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PREFACE

In October 1990 there appeared an intriguing news item: in Hungary's drive
to rejoin the market economy, a group of local businessmen was proposing to
recreate Hong Kong on an island in the middle of the Danube. 25,000 Chinese
would leave the British colony, in time to avoid the 1997 takeover by the Beijing
government, and would bring their own resources to create a Chinatown in the
middle of Budapest. The plan envisaged Hong Kong style skyscrapers, banks,
shops, factories, and housing in a Special Economic Zone that would attract
shoppers from all over Europe.

The American papers described it as an extraordinary proposal. Maybe it was.
The fact is that it was almost identical with a suggestion made in a paper by the
present author in 1977. That paper, according to the British politician Sir
Geoffrey Howe—later Britain's Treasury Minister and Foreign Secretary—was
the origin of the Thatcher government's Enterprise Zone policy, subsequently
imitated so widely in the United States. But no Enterprise Zone in practice, in
either country, ever contained the essence of the 1977 plan, which was the free
movement of entrepreneurship and capital from places like Hong Kong. The
newly liberated Hungarians, it seems, are about to tread where Margaret
Thatcher and Ronald Reagan feared to go.

It is symptomatic of the extraordinary wave of experimentation now sweeping
the countries of Eastern Europe. In the hope that the idea may be imitated,
TURD are reissuing this paper on the occasion of the visit of founder-members of
the Foundation for Regional Development in the Lower Silesian region of
Poland, who meet this month in Berkeley to discuss a cooperative assistance
program for the rapid development of a dynamic free market in their region. We
hope that they may find it of interest.

Also included are some subsequent reviews of the history of the enterprise
zone concept in Britain and in the United States, including a new evaluation
included for the first time in this reissue.

Peter Hall
Berkeley, November 1990
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GREEN FIELDE ANL GREY AREAS *

The sub-title of this paper could be The Urban Ski Slope. Before we
have mass misunderstandings, let me say that I am not going to talk
about those strange hillocks you occasionally see —- the result of local
authority munificence, or recklessness, in a far distant age of buoyant
municipal revenue--breaking the skyline in same public park. The refer-
ence (as it befits an academic address) is more obscure than that. In a
recent conferencel on the urban problem in the United States, the
delegates looked at the most recent figures assembled by the American
Census Bureau, and they concluded that their urban crisis was more seri-
ous than anyone previously had thought. Rather than being just a prab-
lem of the declining inner city or central city -- as it has been inter-
preted for two decades in the States, and as it is just beginning to be
interpreted here —— it is now a problem of urban America as a whole. In
brief, the growth of the urban areas -- especially the larger ones —-
has slowed down, and has almost ceased. In the older industrial parts
of America, the fear is of mass rundown. And that finally pramwpted cne
delegate, Roger Starr of New York, to suggest the idea of the urban ski

slope.

In the State of Vemont in the 1930s, Starr said, there was every-

where a state of depression and decay. Vemmont is a far north New

* Address to the Royal Town Planning Institute Annual Conference, Ches-
ter, England, June 15, 1977.



- D -

Inclana state. It gets colc in winter anc ruch cf the soil is rocky ard
pocr . The fammers coulu rct make a livirg; many of them hac cut their
losses anc run; riuch of the lanc was abanconed, and in a sorry state.
No one could see a future for the Vermmont rural econamy until samecne
noticed that in Europe, people enjoyed a recreation called skiing.
Imported into Vermont, skiing became the salvation of the state. Farmm~
ers turned over their land to it, making agriculture a subsidiary
activity to meet their own needs. Later, as more and more winter tour-—
ists came to Vermcnt, same began to return in sumner too. Sane even
decided it was a good place for retiring, and same younger visitors,
around the end of the 1960s became eco-freaks, began to buy the aban-
doned land, and turned it into prosperous famland cultivated on ecolog-

ical lines.

None of this would have happened unless one man had thought up ski-
ing. So, Starr suggested, we should not be finding the urban equivalent
to skis. Maybe, even now, in decaying New York, same dreamer in a gar-
ret is having just the idea that will save the city. For, without such
a radical change in the basis of the wrban econamy —— so many of the
delegates gloamily agreed -~ America's once great urban areas would sim-

ply decay.

A Cautionary Tale

And I think the writing is already on the wall here. Academic stu-
dies, like those made earlier at Political and Econamic Planning and now
at the London School of Econamics, suggest that urban Britain is follow-

ing the path of urban America. The biggest urban areas have seen their
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growth slow down, stop arg then reverse. They are losinc people and
Jjobs. Anu the loss is nct coniinea to the inner cities —- though it is
most intense there. Now, there are vacant factories and the population

in the outer parts of our great conurbations is declining too.

So the problem may be wrongly defined. Wwe may soon be asking how
to save whole conurbations. And since we are already trying to help all
the assisted areas, which make up much more than half the area of Bri-
tain and around half the population, the question soon will be how far
the remaining small prosperous piece of Britain can possibly prop up the

rest.

To put it another way: perhaps the inner cities, like the assisted
areas, are just microcosms -- extreme examples, if you like -- of a more
general British problem. That problem is fundamentally econamic, though
of course it has many ramifications -- education, social policy, hous-
ing, transport. The problem is that a large ard increasing part of our
space econamy is in a state of structural decline. In those areas, we
have to run to keep still. We must keep feeding in new sources of
econamic growth, simply to oanpensate for the decline of older basic
industry. We have recognized this prablem, and have gone same way to
dealing with it, in the assisted areas, ever since it was exposed in the
great depression of the 1930s. Now, in the great recession of the
1970s, it is exposed in whole new areas of the country. But, just as
forty years ago, it is unlikely to go away when the good times return.
The real causes are not short term and cyclical; they are long term and

structural.
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To find solutions, you first must find causes. Our urban research
incustry is now busy trying to cefine the real sources of urban cecline,
and with same success. EPEut, though everyone can icentify symptams, the

deeper interpretation is still fiercely debated.

The conventional planning wisdam, and the most caunforting explana-
tion, is that the villain of the piece is to be found in the wrong poli-
Cies we have been pursuing. We bulldozed thriving industry in the inner
areas of cities, as part of camprehensive renewal policies. We denied
Industrial Development Certificates (IDCs) to other thriving fimms, and
drove them to the assisted areas or the new towns. So, by reversing the
policies, we can persuade industry to thrive again. I fear this is
hopelessly simplistic. For one thing, the new towns have never
accounted for more than a small part of the whole process of outward
movement. Only 3 percent of our total housing stock, for instance, has
been built there since World War II. For another, as anyone can see,
there are plenty of vacant premises all over London and Liverpool and
Birmmingham, and there are no takers. The fims have simply disappeared,
and they will not came back by waving a magic wand. Fifty-one percent
of total manufacturing losses in London, according to the Department of

Industry, are due to fimms shutting up shop. The reason is far more

canplex than more urban renewal.

