors and compare them with
the policy the NDC pursued in reality. This section is primarly
based on newspaper articles.

4,1, The wishes of the trade-unions.

The trade-unions held the view that the NDC had to put first and
foremost the reduction of the umemployment. Of much lesser impor-
tance were the business economic aspects of the NDC policy. Hence
the policy the NDC had to pursue had to be focussed on the crea-
tion or preservation of employment. Untill 1976 the NDC mainly
pursued this policy, but than altered its course. As we saw ear-
lier in this paper in 1976 the NDC strengthed the conditions for
participations. From that moment the NDC emphasised that the
business economic aspects of a participation would become of more
impotrtance than before, The trade-unions, of course, strongly
disagreed with this point of view and decided to suspend their
activities in the Board .of Directors. Although the NDC in the
years after this had happened not changed its participation
policy, the trade-unions in 1983 decided to take part in the Board
of Directors again. The reason for this, we think, were twofold:

- Firstly, the economic situation in 1983 was gignificantly
better than in 1977. Therefore the NDC had been able to
diverts its policy from recomstruction activities to
stimulating activities. These last activities were of course
not so controversial as the first had been.



p. 20

— Secondly, the trade-unions held the view more and more 'if

you cannot beat them, join them'.
So, 1if we summarize, we can say that the trade unions held the
view that the NDC had to direct its efforts primarly on fig ting
the unemployment in the North. When the NDC in the second part of
the 1970's laid more emphasis on the business economic aspects of
participations, the trade-unions decided to leave the Board of
Directors. Notwithstanding this event the ' NDC did not change its
policy and the trade—unions in 1983 caught upon their activities
in the Board.

4.2, The wishes of the employers organisations.

The employers organisations held the view that the NDC had to
emphasize three points.

First, the NDC had to give good advice to the companies who asked
for, Because this activity is beyond the scope of this paper we
will not further discuss this activity of the NDC here.

Second, the employers organisation held the view that the NDC had
to place money at the disposal of the companies without further
meddling. The idea behind this was that, in the eyes of the en-
ployers organisations, the NDC was not, and never would be, able
to run a company. Hence it would be the best for both, the NDC and
the companies, if money was given to individual companies without
further meddling. So the companis wanted to get money from the NDC
without doing something in return

Third, the employers organisations held the view that the NDC had
to offer its risk-bearing capital only to healthy firms, because

otherwise the participations would lead to artificial competition.
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5.Concluding observations,

In this section we will draw some conclusions and link them with
some theories about policy making and policy implementation. If we
recapitulate the case above described we can draw some conclu-
sions. Perhaps the most obvious point that arises from our case is
that the policy theory on which the NDC was based was no longer
valid on the moment the NDC started its-acfivitieS. In short, this
policy was based on four assumptions, namel

- it was thought that the disparities in employment and
activities between the North and the rest of the Netherlands
were caused mainly by structural factors;

-~ it was thought that the economic structure of the North
would improve, when new industry was attracted;

- it was thought that incentives, like offering risk-bearing
capital, had a decisive impact on investments decisions;

- it was thought that the economic groﬁth would remain and
therefore the investments rates would stay on the same or a
higher level.

So, in summary, the government established the NDC with the idea
that it could reinforce the economic structure of the North by
offering risk-bearing capital and, with that, attract new industry
to the North of Netherlands, But soon after the NDC was esta-
blished, it became apparent that the policy theory on which the
NDC was based was not valid any more. This had of course serious
consequences for the functioning of the NDC's. For, if a policy is
not longer based on a valid final theory, the aims of the policy
cannot be pursued with the means the theorf selected., Mazmanian
and Sabatier (1980) suggest in their study "Effective policy imp-
lementation" that one of the most important conditions for imple—
mentation of & policy 1is that the poliecy is based on a valid
causal theory which is not undermined by the changing socio-and
economic variables. When not, the policy makers lose their hold on
the implementation process and there is a great chance the policy
deflects from its original goals ( Mazmanian & Sabatier p., 7).
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This is exactly what happened in our case. The policy theory on
which the NDC was based had been undermined by the changed eco-
nomic circumstances and was therefore no longer valid. Throughout
this development the . goverament lost its hold on the implementa-
tion of the NDC's policy. As a consequence during the implementa-
tion of the policy, the.NDC sought its own goals., For, instead of
attracting new industry, the NDC supported firms with continuity
problems. According to what Rein & Rabinovitz say (1977 p.5 ):"
The experience of implementation (.,.) becomes an opportunity for
institutional learning in that the translation of purpose into
practice provides the occasion to learn about the practical dif-
ficulties lofty aims confront. However valuable ideals may be for
inspiration, in the end they are subordinate to practice which
sets the limits and defines reality of what is pragmatically
feasible", So we can say that the policy implementation of the NDC
in its first two years was mainly the pragmatisation of what was
economicly possible.

In 1976 the NDC chenged its policy and tried to perform its
original task again. This change of was, we think, at the in-
stigation of the Dutch government, who held the view that the in
august of 1975 established (BISF) had to handle the support of
firms and the NDC had to attract new industry. To enable this per-
formance of this task the government placed extra money as well as
extra manpower at the NDC's disposal., However the NDC itself de-
veloped a new participation policy to perform its task. As we saw
earlier in this paper this new course did not change much. The
reason for this was, that the governments overall definition of
the problem, and thereby its policy theory, had not changed.
Therefore the NDC had to operate in an environment that defined
the economic crisis still or due to market tendencies, whereas,
only the little part of the recession, handled by the NDC defined
as structural. And although the government thought it had removed
the most important obstacle that handicappgd the policy perfor-
mance of the NDC, it became apparrent thatfthe NDC still couldnot
perform its original task. In spite of the good intentions of the
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NDC its policy was not tuned to reality, The policy was still de-
termin ed by the experiences of the NDC and economic situation.
So implementation shaped the policy.
After the second oilcrisis (1979) the government changed its
macro-economic policy. From that moment on the government no
longer stimulated in a Keynesian way the demand, but directed its
efforts on the improvement of the economic structure. A second im-
portant change was that the re-inforcing from the economic struce-
ture no longer was based on the support of firms in distress, but
was based on the ifdea that healthy firms had to be stimulated so
that they would enlarge their activities, This new policy had, as
we saw, important implications for the policy the NDC pursued. At
the begin of the 1980's the NDC had to direct its policy at the
healthy part of the industrial life and aside from that, had to
implement the new macro—economic policy of the government on the
regional level . So the policy theory changed to some degree and
was more harmonising with the economic reslity, This new policy
had, in relation to the former periods more succes. The reason
therefore we think, were:

1} the economy revivaled:

2} the policy theory could better identify the principal

factors.
So we can conclude that one of the most important factors for the
good implementation of a subsidy policy is a valid theory.
Also of interest were the different views the target groups held
concerning the NDC.
As we saw the trade-unions held the viéw that the NDC had to
reduce unemployment, while the employers organisations held the
view that the NDC had to give money to the.companies without fur-
ther meddling. During the implementation of the NDC's policy bdoth
actors tried to steer the NDC's policy in their direction. As such
the implementation process of the NDC couldabe seen as a political
process, According to Pressman, Rein & Rabinovitz, we think that
implementation can be seen as the continuation of the political
process into another arena (1976 p.&OO).: So the policy imple-
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mentation of the NDC could be seen as the continuation of the
politcal process in another arena, but, according to Bardach we
believe this implementation politics is a sgpecial kind of
politics, Bardach says (Bardach,K 1977 p.37): "Yet, implementation
politics is, 1 believe, a special kind of politics. It is a form
of politics in which the very existence of an already defined
policy mandate, legally and legitimately authorized in some prior
political process, affects the strategy and tactics of the
struggle., The dominant effect is to make the politics high de-
fensive. A great deal of emergy goes into maneuvering to avoid re-
spongibility, scrutiny and blame". In our case this also happened.
The trade-unions in 1977 decided to suspend their activities in
the Board of Directors and so avoided respomsibility for the
participation policy the NDC pursued. At the other hand the
employers organisations tried to get money without wanting te do
something in return.This kind of policitics is what Bardech calls
'Easy Money' (Bardach 1980 p.67).

In his book "The implementatiom game" Bardach argues that govern-
mental purses are often unussually rich and what is more impor-
tant, governments exchanges this money for less than corporations
or consumers do, For this reason many parties in the private
sector are interested in getting this money. To do so the parties
play what Bardach calls the 'easy money' game (66-67. In this game
every party tries to make off with a portion of the governmental
money in exchange for 'program elements' of little or no value
(p.67). In our case the employers organisations tried to play
'easy money', because they tried to get money from the NDC without
offering something of value in return. If we survey the whole
period we can say that during the first seven years many firms
succesfully played 'easy money'.For in those years several firms
got support, who, in the light of business ecomomic criteria, had
not to be considered for this support. However our impression of
the last four years is that the business economic criteria of the
NDC were strengthed and were oftenr applied than before. Hence we
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think it has been much more difficult for companies to win the
'easy money' game,

S0 in the first seven years the trade-unions as well asgs the
employers organisations both succeeded in steering the NDC's
policy in their direction. Our impression of the last three years
hovever , is that the NDC more and more pursued their own policy,
vhereby the govermmental policy in regard to the NDC became very
important.

A third conclsion we can draw is that the functioning of the
risk-bearing capital changed over time.

When the NDC started its activities, the risk-bearing capital was
seen as an incentive to attract new industry, But soon after the
NDC its activities, the economic circumstances completely changed
and the risk-bearing capital was used for support. So the risk-
bearing capital didnot as expected, enlarge and renew the pro~
duction capacity of the North but was used for the preservation of
the existing production capacity. Till 1980 this function did not
change, but than the capital got its orginal function back. In the
1980's the risk-bearing capital was used to stimulate the business
sector in the broadest sense., This meant that the risk-bearing
capital had got its original function again.

So the risk bearing capital was first an incentive than a sup-
porting and finally an incentive instrument of the Dutch regional
policy in regards the North,

A fourth conclusion we can draw is that the policy of the NDC
became more succesfull after the government had identified the
macro—-economic problems in another way and therefore changed its
econonic policy,

In the begin of the 1970's the Dutch government saw the macro -
economic problems caused mainly by conjunctural factors. Hence the
policy the Dutch government pursued was._primarly aimed at
stimilating the demand in a Keynesian way. Of much lesser im-
portance was the pdiicy aimed at imprdviﬁg'-the economic struc-
ture(supply side). In 1974 this economic -policy changed in some
degree. From that moment the govermment not only stimulated the
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demand, but also payed attention to the structural problems. The

reason for this change was that as a result of the oilcrisis of

1973, many firms had got into troubles and requested the govern-
ment for assistance. Because the government saw the crisis as
conjunctural and therefore temporary, it decided to drag the firms
through the hard times. The idea behind this policy was that by
supporting industrial during the crisis, it would be possible to
preserve the existing know-how, production -capacity and employ-
ment. So the economic problems were still seen as conjunctural,
but their effects were also structural.

In the second half of the 1970's it slow but sure became c¢lear
that the depression hadnot to be seen as conjunctural but as
structural. This, we saw had impotant implications for the policy
of the Dutch government in the 1980's pursued. For the policy was
no longer aimed at stimulating. Dutch economy had to re- indus~
trialize, So in the 1980's the Dutch govermment for the first time
saw the problems as structural and therefore changed its policy

If we survey the amount of succes the NDC policy had during the
period 1974 - 1984, we can say that it is notable that during the
economic recession the policy of the NDC was not succesfull,
Obviously the incentives the NDC offered were not adequate during
this period of recession., This point of view is analogous to that
of J.Taylor in his study on the effect of regional policy on the
movement of industry in Great Brittain(Maclennan & Parr p. 43-~64),.
In this study the 'author concludes that the succes of redistri-
bution by incentives, like capital subsidies, are very heavily de-
pendent upon the rate of industrial expansion in the economy as a
whole. (p. 43) The reason for this unactractiveness of incentives
during a period of recession is, we think, that the policy
pursued, identifies the wrong factors causing a depression. For,
in our case the crisis was till 1980 maialy seen as conjunctural
although we think there wvas an important structural problem at
that time, Only after the Dutch government defined the problems as
being mainly structural did the results of the NDC improve., So we
think that during the economic recession.  of the 1970's the
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government pursued a policy that identified the wrong factors,
causing the recession and therafore foﬁght the wrong problens,
Consequence of this was that th incentives the NDC offered were
not effective, )
A final interesting conclusion we can draw is that the NDC acted
as a relative autonomous actor who did not lose sight of its
mediating role and who pursued to some degree, its own policy.

When the NDC started its activitles it was established as an
autonomous company. Nevertheless if we survey the policy it
pursued between 1974 and 1984 we can say that the NDC was
relatively autonomous, For in the 1970's and 1980's it was the
government who determinated the broad outlines of the NDC policy.
Each time the NDC changed its policy this happened on instigation
of the NDC. The filling in of this policy was done by the NDC. For
the NDC developed its own participation policy and implemented it,
So we can conclude that the NDC was a relative autonomous

mediating actor.
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29, Noordelijke Zoutwinning. |xxx |xxxx | xxex | xxxx | xxxx 0 0 0 _— q

30, FParley B,V, XX [Xxxx | xxxx | xxxx | xxxx{| - - 2

31. XKaufeldt Inter B,V, xxX |xxxx [xxxr | xxxx | xxxx| o - P

32, Fasto B.V, xxx |xxxx | xxxx | xxxx | XxxX |xyxxxy] O - + +4Q

33« De_Backers Compres, B.V. !vxx |xyyy |xxxx | xxxx xxxx boxsx 0 ?

34 Katalistiks _ xxx ixxxx lxxxrx | xxxx | dugx hkegxeed 0O e - +

35, S.,Muller Sports B,V, xxx Ixxxx | xxxx | xxxx | xxxx lryzxxd - F

36, Trelleborg Rubber b.ve lexx Voexxx lxxxs | zxxe | gxxx beoared 4 - + +

37. XLB., Controls.B.V. * lyrry fr-rir xxzx ) xxrx brxxxxyl O - - -

38, Lode Instruments B.,V, czxxjxxxx | xxrx | xver | xyxx xxxx! = - F

39+ Leeuwarder Papier B.V, xxx lxxxx | xxxx | rxxx | xxxx bxxxxx] xxxx o] 0 -

40, Bebeermij, Groningen prxxx |xoxxx| xxxxx] xxxxal xxxxy xrxed xxxx] O a -

41, Physical Instruments, XXIXX | Xxxxx| xxxxX] xzx.x:l xxd xrry] xxrxx - F

42, Verenigde Metaalbedr, XxxxExxrTE] XXX xxxxJ xxxxJ xxxxed xxxx3 © q




continuation &ppendti-I - T
1974 § 19751 1976139771 1978 | 1979 1980 | 1981| 1982} t19e3

43.Betap Tufting B.Y. XXX XXXX] XXXX[ XXXXX]XXXXX fxxxxx| xxxxx{ 4 g
44,ITL International B,V. XXX | XXXXX ) XXXXX| 7XXXX | XXxX%X [xxxxx| xxxxx| F

45, Flexol B, V, XXX lXxxxorl xxxxxl xxxxx) rrxxx syl zyxxx| - -

46, Kip Caravans B, V. XXX | XX rxarsex| xxxxy x;;xx-ggggg XX XX 0 0 +
47. Powerplate B.V. xxxxxxrxxx] xxxxx) xoeex| xxxxx |xxxxx! xxxxx| © - +q
48, Datawatt B.V, XXXRXXXXX | XAXXX| XXX} XXXXX [xxxxx] xxxexx | xxxxed  + ++
49. Enna aerosols. B.V. XXX | XXXXA] XXXxx| xxxxx| rxxxx froexx] xxxxx| xxexx 0 -
20, Rautilus B, V, TAXFXLXXK| XXXXL] XXXXX] XXXXX [X0xxx] xxxxx | xxxexd ¢ 0
51, Aramide Y,0.F, XXX |XXXXX}E XXXXR] xXxxx] xxxxXX [ xxxxx] xxxxx | xxexd xxxr 0
22, Menno Goemans, B.V. XXAR XXXX| XXXXx] xxxxx] xxxxx [xxexxx] soxxxx| xxxxd xxxx 0

Explanation of the used marks:

0-=development of the company vesults as expected
= =development of the company results worser than expected
~= =development of the company results much more worser than expected
+ =development of the company results better then expected
++ =development of the company results much more better than expected
F = Firms who went bankruﬁt .
g = Shares which were sold to other shareholders
? = Companies of which further information lacked
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Appendix 2.

Unemployment in the Nortern provinces

‘376 '9PS  DECMEase
absolute 30.847 27.589 3.268
percentueel 7.47% 6.47 1.0%

Unemployment National

1936 19t
absoclute 220,562 214,000 10.562

percentueel 5,37 5.0% 0.3%

Unemployment rates between 1976 1979 in the Northern provinces
and National.
{ source annual reports NBC 1976 and 1979)
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Innovation policy in the Netherlands: instruments, actors and effects

. By Asje van Dijk¥

Introducticon

This paper' deals with the innovation policy in the Netherlands during
the last five decades, more specifically the emphasis led upon it at
the eve of the 1980's and its implementation in the first years of
this decade. As a starting point for a more detailed evaluation of the
Dutch  government's involvement in industrial dinnovation, I will
sumparize the main trends in Dutch government's industrial policy
since the 1930's. Although this role grew steadily, one ideological
principle continued to be in force: till the 1980's it was restricted
to the creation of favourable conditions with a high technology-push
character. At the beginning of the 1980's an important attempt was
done to reorient the status quo policy, emphasizing long existent
industrial activities at the end of life-cycles, to a more offensive,
innovative and future oriented policy. Part one of this paper deals
with this theme.

The second part of this paper analyzis the Dutch government's
proposals formulated in a White paper or Innovation (1979) and
evaluates the performance of the objectives in terms of allocated
budgets, I will try to find an answer here on the question if the
Dutch innovation policy after 1079 grew to a substantial higher level
in comparison with the preceding period and other budget items, like
support to  individual - companies or branches of industry with
continuity problems. An other question in this part will be to what
extent the dinnovation policy did support small and medium sized
companies in relation to bigger ones.

The third section of this paper tries to find some explanations on the
low performance level of the innovation policy relating to these
smaller firms. For this aim, T will lift some details out of a case
study on a policy-instrument which tried to stimulate smaller
companies to applicate micro-electronics in new products or processes
with a development credit, - _

In an epilogue main conclusions will be summarized,

* Drs. J.ihAe van Dijk works as a junior research fellow at the department of political
science of the Free University in Amsterdam. He is complating a doctoral thesis on the
policy formulation and execution of Dutch industrial innovation policies. This research
is financizlly supported by the Netherlands Drganization for the advancement of pure
research (Z.W.0.}.