Demise of Small Firms

One thing we do know fram the London study: that a disproportionate
nunber of the closures have been of small fimms. Traditionally, in the

East End of London or in the small masters' district of Birmingham, this
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small workshop industrial cuarter was not the nom. Now, it appears
tlat it cannot cauwpete. On thils point, curiously, twc groups -- the
right wing Conservatives and the Marxists -- &gree. The high Tory
answer is that the small industrialist has been persecuted by bureau-
cracy — by high tax rates, by regulations on safety and redundancy and
almost everything else. Reduce this red tape, they say, and industry
will thrive again. One fproblem with this answer is that the small
industrialists of the past have gone; they will not be brought to 1life
again. Another is that we have seen the same process happening in other
countries with very different regulatory and tax regimes. Small indus-
try is declining not merely in lLondon and Birmingham, but also in- Paris

and New York.

The Marxists see urban decline as a stage in the evolution of what
they call late capitalism. Small scale industry, in their analysis, is
destroyed in campetition by large scale corporations, who work by take-
over, by ratiocnalization of production, by sale of land and asset strip-
ping. Using their immeasurably greater resources, these big corpora-
tions destroy their small campetitors —— and they have little interest
in settling in the older urban areas. I must own that I find this
analysis very plausible; indeed it is almost a truism. The prablem is
to understand what the solution might be. To hasten the end of capital-
ism might or might not be desirable, depending on your own value judg-
ments, but it certainly will not alter this problem -- which is a symp-
tan of very advanced industrial econamies in general, and could as

easily occur in a Socialist example.

In fact, the Bolton Committee on Small Fimms? analyzed this prcblem
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exhaustively, aided by much research, back in 1971. They cconcluaec that
small firms hac ceclinea in relation to the total of eccncric  activity,
both in tems cf employment and in terms of output, since at least the
1920s -- and that this was a world-wide process, though more advanced in
Britain than almost anywhere else, which would continue. They also con-
cluded that small firmms tended to be less productive -- perhaps because
of the products they made -- but more innovative than average, despite a
low research and development (R and D) input. Nevertheless the Cammit-
tee recamended that they should get no special help in temms of
finance, advice or training, but that they did seem to have special
problems in terms of taxation (partly now resolved by the introduction
of VAT), fom filling and planning. On this last, they recammended that
small firms should be able to build up to 10,000 square feet without an
IDC, that local authorities should use powers to develop industry in
residential areas, and that the same local authorities should have
greater responsibilities to find alternative accammodation and compen—
sate firmms in cases of clearance. Same of this is now done; but by no

means all.

There is yet a fourth explanation, and it has the merit of offering
a simple solution. It is provided by the garden city or new towns move-
ment. The outward movement of industry and people is a natural process
that merely needs to be guided in the interests of good planning. As
Geddes and then Mumford said long ago, modern industry =-- the sort
Geddes called neotechnic —- does not need big cities any more. It can
Operate almost anywhere, so long as it finds an adequate supply of the
right kinds of labor, a contented workforce, and adequate cammmica-

tions. And, in the conditions of'today, it is far more likely to find



-7 -

these 1in & new town tran in & ccngested large city. Wwhat is heppening
naturally for tlie garaen city niovenient, has the virtue of being also
highly desirable. The industrialist has read the message that Howard

began to preach nearly eighty years ago.

This last group, therefore, sees no need to do anything, since in
its view there is no prcblem. The Marxists have an analysis, but no
very clear solution. The radical Tories have an answer that is very
unlikely to be sufficient; the planning critics likewise, but even more

SO.

Possible Strategies

Maybe there is no answer -- in which case, we should follow the
garden cities people, and put all our new investment in the green fields
were it will most likely fructify. But maybe, by looking mnore closely
at the evidence, we can find elements of all four of these explanations,
that can be glued together thus to suggest possible strategies for the

cities.

First, the Marxists are right: industry has been rationalizing.
Large-scale organization has won out over small-scale. There have been
massive increases in productivity -— even in slow-developing, low—
productivity Britain. (Were we efficient, it would all doubtless have
been much worse.) Many kinds of job, cammonplace twenty years ago —- the
brute force, materials-humping kind -~ have declined, especially in
manufacturing and in warehousing and dock work. As these jobs have been
rationalized, for a smaller and more highly trained workforce, they have

tended to move out fram the city. Dock work is a classic example. As
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the Liverpool inner area stuay showed, old joke hLave died at the center,
while new jobs heve been creztea out of canmnuter range, at the edge cf

the conurbation.

Secord, while manufacturing as a group declines, so do same of the
older tertiary industries (transport, public utilities such as gas,
electricity and water). Other kinds of tertiary industry increase.
There has been major growth in what Daniel Bell3 calls the quaternary
sector (trade, finance, insurance, property) but even more in the
guinary sector (health, education, research, goverrment, recreation).
Same of the biggest growth, rightly or wrongly, has been in the public
sector quinaries——especially education. Much of this has gone outside
the cities; same (schools) has simply followed population, others
(universities, polytechnics, colleges of education) ocould have been
located anywhere. Same private sector quinary industries have also
grown massively—especially tourism, which shares with education the
distinction of being the fastest-growing industry in most advanced coun-

tries in the last decade.

Two things are worth noting about the growth of the tertiaries.
First, an appreciable growth is in jobs needing a great deal of educa-
tion and training. These are high level managerial or professional jobs
or education and research jobs (the quinary sector). According to
Daniel Bell, in the caming post-industrial society, the manufacturing
sector will decline sharply as a proportion of total employment, the
tertiary sector (in his sense) will grow, but the major growth is in
quaternary and quinary industry. Secondly, an increasing proportion of

jobs in these sectors are open to wamen, or even traditionally reserved
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for them. It is quite conceiveble, in such & post-industrial society,
to firu & buoyant labor market for women and heavy unerployment —among

the less skillea men. London at the present time provides an exanple.

Thirdly, the high Tories are right too: all this has been exacer-
bated and accelerated by the policies that have helped stifle small
industry. (And the reason why it's happening in New York is that there,
too, the tentacular regulatory bureaucracy has run amck: just read Busi-

ness week for confimmation.) The Marxists came in again here: the state

bureaucracy and the big corporations —- Galbraith's "planned sector"

cooperate to stifle the "market sector" which threatens their power.