Part I: Tnnovation policy in the Netherlands

"4 typical pre-war economics textbook (and many of the post-~war ones)
had nothing to say about R&D or even innovation ...", with these words
Freeman (1982, pg. 195) illustrates the role of innovation in
economics., It was seen as a black box that need not to be opened.
Technological change was an exogenous factor only influenced by God
and the engineers (Heertje, 1979, pg. 5) which fell like manna from
heaven. Although technological development was accepted as a major,
though autonomous factor in the improvement of socio-economic life, it
was no part of the neo-classical economic theory and govermment policy
itself. _

Public reservations or neutrality towards technical development came
into discussion after the rise of side effects -often negative- of new
technologies. The declining economic sitwation in the industrialized
countries however put the discussion in a very different context,
Innovation became a magical cure for combatting the economical crises,
This section deals with the question which policy was followed by the
government of the Netherlands on industrial innovation after the
Second World War, more detailled it asks which instruments were
emphasized, how these can be characterized and which role the
government reserved for itself in relation to other actors im this
field,

Dutch innovation policy

Until the 1930's, the Dutch government didn't play a prominent role in
the economy; 1its economy was an example of a classic-liberal
industrial economy (Fernhout, 1981, pg 3). The establishment of a
separate directorate—general for trade and industry in the Ministry of
Economic Affairs and Labour in 1931 and the sémi-governmental
institute or applied research (TNO) in 1932, may be seen as
trade-marks in a changing view on government's role in this field.
Although the involvement of public policy wasn't intensive during the
1930's and innovation didn't play an important role in the underlying
neo-classical economic theories, some primary elements on innovation
policy can be found in patent regulation, education and advancement of
technological skills, research and development (R&D) activities in
special institutes and a scientific 1nfrastructure within liberal arts
universities and technical universities.

After the Second World War an accent was placed on industrialization
in basic sectors 1like steel and chemicals, Unusual for Dutch policey,
detailed government notes on industrialization, indicative goals and
possible means were formulated for imvestments, production(growth) and
employment. The notes stated quite explicitly that the set ohjectives
were no directives for industry but had to be seen as indications of
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national priorities; their realization had to be the ‘results of
private economic decisions'. R&D-expansion as such was not questioned.
A general opinion that increased expenditure in this field could do
only good prevailed and for that reason R&D-budgets increased year by
year.

In the first half of the 1950's the view on government's role in
economic life grew, In 1951 five main goals of macro-economic policy
were formulated: stable price 1level, balance of payments, full
employment, balanced growth and an acceptible income distribution.
These are still functioning today. Several governmental papers called
attention to the dimportance of a more qualitative development of
industry through systematic research. They concluded that the existent
research was heavily concentrated in some big firms and asked for an
interface between research institutes and industry. An instrument
which functions until today as one of the main instruments in
innovation policy , i.e. a Technical Development Credit for products
or processes which are new for the country, was esteblished in 1953.
The 1960's did not deal so much with innovation. Perhaps the high

growth rates, up to about 57 yearly, can explain this. As in

individual firms, dinnovation 1is an often forgotten, even
non-agenda-issue in good times and a magic word in worsening times. A
new instrument in Dutch ipnovation policy appeared in 1963 with the
creation of so called Technical Scientific Attaches at the embassy in
Washington. A note of the Minister of Economic Affairs from 1966
explicated the central problem factor obstructing a more innovative
industrial development. The note stated that 'technical progress is a
result of natural-scientific research and technical development and
relied on fundamental research’'. It concluded that the high costs of
R&D-work made a more innovative industrial development very difficult.
This short quotation combined with the defined problem, gives us a
good view on the so called policy theory, i.e. the assumptions ahout
causal and final relations which ground a policy (c.f. V.d. Graaf,
1983, pg 60 and Hoogerwerf, 1984, pg. 501). According to Pressman and
Wildavsky (1979, 2ed., pg. =xxi) "Policies dimply theories, whether
stated explicitly or not,' policies point to a chain of causation
between initial conditions and future consequences". In terms of such
an underlying theory, Dutch innovation policy appeared to be of a
technology-push type. This means that innovation was primarily seen as
a result of R&D-efforts, Fundamental research could initiate
applicated research in a second stage and in succeeding stages product
and process innovations,

In the economic 1literature on innovation the technology-push stimuli
are distinguished from factors which explain innovation primarily as
results from market stimuli. This market-pull approach can hardly
found in Dutch government policy on innovation until the 1980's.
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Although the character of this technology-push innovation policy can
be explained from a theoretical focus, another factor must not be lost
sight of, T allude to the actore in this field. Freeman (1982) states,
that the preferential treatment of R&D was a combimation of a matter
of habit, the continuing power of a lobby and prestige slements
associated with it: "The 'lobby' and the 'corridor-padder' are more
important in this type of decision-making than elaborate caleculations
of return on investment”" (pg. 190). High priority was given to
military, air end space and prestige oriented R&D. Freeman concluded
that the "priority accorded to these projects was so great that not
without some justifications, sections of public opinion have tended to
accept ‘'big science and technology' as the image of science and
technology in general™ (pg.192).

In the Netherlands an attempt to change the strong emphasis on limited
R&D-~fields was made in the 1970's. The first half of this decade
brought a strong conjunctural turn, Growth rates declined and after
the oil-crises of 1973 and 1975 a recession period became more and
more visible. The white papers which accompanied the yearly butgetting
process illustrated also the beginning of a new orientation, how
fragile at that moment it was. In 1973 the Minister of Economic
Affairs stated that in an increasing rate it could be determined that
the innovation process was not only influenced by vigorous
R&D-efforts, The attitude that more accent should be placed on the
outcome of the R&D-efforts became stronger. Other factors like the
organization of production, the management level, education and labour
skills and well equipped information circuits were also emphasized as
important factors in the inmovation proces. Small and medium sized
firme were marked as "new spoiled children", but were only verbally
chastized, not treated to real measures and allocation of money.
Reality was hard, other interests groups were better organized and
more effective in moving the public money to them (c.f the
R.S.V.-debacle, VWassenberg, 1984). Industrial policy focussed on
support for big individual firms and certain branches of industry,
operating at the end of life-cycles and with problems of continuity
(c.f.appendix I)., Immediate problems were so urgent, that longer-term
strategic. devélopments ‘got surprisingly little time and attention, An
occasional coalition of labour unions and employers made one big froat
to defend their settled 1interests. Because the actors in this field
were very strong in mobilizing public and political support for their
claims, the result was a heavily defemsive industrial policy at the
cost of a more offensive innovation policy. . Research on the
interaction between government and industry in this period taught that
the possibility of (parts of the) industry to attract public money
depended  heavily on the existence of long lasting and widespread
networks between actors from the domains of the industry, polities and



administration. In his study "Industrial Policy & Shipbuilding" (1982)
‘De Feyter used a specific metaphor for this phenomenon, borrowed from
his field of study, when he spoke of "plywood-domains". Corporate
strategies which aimed at survival aptly incorporated social values
~as for example employment- and did not define the environment of the
corporatiorn as exogenous. Competition between individual firms
disappeared; they united to maximize the allocation of public money to
them as a group.

The first doubts on the effects of this defensive industrial policy
were articulated in the white paper "Note on selective growth" (1976).
The Minister of Economic Affairs, R. Lubbers (presently Prime
Minister), proposed to finish it and stimulate activities with more
perspectives. Together with already existent measures, new tools to
promote dinnovation in industry were announced, for example: better
information circuits, experiments with management support in small and
medium-sized companies in building up a more strategic way of
structuring innovation processes and 1liaisons  between bigger and
smaller firms to allocate spin—offs to the latter. But statements in
government's notes cannot be identified with practice. Big gaps
existed between words and deeds in this area. This could only be
bridged by & period of much public debate about and confrontation of
conflicting interests in this area between emerging new innovative
sectors or industrial firms and disappearing old ones.

The transition from the 1970's to the next decade revealed itself to
be a real turning point in industrial policy in the Netherlands. At
the end of the 1970's three important white papers were published
which prepared the 'soil' for the 'seed' of a new industrial policy:

~ a follow-up study on seéctor-help which concluded that this policy
was not effective and ought to be reformulated;

~ a note on innovation policy which tried to integrate and intensify
innovation measures; :

- a report from a commission who studied the threats and opportunities
of micro-electronics  and concluded that measures had to be taken to
stimulate a broader introduction and applicetion of this new
technelogy.

Another pioniering-study was published in 1980 by a scilentific
advisory council of the government (W.R.R.). Thé study, "Place and
Future of Dutch Industry", . concluded that the Dutch industrial
structure was not competitive anymore and operating in sectors with
declining internaticnal growth rates, A re-industrialization proces
should be dnitiated on specific, opportune fields. The identification
of these fields had to be delegated to a commission recruited on basis
of their technological or industrial expertise and with a certain
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prestige within industry. This technocratic approach was explicitly
emphasized, because the view prevailed that the usual corporative
organizatiomn, with actors as representatives of employers,
labour-unions and political parties, could not break through the
settled interest of their status quo orientation which resulted in a
heavily defensive industrial policy in the last years.

The commission was named after its chairman, the old Shell~director
Mr. Wagner. On basis of a confrontation between strenghts and
opportunities of Dutch industry, it identified thirteen main fields of
attention on which a wmore offensive industrial policy would have to
orient itself: i.a. medical and bio-technology, communication systems,
environmental technology and equipment. A second propesal by the
Wagner commission was to lower all those barriers which hampered a
more flexible operation of the industrial activities. They recommended
a more industrially oriented educational and vacationzl training
system, & more flexible and differentiated wage system, deregulation,
integration of the subsidy-system, lowering of the tax-level for
industry, and a more market-oriented technology infrastructure, The
proposals were broadly accepted and formed the main-lines of
industrial policy in the Netherlands for the 1980°s. The Wagner
comnission operated such in a very strategic way. First, they made an
inventory of mnational strengths and weaknesses (especially against
major competitor countries), and Thence identified potentially
important (new) industrial sectors., Greater advantages would be gained
by exploiting new opportunities than by pursuing measures seeking to
protect, ameliorate or reanimate ailing industries, it was thought.
While these government's priorities in industrial policy were made
public, industry could attune its future investmeﬁts in new plants or
management resources to them; it would .sharpen their awareness of
forthcoming structural changes in industrial policy.

In summarizing this bird's eye view of Duteh industrial policy over
the 1last five decades, we can stipulate that it grew from a marginal
involvement to more extensive cooperation, The consciousness
governmental encouragement of innovation until the 1980's was limited
to the creation of favourable conditions and incentives with a heavily
technology-push character. Little consideration had been given to the
question whether government might impede or acceierate innovation with
demand-pull varisbles. After a growing recognition that the support of
science and of R&D alone were insufficient to stimulate technological
innovation, the white paper on Innovation and the Wagner—-proposals
appeared. Their dominant views reflect an increasing appreciation that
individual firms cannot and will not fully support all of the
activities necessary for a healthy innovative enviromment. Subsequent
governmental coordination and careful indicative planning resulted in



assignment of priorities in this field. This new strategy will be of
substantial importance to attune to a future-oriented governmental and
corporate strategy (c.f, Hill and Utterback, 1979; Society for Long
Range Planning, 1979).

The question now is how these innovative policies, formulated at the
beginning of the 1980's, were implemented and how they influenced
industrial development. Answering this question asks for an evaluation
study. Because every policy needs some period in which plans can be
put in practice, the Wagner-proposals seem to be too young to validly
evaluate them. The following evaluation will be limited to an analysis
of the policy as formulated in the white paper on Innovation. The next
section deals with a report on this evaluation.



PART 1T: JMPLEMENTATION OF INNOVATION POLICY

In October 1979 the Dutech government presented a white paper on
innovation policy to Parliament which pretended to integrate and
intensify a more offensive industrial policy. The note stated that
the problem~situation im the Netherlands could be characterised by
insufficient industrial innovation resulting in declining growth
rates, unemployment, low-~skill jobs and declining international
competitiveness. These problems were caused by 2 non-consistent
industrial policy in the preceding decades with much emphasis on raw
material processing and intermediate goods, rather than advanced,
technology intensive goods., The industry seemed to be rather energy
and resource dintensive. The shortage of enough risk-bearing capital
made it problematic to finance new initiatives, The formulation of
this problem was broadly accepted by the important actors in this
field: industry, research-institutes, government and political
representatives,

The questiorn now is which policy was formulated to deal with these
problems and if the implementation of the proposals led to a higher
level output in comparison with the five years preceding the
Innovation paper.

The proposed policy for the 1980s :

Kuypers (1980), developed a systematic method to analyse a policy and
to present it in a comprehensive way. He presupposes that all policy
can be reconstructed as a system of end-means relations in terms of a
so called ‘'goal~tree'. Each element in such a goal-tree is an
indication of a situation or action proposed by the actor of the
policy. We used this method for an empirical reconstruction of the
proposéd policy in the white paper on innovation. The result is the
goal-tree presented in scheme 1 on the next page.

As this goal tree points'out, Dutch imnovation policy deals with €ive
main themes, called sector goals (elements 12-16). These sector goals
are  instrumented by unﬁerlying elements; together they form an
end-means chain, For example: increased capacity for dinnovation
(element number, 13) in small companies (el.nr, 20) will be stimulated
through reducing R&D-costs (el.nr.34) by a subsidy on labour-costs for
R&D (el.nr. 45). -

Not all the elements at the bottom of this goaltree are operational,
i.e. means which can be applied the day after the acceptance of the
note by Parliament; they had to be worked out in the following period.
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Others existed already (like el.nr. 51) and their budget would
increase in the period 1980~1984. As can be seen at the bottom of this
scheme 1, more then 30 measures were proposed to give the innovation
policy more body and an additional yearly budget between 1980-1984 was
reserved of 366 to 416 million Dutch guilders (for exchange rates see
appendix 2).

When we look more specifically to the goal-tree three conclusions can
be drawn:

1. The peolicy accentuates strongly the improvement of innovation
capacity of the industry (el.nr. 13) along the line of reducing costs
of R&D (el.nr. 32 and 34) and risks of innovation projects (el.nr,
33). The proposed premium on R&D investments (el.nr. 43) ~which
counted for about 40 million Dutch guilders yearly- and the intended
subsidy on R&D-labour costs {el.nr. 45) -which counted for about 160
million Dutch guilders yearly- were not introduced in the four years
following these proposals. So words and deeds do not coincide here
very well.

2. The policy theory have to be labelled as a 'scientific and
technical’ type that stresses the technology-push and other
supply-side factors of am innovation proces rather than demand-pull
variables oriented on thé market. Rothwell and Zegveld (1982, pg. 74)
concluded that it "would appear, that once again, government policies
are rooted more in the theories of a previous intellectual generation
(one that stresses the importance of supply factors in stimulating
technological change and industrial innovation} than in contemporary
economic  thought”. Only element 16, which stresges the use of
government procurement policy, can be seen as a demand side focus.
However, the five proposals in this sector were almost very
experimental and based on studies and consultation. The coordination
of government procurements was the only more structural market—pull
variable which would be emphasized.

3. The policy 1s exclusively oriented on existing industry and
R&D~institutes. New initiatives growing out to new firms are only
verbally applauded (el.nr. 21) but not Iinstrumented with real
subsidies or other measures (cf. Rothwell and Zegveld, 1982, pg. 77).
Again this subscribes to a generating theses that industrial policy in
the Netherlands is much status quo oriented. We will present research
data on this thesis before explaining why it can be accepted as a
general conclusion to our evaluation, For this reason we will focus
now on the budget allocation process.



11

Policy performance,

Qur gquestion now is how these proposals were executed. This means that
we will concentrate on the allocation of the money. First we compare
the stated budgets and their realization for five main policy sectors
over the last ten vyears, This will show us the trends in industrial
policy in the Netherlands. A second question will be what can be said
about the execution of the proposed measures within innovation policy.
Here we shall focus on twelve more explicit subsidies mentioned in the
White Paper on Innovation.

The budget process
Dutch governmental involvement in industry has been growing steadily

during the 1last temn years. The total budget of the Ministry of
Economic Affairs increased from 1,2 billion Dutch guilders in 1975 to
4 billion in 1984 (nominal £igures on cash, instead of transaction
base). ' '

Figure 2 wvisunalizes the real expenditures from vear to vear for five
selected, but most important budget items (for more specific figures
see appendix I):

~ Testructuring processes of almost old branches of industry or
sectors with problems of continuity; -

- support for individual compénies with problems of continuity;

- innovation policy;

=~ air and space development; n *

- export polidy.

Tigure I, Kealized axpenditure op five main azzan in Durch frdustrini poiicy
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From this figure we may conclude, that the money expenditures on
defensive areas 1like support for old and ailing companies or sectors
of dindustry increased until the 1980's. Innovation policies (without
air and space support) increased from a marginal share before 1980 to
a more important one in the first years of the new decade, At first
sight we are inclined to conclude that the execution of the innovation
policy turns out to be succesfull. A further examination will show us
however that this is only a partial success and thet a judgement is
too early now. The question which ought to be answered hefore we pass
a8 Judgment 1is which proportion the real expenditures do bear on the
formulated proposals and the stated, allowed budgets. Only a
comparison of intended and real expenditures can show us if the policy
is succesfull or not. In figure 3 we confront this expected or
intended budgets with the real expenditures within the budget item on
innovation.

Pigurs 3, Allowssd sl restived sxpenditures on fmaevation solicy
million .
Ducch -
wul ldars

1lowed budgat

o= tealized wxpecditure

-
~

197% 1976 191 19TE ine 1950 b 1987 19ED 110 3 1983 Yexrs

After examination of the proposed and real expenditures in figure 3 we
must conclude that the permitted budget after 1980 was not exhausted
at all. A considerable amount of money reserved for offensive
industrial policy was not spent, The increasing trend in innovation
policy expenditures visualized ir figure 2 appears to be only s
partial success after comparison with the allowed budget shown in
figure 3,
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When we define the success-ratio of imnovation policy as the amount of
real expenditures divided by the amount of money reserved for this
purpose, and take the more detailed figures from appendix I for this
calculation, we can conclude, thet dinnovation policy in the
Netherlands between 1980-1983 reached an output performance of 57
procent. Is this ratio an indication of succes or failure? Perhaps the
old schoolmaster can give the answer! '

But 1if the money on innovation is spent only for 57%, you will think,
what happens to the remaining money? To find this answer, we have to
loock at the detailed figures in appendix I. After close study of the
allowed and realized budgets for the different budget items, we see
that in 1980 a surplus on innovation of almost 100 million was
allocated to the air and space item, more specifically to one big
company, named Fokker, for the development of a new aeroplane, the so
called MDF-100 (a co-production with McDonald Douglas from the
U.S.A.). In 1982 and 1983 the surplus of 575 million was transfered to
the item on support for individual companies with continuity problems,

At least two manifest and complementary conclusions can be drawn from
this  brief, summative evaluation. First, it appears that the
establishment of a new, dinnovative policy which is (at least
partially} payed from existent budgets oriented on long settled
interests is very difficult. A new policy has to conquer its place. As
long as the interests in an old sector are stronger than the emerging
ones the redistributive character of a policy is very hard to
implement. Such a contest is not settled by a formal budgetarry
proces. Words and budgets will not always coaverge with practice. 4
second conclusion stipulates the difficulties in implementing a new
policy. This implementation needs an incubation period in which the
highly abstract proposals ought to be worked out into real
instruments. According to Renate Mayntz (1980, pg. 10) every policy
program needs after its adoption by Parliament or other (political)
actors, some time for "Ausarbeitung van Massnahmen, der Formulierung
von Vorschriften oder ' Auswahlkriterien, der Bestimmung von
Projekttragern wusw.". Even a law 4is "unmittelbar nach seinem

Inkrafttreten noch nicht anwendungsfahig". Before the application can

be started uwp several years will pass. Bardach (in Majone and Quade,
1980) also suggests the existence of such a incubation period when he
defines implementation as "the social activity that follows upon, and
is stimulated by an, authoritatively adopted policy mandate, which
prior to implementation is ‘only a collection of words"™ (pg. 139).
According to this author, implementation is a "process of rearranging
patterns of social conduct'so as to honor the prescriptions set forth
in some policy mandate". Because policy formulation is often a
straightforward matter, there is inevitably a need for trial and error
and pragmatization in a transition process before a policy~instrument
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can be applied. Our examination of the innovation policy shows, that
after three years of incubation the policy grows to more mature forms.
A general thesis may be, that every new policy should be aware of
incubation periods and attune its budgets to what is possible rather
than to what is wishfull. A new policy with high budgets in the first
years of its execution and a rapid decline after some time, will be no
more than an optical illusion.