Innovation, Not Resuscitation

The trick, however, is to discover how to bring back to life that
which has been killed. And the first step is to realize that this is
impossible; what is necessary is to find new sources of innovation and
enterprise, to replace that which is gone forever. The same goes,
lastly, for the bulldozing argument. To put it simply: in formmer times,
the city was always a seedbed for innovation, for new development
impulses. Same enterpreneurs succeeded and grew large; as they did,
they not seldam took their business out of the city in search of larger
scale, rationalized production processes. Others stagnated or even
died; but there were always others to take their place, and again same
of those would succeed. Now, we seem to have succeeded in killing off
an abnomal proportion, and there is all too little innovation to fill

the gap. One must discover how to reanimate the innovation.
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How? There are severzl possitle recipes. (1 must stress that they
are not rnwtually exclusive; each city shcula meake up its own menu,
depencinc on its tastes and dietary needs.) Here, the separate courses
are best presented separately in the European culinary tradition; later
on, the Chinese coocks can came in and mix them up. 1 want to stress
that they are deliberately presented in crude cartoon form. In prac-
tice, elements of them would probably provide part of a camposite urban

menu.

Science-Based Industry

The first recipe is the most traditional: we should encourage
science-based industry in the cities, especially in their inner areas.
The value of such industry is first, that it is the only kind of
manufacturing that still shows real growth in an advanced industrial
econany. Secondly, it employs a large number of people with a high
average wage, so -- through a high incame multiplier -~ it creates a
wide range of jobs, not merely skilled but semi-skilled and unskilled
too. If we look at the location of such industry today, we see that it
has very rapidly deserted the inner cities. In Victorian times, a large
part of what were then the technically most advanced crafts were small-
scale inner city workshop industries: precision and scientific instru-
ments and watches in London; jewelry, guns and machine tools in Manches-
ter and Bimingham. Today, the leaders -~ whether they manufacture big
cbjects like Concorde at Filton, outside Bristol, or small things like
Sinclair calculators at St. Ives in Cambridgeshire -- are well outside
the inner cities, sametimes in suburbs, very often in amall rural towns.

As Brian Berry has shown in the United States, such industry is
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focotloose; it temas to be attracted to amenity-rich areas, since the
important thing is to attract and keep a contented workforce incluaing
senior management. The same arguments are valid for the spearhead of

the quaternary/quinary sector.

There is a possible way of attracting such industry back, and it is
by a combination of incentives. First, universities and polytechnics
would be encouraged to set up technological spin-off development cor-
porations in their vicinities. (Same universities, for instance Lough-
borough, have already done this.) State aid would be available for this
purpose. Further, the National Enterprise Board (NEB) would launch a
special scheme to encourage innovatory individuals to develop a small-
scale production base. This would involve advance workshops available
at an initial low rent (with same profit-sharing arrangement for NEB).
Goverrment skill centers, located nearby, would help produce the skilled
manpower that would be needed to fill the jobs as these industries grew.
lastly, to attract already established fimms to set up branch plants in
these areas, there would need to be same provision for attractively
planned industrial parks. These would be planned in conjunction with
specialized housing and leisure facilities, and could be cambined with
the tourist strategy that is later described. The cbjective would be to
create the same sort of enviroment now provided in the very best

private industrial parks in the suburbs of same American cities.

The value of such industry is not restricted to pure manufacturing
employment. For such firms also have very extensive R and D activities.
(IBM is perhaps the best known example of a large corporation which

exists through the application of research.) For such large firms, R and
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D is a systematic, organized activity. Again, if sucl. undertakings can
be attractec to vurban lccaticns, the value is not restricted tc the
immediate impact of the employnent they create. It also involves the
indirect effect of incame and employment multipliers on the total pat-
tern of activity in the area. This is a particularly potent way of
building the urban ski slope. But I should stress that there are snags.
All over the world, up to now, such industry has recently shown very
little affinity for urban areas, especially inner ones. It may go to
the outer fringes of the more attractive and growing metropolitan areas
— Los Angeles, San Diego, Dallas, Atlanta, or it may go where they
please: industry follows them. The only way we are going to tempt it
back into the cities, if at all, is through a very imaginative programme
that deliberately caters for the whims of such people. That means the
creation of high-amenity envirorments such as I have described, plus
adjacent high-incame housing schemes, plus motorways for them to drive
fran outer suburbs. All of which is rather far removed fram the poli-

cies of many local councils in British cities.

Professionals

The second strategy may in its way be just as unpalatable, because
it is very similar. It involves building on the fastest-growing indus-
tries of Daniel Bell's quaternary and quinary sectors: management, the
professions, education. (Indeed, in research and development it over-
laps with my first strategy.) That means encouraging activities 1like
banking, finance and insurance; the mass media, including publishing of
books and magazines, and newspapers, television and radio, all kinds of

new audio-visual technologies, advertising and PR, plus entertaimment;
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consultancy activities in &ll kinds of professional areas, ranging fraw
engineering to architecture tc accounting (inclucing planning for over-
seas clients); ana higher education and culture. Everywhere in advanced
countries, these are the growth industries. Same of them are public
sector industries, and cater in large measure for ourselves. Eut others
are potentially very important exporters, and they could -- and should
— be further encouraged by govermment. We are not doing nearly as much
as we ought, for instance, to sell British expertise overseas, either

through direct provision of educational services or through consultancy.

This recipe has other virtues. One of the most important is that
nore than any other bundle of industries, these seem to show a continu-
ing affinity to the center of the city. The other is that the jobs tend
to be exceptionally well-paid and so have a very great multiplier
effect. Further, though a high proportion of the jobs are skilled, many
of these industries do employ a range of talents. Universities and
research institutions and television stations need cleaners and night
watclmen and porters. Above all, such industries have a very high den-
sity of workers in relation to both people and capital equipment. That

makes them ideal city industries.

But it is no use denying that again, there are snags. Much of the
work does use very special skills, which may be in short supply. If
such people came in to the city, they may create demands for housing
which will make it more difficult for low-incame people to live there—-
as has happened, visible, with the process of "gentrification" in Ion-
don. Not merely in housing, but in many other areas of consumer life,

fram eating out to getting odd jobs done, they may cause inflation of
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prices. Anc, nost telling of all, this recipe may suit only a very li-
ritea number cf cities. It coulc clearly werk for Lonuen ana maybe for

Manchester, but is less likely for Eimmingham, Liverpool or Glasgow.

There is one last problem, and it had better be faced. American
experience now indicates that this kind of industry, too, is beginning
to desert the city. True, much of it is still oconcentrated right at the
heart of New York, Chicago or San Francisco. And in same cities — Bos-
ton, Atlanta, San Francisco, Los Angeles --. there have been downtown
boams in recent years. But the analysts are concluding that the general
trend, as with so much other activity, is outwards. New York has been

steadily losing office develomment to outer suburban towns like
Eridgeport and Greenwich and Stanford and New Haven, which happen to be
envirormentally more attractive and nearer the places where the workers
live. Suburban office developments have became more and more cawmon—
place in the United States. There is same evidence that the same pro-
cess is happening here. Big office developments are happening not
merely in the mediun-sized towns around London, like Reading and Guild-
ford and Southend, but now much more widely afield. Maybe we can

reverse the process — if we want. But it may not be easy.

Tourism

That suggests that we should look at other strategies. There is
one in paticular that cammends itself, because we know fram recent
experience that it is particularly attracted to same cities: that is, an
econcmic development based on tourism plus associated service and
manufacturing activities. Apart fram higher education, tourism is

almost certainly the fastest-growing industry of recent times in
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aavanced countries, ard all predictions sucgests that it will remain so
for same time. Further, it creates a very wice spread of emplcyment of
all kinde, incluwiing a lot of fairly unskilled jobs. Finally, we know
that same kinds of tourism are paticularly attracted to same cities

(with London well up in the world league).

Tourism is in fact a very varied activity. It includes not merely
conventional package tourists arriving in their jumbo jets at Heathrow,
but also businessmen and professionals who spend time out in the even-
ings or at weekends, and visitors to fairs and conventions. Further, it
can help spin off a very widespread manufacturing activity —— especially
in production of small-scale craft goods, which are particularly suited
to inner city locations -- since there the goods can be displayed in
showroans at or near the point of manufacture. As we know fram Covent
Garden and same other examples, this can be a particularly good way of
using old premises that otherwise became derelict. The means to
encourage such industry are in same ways very like the incentives to
science-based industry: help fram NEB, skillcenter training, provision
of low rent premises. But craft industry may be easier to attract,

because of its natural affinity to the inner city.

In fact, one plausible argument is that a tourist kind of city is
the aone that spins off all sorts of odd fringe activities, any one of
which could prove to be the urban equivalent to skis. Such a city
develops an aura, which may or may not last: San Francisco in the 1960s,
Los Angeles or New York or Paris at almost any time. It attracts
thousands of creative people, predaminantly young, for at least part of

their lives, and by mixing them it creates a fement of innovatory
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iceas. As examples, look at the classified advertisements in Lonccn's
Tine Out: & rich anc even bizarre collection of enterprises (ear pierc-
ing, unisex sauna, air freight, whole food shops, College of Acupuncture
clinic, Krishnamuri videotapes). They may sound funny, but some may
sound less funny in 1967 if they prove to be the growth industries of
the 1980s. Recall: when the founder of General Motors tried to interest
his bank manager in his first products, that august gentleman was so
incensed that he showed his visitor the door. We could be making the

same mistake again -- and so could the goverrmment.

Again, as ever, there are snags. One is that this is again
overvhelmingly a London -- perhaps an Edinburgh -- activity. But deli-
berate action can change that. Birmmingham's National Exhibition Center
is already beginning to do that for our secord city. All kinds of other
developments could carry that further--including, possibly, the revival
of Bimingham's old craft industry as a tourist attraction in what lit-

tle remains of the Victorian city.

The Example of Disneyland

The most pramising, perhaps, is the deliberate development of
large-scale tourist attractions. Disney did this, classically, in
Creating the Walt Disney World theme park at Orlando, Florida. He chose
a location that was favorable for tourism but was so far undeveloped.
He bought all the land, not merely for the park, but for every possible
associated development for miles around. We totally lack such big theme
parks in Britain. Yet unique opportunities exist to tell our history,

both to our own children and to foreigners, in an imaginative way. The
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museuns of the industrial revclution -- &t Coalkrookdale, at Beamish in
County Lurlam, now at Caraiff -- are a stert. but whet we recly need is
& canbination of the best parts of these parks and the flamboyant shov—
manship of Walt Lisney Enterprises. That could help transfom a derel-
ict northern inner city envirorment, for instance, into one of the
greatest tourist attractions in Europe. But all our politicians can

think of is manufacturing industry that will never return.

Cisney illustrates another vital point. His theme parks contain
reconstructions of the past and visions of the future. The latter, in
particular, can serve as a showcase for new science-based industry in
the local region, and so powerfully reinforce such a strategy. Further,
such a develomment may well include convention center facilities which
will help encourage a different kind of tourism and, indirectly, quar-

termary and quinary industry.

Imuigrants

But it could be that none of these recipes can really perform the
miracle for scme areas. After all, same of our cities are today very
far decayed places. Their industrial base is fast disappearing. Their
more skilled workers, and their middle class, have already gone. Large
areas of the city seem to be in course of becamning West Indian or Asian
ghettos. There is a general sense -- powerfully conveyed in the DOE's

own inner city studies? — of decay and apprehension.

Yet the Bimmingham study, focused on the Small Heath area, actually
argues that the Asian ooncentration there is a source of hope and

strength for the future. This cammmity, the consultants argue, is
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strong end self-reliant. It is alreacy a source of sportaneous improve-
rent; @ high prcportion of the Asians own thelr cwn homes, and are wil-
ling to spend time anc money on upgrading them. Similarly, the business
traditions of the camunity generate many jobs of the kind that are all

too scarce in the inner city.

In an article® earlier this year I argued that this might provide
the basis of yet another solution for urban ills. Instead of discourag-
ing immigration, I argued, we should actually encourage it -- but we
should be sharply selective. We should try to attract small business-
men, with capital and proved expertise, to settle here and establish
small workshops and associated trading enterprises. What I had in mind
was to try to export same of the extraordinary drive and industry and
flair of places like Hong Kong and Singapore, which today have same of
the most innovative small businesses in the world. 1 was roundly
attacked for that by countless correspondents, who seem not to have read

what 1 actually wrote.

FreeEt_D_rt

One of the more thoughtful correspondents, thouwgh, attacked me on
quite another line. As a small businessman he said has been strangled
by taxation and bureaucratic red tape. How did 1 expect the businessman
fran Hong Kong to be able to do any better? What allowed Hong Kong
industry to campete, often in this country, was the freedan fram ocon-
trols and the low taxation that it enjoyed. As we saw earlier, the Bol-
ton Camnittee had a great deal of sympathy with that view -— but that

was in 1971, and I doubt that matters have got much better.
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Here, 1 honestly thirk that the best might be the enemy of the
gocd., 1f we really want to help inner cities, and cities generally, we
riay have to use highly unorthodox methods. One niajor source of their
ills is that many of their people -~ so the inner city studies tell us
again and again -- have been stranded high and dry by the rapid evolu-
tion of the advanced industrial (or post-industrial) econcmy. Their
skills (or lack cf skills) were readily useable in an early industrial
econany, but are no more. If we try to force them to catch up, we may

do them —- and us -- no good, and perhaps a great deal of hamm.

Therefore, the answer might be to accept the fact. It would result
in a final possible recipe, which I would call the Freeport solution.
This is essentially an essay in non-plan. Small, selected areas of
inner cities would be simply thrown open to all kinds of initiative,
with minimal control. In other words, we would aim to recreate the Hong

Kong of the 1950s and 1960s inside inner Liverpool or inner Glasgow.