Policy instruments and their outcomes

No policy can be executed without real, appliable policy instruments,
As we saw in scheme 1, more than 30 such instruments were announced.
Some of them were already existent in 1979 when the White paper on
innovation was presented. Others had to be elaborated befaore they
could be applied. From 1979 till 1984 18 measures were operational for
the whole or a limited time (Gooren a.o., 1983, pg.45), We evaluated
12 of these instruments on their outcome. These 12 were oriented on
industry rather than onr R&D-infrastructure. Their character was much
like a subsidy, i.e. a distributive transfer of money as an incentive
from government to industrial companies on basis of an activity of the
latter, = wished by the former. Other instruments, like know-how
transfer from universities and other research institutes to industry
or transmission of information by certain intermediating circuits were
left out of consideration in our analysis. From this evaluation that
concentrated on output performance (c¢.f. Maarse, 1983) we can draw
some conclusions which will be mentioned here,

1. Between 1979-1984 about 7500 applications from industry were made
on a total of circa 30,000 industrial companies in the Netherlands.
From the 7500 appliers on  this 12 measures, about 4600 received a
subsidy for innovative projects and 2900 were rejected. In general
this means a 60% promise rate.

2. From the 12 subsidies, 9 were new, i.e. introduced after the
presentation of the Innovationpaper in 1979. Three were already
existent and intensified, The new instruments appeared to be not so
successfull; only 2 of the 9 evoked reactions under target groups of a
significant level. Price-subsidies on the costs of external
consultancy in marketing studies and introduction of marketing
policies in the corporate Strategy to 40% of these costs turned out to
be successfull. Also price-subsidies on the costs of external R&D-work
obtained a high performance. Both subsidies were of a demand-side
character and not given to suppliers. The target groups were limited
te  individual companies with 500 employees or 1less. Subsidies
focussing on forms of industrial co-operation on certain innovative
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projects did not reach a high performance. It seems, that innovative
activities in small and medium-sized companies are more a matter of
individual than joint actions (cf. Geeraerts a.o., 1983)

3. The instrument-mix appeared to be rather dynamic. From the 9 new
instruments introduced after the white paper, 4 were already finished
after 2 or 3 years. Among them the 2 rather successfull subsidies
which were incorporated in a more general subsidy-measure. Ideological
reasons can shed light on this dynamicism. Dutch government states
regularly that subsidy-measures ought to be terminated in certain time
frames because no industrial sector should be supported structurally.
This policy is also followed by the Furopean Committee which does not
accept that subsidy measures in the European Community will be
operational for more than 3-5 years. Since the statement of October
1982, with which the new government headed by Prime-Minister Lubbers
started its 4 year government period, another reason also emerged: the
political wish to prevent a policy-accumulation by introduction of
Sunset-legislation (Korsten, 1982, 1983). It can be questioned however
if a new policy, that tries to find its hard core ultimately is served
by this dynamicism. Of course every new policy needs some flexibility,
and its instruments ought to be adapted to circumstances of
implementors and targetgroups. Trial and error are very important
learning-mechanisms in this policy stage. Policy accumulation ought to
be prevented; a poor policy that can not reach its targets ought not
to be continued. But the point is, that after such an incubation
period in which a policy can grow to more mature forms a certain
stability is of crucial importance for integrating it into corporate
strategies and reflection on the poelicy measures by innovating
companies, Scharf (ir Mayntz, 1983, pg. 107) accentuates this point
wvhen he states that subsidies "vermutlich um so wirksamer sein werden,
je dauverhaft sie angelegt sind. Nur dann bieten sie einer genugend
grossen Zahl von Adressaten die Moglichkeit, ihr Interesse an den vom
Programm geforderten Massnahmen zu entdecken und die eigenen Plane
darauf umzustellen". In the first 5 years of its operation, Dutch
innovation policy was constantly in motion and did not garantuee this
necessary stability and continuity, Subsidy-measures were coming and
going. At the moment (Februari 1985) some measures come to a more
mature form, although again recently introduced subsidies were
finished and new subsidies initiated,

The reason for accentuating this point here is, that this dynamicism
in a policy-mix also influences the effects which can be expected.
Innovation subsidies in general, try to initiate innovative projects
that otherwise would not be executed by companies, When the
instruments are not stable enough, they will not have such effects at
all, In judging the possibilities of new projects, companies donot
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reckon with these stimuli, because they are not sure that they will
exist when they decide to execute the project. As a matter of fact, no
additional projects will be started; the project-relevance of the
subsidy will be nil. Emerging effects have primarily a free-rider,
time or scale character, Free-rider effects will émerge vhen companies
are already dinnovating and during this process are asking for the
grant because they do things whitch can be subsidised. They get the
money, but no additiomal inmovations will occur, Time-relevance
appears when companies have already plans to innovate but execute this
plans some time earlier ther pilanned. Scale—effects occur when
industrial £firms had already asn innovative project, but will bring it
on a broader scale or higher level as a consequence of the additional
money allocated to them by a subsidy,

What we will conclude here, is that a policy which works with dynamic
and short term policy-instruments will not be succesfull in realizing
project-relevance. It will not be able to influence or initiate new
investments and will cause mainly free-rider, time or scale effects,

4. A fourth conclusion from our evaluation of 12 subsidy-measures
deals again with the allocation of the money.

In the white paper on innovation, the government stated that small and
medium sized companies were very flexible and had a high innovative
potence. For this reason a special accent would be led on this
category. From the 12 subsidies, 8 focussed exclusively on small and
medium sized companies, but the expenditures of about 40 million
guilders on these 8 instruments remained marginal in comparison with
the four more general subsidies which reached a performance of 1210
million over several years. From twe of these four more general
implements, we have data about the part of the money allocated to
small and medium sized companies. The first, a technological
development credit spent between 1979-1983 a total amount of money of
806 million; 25Z of this expenditure was allocated to companies with
500 employees or less. The second more general measure, credits for
advanced industrial projects, spent 384 milion between 1980-1983 from
which 50% reached these smaller companies. On basis of these 10
subsidies, we may conclude, that the rate of the expenditures to
companies with fewer than 500 employees in Dutch innovatiom policy in
comparison with bigger ones can be calculated as follows;

40 + (.23 x B06) + (.50 x 384) 'x'100% = 35%
(40 + 806 + 384) '




17

This means, that our estimation -based on 10 important expenditure
subsidies- c¢an be formulated in a hypothesis which states, that from
the stimuli on innovation in the Netherlands about one-third is spent
on small and medium sized companies and twomthlrds on bigger firms
with 500 or more employvees.

Contrary to the objectives in the innovation paper, we see that big,
leading industries are far more succesfull in allocating government
support to them than small, almost leading companies.

The question now rises, which factors can explain that the innovation
policy did not reach its goals relating to smaller companies. To throw
more light on this gquestion, I evaluated one subsidy instrument in
more detail. The third part of this paper deals with this case study.
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Part II1: The micro—electronic developmentcredit; a case study.

In the White paper on Innovation of 1979, a policy-instrument was
amnounced, which would stimulate the application of micro-electronics
in new producte and processes by limiting the financial risks of such
projects through a development credit. Because the government
appreciated a broad application of micro-glectronics, the decision was
made that every project -executed in firms with fewer than 500
employees where its application would be new- could be offered a
development credit from 70%Z of the project costs, with a ceiling of
250.000 Dutch guilders. The credit had to be payed back only after a
succesfull commercialization., The 2-year period of its implementation
aimed on support for 100-200 projects, with & total budget of 20
million guilders. The performsnce was a real failure: only &40
applications came in from companies, 18 of them were accepted,
resulting in a total expenditure of one-fifth of the original budget,
The question rises which factors can explain this failure. We deal
with this question from two perspectives, First we show how a policy
that is not designed in connection with an adequate problemdefinition
is bound to fail. Second we show that the involvement of more than 50
actors in this policy process results in a cummulation of delay and
leads to fragmented decision making.

 Connection between problem formulation and policy design,

A policy can be seen as the formulated answer to certain problems. In

~essence, a problem is a discrepancy between a perceived situation or

development and a standard used to judge these (Blommestein, Bressers
and Hoogerwerf, 1984, pg. 21}. Defining a problem starts with a
feeling that things sre not what they ought to be, but almost without
a clear view on how they can be brought to a solution (Majone, 1980,
pg. 9-10)., Sometimes this process of formulating the problem as a gap
between ideal and practice is a quick and clear one; in other
circumstances it costs much more time, the problem appeares bit by
bit, In reflection on this difference Mason and Mitroff (1981, Pg.
9-13) state that one should distinguish between 'tame' and ‘wicked!
problems, Most policy problems are of a wicked type; i.e. have no
definite formulation and are confronted with different explanations
about the causes of the problem, its consequences or possible
solutions. According to Carley (1983, pg. 70) the choice of a policy
problem and the subsequent definition of that problem are areas "where
exogenuous value judgments play a commanding role", For this reason it
is of eminent importance that the proces of definihg the problem will
be followed from hetrogenuous perspectives and actors in the
problem-area and not exclusively within the ivory towers of government
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departments. A backward-mapping activity (Elmore, 1984) in the problem
stage of a policy process  will throw more light on the different
problem definitions. It will be'a first task of policy designers to
structure the problem in such a way that crucial actors in the problem
field can recognize their problem definition in it. Hoogerwerf (1984
a) accentuates that a reconstruction of the constituent elements of a
problem in a cause-consequence scheme can offer an objective
causal-theory as a starting point for the solution of the problem. So
policy designers, in creating alternative policy plans, should delimit
or define the problem in connection with its causal and normative
aspects. It dis their responsibility that in the end results a
tractible problem (Wildavsky, 1979, pg. 15-16; Mazmanian and Sabatier,
1981, pg. 5-7; Hoppe, Van de Graaf and Van Dijk, 1985).

In our case, micro-electronics became a political issue end 1978, when
the Dutch government dinstalled an advisory council -named after its
chairmén Mr. Rathenau- to study threats and opportunities in this
field and their consequences for the country. One year later, the
commission published its report. One of the recommendations was, that
credits should be given to advanced and large scale projects within
the micro-electronic (m.e.) area in order to catch upon arrears. At
the Ministery of Economic Affairs, civil servants did not agree
unanimously with this recommendation and started an interview under 40
big, leading companies and intermediate institutes to inventarize the
problem definitions and suggestions for government support from the
taret-group itself. One conclusion of these interviews was, that the
potential target group also suggested to offer development credits for
advanced and risky projects as a stimulus in influencing corporate
strategies on m.e. investments. The bhureaucracy however could not
reach consensus. One party stated that there were already governmental
instruments to support dindustry in this field; more instruments only
would harm the consistencf of the policy-instrument-mix from the
department, The other party emphasized that a new policy brought new
instrugents to make clear that the governement really offered support
to these activities. Of course, the dispute resulted in much delay.
After anather competitive agency tried to take over the formulation of
the policy, the bureaucratic agency perceived a threat of its field of
competence,  Another competitive agency tried to take over the
formulation of the policy. Protection of the territory (Bardach, 1979)
resulted din an accelleration of the policy-proces. The agency declared
that this area was theirs and ordered one of the staffmembers to
design a policy plan. But what resulted was a policy plan oriented
towards small and medium sized companies applying m.e. for the first
time in new products or production processes. No further research was
done on the question wether this category of firms had the same
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problems as the bigger firms -which were interviewed- and if a credit
could influence this targetgroup in the same way. From the experiences
of an important inermediating actor in this fiel could have been
concluded, that smaller firms missed the minimal necessary know-how to
introduce m.e.-systems. Also the question rises wether the
introduction of a development credit to relative simple im.e. systems
-especially under consideration of the condition that only first
applications would be supported- was what the commission-Rathenau
meant with advanced m.e.-systems which ought to be supported to catch
upon arrears of the Netherlands in this area.

We can conclude, that one explanation of the failure of this policy
can be found in the poor connection of the problem definition and the
ultimate policy program. A causal theory underlying problems and their
causes in bilg companies may not automatically be considered valid for
smaller companies. Also the assumptions about the instruments which
could influence corporate strategies were based on research under
bigger firms and not adapted to the ultimate choice to limit the
targetgroup to small and medium sized companies,

A policy process in a multi-actor context.

We found one possible explanation of the poor outcome in the
insufficient connection of the problem formulation and the policy
design. Another explaining factor concerns the multi-actor context
which this pelicyprocess passed through.

Grunow (in Mayntz, 1983, pg. 142-168) formulated some hypotheses in
explaning the policy outcome in sofar it depends on the
interorganizational comnections and participating actors. One of his
hypotheges states that "die Schwierigkeiten der Implementation und die
Misserfolgsaussichten um so grosser sind, je mehr Akteure an dem
Implementationsprozess beteiligt sind". A second one is that
"Implementation um so schwieriger und weniger erfolgreich sein wird,
je heterogener die beteiligten Akteure sind". The needed communication
or coordination as well as the increasing chance of disagreements
-especially when the heterogenity is high-, causes much delay and
adaption of the policy program. According to Cohen, March and Olson
(1972) the policy formulation will result in a "garbage can" when too
many actors try to participate in it. Pressman and Wildavsky (1979)
conciude that a cummulation of delay will follow in the (political)
authorization of a policy plan as a consequence.of "the complexity of
joint action". The authors came to similar conclusions, although they
studied diffrent stages in a policy process, In the case on m.e.
appliction, I studied the whole policy process and analyzed the
involvement of the different actors during this proces.
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From this analysis may be concluded that, what the authors quoted
above, said about certain phases can be transported to the whole
policy process: a lot of actors playing different roles, and a low
level of integration between policy stages will result in a complexity
of joint action and a cummulation of delay. From scheme 2 follows
that, more than 50 actors participated in the m.e. policy process but
in different stages and with heterogenuous responsibilities.

It will not astonish, that different and divergent interests,
cogaitive maps, occupational orientations or vertical and horizontal
bureaucratic relations forming a dynamic balance of power between
these actors, form the constituent variables of a complex function
explaining a policy outcome.

A closer look on scheme 2 showes us, that the policy process was very

fragmented. Many actors participated, but the most of them only in a

limited part of the total proces. A sharp distinction between policy

different stages cam be signalized: ‘ '

- The agenda setting was prepared by the Rathenaucommission and
integrated in the first policy paper on innovation; ite meaning was
at that moment not more than & declared intention to be researched
by interviews (1,2) and followed by much dispute (3,5).

-~ In his reaction on the recommendations of the Rathenau commission
the Minister of Economic Affairs (44) said he would initiate a
credit measure. Through the pressure of an external actor (4) and
the ' perceived threat of a territory, one of the office-managers (5)
ordered two (6,7) of his staff-members to formulate a policy plan,
This policy development appears to be a straight forward matter,
without consulting external actors.

— The fixation of the formulated policy plan is an illustration of the
way bureaucracies operate. Thirteen actors had to authorize the
proposals before the Minister signed it. In spite of the note that
the paper brought a speedy despatch, it was 3 months under
discussion, Actors in the bureaucracy tried to defend their
positions through a strategy of joint responsibilities.

- The introduction of the policy after its acceptance, was executed by
actors who played their roles in earlier stages (6,7) or as
office-chiefs during more stages (5,8), The real policy application
-1.e. the  judgement of . credit applications from individusl
companies- was in essence am activity of new actors who did not
participate in the policy formulation (23, 25 and the advisory
committee), For this reason, after the first applications policy
adaption was necessary. Poliﬁyfofmulation and implementation were
not integrated on the actor level,
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- In the policy termination finally, participated again different
actors. Because a new political trend of de-regulation was put on

the political agenda, the implementing agency certainly could forget
that the policy could be prolonged.

When a Iot of policy-analists declare that a policy proces can not be
divided in phases or different sequential stages -for which they have
good reasons- such a conclusion may not be drawn from an empirical
actor-oriented policy-analysis Jlike the one we present here. The
policy proces from this perspective is so fragmented in different
persens, participating 1in different stages during the process, that
the responsibility for the whole policy process disappears., With this
empirically grounded conclusion, I think that a second explanation of
the £failure of the micro-electronic development credit can be found in
its low level of integration of actors involved in different stages of
this policy.
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Epilogue

Until the 1980's, the outcome of Dutch industrial policy was heavily
defensive, This status quo orientation resulted in large support for
already existent old ailing sectors or individual companies with
continuity problems at the end of life cycles. The outcome was,
partially, the consequence of a solidarity between different interest
groups in this area: employers, labour-unions and political parties.
New emerging sectors or companies could not mobilize the political
support needed to reorient this policy, Imnovation items could conquer
only & marginal position on the annual budget of Economic Affairs.
Further, innovation expenditures before the 1980's appeared to be of a
technology-push character, primarily allocated to military, air and
space or prestige oriented R&D,

At the end of the 1970's public opinion changed as a result of
pioniering studies about the position of Dutch industry omn
micro-electronics and their application, its international
competitiveness and strategic choices which had to be made. This
resulted ulimately in a political agreement that a new course had to
be embarked on. Greater advantage would be gained from innovation
oriented policy and exploitation of new opportunities in selected
areas 1ike biotechnology or micro-electronics. An explicated policy
was presented in a white paper on innovation (1979) and summarized in
this paper in a goal-tree presented on page 10. After a close look on
this scheme, one conclusion could be drawn: technologyapugh factors
were still much more stressed than market-pull variables. This accords
with  Rothwell and Zegveld's (1982, pg. 74) statement that the
policy-theory was rooted in the “theories of a previous intellectual
generation”.

The implementation of the policy proposals followed in the first years
of the 1980's. The annual, nominal budget on innovation increased
absolutely as well as in relation to other budget items. Also real
expenditures grew steadily. But after a closer loock on the
confrontation of the allowed budgets with the realized expenditures,
we found that the successratioc was not so high: between 1980-1983 the
innovation budget on cash basis appeared to be alldcated only for 57%.
In 1980, the remaining money was reallocated to a big aeroplane
company. Following Freeman (1982), we would call this reallocation a
consequence of the preferential treatment of an fnfluential "Iobby'
area, In 19821983 a surplus of more than 500 million Dutch guilders
was spent on the item of support for individual companies with
continuity problems, esp, to restructuring processes in the steel
industry.
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Our conclusion here was, that a new policy has to conquer its place,
especially when it has & redistributive character. 0ld sectors with
entrance on the department of Economic Affairs and the political
decision arena appeared strong enough to slow down the implementation
of a mew policy. But also incubation periods, time needed to elaborate
policy proposals and setting up implementation structures, caused
delay. Every new policy should be aware of such gestation periods and
be modest in its pretenses to arrange large scale effects in the short
term.