The first element would encourage entrepreneurs and capital. The
area would be outside United Kingdam exchange controls. Businessmen
fram the Third World would be welcame to came in and set up their fac-
tories. Since the area would be outside UK custams limits, all goods
would be imported and sold free of duties and indirect taxes, including
VAT. Such an area would thus be a Shannon Airport, or Canary Islands,

right in the heart of one of our cities.

Secondly, the area would be based on fairly shameless free enter-
prise. It would be free of United Kingdam taxes, social services,
industrial and other regulations. Bureaucracy would be kept to an abso-

lute minimum. So would personal and corporate taxation. Trades' unions
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woulc be ellowec, as in Horg Kong, but there woulé be no closed shops.

hages woula finc their own level.

Thirdly, residence in the area would be based on choice. Since the
special taxation and custams arrangements would render the area ineligi-
ble for Common Market membership, it would be most appropriately admin-
istered as a Eritish Crown Colony or protectorate; the Isle of Man pro-
vides one model. Existing residents -- and there would not be many --
would be free to stay or leave, since they would hold UK passports.
However, if they stayed they would have to do so an new temms, under the
laws and regulations of the Crown Colony. Their tax levels would be
much reduced, but so would their benefits. And, if they then tried to
enter the United Kingdam, they might not be allowed to do so until their

social security payments were made up.

Tax Haven/Social Problem

Such an area would not conform at all to modern British notions of
the welfare state. But it could be econamically vigorous on the Hong
Kong model. Since it would represent an extremely drastic last-ditch
solution to urban problems, it could be tried only on a very small
scale. It is most appropriate to those inner city areas which are
largely abandoned, and denuded of people; or alternatively areas with
very grave social and econamic problems. I envisage it as an appropri-
ate solution for a decaying seaport such as Liverpool. Here, it could
help build the basis of a vigorous tourist trade, since it should
encourge a huge movement of buyers both fram the United Kingdam and

mainland Europe. Again, the vast tourist boam in recent years in Hong
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Kong and Singepore, based very largely on the rock-btottam campetitive

prices in thelr sheps, provides a foretaste of what could happen.

I do not expect the British goverrment to act on this suggestion
immediately, and I want to emphasize that I am not recammending it as a
solution for our urban ills. I am saying that it is a model, and an
extreme one, of a possible solution. I have deliberately included it,
because if we want to analyze the problem of our cities fully we have to
do so on the basis of real econamic prospects, not on the basis of same
fantasy of the world as we would like it to be. The evolution of the
world econary is causing a very rapid reordering of the functions of
cities in the western, advanced industrial world. If they are to sur-
vive at all it is on the basis of what they still do best — or at least
as well as everyone else. That means stopping a lot of things they did

do, and finding new role or roles.

Facing the Facts

It follows, almost as night follows day, that scme activities are
going to leave cities. We need to face the fact, I think, that for many
people -- perhaps most people — in advanced industrial oountries, big
cities and big metropolitan areas are no longer very attractive places.
They do not provide the right kinds of services at the right price, nor
give the kind of enviromment, physical or social, that people demand.
Above all, as the American econamist Wilbur Thampson argued at the sym-
posium which generated the notion of the ski slope, cities demand too
much self-discipline of their people. They cannot easily drive their

cars, or avoid their fellows if they want to, or have a fully private
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life. Cities, as the econamists say, are too full of negative external-
ities. They are still attractive for scne people —- the young, a minor-
ity of cosmopolitans, same of the cld. EBut for a large Fprcportion,
perhaps the majority, the only thing that keeps them in the big metro-

politan center is their job. As the jobs move out, so will the peogle.

Probably we cannot do much about this and we should not wish to.
What we can and must try to do is to ensure that the outward movement is
balanced in terms of age camposition, skill and education level, racial
camposition and job mix. In particular, as the DOE's Lambeth inner
urban report stressed so eloquently, we need to ensure that more of the
deprived people fram the inner areas are able to move if they want. And
we know what they want: between one quarter and one third, the Lambeth
survey, said they would like to move out if housing and job were right.
The irony is that the job prospects for these people —— and the educa-
tional prospects for their children -- would almost certainly be better
in Milton Keynes or Northampton or Peterborough than in London or

Islington. It is the housing trap that keeps them behind.

So the answer is that we still need investment both in the green
fields and in the grey areas. We need to plan for an orderly reorienta-
tion of our space of econamy whereby each part of our urban system does
the things that it is best suited to do. That means providing quite new
roles for our major urban areas, while same of their more traditional

econamic roles —- and with them, same of their populations — move out.



2.

ENTERPRISE ZONES IN THEORY AND PRACTICE:

THE BRITISH EXPERIENCE *

My remit today is to talk about the Enterprise Zone idea in the land of
its birth: Great Britain. I suppose that most people here know the his-
tory: last March our Chancellor of the Exchequer, Sir Geoffrey Howe,
presented his annual budget proposals to Parliament. He announced that
his govermment would be giving special status to a number of areas that
appeared to be in need of stimulation. Instead of regulation, these
areas would be set free. There would be minimal planning and other con-

trols. And enterprises locating there would receive special tax incen-

tives.

Last July, after a top-speed process of selection, the first seven of
these areas were designated. The enabling legislation came even later.
So clearly it is far too early to came to any definitive verdict as to
their success in meeting their cbjectives. But we are free to speculate
about the criteria that ought to be used in judging their perfomance,

and about their likely success in meeting them.

You may worder about my credentials for this job. The answer is simple:
in his speech Sir Geoffrey graciously mentioned me as joint author of

the Enterprise Zone idea. Whether his campliment was justified, I will

* Address to the National Urban Policy Roundtable, Econcmic Renewal in
the 1980s (A Project of the Charles F. Kettering Foundation, Coordinated
by the Academy for Contemporary Problems), Washington, DC, January 14,
1981.
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leave it tc you to gauge. The fact was that in June 1977, at the annual
cor.ference of the Royal Town Planning Institute, 1 was asked to ciscuss
scame possible soluticns to a problem that Britain shares with the United
States: the decline of the larger, older inner city areas, which has now
reached precipitous proportions. 1 looked at sane standard answers:
inject science-based industry, develop services, encourage tourism. But
at the end of this review, I concluded pessimistically that none of the

standard recipes could perfomm the miracle for the worst problem areas.

So I argued that to help such areas, we might need to use highly
unorthodox methods. One major source of the sickness that assails these
places is that many of their people -- so the research studies tell us
time and time again -- have been stranded high and dry by the rapid evo-
lution of the advanced industrial -- or, if you 1like, the post-
industrial -- econany. Their modest skills, or lack of skills, were
readily useable in the econamy of one hundred years ago, or even forty

years ago, but they are no longer needed.

Therefore, the answer might be to accept the fact. We should lock to
the model provided by the real econamic success stories of the 1960s and
1970s — Taiwan and Korea, Hong Kong and Singapore. We would try to
recreate, in selected areas of British cities, the same spirit of unbri-

dled enterprise that has characterised those econamies.

That would entail what I called a Freeport solution. Small, selected
areas of cities would be thrown open to all kinds of initiative, with
minimal goverrmental interference or control. The experiment would
involve -- so I argued -- three main features. I want to stress these

to you, because I feel that they are all essential to the success of the
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The first is the most obvious, ana the one that everyone has ncticed
about the Enterprise Zone idea in its various fomms: maximum freedam and
minimum restriction. But I believe that if one accepts this, one should
accept the logical consequences: such an area must be, for practical
purposes, outside the limits of the parent country's legislation. Free
zones, I argued in 1977, should be free of United Kingdam taxation,
social services, industrial and other regulations. Bureaucracy would be
kept to an absolute minimum; so would personal and corporate taxation.
Trade Unions would be allowed, as in Hong Kong, but there would be no

Cclosed shops. Wages would find their own level.

It follows that in an important sense, such zones would be outside the
effective econamic territory of the parent country. Logically, they
would be outside exchange and custams controls. All goods would be
imported and sold free of duties and indirect taxes. In other words,

such zones would be camplete Free Trade Areas.

The further logical consequence of this would be free movement of labour
and capital. I would like to think that this were practically possible,
but I do not; even Hong Kong has had to move to stem the flow of people
out of China. However, there is one essential feature of the scheme as
I see it, and that is the free movement of capital — and with it,
entrepreneurship. One of the most important ingredients for the success
of the whole plan, in my view, is that it encourages the rapid growth of
an indigenous entrepreneurial class, s0 as to try to guarantee that
growth will be self-sustaining. This is the most important lesson we

can learn fram the success stories of the Far East, and it is a point to
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which 1 shall return.

Firally, residence and work in the area could be based on choice. Since
the special arrangements for the areas woulG effectively put them out-
side the United Kingdam, I suggested that they be administered as a
British Crown Colony or Protectorate, on the Hong Kong model. Existing
residents —- who would be few, since the areas would be deliberately
delimited in derelict and virtually depopulated places -- would be free
to stay or leave. But if they stayed, they would do so on the temms of

the new territory: lower taxes, but fewer benefits.

I stressed that since such a model would present an extremely last-ditch
solution to Britain's urban ills, it could be tried only on a very lim-
ited scale. It would be most appropriate for an area of a city that
simultaneously faced extremely grave problems of econamic decline, and
of physical dereliction. But it should be tried as a unique econamic
experiment. The acid test would be whether such an area could emulate
the Newly Industrialising Countries with their remarkable record of sus-

tained and rapid growth through native entrepreneurship.

How do the British knterprise Zones, as introduced by Mrs. Thatcher's
goverrment, accord with this model? The obvious answer is: only in
part. They have a tax holiday, in the fomm of a remission of local pro-
perty taxes; the loss to local revenues will be made good by a grant
fram the central goverrment. They have reduced capital gains taxes.
They have a 100 per cent allowance against corporate incame tax for cam
mercial and industrial buildings. They also have a bonfire of controls
-~ but not, notice, all controls. Zoning and planning regulations are

reduced to the minimum — but they are not entirely abolished. But all
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kinds of naticnal envirormental and safety regulations remain in force.
Further, the Enterprise zones co not have Free Pcrt status -- thcugh
arguments are still taking place about the possibility of granting that
status to certain zones. Most importantly and most emphatically, they
do not have what was, in my view, perhaps the most important feature:
the deliberate encouragement to outside entrepreneurs to oame in ard

establish new businesses in the zone.

So, in many ways -- despite the reputation of Mrs. Thatcher's govermment
for oonservative radicalism -- there is nothing very radical about the
Enterprise Zones. The worry is that in practice they will not achieve
very much, and that what they do achieve will be counter-productive.
Unless they genuinely encourage new enterprise where no enterprise
existed before, then it seems to me that they will be failures by
definition. And what they may easily do is to attract footloose indus-
try to locate just within the Enterprise Zone boundaries, taking it away
fram areas that are almost as deserving just on the other side of the

line.

Those of you who are econamists will spot a problem with my argument.
If the result of the Enterprise Zones is to allow factors of production
to be used more efficiently to produce higher returns, you will say,
they are good in econamic tems. The problem is that they may not have
this effect. If they encourage industry to locate in places which are
poor in other locational attractions -- in places with weak transporta-
tion links, or with high infrastructure costs, for instance -- then the
result could be econanically counter-productive. At best, the advan-

tages would be very marginal ones. The Enterprise Zones in their
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present formm simply appear to evoid the issue of how tc enccurage new

entreprenevrially-let growth.

Why, you may ask, do I keep stressinc this issue of new entrepreneurial
growth? 1 do so because it accords with what we know about the real
process of growth. Many of you will have seen, in the pages of Business
Week last year, the results of the remarkable research by David Birch of
MIT. Using detailed Department of Commerce data, Birch has been able to
demonstrate that in the United States, new jobs are created dispropor-
tionately by new, small fimms. Indeed, were it not for these small
firms, America's econamic problems would be much worse than they are --
for the larger firms tend to shed jobs, not to create them. More accu-
rately, the job growth cames fram fims that have reached a modest size
threshold and are taking off to a new threshold -- in other words, they
are no longer small infant industries, many of which indeed die in

infancy, but rather children growing into adulthood.

Birch concludes that the job generating fimm tends to be young -- though
not brand-new. It tends to be small. And it tends to be dynamic —-
even volatile, for in the process of growth it may sometimes appear to
contract. In other words, says Birch, it is the kind of fimm that

frightens bank managers and bureaucrats.

The Birch study has excited a great deal of attention in Britain —- fram
politicians and fram bureaucrats in our equivalent of your Department of
Camrerce, in particular. For the small, dynamic firm is weakly
developed in Britain campared with other nations —- and in particular,
canpared with the United States. Birch argues for the United States

that the different econamic performance of regions and cities is closely



related to their capacity tc generzte nev. small firmms. Similarly, tkre
notcriously poor eccnamic performance cf Great kBritain could be relatea

to the lack of this capacity.

With that background, let me address the question: what would be the
relevance of the Enterprise Zone concept to econamic development in the
United States? VWhat objectives should we seek to achieve in establish-
ing them? And what, in the light of those objectives, should be the
essential features we should want to incorporate in new Enterprise

Zones?