The evaluation of 12 more'specific innovation measures showed us, that
only one-third of the expenditures reached small and mediom sized
companies. This was considered contrary to the intentions and stated
objectives in the Innovation paper to give priority to these
categories.  Another detail worthwhile summarizing was that the
instrument-mix was rather dynamic. The Sunset-legislation and
ideological choice to offer only short-term subsidies however have
important negative consequences. The short~term application will not
cause real project effects in companies in initiating new investments.
We stated, that only free-rider, time or scale effects will follow in
this circumstances. '

Finally, we focussed on a case study. The proces—evaluation on the
micro~electronic credit showed us, that the partial success of the
innovation policy in the first years of its execution cannot be
exclusively explained from the trial and error or learning character_
in the incubation period. Explanations can algso be offered from a
policy perspective and actor context., Our case study showed, that a
poor policy-theory or insufficient connection between the problem
definition and policy design also caused failure. The wickedness of g
problem, the defactorizing of solvable problemparts and the
backward-mapping on targetgroups are crucial activities in designing a
policy program. In our case they were absolutely unsufficient
practized.

A second lesson from the case study deals with the multi-actor context
of a policy process. When more than 350 actors participate, in
different stages of a policy process, without responsibility for the
‘whole process or its outcome, the ultimate policyprogram results in a
"garbage can", The integration ratio showed to be very low. Policy
designing and its application to the targetgroup were the
responsibility of completely different actors. The heterogenity in
interests, cognitive maps, occupational orientation, power and
influence resources etc., between this actors will constantly shift
during the proces, Without a clear project management in such
situations, a policy is bound to fail,
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The subject of this paper.zs the mult:nétlonal corporatlcn (sae
footnote) and the way in which 1t mlght be éxpected to respond to the
industrlal and subszdy policies of European governments. There are several
reasons for fastenlng on thls perspactlve, the most obvious being the
almost self-evident proposition that multlnatlonal corporatlons (MNCs )
are likely to be the most 'subsldy‘consclous prlvate enterprlses
.operating in Europe.' Examin;ngtthg_experlence of the-MNC also permits
an examlnatlon of the 'poiitics'bf'fhé firm'. When 1t coles to 1ndustr1al
sub$1dzes the most obvious perspective for the polltlcal geientist is to
analyse state subsidy structures (see Wilks 198“& B) but a suggestlve
lagrature is emerging which also promises insights from an examlnatlon
of the flrm a5 an economlcally efflclent hierarchy capable of pursu:ng
a pollt:cal strategy. An addltlonal benefit of 1ntroduclng the MNC into
a workshop diécuséion is that:it"directs attention tq-tﬁe increasingly
permeable barriers around the Eurbéééq nation states and to pan~European
phenomenon, -such as the internétiqnal'integration of c&ﬁital in Europe.

. The paﬁer is arrange&'iﬁ;fbur.sections. The flrst section advances
a éeries of arguments which broadly support the view of the multinational
as a ‘subsidy conscious' actor.. The second sectlon dlscusses some of the
theoretical interpretations of thls phenomenon, ranglng from the public
~choice school,whzch draws ma:ket orlentated conc1u51ons, to the dependancy
school,who advocate assertive‘state control. The thzrd sectlon questions
whether the MNC can be seen as 4 & slngular, homogenous actor and points to
the importance of its internal dynamlcs and ccrporate strategy. The fourth
section makes some concludlng comments stre351ng the research problem

embodied in def;nlng goverhmen+-1ndustry :elgg;ons not ag a problematie

Note: this term_is uged for convgﬁiencé and familiariti;:_h_mure technically

correct term, preferred by the United Nations, is 'transnational enterprise’,



of government regulating a market but as a relationship marked by
bargaining between a series of little understood, imperfectly co-ordinated

bureancracies.

The 'Subsidy Conscious' tendancies of Multinational Corporations.

There are a variety of a priori reasons for suggesting that some
corporations rather than others would be conscious of the gains to be made
from subsidies. 1In one_subset would be grouped private sector companies
forﬂélly dependant on government either because they are in crisis and on
& subsidy 'life support machine' (eg. BL or Arbed Sasrstahl), or because
they do the majority of their business with govermment. In thé latter
catesory‘would fall the defence corporations which make up the American
'military industrial complex' and whose highly sﬁcceésful pursuit of
subsidy gave rise to analysis of 'Pentagon Capitaiism‘ (Melman, 1970),
or the 'contract state' (Hagpe et al, 1975). In a second subset could be
placed .companies which are not 'state dependant' but might be expected to
have’an interest in waximising subsidies simply because they are 'out for
what they can get', Such companies, which Grant (1984, p.10) might call
"capitalist aggressive™ would recognise subsi&y opportunities as ﬁart of
their operating enviromment. It is with this latter category of firms that
this paper is primarily concermed.

Multinationals might he expected to be especially subsidy conscious
for a range of reasons which relate both to the scale of their operations
and to their internal organisational dynamics. The following six, rather
diverse, sources of 'subsidy consciousness' could be distinguished.

First, a MNC operating in Europe has a huge choice of subsidy
regimes. Assuming that the proposed investment is internationally mobile

the permutations of incentives, =ids and subsidies is infinite. Among

[\



the major categories of sﬁbsidy-ihstruments are:

- caéh.expenditures _

- preferential credits (soft loans)

- tax expenditure

_-'subsldy equivalent of” regulatory neasures

- sSubsidy - elements in publlc purchasing _

- sub51dy equlvalents ef tariffs and non-tariff barriers

(see OECD 1983a,para. k}}

Each Europeén sfate offers some mix of the éhove with consaderable
variation as to fegionél specificity, the balance betweenzcapital and
labour subsidy and tha&reference for cash or tax concesszons. Several
surveys of the range of incentives are avallable (OECD, 1983& b; Allen and )
Yuill (ed9M8: AL implicitly emphas:.se the complex;.t_y_of. the field and
‘the range of options available-tb the discriminatinglin+§5tor. There
have, of dourse, been quife defe;mined efforts by the OECD and the EC to
limit subsidy competition. The EC has, for inStance,l#égotiated a
non=proliferation treaty on régionél aids which is.désignéd to gestfict'
undue competitive advantage_for{natidnél undertakingé-bﬁt;a}so te reduce the
potential fof'1competitive biddingi betwéen.countries=fdr inte*nationally
mobile 1nvestment (although the Comrnlsm.on is very retlcent about th.:l.s
latter problem) Thus the 19?9.agreement on reglona;_a;ds, currently
being re-negotiated, delineétesufive 'Principles.o£:C903dination_of Regional'
Aids' the most,important of,which gstablishes:c%}ingsybffaid intensity. The
leagt developed areas, in the Republic of Ireland-an&_the,Mezzogiorno, are
entitled to give up to 75 per .-één‘ﬁ .-;net grant equivaleﬁt ‘of investment (E_C__
Officigl Journal, € 31, Febr&ér&'19?9) witﬁ a slidiﬁgﬂéééle for more
'prospérous regioﬁs. Claarly, however,the di?er51ty 1n subszdy regines
presents MNCs with the opportun;ty 0 maximise subSLdy beneflt for any
given investment.

Second, MNCs may nbt hafe to seek subsidies,_tﬁey have subsidies

thrust upon them. It can hardly be said thatlgovernmenfé are reticent in



advertising their aid regimes and large potential investors will find
themselves showered with blandishments. They will receive high level
ministerial delegations, fulsome publicity material and specific offers
relating to intended investments. The competition for invesiments is not
only inter-country, there is considerable internal competition. In Britain
there is lobbying from local authorities, regional aséociations, new towns,
regional departments (Scotland, Wales and N.Ireland) as well as national
government. In recent times the proliferatiom of local authority
promotional endeavours has smacked of desperation. There is scmething
pathetic about Merseyside's Development Office advertising the delights of
the area on American West Coast Television. -
This British promotional medley has given rise to considerable

disquiet (see Scottish Affairs Commitiee, 19%¥¢; Hogwood, 19¢)) and prompted
the establishment of a 'Committee on Overseas Promotion' {COP) in the
Department of Industry's promotional agency - the Invest in Britain Buream
(IBB). COP attempits to eliminate wasteful competition but, as Brech and
Sharp (1984, p.11) confirm ''the IEB has relatively weak coordinating powers”.
Inter-state competition has verged periodically into acrimoniouws rivalry.
The Irish Development Agency (IDA) and the Scottish Development Agency (SDA)
have had bitter exchanges over the alleged ‘*poaching' of inéestment, but the
game is played across Burope. In their thorough investigation of the
strategies of American multinationals in Scotland Hood and Young found
that:

at headquarters and affiliate level, executives appeared

very conversant with the incentive packages offered by

by different areas in Eurcpe ... the vary fact that these

corporations are subject to persistent competitive

approaches from other European countries (notably Ireland)

may well confirm that MNE investment decisions are, at

some point in time and in some circumstances, sensitive to

incentive packages i -
(Hood and Young, 1979, p.210)

whilst there may be a suspicion that in practice MNCs are offered

exceptionally attractive investment packages there is for the most part



ne distinction made in Europeanasuheidy regimesebetweéhfeational and
foreign-owned companies. Indeed;elﬁational treatmenf;_cemmitments;
designed to head off discrimination against foreign—oﬁned:cempanies, are
a keystone of the OECD agreement on- multznatlonals (See OECD 1984),
There are some exceptionsz, 1nc1udlng the tradltlonal French prejudice
egainst ‘and British prejudice-in.favour of, foreignlmultinationals.
'Brltlsh subszdy policy provides a partzcularly 1nterest1ng exception. In
July 1979 the new Conservative government revlewed pollcy for selectlve
assistance to industry. It made criteria more rigorouﬁgbut-also made
31gn1fzcent concessions to ‘1nternat10nally mob1le progects' A Department
of Industry document explained that "1nternat10nally moblle 1nvestment has
to be won in the face of fierce competition from other countries" (Dol,
1980, para 26). The implieatione of this change wereeonly slowly realised.
. They emerged in debates over the lesan investment. in Tyne and Wear when
comparisons were made bhetween eld avallable to lesan and aid available
to the purchesere of the Glasgow Bethgate lorry plant_belng sold by BL.
Asked "why should an indigenoua motor industry employef,receive less
favourable terme than those on offer te the Japanese”“ Norman Tebbit, the
Industry Secretary, replied that "dlfferent reglmes of ‘assistance are
available for those projects wh;ch,are 1nternat10nally mebile and those
which are not'. -Aeked by Peter ShOre'ﬁwhat is the jquificatiOn for
treating Japanese and other dqmpanies_more favourablj:tean British firms?"
Tebbit mccused Shore of xenophobia and added,
of course there is-a-justifieation fer;ogfeﬁing_particularly
- attractive terms to bring to the country-intermationally
mobile projects which otherwise might go to another part
of the EC and have free access fo our market but would
not provide jobs
_ " (Haneard, 6‘1, cols 300 302, 6 June '1984)
British government also analyses its. dlscretlonary selectlve finaneial

assistance by nationality of re01p1ent. Pigures 1ndzcate that foreign

companies have increased their ehare-ef such hel?. Tn 1981-82 foreign



companies received 47 per cent of regional selective assistance (about

£50 milliion) and 54 per cent of national selective assistance (about

£21 million) (IBB, 1982, p.15). Such subsidy competition stimulates

subsidy copsciousness and emphasises the irratiomality of the process.

Brech and Sharp (1984, p.101) conclude théir study with the thought that

"it is vital that Britain should support the EEC efforts to limit multilaterally
the amount of subsidy offered per job. The auction that currently takes

place between community countries for internationally mobile projects is
ludicrous and seif-defeatingt,

A third reason for suggesting that MNCs will pursue and receive
subsidies is that on the whole MNCs are concen%rated in éafital intensive
and technology intensive industrial sectors (Hood and Young, 19?9¢»},
Capital intensiveness makes MNCs more sensitive to capital subsidies and,
for the most part, European subsidy regimes concentrate upon cag.tal rather
than labour subsidies. Again, taking the British example, there has been
consistent criticism of the bias towards capital-intensity incorporated in
policy instruments such as the regional development grant. Some now
notorious absurdities occurred in 1975-76 when North Sea oil terminals were
awarded grants of about £150 milliﬁn, a 'cost per job' in one case of
£300,000, These investments could, geographically and technically, have
been placed nowhere else and simply represented a 'windfall profit! for
the oil companies involved (see Northcott, 1977, p.73). Similérly, the
'high tech' nature of many MNCs makes them sectorally attractive to
governments keen to establish a presence in innovatory 'sunrise' sectors.
Their importance as vehicles for the transmi%sion of technoleogy makes
multinationals like Fujitsu, IBM or Univac particularly attractive to
government. There is the general appeal of 'state of the art' technology;
there is the attraction of contributing—to a general sectoral capability and
there is the 'demonstration effect'. Attracting several high tech firms

gives an air of dynamisn and the promise of external economies reputed



to be tﬁpical of Slllcan Valley (and now Slllcon Glen)

The fourth reason for supposzng MNCs to be. 'subsidy conscious'’
deri#es from the.recent literature on the MNC as an_organisatlonal and
economic entity. Zconomists have naturally fournd it dlfflcult to account
for the growth and survival of MNCs employing the tools of neo-cla551cal
economics. In a world of perfggt markets the_MWC would slmply not exist and
the phénpmenou;has therefore hﬁs@orically heen explainéd_by a combination of
'ownership specific adﬁantages' ibasically_oligopolistic-advéntages), and
'location specific advantages' (éuch as access to cheaﬁ iabour, raw materials
and proximity to the market}. -More recently economiq analysis has focused
on a different but comylementary_perspecti?e, that,ofi'internalisatiﬁn'.

At the risk of over-simplification internalisation thépry points to the
_inefficiéﬁgz of the market in executing Eértain tfansadfions. When it
comes . to setting prices, controlllng quallty, enaurlng 1egal compliance
‘and flndlng contractual partners markets in practlce can be very costly.
Such transact:ons can often be performed more efflc;ent;y within the firm
_ by-meanS'of'éwnership and aufﬁéfiﬁj‘relations exerted_th?pugh hierarchies

of control. The argument also applies par excellencé tdﬂthe exchange of

proprletary knowledge, 1ntermed1ate technology and 'know-how' It can he
_vlrtually impossible to place an accurate, or indeed any, price ocn an
intermediate industrial procéss_ér an iniaggible manaégmgpt skill such as
how besf.£o drganise a (Japanééé style) 'qualitfzcirci;f;..ﬁnowledge of
this sorf gives the firm an adﬁaniaéé, and acts as a 'pﬁt’i'i_ic' good within the
firm, buf'cannot be realised'ééwa"iradeable'commoditﬁidﬁéside the firm - it
is not susceptlble to patentlng, 11c9n31ng or contractual sale.

What we have here is an attempt by eccnomlsts to develop a
more 50ph1st1cated theory of the flrm - generally a woefully neglected area.
Internalisation theory was develOped {Coase, 1937), and can be used, in

relation to national firms but'its explanatory powef-ié particularly



applicable to MNCs (see Buckley and Casson, 1976; Rugman (ed), 1982:
Casson.{ed), 1983; Williamson,1981). Although internalisation theory is
as yet relatively unrefined it represents a very welcome development. It
comprises a body of analytie theory which is prepared to accept what the _
more politically aware economists have been willing to accept since
Berle and Means (1932), namely that industrial concentration is the order
of the day; the departures from the canons of perfect competition are so
extreme that neo-classical theory may have only absiract relevance; and that
economic and industrial policy has té recognise the econcomic and political
power of oligopolistic industrial groupings. Thus attention is directed to
the question of efficiancy in hierarchies, as one recent siurvey argues:

thus emerges a rudimentary economic organisation, the

firm, centrally characterised by the authority relations

and the hierarchical direction of production. The driving

force behind its emergence is efficiency: economic agents

arrange production within firms - they substitute authority

relations for market relations - in order to reduce fransaction

costs and produce more efficiently

(Moe, 1984, p.143).
Clearly there is a convergence here between the work of industrial economists
and the emphasis given by buéiness historians to the evolution of 'management
hierarchies' and the importance of 'M -~form' (Multidivisional form) of
industrial organisaticn {Chandler, 19??; Chandler and Daems (e&s), 1980).
What do these theories imply for the propensity of MNCs to pursue

subsidies? They suggest two sources of increased subsidy pursuit. On the
one hand internalisation theories suggest that the success of MNCs rests
increasingly on two factors; the quality of its intermal organisation and
the ability.to devise a suitable long term corporate strategy. The planning
of what to internalise, and thé efficiency with wﬁich internal transactions
are conducted are as importanf as conventional decisions about §rices, wages
and markets. Thus the MNC which successfully survives in today's highly

competitive gloval market will embody a rationalist, calculative hierarchy

whose forté is the anticipation and expleitation of sources of advantage

and which controls and integrates a range of subsidiaries spread across



a numBer'éf countries. 'The'hiéraréhy also has'discréfibn. Managerial

roém for minoever is substantiéi. _Since many.of.thé:féievant market
transactions héve_been brought ’iﬁ house'.they can bé.ééntrolled and
'Iameéded in a'mér7élexible-£a$hién.. If subsidies are-aﬁéilable a rationalist
orgénisation of this ﬁatura.woﬁld; almﬁst by definitiéﬁ;mpﬁrsue them.

On the other hand, give# thét MNCs must have cqrporate strategies
in ofder to giﬁe purpose to the:patﬁern of internaliéatidﬁ; then such |
strategies are open to interprétatién.by government._ S§ia£egies are
flexible and can be inflneﬁced. Thus, for instance,:thé strategic decisions
by Ford and General Motors to supply Britain from coﬁﬁinéntal cay plants-
have increased import penetration ('captive imborts'}-bf;ofer 20 per cent.
and have stimulated UK government negotiation with t:hé..c:.ompanies. In this
and simiiar cases'government.is.preéeﬁted”with an obﬁiﬁﬁslj.adverse strategy
which it ig virtually invited'to ré§tify.by means_of.sgﬁéidy.' Both government
and the MNC hence have-én incéntivé t& bargain over aﬁéﬁﬁmeﬁts to flexible
strategies, a.bhenbmenon that prbmﬁtéd'ﬂood and Ybuﬁglﬁs.remark that
t.'.5'11::,11.c:,:i.rcumesn:.anc.::eas would in themselves justify thé'pdli&yfmaker keeping.
very close to corporate staff in the U‘“'and'to endofée a 'coﬁpany SPecifié'
approach "simply because thé (mﬁltinational) corporatiéﬁ'iﬁvariably has
_@ore_strategic'alternatives open to it than indigenoﬁé firm5" {Hoed ans
Toung, 19?9; pp.6k and 211). _'

A fifth tendancy.infiuéndiﬁg MNCs towards subéidﬁ:gﬁnsciousnéssﬁ
lies in the faéf that Japaneée:#ngigméricén multinatidﬁa;s are, when.
operating in Eﬁrope, genuinelf;étatéless. As'StoffaEé_father glumly
remafks,."the EufoPean market is used more efficiepflj.by Jépanese and
American-muitinational firms;tﬁqﬁ §f the_ﬁurbpean fifmS th§mse1ves" (Stoffaés,
1984, p;292)§ Thus the'noh-ﬁﬁfoﬁgah-MNés do not havaatﬂe loyalty to, or
simple familiarity with, aﬁy one'ﬂﬁfoPEaﬁ state and coﬁld therefore be
- expected to appiy-a more utilitarian approach to planning their European

Operations. Although they may initially find the UK more welcoming, for
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reasons allied to language and culture as well as policy, they do not

have the moral and material pressures of a domestic workforce, financial
iﬁstitutions, shareholders and government expressing a prefgrence for
investment 'at home'. There are alsc, however, more tangible reasons for such
MNCs to adopt a wider European perspective.