First, as to the relevance of the concept. Nothing has struck me more,
in the four months I have spent in the United States this time -- and
let me say that I have been a regular visitor to your shores these past
sixteen years -- than the fact that America is now beginning to display
many symptoms of what has been called the British Disease. Indeed, many
facts that are now being attributed to the world recession —- the high
uneployment in same basic industries, the dismal profit record -—-
should more properly be ascribed to a much more insidious structural
change, whereby American industries progressively fail to campete suc-

cessfully with their overseas counterparts.

There are however significant differences. Both the British and the
American econanies have areas of strength, and areas of weakness. But
overall the strong part of the American ecomawy is far bigger, as a pro-
portion of the whole, than is ours in Britain. You have the burgeoning
industries of the Sunbelt: a wide range of consumer products in the
Piedmont South, tourism and aerospace in Florida, aerospace again in

Texas, energy-related developments in the Mountain West, aerospace and
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-- above &ll -- electronics in (alifornia, aircraft in the Pecific horth
west. The Eritish econany hes little to show in cawparisor.  However,
the geographical distribution cf these strong areas is highly signifi-
cant, and no one here needs reminding cf it. They are overwhelmingly in
the Sunbelt -- while the weaker sectors are concentrated in the Frost-

belt of the Eastern Seaboard and the Mid-West.

This is no accident. Regional econamists and geographers have written
reams of analysis of the rise of the Sunbelt states. They do not yet
agree on an explanation. Probably the answer is that there is no one
single factor. The search for cheap, less highly unionized labor may
have been one —- but it does not explain more than a small fraction of
the growth. Far more important was the emergence in the Sunbelt of new,
highly innovative, technologically sophisticated industries embodying a
very high content of kesearch and Development investment. Federal
expenditure on this R & D may indeed have been a significant factor in
the rise of industries like aerospace and electronics. But in others,
where the innovation was less in technology than in organization and
management, the critical factor seems to have been that the more
entrepreneurial individuals -- for whatever reason -- were more highly
concentrated in the Sunbelt. Nothing else explains the rise of new
industrial empires like Kentucky Fried Chicken or MacDonald's Ham-
burgers, or Holiday Inns or Ramada Inns, or Coca Cola or Safeway, or
Walt Disney World — just a few of scores of major corporations that
have originated in the Sunbelt. The innovative record of the Frostbelt,

in contrast, is miserable.
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This is clearly important in understanding what has been happening to
the American eccnany in the last two decades. PBut what should really
concern us ncw is vhat is gcing to happen to it in the remaining years
of this century. Over fifty years ago a Russian econamist, Kordratieff,
produced a remarkable discovery: that ever since the Industrial kevolu-
tion, the econamies of the western capitalist countries had moved in
unison, in a series of long waves. To honor great discovery, Josef Sta-
lin pramptly put Kondratieff in jail, where he died. But in the 1930s
the great American econamist, Joseph Schumpeter, traced out the course
of the Kondratieff waves down to that time. It emerged that the whole
of modern econamic history consisted of a series of Industrial Revolu-
tions: the first, fram the late eighteenth century, based cn cotton tex-
tiles and iron smelting; the second, in the middle nineteenth century,
based on steel and engineering; the third, in the early twentieth cen-
tury, based on autamobiles, chemicals and a wide range of consumer dur-

ables.

Since Schumpeter wrote, and exactly as he and Kondratieff predicted, the
world has gone through a fourth long wave. It was the wave that was
based on aerospace, electronics and related industries -- though, 1like
earlier waves, it was also marked by a further expansion of industries
established in an earlier cycle. According to Kondratieff, this wave
should have peaked in the 1960s and have taken the world into recession
in the 1970s. I leave it to you to gauge Kondratieff's gift of pro-
phecy.

Now the significance of this digression is this: last year, in the

United States, there was published a most remarkable book — though to
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my knowleuce, it has received very little rotice. It ie & translaticn

fra: the German of a work by Gerhara benscl.,, called Stelemate in Tech—

nolocy: lnnovations Overcame the Depression. With a wealth of ‘Teutonic

scholarship, Mensch shows that the Kondratieff waves were based on accu-
mulations of innovations. Not inventions, notice: innovations are cam—
mercially usable applications of innovations, a very different thing.
Mensch shows how inventions seem to pile up in history, until quite sud-
denly a great bunch of them get turned into innovations within just a
few years. And at that point, the econamy turns fram recession into new
growth. Mensch even distinguishes what he calls "radical years" in the

econamic history of the modern world: 1625, 1886 and 1935.

1 guess that same of you are now dcing mental arithmetic. Let me save
you the trouble: the next radical year, Mensch concludes, is actually
1984. And he also concludes that at least half the basic innovations of

the fifth Kondratieff wave had been campleted by the end of the 1970s.

The critical question for all of us should be: where are these innova-
tions being made? For the whole of past econamic history suggests that
in each of the previous Kordratieff waves, the balance of innovatory
capacity has shifted. In the first, it was firmly monopolized by Great
Britain. In the second, it was shared between Britain, Gemmany and the
United States. In the third, the United States was absolutely preem—
inent. 1In the fourth, it began to share this position with Japan -—
and, to a limited degree, with same western European countries. I will
leave it to you to guess where I believe the innovatory leadership of
the fifth wave will locate. Yes, I fear it will pass to Japan -- and

with that, America could begin a long slide down the British slope.
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In that context, I believe, the idea cf the Enterprise Zone acquires a
literally wvital significance. For the cnly way in which our nations can
turn the next great innovation wave to our advantage is to manage our
affairs in such a way that innovators ~~ or, in other words,
entrepreneurs —- are making their innovations here rather than else-
where. It was for precisely that reason that I called for Enterprise
Zones that would replicate, as far as possible, the conditions of suc-
cessful entrepreneurship in the innovative countries of the new indus-

trial world.

Let me concentrate once again on the conditions that obtain in those
countries. They are sametimes represented as havens of unrestrained
enterprise. 1 believe that this impression is wrong. Their
entrepreneurs are indeed highly entrepreneurial -- but they work within
a framework of quite deliberate goverrment encouragement, to develop the
new technologies and the new frameworks of organization, that will allow

them to occupy the next industrial frontier.

That has been the lesson of Japan -- the nation that has pioneered this
approach. American experts who have studied the Japanese success story,
such as Hemman Kahn and the Harvard sociologist Ezra Vogel, all stress
the importance of the extremely close cooperation there between govern—
ment bureaucrats and business leaders. The difference as campared with
Great Britain and the United States is this: that in Japan the two sides
work cooperatively, for the greater good of Japan Inc. Goverrment sup-
plies the basic research that identifies the next innovatory frontiers;
it then pumps money into the early, more fundamental stages of research,

that would be too costly and too risky for individual fimms to
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uncertake. Thereafter, it is up to the individual entrepreneurs to
uncertake their true function: to turn invention into cammercisl utilis-—

able form.