When it comes to nationalised industries and sectors in difficulties
there is an inevitable tendancy of governments to help national rather'than
foreign firms. in‘sectors like motor vehicles MNCs are thus competing
with a series of 'national champions'. Peugeot and Renault receive soft
loans, Renault receives state equity, as did BL. Fiat, Alfa Romeo and
Volkswagen have all received preferential assistance: it is therefore
comprehensible if GM and Ford attempt to negotiate fﬁvcurable assistance
packages when making new investments. As part of this phenomenon there are
inéications that the larger MNCs are concerned to maintain cordial relations
with governments by diversifying across Europe and employing a 'country
neutral’ location strategy. A company like IBM which wishes to sell in all
European markets prefers to balance its invesiments in order to spread the
benéfits of its presence and avoid too ostentatious a péeference for, or
prejudice against, any large European country. Whilst this behavious does
not lead to subsidy pursuit per se it does indicate a Europe-wide scanning
of the environment which could hardiy fail to take note of competitive
subsidy regimes.

_ A sixth reason for supposing MNCs to be 'subsidy conscious’ is the
obgerved fact of some dramatic subsidy auctions. The nmotor industry offers
several recent examples. Thus we can point to Nissan's investment in
Tyne and Wear, GM's Austrian engine plant and Ford's now aborted proposal
for a new assembly plant in Porﬁugal. But perhaps the most remarkable

example was Ford's negotiation with several Zuropean governments during

the Summer of 1977 over the location of its new engine plant. The plant



was eventually located at Bridgendlin South Wales.afﬁer;Fe:d had negotiated
a'secret but'allegedly very generous; subsidy package., It was widely
felt that Ford preferred Brldgend in any case but had played governments :
off against one another to secure the best possible subeldy bonus. The
conclugion reached by Dunkerley et al. was that:

Ford's trans-national organisation allows it flexibility

to avoid unfavourable state regulations at the same time

as exploiting those offering positive advantages. This

flexibility is enhancéed by a highly centralised decision

making structure capable of considerable manoeuvrabllmty

‘within existing parameters

(Dunkerley et al al 1980, pe25J).

More recnt analyses cite euthorltatlve eources who clalm that the Labour
Government eventually offered a grant package of £143 mllllon on a- total
capltal cost of £180 miliion, a sub51dy of 82 per cent. What is more, the
_promised JOb -creation of 2 500 never materlallsed.' The-work force is said
'never to have exceeded 1,800 (TURU 1985, pp.6,7).. The cost per job of
aseletance to thlS hlghly profltable Ford subeidiary wag therefore
£82, g22. This sort of determined pursuit of maxirmum subs;dy is unlikely
to be typlcal, the evidence is underetandably hard to come by. It does

demonatrate, however, that elaborate, extengive and very expenelve subsmdy

auctlons do take place.

Interpretations of Multinational Subsidy Proclivities.

' The sfudy of MNCs has goﬁeesomewhet out ofifaehion-since ebout'
1978. The spate of populist ee&“aiarmist.etudiee of ‘how MNCs were about to
render the-natioﬁ state redundent subsided as it beceﬁe:cleer that the
1nternat10uallsatlon of capital was a gradual process 1n wthh MNCs had only
a partlal ablllty to convert thelr econom,c power 1nto politlcal influence.
In the Anglo-American llterature_study of multinationals has become confined
lafgely-to a specialised group of ihduetriel economiStef(see Casson {(ed),

1983) and to develcpment Specialists (see Kirkpatrick et al, 1984). As far
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as the developed economies are concerned the interest of political scientists
has declined. For the most part multinationals have been treated not as

a seperate and distinctive phenomenon but as a particular examplé of a more
general problematic such as the internal politics of the firm; the firm

as political lobbyist; the politiés of induétrial condent?ation} the power

of capital to control labour; or the problems of devising an industrial

pelicy.

We can, however, glean from the literature some suggestions as
to the political behaviour of MICs in relation to subsidies. There is, for
instance, the analysis offered by the 'public cheice' school; by the
'meso-economic’ school and by the 'dependancy{.school, eécﬁ of which suggest
that multinationals have the opportunity to pursue subsidy although they
vary in interpretations as to whether they do so‘and vary in their conclusions
about pelitical impact and policy responses.

The more populist versions of the public choice approéch can be
tediocus in their one-dimensional advocacy of greater competition and relience
on an inddvidual utility maximising image of behaviour. The school is,
however, increasingly influential and its propositions are attractive to
market obsessed governments, On the subject of government's relations with
individual firms the public¢ choice analysis of transactions withiﬁ a political
market posits politicians offering favourable freatment to firms in order
to 'buy votes'; and firms pursuing governmental assistance in order to
maximise their profits. The analysis has been applied to the supply of, and
demand for, government regulation (Stigler,19823 Peacock (ed), 1984) but it
is also applied specifically to subsidy proliferation by Burton. He argues,
in an argument reminiscent of Brittan (1977), that "democratic political
systems contain an inherent bias towards subsidisation of industry" (Burton,
1979, p.41), largely because they are motivated to maximisé voter support.

The basic hypethesis seems fo be that politicians believe that they can
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buy votes in glven.constltuencles by subsidising strateglcally located
fl:ms._ Thls tendancy is relnforced by 'fiscal illusion’ (benefits are
clear and concentrated, costs are ephemeral and d1sper5ed)_and by other
equally nOn—economic motives.. Howiey;.for instancé, éileges that
| " some politicians may wlsh to curry favour w1th the top

management of momopolistic enterprises, given the uncertainties

of political life, in the expectation that future

employment opportunltles mzy be made avallable in their

post—polltlcal careers

- - (Rowley, 1982, p.52).
The effect on profit seeking flrms is to offer them an alternatlve source
of revenue so that they divert energies to lobbylng for subsidy and become
'suhSIdy maxlmlsers‘ On the international scene domestlc sub31dy creates
& new hldden form of protectlonism whlle “coméeltlon via subs:dles to
attract the new plant investments of major-internatidnal_companies has .
become naked to the point of ?iftual iﬁdecency" fBurfdﬁ, 1979, p.57). In
a.more récenﬁ restatement of his.éfgumept Burton (ﬂéssiﬁrgiterates this
analysis-stressing agéin the 'fént'seeking' (iei'subéiﬁj_seeking}’
behaviour of enterﬁrises,.partiéularly'those in decliniﬁg industrial
sebtors. But while in 1979 he was streSSIng the need for Brltaln to move
to a soclal market economy in 1983 he is critical of contlnued Conservative
interventionism and advocates ‘the avoidance "as far as possible“ (p.74) of
s&lecéive interventions. | n
Whlle it is difficult to ‘take Burton serloﬁsly in hls hizarre

mlsrepresentatlon of voter behav1our and pelitical motlvatlons he is
1nterest;ng as one observér who.ls wllllng to emphasnse_'sub31dy maximising'
firm behaviour. ﬁe appears to be'3uggesting thatlfirméfmove from an
economic' to a more explicitly political caleulus when. confronted with
subsidy inclinedjgovernmsnté;};ngpgr.§hanmperfprmi?é}aé market logic would
fequire ;'némely incorporating_shﬁsidiea_into market @aiéulations as eg.
reducing factor-COSts, facilitéting market access or_redﬁcing'operating~

overheads - and then making a prbfit méximising decisidn; he is actually
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suggesting that the firm will aggressively pursue subsidies for their own
sake, They will change their organisation, promote skilled lobbyists rather
than competent managers and re-orientate their activities.. Iﬁst;ad of
gsubsidies medifying market pressures, as they are intended to do, they
over-ride the market. Rather than responding te competitive pressures,
firms respond to indications of government approval. This is a bold
position which at least represents an extreme case argument, although it
might be noted that this is'a general theory of firm behaviour and not
related exclusively to multinationals.

An alﬁerﬁative set of propositions is offered by thé amny economists
who have written on the social and political implications of corborate
concentration and oligopelistic competition. This diverse field can be

broadened to encompass Baran and Sweezy (1966), Galbraith (1969}, Utton

e rrj:;.l' ‘l'!" '

(1982) and Hannah.(1976), but the writer who has given most attention to
the role of MNCs and to the policy implications of international oligopoly
is 8tuart Holland. This school can be termed the 'meso-economic school’
following Holland's label for the

-

mzlti-product, multi-company and multi-national enterprises
whose size and spread span the gap between micro and macro
economics. The firms themselves have begen varicusly
described as monopolies, oligopolies, leader firms or the
'planning system’ ‘ _

(Holland, 1976, .29}
In Britain the literature is agreed that the industrial eccnomy is
highly concentrated with about 40 per cent of industrial output produced
by the 100 largest firms. Grant and Nath (1984, p.60) even cite a2 Cabinet
Office gtudy which speculates that up to 70 per cent of manufacturing
ouztput is controlled by the top 100 firms. At the BEuropean level there

is also evidence of considerable and increasing concentration. XEC figures

reveal that the 40 largest firms produce a fifth of manufacturing output:
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Table 1. _Gencentratien.iﬁ-EC Manufacturing Indﬁstry

share of ..., largest firms . share o£ ess largest firms

in total turnover % E in total employment %

0.k 280 - 0 4 280

1972 6.3 15.6  31.0
1974 7.3 17.5  32.6 | |
1976 8.5 19.4  36.2 . 835 2006 36,9

1978 8.0 17.9 3. | 9.1 201 37.0
1980 8.3 18,7 35,8 S g.b _20 Lo 37,5 )
1984 8.7 19.2 36.6 ’9.6'* 20,4 38,1

(source: European Commission, 1994,p.197)

Analyses vary as to the.causes and 1mp11cation$ of .such concentratlon.' -
At the very least thers 1s_ag:eement that large flrme'ere in many important
respects independant from market pressures. .Theif_Beha#ioﬁr'cannot be -
analysed ueing'the standard tooleﬁand models of neo-cisssical economics.
Large firms may pursue growth rather than prof;ts, maé create markets by
manlpulatxng coneumer demand, may take a very long term rather than a short
term proflt horlzon, ney crosa-subsmdlse and may act 1n ecenomlcally non=
rational waye, dependlng on the prloritles of senior managers or management
cadres. | _ | | |

Holland goes further than much of this litefaéﬁﬁe.in identifying
distineﬁivefedvantages availeble'te MNCs. His main concern is the progresszve
1rrelevance of tradltlonal forms of national industrlal pol:cy. Wlthout an
“adequate theory to exPla1n the-worklngs of the ‘meso-ecenomy', he argﬁes,
1ndustr1al pollcy is based on xrrelevant theoretlcal foundatzons and the -
1nstruments of industrial pollcy are rendered powerlees or simply counter-
product:.ve. . .

withﬁreepect-to subsiﬁyiﬂellan&'argees théf.ﬂﬁﬁehere'felatively
disinterested. ﬁrawipg eone;esions ffom'the exteneieeee#aminatien of
firﬁ's reactioﬁe_to regional ineeﬁeiveé undertaken-bﬁethe House of Commons

Expenditure Commitiee he argued thatt



the theme emerging from evidenve to the Committee (is)
that ... assistance frequently was seen as a bonus rather than
as an important factor in the location decision. In practice,
in the case of multinational companies, regional aid can mean
wassive handouts to some of the wealthiest ¢ mpanies in the
world- '
his conclusion was that "the Committee should consider new forms of
selectivity in regional policy for leading national companies and multinational
firms" (Holland, 1973, p.689). The British Conservative government have, of
‘course,recently redesigned regional incentives in exactly this fashion.
Holland thus feels that the ability to attract subsidies is a relatively
marginal consideration for most multinationals. Their opportunities to
maximise revenue through passing on cost increases, through minimising
tax burdens by transfer price manipulation and through the exploitation of
low wage production locations far outweigh the modest benefits available
as subsidies. Thus "evidence from British and UGS MNCs shows that the scalé
of regional incentives which they discount in Britain has been staggering"
(Holland, 1976, p.id).

It is ceftainly a common response by firms to empirical inguiry
about location decisions that financial incentives make relatively little
difference. Northcott's study stressed proximity to the market zs an
important consideration for MNCs and several of his sample companies argued
either that incentives made no difference or that "they would not undertake
a new project unless it was viable even without grants" (Northcott, 1977,
p.68). In their study of multinationals in Scotland Hood and Young also
found considerable disparity, including a group of MNCs

characterised by views that regional incentives had no
influence whatsoever on locational planning since they were
seen as 'purely temporary and volatile', and decisions of
the magnitude made by corporations required much more
fundamental justification
(Hood and Young, 1979, p.182).
On the other hand, interpretation of survey material is difficult and the

study authors gained the overall impression 'that regional incentives were

in general of much more importance than many corporations were prepared



to admit" (Hood and Youné, 19?93._-209)- Thus, whileeﬁsiiand's thesis
receives some emplrlcal valldatlon lt cannot be clelmed that the logic
behind it has been validated or that it has been tested more than partlelly.
It remains a productlve hypothesis whlch, if accepted, would require
admlnlstratlve control over MNCs rather:than any attempt to affect behaviour
by general;sed subsidy structures. |

A third perspective is to be found in attempts tu apply deVelopmental
concepts to the European experlenee. The insights genersted by warious
strands of the 'dependancy school! hsfe been employed fo analyse European
1ntegratlon and 'core—per1phery' relations 1n.the perlpheral European
ecopomies, In the analysis of structures of dependance the 1ntegratlon of
ecenomles through the activities of MNCs is regarded as ap important and

muiﬁl—dlmen51onal factor. The MNC is said to impose a hlerarchleal division

of labour with_1ower'order.aetivities located in peripherel economies.

Multinationalscapital wili'festef sjmpathetie local peliéical formations,
perhaps taking the form of a-biiest 'comprador' class; if will extract
surp}us and will inhibit the ﬁetestial for selfuperﬁetsatihg'indigenous
de#eloPment.e The.debates.are intense and a consideraﬁle'amount of empirical
work has been undertaken on the role of MNCs in less developed countries

(see.K1rkpatr1ck et al, 1984, chapter L), To apply such theories to the
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peripheral economies and regiens-of'Enrope provldes.a-stlmulatlng perspective

~which puts subsidies into a. dlstlnctlve contaxt. The deliberate choice of

multlnatlonal investment as a path to 1ndustriallsatlon and development

through a generous incentive pollcy is thus regarded as_hsslng profdéund

effects on the nature of clsss relatlons, economlc pellcy and the direction
of-de?elopment.' In this context the case of ‘the Republlc of Ireland is
particulerly 1nterest1ng. ) | R

Slnce 1958 ireland has pursued.a pollcy of. '1ndustriallsat10n-by

—invitation' (Stanton, 1979, p.104}. -The major 1ncent1ves are generous



capital grants (up to at least 60 per cemt), and tax concessions (zero

tax attributable to profits on export sales up to 1981, subsequently 10 per cent
corporation tax), Whether policy has been smccessful on a broad canvass

is beyond the scope of this paper, it has, however, been strikingly

'successful in attracting foreign capital into the Republicy "iﬁ the

decade 1960-70 74 per cent of industrial development came from overseas"
(Schaifer, 1979, p+239). The Irish Industrial Development Authority (IDA),
which negotiates grant packages, has hecome an imporfant state institution

with steadily expanding activities, hence:
Table 2, IDA Activity

new job approvals . 1960-69 42,500 o -
new job approvals 1970-79 192,380  (49% from overseas)

Overall average grant percentages of capital costs:

foreign contrelled indigenous
197% ) 22.4 27.5
977 B 36.2
1979 b5 31.8

(source, Hood and Young, 1983, p.80)

Schaffer confirms that the incentive policy was the most important factor
in attracting industry (as opposed, for instance, to the availability of

a cheap ldbour pool). He also argues that the administrative discretién
typical of Irish adninistrative culture, combined with adept MNC bargaining,
produced a distinctive political process and some very favourable outcomes .

for MNCs, hence:

the instrumentation of the new (incentive) policies set up
new rules and prizes: successful access to favours of government
development institutions. There was then a coincident
domination of an 'access game' by foreign enterprises. The
game was discretionary and complex. At the same time it was
extraordinarily and demonstrably generous to the wianer, the
favoured and successful applicant, in what it gave him and in
what decisions it left in his hands

(Schaffer, 1979, pp.2i0o=41).
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Heod and Young's sample sﬁrﬁey cbnfirms the déclared;ihébrtance of incentive
structﬁres. Comparlng the responses of MNCS located in Ireland and in the
'Brmtzsh regions shows that 1ncent1ves are a far more 1mportant factor in
.Ireland.

Table 3. Location Determinants in the UK Assisted Areas (AAs)
and the Republlc of Ireland.

Govt._ financial a351stance : : _féﬁﬁétructures-
total ' Ads Irela.nd ' totai"_j'--” Ads . TIreland
 no, % % . % no. % % %
Very Imp. 40 333 27 65 . 15 125 - 75
Imp. 1y M7 1200 0 ' b o33 3 5
Not Imp. 59 49.2 54 25 © 917 75.8 88 15
N/A 7 5.8 7 - 0. 83 9 5
{20 100 w00 . 100 120 100 100 100
Iﬁp. = Imporfant _ o -__: | (source, Hodd?apd,Young, 1983, p.257)

npte: based on a comprehensive-questionairre'and inte;yiew programme over 1981-82.

Thus two thzrds to three quarters of tha MNCs in Ireland said that finaneial
and tax 1ncent1ves were 'very 1mportant' in thelr locatzon decision. . These
flrms could be: said to be the sub51dy maxlmisers and from the dependancy
v1ewp01nt the over-reliance of the Irish industrial economy on such firms
has been regarded as producing dlstortlons in the short term and 1nsecur1ty
in the longer term. Seers concluded that, whlle Ireland's 1ndustry had
‘performed dynamically up to_1980
the capital has been. predomlnately foreign in origin, so that
levels of output and employment in this sector could be
‘affected by changes in ithe worldwide policies of a number of
corporations over which the Irish government would
have virtually zero influence
(Seers, j980;vp,308)
| This analysis poses thQTQuEStion in the IriShib#éé'as to whether
preferential treatment given to mulfinationals, a&ded.to their other

inherent advantages, is likely to produce dependant industrialisation.



Hierarchy, Strategy and the Multinational

There is disagreement on just how distinctive MNCs are. From one

viewpoint they cam be seen simply as large private enterprises, from
another the ;arger MNCs can be seen as a remarkably stable group of global
companies with relatively few entries or exits over'extended.time periods.
AAnalysing this latter phenoménon Taylor and Thrift point to distinctive
'cohorts' of, respectively, large regional multinationals and a group of
'global’ corporations. They identify complex organisétional changes and
gaps which make entry to such groups difficult and they suggest that
the weight of the argument developed on the.evidence from
industrial economics is that multinationals are a group of
enterprises set apart from other types of business organisations,
which may enjoy seperate and distinctive forms of development
(Taylor and Thrift, 1982, p.19).

The ability of multinatioﬁals consistently to succeed and to prosﬁer
is based on a combirnation of econcmic and political advantages. There is
no space in this paper to review either the economic literature or the
debates over mercantalist versus supra-nationalist interpretations of
the MNC's relations with states. What should be emphasised, however, is
that MNCs are quintessentially political organisations., They distribute
and redistribute resources between states according to mapnagerial discretion
and corporate strategy in a system governed partly be sconomic constraints
but governed also by authority relations in a managerial hierarchy.

While economists have always accepted 'external control' as the
defining feature of a multinational affiliate it is only recently that the
importance of the internalisation of transactions within the multinatiomal
has been recognised. The most authoeritative contemporary economic theory
of the multinational thus inceorporates internalisétion ag one of three
key features (the others being ownership and locational advantages, éee

Dunning's 'eclectic theory of the multinational'in Dunning, 1981), The

importance of transactional analysis to the understanding of the growth of

20
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the firm was noted above.. Ghandler=(19?7) has démonotroted how the growth
of American large firms can be explalned by the greater efflclency of
hlerarchlcal coordination by management over market coordlnatlon by
contraot. At the same time ﬁilliamson:(1975)_has.on31§3od'£he circumstances
in which authority relations witﬁin.the firm - and thé.orolution of *firm
governance' - will substitute for the market. He estabiishes.circumstances
in wh;ch open contracting in the market leads to gross 1neff1c1ency due
to human and to Organisational'factors. The -human factors-lnclude bounded
ratzonality {3 la Simon), amd 0pportun18m (defined as "self interest seeking
with gulle" - Williamson and Ouchl, 1983, p.16); the enV1ronmental factors
are uncertainty/complexity and small numbers of transactlons. Willjamson
is thus dirocting attention to the internal organisatiooiof-the firm and to
the way-in-which'transactions can b;%ﬁon%rolled moro efficiently within the
firm than within the market. Fbr ocohomr8£s this-is a new research.project:
| ‘the firm as a productlon function needs to make way |

for the view of the firm as a governance structure if the

ramifications of 1ntsrna1 organisation are to be accurately
- assessed

(Williemson, 198 s P+1539 = omthS}s in original)
The ééntiment is one that politicolﬂsciontiots could_ohogrfully_subscribe
to. | | .

The 'new economics of.organisation' has giveo rise to great

excitement (Moe, 1984), énd'groot controvorsy_(FrancisLQE;E%, 1983), and
is haring an impoct on polioy_onolysia (see Geroskiiaodioaquemin, 1984},
As yet, empirioal applications are“modest but in relation to MNCe there
appears to be a potential for analy31ng the 1ntornal operatlon of managerial
discretion, 1ntegrat10n, location.of dec1szon making and evolution of
corporate strategy. Take, for: instance, the 1ssue of corporate strategy.
| For a MNC current theory suggests that it galns cost advantages from
interﬁollslng transactzons. But by the same token, for an exten51vely
integrared MNC, the level of internaliSation is high and must iiself be

controlled in the absence of markét Signals. In short, the MNC has to
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evolve its own internal pian ér strategy in order to allocate resources, to
centrol activities, to identify volumes of purchases and sales, to identify
technological applications and so on. The importance of internal strategy
andplanning is therefore centrél. Put at its most forceful it ié not a
strategy in the market, it is a strategy instead of the market; for Chandler
and for Wiiliamson the hierarchy of the firm substitutes for the market.
Again, it is not that the MNC will probably have a comprehensive strategy,.
internalisation theory asserts that it must have a comprehensive strategy.
The strategy is not designed simply to exploit a particular advantage, in
important respects the strategy is the comparative'advantage.

Simply to assert the importance of ‘corporate sirategy' leaves a
more clearly defined but still substantially unexplored research field. It
is necessary to analyse corporate policy in global corporations just as it
is necesgsary to analyse industrial policy in governments. An understanding
of corporate policy could lead to elementary changes in government's
dealings with multinationals. It is, for instance, upprodﬁctive te offer
investment incentives if the 'policy' of the company is to take decisions
on p;rely commercial criteria, discounting incentives. Similarly,
discussion of corporate expansion plans with local management is pointless
if corporate policy is to make al%&nvestment decisions in the US headguarters.
At the same time, reification should be avoided. Just as government
bureaucracies suffer dysfunctions, and policies are often contradictory, so
the multinational strategy, while achieving minimum levels of efficiency,
is likely to be ambiguous in design and imprecise and confused in application.
As ‘Williamson (1981, p.1550) points out

merely to transfer a transaction out of the merket into the
firm does not, by itself, assure that the activity will be
effectively organised thereafter. Not only are bounded

rationality and opportunism ubiquitous, but the problems
presented by both vary with changes in internmal organisation.

The problems this poses in dealihg with MNCs can be illustrated by the

two issues of location of strategic decision making and of internal
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'_administrafive control.

Thg'éxistance of a stfategy.imp1ies some cent:éildesign and
‘decigsion-making capability wﬁiéh hég, in turn, certéiﬁ[iﬁpligations for
Organisational structure. - Both'Wiiliamson and'Chandiinﬁestify to the
R advantages of ihe 'M -form! borpérate structure. 'Uﬁiiké the 'U-form',
which incbrporates functional divisions into a unitafy hierarchy; the
M-form involves a multi-diviéi§nai:étructure of-produdt?&f_geographical
© divisions coordiﬁated by a heédQuér£ers staff. The difisidns have, in
theory, considerable operational éutonomy but the headquarters is responsible
: for evolving, coordinating-and'contfolling the-stratggj: The literature
on multinétionél business orgaﬁistion is agreed that Aﬁerican corporations
tend to be highly centrallsed European less: 56 and Japanese relatlvely
_decentrallsed in thé;r declslcn maklng {see, for 1nstance, Garnier,19384),

‘With centrallsed deClSlon maklng comes the neceeslty for detailed
cdntrdl over multinational afflllates. There is, agaln, a con81der&ble

literature on the scale and 1ntenszty of control whlch conflrms firstly,
that external control is wldespread and secondly, that it is often less
than‘effect1ve. Management text books pay con31derable-attenticn to -
functlonal and. geographlcal control strategies (see, for 1nstance, Fayerweathar,.
1982 Robock at- al 19?7}. Such te;tbooks are, 1nc1dentally, fasclnationg
in their dchussiQn of 'pq;itipal-fiék-analysis'_(ieQ?risk of government
.'exerting'caﬁtrdl.o#er the_entérpfige} and in1thei#-§d;§f5100d9ds dispassiocnate
analysis of ways to.avoid, minimise or cowater suchf}iéké (see, eg.
Robock, et al, 1977, chapter 125 ‘The Countervazllng Power of International
Business')., Centralised external control gives rise to a: series of potential
dysfunctions, 1nclud1ng ‘executzve frustratlon" for 1nstance-
a.senzor s subs1d1ary vice preSLdent seems" to have voiced
-the concern of many when he narrated the following episode:
-'The opening of regional headquarters in Brussels has taken
away much of our decision @eking power and authorlty. cie WE
“voiced strong objection to an advertising programme that the
regional headquarters proposed ... our objection went unheeded

‘and the advertising campaign turned out to be a disaster. We
are also having problems recruiting managerial personnel



because the job lacks any real challenge and decision
making authority!
(Negandhi and Baliga, 1981, p.112)

The indications are that in order to overcome control problems MNCs are
moving away from blunt controls over résources (eg, giving permission for
investments or dictatirg technology) and towards 'subtle controls'.
Mature MNCs are turning to the creation of an 'administrative context® which
"may be defined as the net effect on managerial behaviour of influence
mechanisms such as executive compensation, budgetting systems and career
progression patterns" (Prahaled and Doz, 1981, p.194). In other words,
'corporate culture' is important in understanding corporate strategy and
control. : . - -

One important aspect of that culture is the attitude of businessmen
. to state intervention. US businessmen are regarded as being remarkably
hostile to the state and Vogel has argued that "American multinational
corporate managers could transfer the suspicion of government of their
forefathers to the international arena" (Vogel, 1978, p.78). The rejection
of state intervention has been seen as a 'classwide rétionality' of the US
corp&rate elite {Useen, ﬂ982); it finds echces in empirical work such as
Hood and Young's (1979, p.188) discussicn of a

frequently cited issue, namely conservatism amongst management
at corporate headquarters. Attention was frequently drawn to
to the fact that the parents of many of the (Scottish)

sample firms were located in the conservative mid-West of

of the US. Discussions of the UK environment and government
policy thus often turned towards the bias in the perceptions
of US management.

In appiying such arguments to the issue of MNCs and subsidy four
propositions emerge. PFirst, for the large, global US corporatiomns which
are especially important in Britain and Ireland, the key decisions which
subsidy regimes seek to influence are governed by a mandatory corporate

strategy. Second, that strategy will be constructed either regiona]}yin

4
Europe or centrally in the US by a seperate, specialised directive staff.

ETn
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Third, in order to influence.decieicns government cfficiale must

understand the main featuree of the strategy and negotlate dlrectly

with the dlrectzve staff. Fourth negotlatlon wlll be 1mpeded by differing
lstrateglo objectives and by the 1nnate SUSPIClon of. governmental '1nterferemce
typlcal of the Us bu51ness elite. - | |

Such analyses are not new.:.Similar oonclusions about firm
- organisation. have been 1ncorpcrated into radlcal crmthues of the MNC. -
Thus Valtscs (1980) writes that:

corporate internalleatlon has ¢reated 1arge“zcnee'of
administered economic systems within which the netion

_ of market has little if any meaning (p.BO)
adding that A o | o S N

if it is to be managed'effectively worldwide-corporate.
integration requires a highly centralised and hierarchical
decision making structure ... These (multinational) firms
have developed into the most centrally planned monitored,
controlled and managed economic entities mn the world
economy (p.34)
Vaitsos goes on to.argue that tﬁe interaction of the-bareaucracy oé the
firm negotlatlng w1th the bureaucraCy of the government produces a position
in which "the etate assumes dlscretlcnary p051t10ns to match similar
dlscretlonary policies of firme" hence firm dlscretzcn over location
means that "corporate 1ntegratlon leads to competztlve blddlng by the
states whose markets are 1nternalzsed by such flrms”-(p 36)

Valtsos‘ conclusions on centrallsatlcn and 1ntegrat10n are subacct
to debate but they now appear far 1ese controvers1a1 than they wculd have
geemed in the mzd-19?05. There has been eomethlng cf a. theoretical
convergence which stresses the lmportance cf the managerlal hierarchies
of the large flrm. whlle there remalns cons1derable dieagreement over the
normative- bias of the economlo theorlsing on hlerarchzes (see esPeclally
Bauer and Cohen, 1983 Franczs, 1983) there is at 19ast some certainty that

empirical examination of the MNC is grounded on strong theoret:cal-

fcundatlons and promiees to offer cruc1a1 insights inte the political |

‘behaviour of a woefully under«reeearched set of econcmmc actors.
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Conclusion.

There is subsidy competition between European nations and the
combination of competition,with the pressures for subsidisation of declining
national industrieg,has resulted in considerable subsidy escalation. A
recent study provides the following comparison, and it must be assumed

that more up to date figures would indicate a continued increase:

Table 4. Share of direct subsidies (tax relief exeluded) in
gross investment, %

w0 1975 1977

FRG S .7 7
France 8 11 11
Italy 7 1k 1%
Netherlands ) 9 12
Belgium 11 i7 - 20 -
UK 11 20 12

3 2 2

Us
(source, Jacquemin (ed), 1984, p.144),

While there is evidence that MNCs are 'subsidy conscious' there is far
less evidence that they are 'subsidy maximisers'. The increase in subsidy
is therefore more likely to be a function of public policy than of MNCs
maximising subsidy opportunities. In other words, the limited available
evidence suggests a process of causation in which states approach firms
offering subsidy rather than vice versa. But once MNCs identify subsidy
as compatible with their strategic concerns they are likely to prove
formidable bvargainers.

I have argued elsewhere that subsidy is a normal, proper, indeed
ineﬁitable tool of govermnment (Wilks, 1984a). In the case of MNCs, however,
it is clearly not sufficient in itself to secure desirable policy cutcomes.
The logic of the MNC's international integration and strategy is that
subsidy will indeed become simply a bonus and government agensies need to
establish some administrative control in order to guarantée that the benefits
subsidy is intended to produce indeed materialise. Governments need to

understand corporate strategies, to bargain amendments in them (in which
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process subsidy may be important),.and to establish somé process. of

post hoc accountability. How this is done, in te?ﬁs-df po1icy objectives
or administrative instruments {(such as planning agreéﬁeﬁts or inward
investment review agencies).is-a-subject for another”péper. What must be
emphasised 15, that when it c¢omes fo multinationals,: subsxdy cannot be
analysed solely in terms of altering market pressures but mast also be

. seen as a bargaining counter between twe (or more)-coMplex; hierarchical

organisations.
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SECTION I

THE SCOPE OF THIS PAPER

In May 1979 the Conservatives won the general election in Britain,
and came to power committed td a programme of privatisation. This |
paperi'links into the second aim of the Workshop. "Section II is an
enpirical survéy of the different types of subsidy that have been made
available both to the private sector, and by it, during the period between
May 1979 and February 1985. The aims here are to bring together a lot
of scattered material, and'éo an&lyse the different forms of subsidy.
This is.a large subject, Although many topies are raised nof all can
be dealt with in a paper of this.length. Some of the develcpments
described in Section II have iﬁportant implications for writers analysing
the nature of the relationship between government and industry in Britain.
It is these issues which are tackled in the final Section of this paper.
Section II uses a typology of subsidies and Section IIT discusses issues
of relevance to a comparativénépproach to the study of industrial
subsidies. Hopefully this paper will thus also contribute to the dis-
cussion of these issues that together constitute the Workshop's first aim.
However, before proceeding it is necessary to offer brief definiticns and

discussions of privatisation,-the public and private séctors, and subsidy.

Since May 1979 the term ‘privatisation' has been much in evidence.
it uéually refers to three attempts by the Thatcher Governments to 'roll
back the public sector' - the sale of parts of the nationalised industries;
contracting out public sector services like school ¢leaning to the private
sectoyr; and opening up the.nationalised industriesitéﬂcompetition from
the private sector. in véry'broad terme, 'privatiéétion' can be seen
as a term used to describe a set Qf pelicies which aim to limit the role
of the public sector, and inéréaéé the role of the'ﬁtiVate sector, while

improving the performance of-thé rémaining public sector.

This immediately raises the issue of what is meant by the 'public
sector' and the 'private sector'. This is a complex and much discussed

. 2 o - .
subject, For the purposes of this paper the 'public sector' is used as



a term to describe those organisations created directly by government or

by local authorities. Their status is usually statutory or at least
heavily dependent on the parent authority. They are financed mainly and
usually entirely from public funds. Their work is directly linked to
public policy, and their organisational structurxe is such that they are
accountable to, and controlled by, ministers or local authority councillors.
The public sector thus includes govermment departments, local authorities
and quasi autonomous non-govermmental organisations (guangos) like the

Arts Council.

In this paper the 'private sector' is used as an umbrella term to
describe what remains. It thus covers not just privately owned ox
publicly quoted ccmpanies, but interest groups, pressure groups, the
voluntary sector, charities, and the range of trusts, enterprise agencies
and similar bodies that have emerged in recent years. In practice, some
of these organisations - like companies in which government holds part of

the equity - straddle the boundary between the public and private sectors.

Since 19792 there seems to have been an overall strategy to promote
privatisation on a far wider front than is often appreciated. Certainly
other policy initiatives seem to have had similar features to the thiee
types outlined in the seccnd paragraph above. There is no space here to
discuss the nuances of these features, but it seems that.sinéelQ?Q there
have been seven different identifiable forms of privatisation.3 First
there has been the sale of government-owned assets - everything from
council houses to British Telecom. Secondly, there have been policies
designed to relax state monopolies, thus exposing individual puklic sector
organisations to increased competition, both between themselves (long
distance coach v. rail), and with the private sector (bus v. bus}. The
third form of privatisation has been the attempts to force public sector
organisations to oontract some of their work out to the private sector.
Typical examplés here have been the contracting ocut of hospital cleaning

and laundry, and of local authority refuse cellection,

Much of the empirical matexial in the following Section is drawn
from the fourth and fifth types of privatisation. There have been
concerted efforts by the Conservative CGovernment to encourage the private

sector to help to provide services that have frequently bheen seen as being



the preserve of the public sector. Examples here include homes for
disturbed adcolescents, the mentally ill and handiqappeg, nursing homes
for the elderly; private schools and hospitals; arts sponsorship; and
advisory services for small firms. The fifth form of privatisation has
been the process of leveragingprivate sector investment in to complete
projects in deprivedareas like the inner city. Subsidies have been
particularly important in this context.

The sixth type of privatisation has been the attempt to imbue the
public sector with private sector business management techniques by such
means as accountable management units, corporate plans and the secondment
of experts from the private sector to help run govermment schemes and
quangos. People from the property industry have played an important role
in administering the:different forms of subsidy. The final form of
privatisation concerns some services provided by the public sector where
changes have been introduced with regard to charges. = Since 1979, there
have been many changes in the pricing structure of welfare services to
reduce the burden on the public sector finances by charging higher fees

for prescriptions, glasses and so on.

Subsidies are notoriously difficult to define. It is possible to
argue for example that some public purchasing contains an element of
subsidy. It may not be the case with pens or paperclips, but there have
been elements of subsidy present in government purchaéing of advanced
aircraft and warships.4 This paper takes a subsidy to be a commitment to
provide financial support for a scheme that would not 6thexwise have gone
ahead. A scheme can be either an investment project,.general support for
a conpany or organisation, or the provision of a service. A crucial part
of the definition is that subsidies enable schemes to proceed which the
market would not otherwise have allowed. Circumsténcés vary: sometimes
a subsidy is equal to a large'part or the whole cost of a scheme, and
sometimes it only amounts to part of it. Most subsidies are taken to be
payments from the public sector. However this paper does not restrict
them in this way because an important part of priﬁatisation has been the
way in which the Thatcher Administrations have trie&lto change the
role of large private sector companies by enlisting their support to help
Whitehall provide services. Keeping the definition general allows
subsidies from the private sector to be included.



Since 1979 the Govermment has used subsidies in a variety of ways in
order to promote its privatisation strategy. Section II distinguishes

between four different types of subsidg:

(i} Direct Subsidieg: these are the subsidies where a Whitehall depart-
ment, quango, or company makes money directly available to a firm

or organisation in the form of some kind of grant.

(ii) Indirect Subsidies: these are the subsidies where a government
department, agency., or major firm spends money on a project itself
to help a scheme go ahead, but the finance is not given direct to
the firm that benefits from the investment. A common example is
investment in site improvement to enable an investment project to

proceed.

(iii) Safety-net Subsidies: these are the subsidies where a Whitehall
department, guange, or big company  commits itself to spend money
in certain eircumstances. The commonest example is where a £firm or
an organisation is guaranteed against loss for a period of time if
it invests in a specific project, If the projept succeeds the
subsidy is not needed, although success was only achieved because of

the existence of the safety-net.

{iv} Subsidised Services: these succeed where a service is provided to
a firm or other organisation by a govermment department or agency,
or by a major company. The service is either cheap or free, the
cost being borne by the provider. The organisa@ion or company that

benefits thus receives a subsidised sexvice.

Part of the point of this paper is to analyse some aspects of the
relationship between government and industry under the Thatcher Adminis-
trations. As a result Section Il uses examples of subsldies to companies,
and in II(c) below some action-crientated trusts and non-profit-making
companies. Subsidies of various kinds to individuals and community groups
are excluded. (Examples respectively of these have been the sale of
council houses at a price below the market value, and grants under the
Urban Programme to inner city groups. Subsidies made available to

. 5 o ,
companies from EEC sources, or by local author:.t:.es6 are also omitted



unless they relate to an important aspect of the whole process. Although
it is not always possible, an attempt is made to concentrate on what has
actually happened and not to fall into what could be termed the
‘privatisation trap’ - almest perpetual speculatibn'abbut what might, ox
ought, to happen next. The specialised worid of the conservation of
old buildings is also taken to be outzide the scope of this paper.7

The point of these exclusions is to focus on the approach of the
Thatcher Adminiétrationé towards the relationship between government and
industry during the 1979-85 peried. Concentrating mainly on central
govermment and individual companies makes it possible to highlight the
ways 1n which, and the extent to which the Conservatives have relied on

subsidies whilst promoting thé overall privatisation'ﬁfrategy.

i

SECTION IT

THE RANGE OF SUBSIDIES USED -

This Section examines the different types of sﬁbsidy identified above
undexr four headings. This emphasises the variety of projects which
attracted some form of subsidy during the period of Censervative government
after the 1979 election. It must be acknowledged'however, that diwviding
the subsidies up in this way does present an overepréCise picture of the
situation. Many schemes have gone ahead becausé-they contain several
‘different elements of subsidy.. Projects in the Corbenterprise Zone for
example have taken advantage ¢of the EZ scheme and :égiﬁnal aid, as it was

made a Development Area in. 1980 after the steel works closed.

{a) Central Government Subsidies for Private Sector_IhVEStment Projects

These are projects that have been carried out-by the private sector.
They have been mainly financed from conventional pfivate sector sources,
but there has been some elementzof subsidy which has reduced the overall

cost of the scheme to the firm concerned.

There are variocus forms of direct éubsiﬂy which have been paid direct

to the company. The most obvious example is the long standing regional



aid programme which was reviged in November 1984.8 A three tier system

was placed with a two tier one. This meant that 15% Regional Development
Grants (RDGs) were offered for new plant and buildings in Development Areas.
In addition, discretionary grants under Section 7 of the 1972 Industry and
the 1982 Industrial Developments Acts were still available. Cne of the
main criteria was that the appiicant had to show that without assistance
the project would not go ahead. This selective financial assistance was
available in both Development and Intermediate Areas. Regicnal aid has
now been expanded to cover many service industries as well as the manu-

facturing sector.

Cther direct subsidies include some of the grants made available by
individual gquangos for specific projects which would not otherwise have
gong ahead. The Highlands and Islands Development Beard (HIDB) for example
has offered grants of up to 30% of the project's cost and up to 35% if the
building was not eligible for RDG, and interest relief grants to defray
costs. Similarly the Development Commission, which has been concerned
with areas of rural depopulation in England, has offered grants to help

convert derelict rural buildings into workshops.9

The above schemes have been area based, but the 1972 Industry Act
established under Section 8 a series of nation-wide schemes to support
specific industries. The Conservative Govermment continued this policy
after 1979, alkeit at a lower level. The Micro-electronics Industry
Support Programme is an example of such an appreoach. Grants of up teo 20%
are avallable for investment in the development and application of new
technology for automatic processing projects in industry. One of the
aims is to reduce imports.10 Other nation-wide schemes include the

energy-saving ones; and agricultural development, and investment grants.

It is with the indirect subsidies towards private sector investment
projects that the Ceonservative Government has been at its most innovative.
The first example is Enterprise Zones (E‘.Zs}.fil The basic idea behind
these has been that a zone could be declared within which there would be
minimal bureaucratic controls so that industry could flourish. The
dynamism of Hong Kong could thus be transplanted into Britain's inner
cities. Once a zone was declared, the owners of existing and new.

commercial and industrial premises wexe able to take advantage of certain



benefits for a ten year period. Some are beyond the:ecppe of this paper.12
What is important in this context is that EZs bring exemption from paying
rates, development land tax, and industrial training levies. In
addition eepital investment on industrial and commerciel buildings
attracted 100% tax allowances up until 25th March 1985, while they were
being phased out in the rest of the country.13 Taken. together these
advantages of investing in an EZ constitute an important indirect subsidy
as the investing company is able to avoid several expenses that it would
have had to pay in another part of the country. The impact of the
scheme has been rather complex;14' It appears that rentals within EZs and
around their borders have adjueted themselves in the market place to take
account of the-lower total costs within the BEZs. Nevertheless, the

cha.riges do constitute a significant form of indirect subei'dy.

Important changes have aleo taken place in the hous;ng field. The
1980 Hou51ng Act introduced a number of schemes aimed at attracting private
sector house builders back into inner city and similar areas, which they
had come to neglect in the 1960z and 1970s. There have been a variety
of different special programmes, including shared ownership, improvement
for sale, and leasehold for the elderly. Not all of these involve a
subsidy element, but some do. In Manchester for example, Wimpeys
proceeded with the St. Johnsdﬁrdenscheme pecause of the reduction of the
land cost element within the total cost of the project}' There was an
indirect suhsidy in the sense that the cost element to the builder - the
market value of the gsite - was reduced to make the economics of the scheme

a viable proposition from the builder's point of view.

The Conservative Government has laid particulaf stress on building
low cost starter homes for flrst-time buyers as part of the drive towards
a property-ownlng d.emocracy.]5 There has been cne echeme whereby a local
authority can retain ownershlp of the land, but llcense a firm to build
houses for sale on the site. When the purchaser buys ‘the house from the
builder the lécal authority transfers the freehold to the new buyer.

Again there has been an 1nd1rect subsidy in the sense that the bullders
have not had to consider the land cost element within the overall package.
In 1980/1, 21 authorities used this approach.16 Another scheme has been
the part-own, part-rent approach called shaged purchese. Here the

local authority has been able to buy the houee from a builder. The
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purchaser takes out a mortgage to buy part of it while renting the
remainder from the council. There has been an element of indirect
subsidy here because the local authority involvement has provided a
financial .dnput from the public sector which changes what the market
would have delivered thus enabling builders to build for sale where they

would not otherwise have been able to do so.

ancther form of indirect subsidy has been site preparation and land
renewal. Much of this must be excluded from the discussion as it is ‘
concerned with landscaping and recreational development. However some
land renewal schemes have been important as they have involved site
preparation and the provision of infrastructure for housing or industrial
development. When the Welsh Development Agency (WDA) and the Scottish
Development Agency (SDA) were established in 1975, part of their brief was
to bring derelict sites back into use. In 1981 Urban Development
Coxporations {UDCs) weregiven the same task when they were established in
the London and Liverpool decks. Since 1979 there have thus been four

quangos working in this sphere.

The basic approach is to buy the land, clear the site, and put in the
necessary sewers, roads, telecommunications and other infrastructure.
This can be quite straightforward in some cases, but there are other examples
where the existing dereliction and the nature of the site has made it much
more expensive. This happened with the Liverpool Garden Festival where
the long-term aim after the Festival ended was to develop industry and
hoﬁses on the site. Both the Merseyside Development Corporation (MDC),
and the London Docklands Development Corporation (LPDC} hawve laid great
gtress in their spending during the 1980s on land renewa1.17 A good

example in London was the 22 acre site at Beckton18

where the LDDC prepared
the site and, using one of the housing schemes described above, licensed
Wimpey, Barratt, Broseley and Comden to build 601 houses and flats over

two yeaxrs at prices varying between £20,000, and £28,000. This was not a
site that the house builders would have chosen as each property had to he
expensively piled. 1LDDC was able to use its resources to carry out this
task. 'The house builders thus received an indirect subsidy as LDDC removed
the land and site preparation costs from the builders' calculations of

their costs. aAn unattractive proposition was thus transformed.
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Qutside the dockland areas in England Dexelict Land Grants (bLGs) have
been uszsed in a similar way to help improve land., -Bryant Homes for
example, wanted to develop a 50 acre site at willingéworth in the West
Midlands, but wexe put off by the poor surrounding enviromment. Sandwell
MBC used a £74,626 DLG to improve the area by developing a linear park.19
This was an indirect subsidy in the sense that it was only as a result of
the local council's scheme that the company felt sufficlently confident
about selling the houses at the prices they had hoped to, to proceed with
the scheme. Since 1979 DLGs have been 100% grants in Derelict FLand
Clearance Areas (DICAs), and in Assisted Areas. The 1980 Local Government,
Planning and Land Act changed the system so that it was possible for DILGs
to be given to private firms, nationalised industries and statutory

undexrtakers as well as to local a.uthorities.20

Soft lcans alsco come under the heﬁding of indirect subsidies. These
are loans to the firm . and have to be repaid, but the rate of interest
charged has been below the market rate. This has meént that the company
has been able to save on what it would have had to pay, if it had been
charged the full market rate of interest. Sometimes a soft loan has heen
made availabile because a normal loan could not -be obtained from a con-
ventional banking source. On other occasions when all the finance for a
projéct could not be obtained from the private sectbr, a public sector agency
" has made a topping up loan available, but at market rates. WDA, SDA,
HIDB, and the Tourist Boards have all operated soft loan schemes, usually
as one part of an overall package.gl " Whatever variant has been applied
soft loans can be seen as indirect subsidies as they amend what the market

had produced and enable projects to proceed.

The last example of an indirect subsidy is the lease or sale of
specific sites. Several qpt;cns have presented themselves. The land
can be sold at the market rate, or cheaply - thus containing an element
of indirect subsidy. Leases can be for varying lengths of time -~ 50
years, 99, years, 199 vears or 999 years. They can be. cheap, or at
market rates. They can be on the basis of one sxngle payment at the
start of the period, or of regular payments throughout They can contain
revision clauses so that the public sectox agency can. claw back some of any
future increased value on the site. There is thus considerable scope to

gell land cheaply or to provide cheap and/or lengthy leases. The potential
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developer knows that the pressure 1s on the quangos to generate private
sector investment. The terms of a lease are negotlable. They can be
fixed at whatever level is needed te ensure that the developer is tempted
sufficiently to proceed. In some circumstances these factors all seem
to combine to give the developer a strong negotiating hand. Overall
there is thus considerable scope for indirect subsidy to ensure that an
investment project which would not have gone ahead on the basis of market
conditicns, does.

This is a difficult area to write a.bout.22 It delves intc the whole
confidential relationship between quango and client, with anxious ministers
and civil servants hovering in the background. In many cases the sale or
lease of land has taken place on the basis of prevailing market rates.
There is an incentive here for gquanges as scome have been able to keep
income earned in this way and recycle ‘it, thus circumventing government
expenditure controls. However it has been a politically sensitive
subject in the past. There was for example much public criticism of the
terms of some of the leases agreed in the early 1960s between the old
London County Council and individual property developers.23 The
confidentiality and sensitivity of this whole toplic makes it impossible
to assess its precise importance. Nevertheless, it seems c¢lear that it
has been an important aspect of the whole approach to generating private

investment on unlikely sites in the period after 1979,

The third type of subsidy identified in Section I was the safety-net
subsidy. There have been occasions when these have come into play with
regard to private sector investment projects. The Department of Trade and
Industry {DTI} inherited a loan guarantee scheme started in the 19705.24
It has been aimed at small firms that cénnot provide security for loans,
or which are just starting and would have had difficulty in obtaining
loans as they have had no track recoxd. The £irm has paid 3% of the loan
to the DTI which has guaranteed 80% of the locan from a participating
private bank up to a maximum of £75,000. The SDA has also operated a
loan guarantee system. A parallel approach has been developed in the new
house building field.25 The scheme whereby a local authority can build
under licence on land owned by the authority was outlined above. The
house builder has then offered the houses for sale. Some contracts seem

to have included buy-back arrangements, so that the local authority has
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agreed to purchase the houses if they are not sold, thus adding them to

its rental stock. These safety-net subsidies have been designed to
promote activity that would not have taken place in such a way that the
banks and builders in these examples have not been iﬁvnlved in heavy losses.
They have thus been attracted into schemes they would othexwise have

ignored.

Finally, subsidised advisory services havebbeen'used to help promote
the success of private sector investment projects. 'A number of government
agencies have offered business and accounting advice.to existing firms
which are in trouble, or expénding; and to firms that are hoping to start
up. Examples include the SDA, the WDA and the Council for Small Industries
in Rural Areas {CoSIRA). These are long-standing examples.  However
other initiatives have been introduced since 1979. The DTI established -
a Business Improvement scheme in England in November 1984, and the Industry
Department for Scotland had previously set up Better- Business Services in
Strathclyde.26 ' These two schemes have provided a ﬁackage of different
facilities covering such fields as management planning, financial re-
structuring, business plans, sales strategies and traﬁsiation services.
They have been aimed at small firms whe generally p@y”45% of the cost, the
remainder being met by a subsidy channelled from the ERDF. Some of these
services are thus free, and some are grant-aided. Either way, it becomes
a subsidised service which has saved the company takiﬁg advantage of

the scheme some or all of the £full cost of the advice.

(b} Central Government Subsidies for Joint Publlc/Prlvate Sector
Investment Projects

Projects of this type have been prepared and put together as packages
largely by public sector ageéncies. For the most part they have been
marketed as potential investmgnt projects for private sector organisations,
. They have thus mostly been conceived and prepared in the public sector,
and often it has been the puhlic_sectpr'that has taken the lead in carrying
them cout and managing them. For the funding organiéations in the private

sector these schemes have been seen purely and simply'és investment projects.

Probably the most important initiative to promote direct subsidies

for joint public/private sector investment projects has been the Urban
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Development Grants (UDGs). These were introduced in 1983 as a result of
PIG's study of a similar scheme in the United States - the Urban
Development Action Grant. UDG schemes are prepared by local authorities
working with individual developers. Projects are put to the DoE. 1f
approved the local authority pays the developer an agreed amcount, and is
reimbursed through the UDGs up to a maximum of 75% of its contribution.
The aim of UDGs is to promote economical physical regeneration of urban
areas. They are only granted where the assessors are convinced that the
scheme would not otherwise go ahead. Most of the funding for each
scheme comes from the private sector. The public secter contribution is
the minimum necessary to ensure that it does proceed. There are no limits
to the type of scheme that can be submitted: commercial, industrial,
retail, housing, or recreational ones, or a mix, are all possible. These
are not nation-wide schemes though. They can be applied for by EZ

authorities, and those named under the 1978 Inner Urban Areas Act.

UDGs are direct subsidies because the point of the scheme iz to
invest just that amount of public sector finance that will ensure that
investment that would not otherwise have taken place, does in fact go

ahead. Because the scheme has been drawn widely it is difficult to give

typical examples. However, one batch of the UDGs was granted in May 1984.2

They totalled £4.2m which when matched with £17m of privately raised
£inance meant that a total of more than £21m was being levered in. These

ten included houses for sale, industrial units, offices and warehousing.

The SDA has also developed this approach of putting together a
package and going out and knocking on doors in the private sector to £ind
financiers interested in an investment project.  Perhaps the best example
80 far has been the Scottish Exhibition Cantre.zg The SDA conceived this
idea as adesirable project which could be locatedon derelict land in the
Glasgow docks. It worked it out in detail, attracted interest from
local authorities and the private sector, and set up a company in which
it took an equity holding to complete the scheme and manage the Centre.
Once again the private sector was levered in as a result of direct
subsidy. HIDB has also expanded its use of equity holdings as a means
of sharing the risk and helping to finance expansion schemes since 1979.
In 1979 it had shares in 64 companies: by 1983 this had increased to

97.30 In many cases the use of equity appears tc be a direct subsidy, as

8
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quangos havebeen plugging gaps that the market will no?_fill of its own

accorxrd.

There have also been a number of examples of indifect subsidies to
promote joint public/private investment projects. Prominent among these
have been the advanced property building for let programmes carried out
by such quangos as EE, WDA, and new town development corporatlons like
those in Peterborough and Milton Keynes. In general terms what has
happened with these schemes has been that the quango has worked out a
project, done the detailed preparatioﬁ of the plans, and put together a
package. It has then gone tq.cbnvéntional private sector financiers
with specific proposals for adﬁénced factory units of vérious sizes at
different locations. Where agreement has been reached it has included
such features as the guango organising the building, carrying out the
lettings, managing the estate and cellecting the rents. In these circum-
stances private sector investmeﬁt has been attracted partly as a result of
the indirect subsidy from the Quango paying the costs of all the preparation
of the project. Since 1979 EE has involved Legal and General CIN,

Barclays, Midland Bank and the Church Commissioners in these schemes.31

One important type of safety-net subsidy has been one part of some
of the private sector investmept project pacﬁages that have been put
together. One of the techniques that some guangos have used to attract
private sector investment in has been to offer a rental guarantee for
pexhaps the first five years of the factory units. .Thi5 means that before
they commit themselves, privaté sector financiers cén work out the figures
on the basis of knowing that they wiil receive at 1eas£ a minimal rate of
return in their investment. In addition it should be stressed that the
involvement of a guango in a package can act as someth;ng of a safety-net
in helping to convince private investors that a project is viable. The
SDA has been responsible for Scotland's equiv&lent of UDG - LEG-UP. By
mixing loans and equity - not grahts - and insisting that half the cost
of a project should come from private sources, the:_SﬁA has injected

confidence into potential projects.32

Subsidised services have alse been aimed at joint public/private
sector projects. Business advice is an important.complementary service

to the provislon of advanced units. Whereas SDA and WDA provide the
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service and the units to let, EE have only provided factories to let.

Some of the firms renting from them have failed partly, it seems, because
of lack of business and accounting expertise. A Bill intreoduced into the
House of Lords in February 1985 carries a clause extending the Scottish
and Welsh position to England. Aftexr it becomes law it will give EE the
power to fun advisory services. Again, this is a form of subsidy as

the quangos invelved have borne - and in the case of EE will do — the

cost of providing the service.

The SDA has alsc developed a subsidised service with its Self-Build
scheme. The aim of this has been to attract small firms like accountants,
that need offices, intce the Clydebank EZ. The SDA has put together what
amounts to a complete design package. It has provided mains services,
access, car parking and landscaping. Once agreement has been reached a
fixed price buys site ownership, car parking spaces, detailed design
drawings to the clients' reguirements, business advice, and even access to
mortgage finance. A subsidised service thus appears to be included in
the sale of the land.33

(¢) Private Sector Subsidies:

Since 1979 there have been a number of examples of private sector
firms subsidising other private sector companies. This particularly
developed after the riots in Liverpool, Brixton and other places in 1981.
Michael Heseltine, Secretary of State for the Environment, took senior
executives from the 26 major financial institutions on a cocach tour of
Liverpool that summer to try to convince them that major investment
opportunities were going begging in the inner cities. One of the cutcomes
was a series of initiatives by big companies aiming to help small firms.
BAT Industries and Shell are examples of companies that have carried out
conversion work on premises they own @ to provide small workshops. If
these are provided at rentals at-orbelow the market rate, then this is a
form of indirect subsidy. Most of the big banks have special units to
provide small firms with advice in areas of high unemployment. This is a
form of subsidised service. These developments are-complicated as a
variety of factors have been present. In the first example BATs have
probably acted partly to try to make up for the fact that they have been
laying people off. In the second, the banks' case, action is probably
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partly sxplained by their hoping to pick up extra customers.

There have also been examples since then of private sector firms
becomiug'involved in 'subksidising' public sector organisations. As a
result of the coach tour round Liverpool referred to above, Heseltine
established the Financial Institutions Group (FIG) in the DoE. It was
given the job of examining ways in which private sector investment could
help declining areas. It was staffed by people seconded from the 26
major institutions, thus giving the DoE free access to gpecialised

expertise and knowledge.

Another important area where this practice has developed has been
sponsorship in fields like the arts. There are many examples of companies
like Mobil 0il sponsoring exhibitions, theétre productions, concerts, opera,
festivals and other events. . It can be difficult to.disentangle whether
the organisation putting the event on is public sector or private sector.
Some theatre companies are the latter, while some galléries are public
sector for example. The Association for Business Sponsorship of the Brts
(ABSA), which had nearly 100 members in 1983, estimated that business
sponsoxship of the arts in Britain in 1982 was worth about E13§m.34 In
the climate of public expenditure cuts, and the abolition of the metro-
pelitan councils and the Greater London CbunciL.with.the conseguence of
further cuts in arts funding, the Government has encouraged ABSA. ABSA*s
role in trying to expand business sponsorship has 'subsidised* the public
sector, and has contributed to the Govermment's attempts to promote piural
funding of the arts. The aim has been to limit public sector expenditure
and rely to a greaﬁer extent on other sources. It is in this context

that business .sponsorship has been significant.

Apart from the limited examples abovg, the main point to stress under
this heading is the support that'major private sector companies have given
to the emergence of trusts, charities, and other non~profit-making limited
companies that have emerged in recent years. The Government was involved
with big firms and public sector organisations in establishing Business in
the Community (BIC) in 1982, - BIC, civil servants and local chambers of
commerce have all worked together to help create local enterprise agendies.
By May 1984, 162 had been established in the United Kingdom as a whole.

They xun managed workshops, offer business advice, and do a variety of



17

other things to stimulate small firm growth.35

Alsc at the national level the Government helped establish Inner City
Enterprises (ICE) in 1983 as a result of work done by FIG. The argument
was that there was a need for an organisation to act as a catalyst to
encourage the investing institutions to support viable property developments
in inner city areas designated under the 1978 Inner Urban Areas Act.
£lm was raised by the 48 participating financial institutions to finance
ICE. ICE has not acted as an investor, It has aimed to work with local
authorities and developers in seeking out schemes that are viable, but
which conventional funding organisations may be sceptical of. It tries
to smooth out the wrinkles and ensure that profitable schemes find

investors. It thus offers a highly specialised subsidised service.36

An important development under this heading'has been the emergence
of action orientated trusts at the local level which have acted to implement
schemes to alleviate local problems which have been neglected by local
and national government. During the last decade, and in particular during
the early 1980s, a bewildering variety of these oxganisations have emergéd.
Some have been oriented towards individual refurbishment projects, whereas
others seek a continuing role in a local area. The aim may be to recycle
buildings, promote tourism, or create job opportunities. Examples include
the Wirksworth Project, Pennine Heritage, the Community of St. Helens Trust,
and veluntary groups in the countryside recreaﬁion fiéld.37 A variation
at the local level has been to create organisations that link private
industry, the voluntary sector and local authorities. In the North-West
the Government established Groundwork Trusts in the summer of 1983.38
These organisations have supplemented the local authority role in clearing
up derelict lang. Although this is not a statutory service, they have
nevertheless carried out schemes designed to further Goverament policy.

The experiment is tc be extended nation-wide.

These public/private sector orxganisations have grown in number and scope
during the 1980s. They provide a variety of services for industry, and in
effect assist central and local govermment and quangos like the Countryside
Commission by carrying out tasks public sector agencies lack the resources
to complete. Part of the privatisation strategy appears to have been to

take every opportunity to increase their role. From the perspective of
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this papex, the significant point to draw out is the variety of subsidies
that major private sector firms have made available to help these oxganisa-
tions to grow. They have made direct grants to local enterprise agencies.
They have made gifts in kind of old office furniture, and discarded computer
equipment. Anothezr important example of indirect subsidy has been
seconding people to work full time for entreprise agencies. There are
probably some examples of safety-net subsidies in the form of financial
guarantees. There certainly have been examples of entérprise agencies
accepting subsidised services from big companies. Glasgow Opportunities
for example has secondees, but it also has arrangements whereby it can
‘horrow' the services of a firm's accountants or engineers on an occasional

part-time basis, as the need arises.

These public/private sector organisations have become increasingly
important to Whitehall during the early 1980s.  They exist largely
because of private sector subsidies. Other examples'éould.be quoted to
show that it is not just big compénies ihatprovide support. Smaller firms
have helped to stbsidise enterprise agencies, as well @s'ﬁown development

trusts, Groundwork Trusts and others at the local level.

(d) Other Central Government Subsidies to Promote Pri#atisation

Section I above outlined the argument that since 1979 there have been

- seven separate forms of privatisation. Section IT has so far cencentrated
on the fourth and fifth varieties which were identified. This heading
briéfly £ills out the pictuxé_with_examples to show how'subsidies have
been used to promote other typés df privatisation.' The process of selling
nationalised iridustries involveé casts of advertising; commissions and
contributions to pension funds.  These become hidden subsidies if the

cost is not passed on in the sale.i Similafly where ésséts are sold at
below the market wvalue there iéla-subsidy involved.ggE;ﬂThis can become very
convoluted.  When EE sell an aavandéd unit built on ;§é1éimed land to a
sitting tenant, an element of'subéidy‘relating to the iénd'renewal cost is
-pasged on. Similarly if refuse collection equipmsnt;is s0ld cheaply to
the firm taking on the service, then part of the subsidy is the fact that
the local authority will have to invest in new equipwent in order to

40

provide the service again itself. The existence of the Manpower

Services Commission (MSC) has had an inportant buttreésinq effect. Its
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programmes have meant that cheap labour has been available to a wide
variety of organisations. This has been an important factor in expanding
the increased activity of the public/private groups described in Section
I11{c) above.

SECTION IXI
CONCLUSIONS

Section II has examined the range of direct, indirect, and safety-net
subsidies, and subsidised services that have been used in the last six
years or so in Britain whilst promoting the privatisation strategy.
Particular emphasis has been 1aid on the use of different subsidies in
the context of private sector, and.joint'public/priﬁate sector projects.
However, measuring these subsidies is complex. It is possible to pick
out figures for direct subsidies. For example the SDA calculated that it
offered E5.67m worth of LEG-UP finance towards the first 38 proiects which

collectively were valued at £26.78m.%1 '

liowever, it is more difficult to assess the impact of indirect
subsidies. One study of twelve enterprise agencies has worked out that
the average annuval budget of an agency has been £77,000, most of which has
been provided by the private sector mainly in the form of secondees.42
It is impossible to assess the value of the work of these twelve enterprise
agencies. In addition many schemes appear to contain several separate
elements of direct and indirec;. and perhaps other forms of subsidy.
For example a project may attract UDG on a site in an EZ(where land renewal
costs have been borne by a guango or DIG. Long and/or'éheap leases are
an additiconal problem confronting those trying to assess the value of
different elements of subsidy in a particular scheme. Some are hidden -
or at least unappreciated. Although it is thus difficult to come to
precise conclusions ahout the scale and impact of indirect subsidies, it is

possible to analyse the range of those that have been made available,

The Conservatives' approach to subsidies can perhaps be summed up as
pragmatic willingmess to spend as little as is needed to promote private

sector investment. The difference between the Conservative Administrations
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ana the preceding Labour Governments has been one of emphasis. The latter
were more prepared to subsidise losses in declining and expanding sectors
as well as having their investment incentive schemes, as under Section 8

of the 1972 Industry Act. The Conservatives have reduced subsidies to
loss makers and have laid a greater emphasis on the private sector. In
particular they have devised a wide variety of techhiques to promote |
private sector investment in neglected and declining areas, and joint
schemes with the public sector: these have been the focus of Section.II(a)
and (b) above.

Four particular features of the post 1979 approadh stand out. First,
there appears to have been more emphasis on indirect than direct subgidies
to companies. Second, there has been a move away from automatic grants
to selective, discretionary ones. Thirdly, the Govermment has aimed ﬁith
the direct grants to achieve a ‘high gearing ratio®: that is as small
amount of public sector funding as possible, to attract a muéh larger sum
of private finance. Equal amounts are seldom allowed through, but one
part public tec say, four parts private, is more the novi of what is aimed at.
This illustrateé the point about spending the minimum amount necessaxy to

ensure that a project proceeds.

The fourthfeature to stand out has been an increasing attempt to
duplicate the so-called 'CoventGarden effect'. What happened was that an
initial investment programme had a knock-on effect of encouraging otheis.
The market thus took over and generated a much larger amount of investment
than the initisl project. The same thing has happened at Camden Lock, in
Birmingham's Jewellery Quartef, and in Sfockport's Eéonomic Enterprise
Area.43 It is also implicit with the UDC&inthe Merseyside and Liverpool
docks, and in the SDA's 'area approach'. The speculétive construction by
private companies of industrial and commercial properties for let in the
Isle of Dogs and Clydebank EZs are further examples.; LDDC 's promotion of
private sector housing on sites that it has bought_and improved has also had
a spin-off encouraging further;hduse—building in itsﬁakea, but on land it
does not own.44 ICE has also locked for schemes that would have a similar
knock-on effect. P o

In a sense the difference between the Conservative and Labour approaches

is summed up by the use of different words. In the late 1970s there was
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much talk of public sector schemes 'pump-priming' private investment. In
the 1980s the vogue word is ‘'leverage', With pump-priming, the initiative
was largely left to the private sector. DProviding advance factories for
let in steel closure areas like South Wales for example, primed the
employment pump, but did not by itgelf lead to new jobs. Private sector
reaction was needed. With leverage, the appreach is te lay much greater
emphasis on a complete and viable job-creating package.  Pump-priming,
has a ring of being opticnal about it, whereas leverage is about levering
a completed project inte a declining area where it would not have..gone
ahead but for the subsidy. Undexr Labour there was a greater willingness
to leave it to the market to put the project together, with guangos and

the Government helping where necessary.

Although the political ratiomale underlying this approach has been
an emphasis and a reliance on the private sector, this strategy has in
fact been, in part, highly interventionist. It seems possible to dis-
tinguish between 'reactive subsidies' and 'initiating subsidies’.

Reactive subsidies are those, perhaps like some of the RDGs, where there
ig little scope for discrimination as the guidelines are fairly c<lear,and
their being granted or refused is fairly predictable and automatic., With
the initiating subsidies like the UDGs, there is considerable scope for
discrimination and discretion. With the reactive subsidies, civil
servants and those in éuangos can virtually sit back and wait for applica-
tions. However, with the initjiating subsidies they only become options
if public sector organisations like the SDA play a positive role - often
taking the initiative - in helping to put together a development package
which ig then sold to private sector investing institutions. This is not

an arm's length activity. It is a 'hands on' interventionist approach.

With both types of subsidy, but particularly with the initiating ones,
the promotion ¢f privatisation depends in parxt on intervention. The
use of subsidies commits Whitehall to a continuing process of intervention
to amend and ‘improve' what the market decides. It is the same with
getting industries ready for sale. Rejuvenating British Leyland may have
a different end from the heady days of the Ryder Report in the mid 1970s,
but the means to that end of selling it off, involves a similar process of
intervention. The simple image of 'rolling back the boundaries of the

public sector' masks a reality that is both complex and subtle.
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Paradoxically enough, the promotion of privatisation depends in part on
intervention,and govermment playing a continuing rolé,as with the
leverage of private sector investment,and the continuing search for the
Covent Garden effect. '

However, it is important not to get the use of subsidies out of pro-
portion. They have been one technique which the Conservative Governments
have used to help promote some of the forms of privatisation.45 In
particular this approach has gone in parallel with attempts to limit the
role of the public sector, and leave the rest to market foices. The
housing field is a good example. = Heseltine limited the role of local
authorities,and'sponsored new legislation to try to reduce problems for
builders like the cost of land, thus attracting the private sector back
into the vacuuh. In addition'he.and his successors at Environment have
released more green field sites for new housiﬁg when- reviewing structure
plans.46 This has all added up‘tb a compleéely new balance of forces
which released market pressures onte the big house building firms and the
building societies. The overall result haslbeen a.bigger role for the
private sector in the new housé building sphere. 'This has been partly
the result of subsidies and intervention, and partly because of the

influence of market forces.

The house building example illustrates:a point.qf wider significance.
The whole privatisation strateqgy is aimed at getting the private sector
to play a greater role in carrying out tasks which have previously been
seen to be the preserve of the public sector, Varioué technigues have
been used to encourage industry to carry out this role - tax relief for
gifts to enterprise agencies and for seconding people to charitable .
trusts, the promotion of a climate in which companies afe encouraged to
assist groups like enterprise agencies, the release-of”market forces as ‘
in the house building industry, and the use of subéidies. The Government
seems to hope that such moves will encourage secondments, sponsorships,
the provision of services and investment in projects earning marginal

rates of return in deprived areas.

One aspect of this has been that the privatisation strategy has
created opportunities for groups. The Govermment has actually been

responsible for establishing some - BIC, enterprise agencies and Groundwork
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apd bas epcourared
Trusts for example / previously established ones like ABSA and the House-

Builders Federation (HBF). ABSR has been given the task of administering
the Government's Business Sponsorship Invegtmant Scheme to attract new
monéy into arts sponsorship, and the HBF appears to have been influential
in determining the location of land release. heross a broad front the
Government seems to have been taking advantage of groups in this kind of

47
way.

Without getting invelved in the wider debate about the different
forms of corporatism, the evidence from this paper suggests that there are
elements of corporatism preéent in the approach of the Conservative
Government since 1979, aAlthough the unions have not been involwad, the
Government has set up public/private organisations across a wide front;
has inveolved groups as intermediaries in seeking to control the links
between the public and private sectors; has imposed a centralising
strateqgy; and has combined private ownership with elements of control, and
strong influence over what companies do. Yet it must be acknowledged that
within this some groups have been very independent and pursued their own
approaches. Because privatisation'is experimental there are also
opportunities foxr groups to influence the pelicy making process. The
building societies for example, appear to be pushing against an open door

in helping to redefine the regulations that have limited what they can do.
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Footnotes

I am most grateful to the Nuffield Foundation for a'grant enabling
me to carry out an interviewing programme on which this paper draws;
and to those who have given of their time in being interviewed.

See the sources cited in the discussion of this subject in
5 C Young, An Annotated Bibliography On Relations Between Government
And Industry In Britain 1960-82, Economic and Social Research Council

1984, pp 131/2; and The Changing Boundary Between the Public and Private

Sectors, paper presented to the PAC, York, 1982,

S5ee 5 C Young, The Nature of Privatisation, paper to be presented to
the Political Studies Association (P8A) conference in Manchester,
April 16-~18, 1985: pp 2-4 discuss some of the main issues surrounding
the problem of defining privatisation and pp 4-14 examlne the seven
different forms of privatisation outlined here. In some respects
this ECPR paper that you are reading overlaps with, and is
complementary to, the PSA paper referred to here. On privatisation
as a whole there are excellent bibliographies .in D Heald, Public
Expenditure: Its Defence and Reform, Martin Robertsém, 1983; and in
M E Beesley and S Littlechild, "Privatisation: Principles, Problems
and Priorities", Lloyds Bank Review, July 1983, pp 1- 20

See 5 C Young, An Annotated Bibliography, Op. cit, PP 185-7, 475-9 and
484~8,

Basically, loans, grants and soft loans are available to companies
from the European Investment Bank, the European Commission, and the
Coal and Steel Community. Funds for infrastructure projects are
available to some public sector agencies from the European Regional
Development Fund (ERDF). The details are summarised in "Funding
For Construction", Architects Journal, 22-29/8/84, PP 82 and B85,

On local authority aid to industry see K Young and C Mason (eds),
Urban Economic Development ~ New Roles and Relationships, Macmillan,
1983; and Architects Journal, ibid, pp 82 and 86.

See Archltects Journal , 1b1d, pp. B2, 86 anmd 89; and A Dobby,
Conservation and Planning, Hutchinson, 1978.

See press 29/11/84.

Architects Journal, op cit, P 89.

See the annual reports under the 1972 Industry Act, and the 1282
Industrial Development Act.

Two rounds of Enterprise Zones have been announced - in 1980, and
1982. There are now 25 - at Invergordon, Tayside and Clydebank in
Scotland; Londonderry and Belfast in Northern Ireland; Delyn (North-
East Wales), Milford Haven, and Swansea in Wales} and at 17 locations
in England - Tyneside, Hartlepool, Middlesborough, Workington, North-—
East Lancashire, Speke (Liverpool), Salford/Trafford, Wakefield,

Rotherham, Scunthorpe, Glanford, Telford, Dudley, Corby, Wellingborough,

North-West Kent, and the Isle of Dogs (London docklands).
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Other benefits include fewer requests from government for statistical
information; priority being given to firms within EZs for some
customs facilities; no requirement for planning permission so long
as the project conforms to the published scheme for the whole EZ;
speedy administration of any other planning controls; and exemption
from having to supply Industrial Training Boards with information.

On the changes introduced to the tax allowances on capital expenditure
during the 1983~6 period, see "Tax Efficient Construction", Architects
Journal, 9/2/83, p 57.

See the reports published in 1982 . and 1983 by Roger Tym and Partners
who were appointed to monitor the EZ experiment for the DoE. There
are lists of references in Enterprise Zonmes: Bibliography No 203,
DoE/DTp Library, 1981, 10 pp; and the Supplement, 1983, 19 pp.

On these programmes in general see Taking The Initiative — A Survey
0f Low-Cost Home Owpership, HMSO, 1984; and K Maxwell, Joint

Initiatives Between Public and Private Sectors, Plamning Exchange,

Glasgow, Occasional Paper No 10, 1984.

Bringing In Business, DoE (not HMS0), 1982, pp 10/11.

MDC, Initial Development Strategy, MDC, 1981; MDC, Annual Report.
1983/%, WOT, I984, pp 7, and I57I6. Between 1981 and 1984, LDDC
pa1d about £50m for 1250 acres and spent more than £61 on servicing
it - LDDC, Annual Report 1983/4, LDDC, 1984, pp 30 and 48/9.

See Financial Times, 10/3/82; and LDDC, Annual keport for 1981/2,
LoDC, 1982, pp 6, 15, 17 and 28. . \

Bringing In Business, op cit, p 12Z.

The details of the amounts paid in grants to different organisations
inside and outside the DLCAs and Assisted Areas are very complex:
see Architects Journal, op cit, p 84. Technically, as DLGs could
be made direct to companies after.the 1980 Act, they should be
included as a direct subsidy earlier in this Section, However, for
convenience they are dealt with here in one place.

Architects Journal, ibid, pp 83, 89 and 90.
There are thus no footnotes for this and the preceding paragraph.

See for example, O Marriott, The Property Boom, Hamish Hamiltom, 1967.

See Beating Unemployment: A Practitioners Handbook, Community
Initiatives Research Trust, 1984, pp 50 and 56-7.

Homes Within Reach: A New Approach For Local Authorities, House
Builders Federation, undated - ? 1983/4.

Initiatives, February 1985, p 10; and Better Business Services,
Industry Department For Scotland, undated - 1983/4%

There are 60 authorities in England, Scotland and Wales now named
as partmerships, programme authorities or de31gned districts under
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the 1978 Act: see Architects Journal, op cit, p 8l. Less than
half the EZ authorities are on this list: see footnote 11 above.

Planning, 571, p 3.

SDA, Annual Report 84, SDA, 1984, p 52.

See respectively l4rh Annual Report, HIDB, 1979, pp 89/90; and
18th Annual Report, HIDB, 1983, pp 52/3.

See DoE,Bringing In Bu31ness, op cit, pp 16/17; and Engllsh Estates
Annual Report 1983/4, EE, 1984, p 30.

S8DA, Local Enterprise Grants for Urban Projects, SDA, 1984.

Clydebank Task Force, Self Build, SDA, 1984.

ABSA, Sixth Annual Report and Financial Statements 1983, ABSA, 1983,
p 6. See ABSA's 1983 Yearbook for a full survey of support for the
arts from its members.

See BIC, Newsletters; and the May 1884 Directory of Enterprise
Agencies.
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