That is the lesson now being copied fram Japan by its newly industrial-
izing neighbors: by the Republic of Korea, by Taiwan, by Hong Kong, by
Singapore. These models are not identical. Some -- Korea and Singapore
—— have a greater element of govermmental planning, same -- Hong Kong —
less. All however tend to base their policies on a considerable degree
of freedam to entrepreneurs to take decisions, coupled with a low degree
of outside regulation and interference. Most tend to inject govermmen-
tal spending in the fomm of econamic infrastructure —- especially
through the planning and development of industrial estates -- and also
social infrastructure, in the fom of public housing, schools and hospi-
tals. These, it should be stressed, are in no ways inimical to the suc-

cess of the Enterprise Zone concept.

I suspect that within the next twenty years, we shall see an even more
remarkable experiment of this kind. For there is emerging evidence that
Mainland China, also, is rapidly developing its own version of the
Enterprise Zone concept. In Canton, close to the Hong Kong border, it
is laying out giant new industrial areas. You may be sure that the
workers in these factories will be Chinese but that much of the manage-
ment and virtually all the entrepreneurship -- at least in early years
~— will be imported fram outside. For the Chinese, with their tradi-
tional wisdam and willingness to learn, have already seen the success of
the Japanese model in its homeland and outside -- and they want to be

the next in line. When they are, then the United States —- and indeed



- 35 -

the whicle incustriclized world —- will face arn econanic challenge whict

will be mina~-lxggling.

I am arguing here that we need to learn the lesson too -- and rapidly,
if Ammageddon is not to overtake us. The task is to replicate the kind
of business culture that thrives in the burgeoning new industrial zones
of eastern Asia. Same may say that this involves a huge task of social
remodelling -- that we need painfully to reshape our values, to bring
them closer to those of what Herman Kahn calls the Confucian culture.
Even if we detemine that this is what we desire as a society, it is a
job that looks like taking several hundred years -- and we almost cer-

tainly do not have that long.

Let me stress again, also, that the problem has a strong gecgraphical
dimension. Put California or Texas on their own, and they almost cer-
tainly will count among the new industrial giants. The problem is our
political responsibility for places like Pittsburgh and Detroit —- or,
in my country, places like Glasgow or Liverpool. They cannot lightly be
abandoned -- though I think that in both our countries, we may have to
accept a much greater flow of people out of such cities and regions,
into the places where entrepreneurship is providing new opportunities.
It is in the older, the declining cities and regions where the Enter-

prise Zone concept must have its major relevance.

I need not say that such a prescription will not be popular. The very
restrictive Enterprise Zone concept now developed in Britain has itself
been attacked on the ground that it will introduce Asiatic sweatshops
into that country, and will erode the hard-won rights of the workers.

How that ocould be true, if the zones are to be introduced on a
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restrictive and experimental basis, 1 dc not know..

Of cne thing, however, I am certain. It is this: that we now need sane
radical experiment to bring our nations back into the front rank of
innovative econanic development. That effort must be concentrated in
those regions and those cities where the entrepreneurial tradition is
now weakest, and where therefore it is most in need of stimulation fram
outside. And that objective should be the first objective of any

western govermment in the fraught circumstances of the 1980s.



- 37 =

3.

ECONOMIC AND LOCATION FACTCRS IN ENTERPRISE ZONES *

In this presentation, I shall try to pick up same themes made by earlier
speakers at the conference, and to reapply them in the context of prac-
tice: the actual task of selecting suitable locations for enterprise
zones. I shall concentrate on broad strategy; Larry kevzan, caning

after me, will talk about detailed tactics.

Specifically, I shall try to answer three questions. First: what fac-
tors are influencing the location of industry in the contemporary Ameri-
can econamy? What makes for growth in same cases, decline in others?
And in particular, what lies behind the much-discussed rise of the Sun-
belt? Second: what could the Enterprise Zone concept do to affect these
processes? In particular, how far could it allow the declining places
to emulate the successful ones? And third: what does that say for the
whole strategy of establishing Enterprise Zones -- in particular, for

their location?

The Geography of Change

Everyone here knows the story of the econamic decline of the Frostbelt

and the rise of the Sunbelt. But two features need stressing. First,

* Address to the National Conference on Enterprise Zones (sponsored by
the American Legislative Exchange Council in association with the Heri-
tage Foundation and the Sabre Foundation), Atlanta, GA, February 21,
19861.
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70 per cent of American employnent is nov nct in nenufacturing, but  ir
services. bMuch of the new Jck creatior is in the tertiary sector.
Lecork, whether we talk of manufacturing or services, the main source of
job creation is not the movement of plants, not even the establishment
of branch plants, but the variable birth rates of new plants in dif-
ferent places. David Birch's research, summarized in his yesterday's
lecture, shows that the Sunbelt is growing because more new firms are
being born there -- even though many of these new fimms actually die
soon after birth. This can only be because Sunbelt firms are more

entreprereurial, more innovative. (In fact, these two words are

synonymous) . These fimms develop new ideas. Many don't work. But same

do.

It's custamary to think of innovation in purely technological terms.

For same Sunbelt industries and Sunbelt areas, this is true and impor-
tant. But for many others, the basic innovation is not a technically
sophisticated one. When, 95 years ago in this city of Atlanta, a drug-
gist cambined same secret ingredients into a new soft drink, no great
technological breakthrough was involved -- yet this innovation swept
first America, and then the world. Similarly, same 30 years ago, with
Colonel Sanders' patent recipe for Fried Chicken. Sametimes, in fact,

the innovation is purely of an organizational character. In the mid-

1950s, a Memphis builder returned fram a holiday vacation disgusted with
the then standards of roadside motels, and detemined to build same
hotels with unifommly high standards; the result was the Holiday Inn
chain and -- indirectly — all its latter-day campetitors. The same goes
for the legendary Ray Kroc, and his application of the franchising prin-

ciple to the marketing of the familiar hamburger. All the cases I have
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Gguotec, you mey notice, were inncvations in the Sunbelt. (McDenalds ori-
ginated in San Francisco). Franchising, indeed, seems tc have been one

of the distinct Sunbelt discoveries.

Why should so much innovation, since World war Two, have been concen—
trated in the Sunbelt? I do not know of a good answer. Same say that
it was because of Federal contracts in aerospace and defense. That
might explain Cape Kennedy, or Houston Space Center, or Silicon Valley.
But it does not explain Holiday Inns or Kentucky Fried Chicken. Scme
argue that there was conscious planning by talented arnd far-seeing local
individuals -—- as in the case of Frederick Terman, the Stanford profes-
sor who encouraged his electronics graduates to stay locally after gra-
duation and thus to build Silicon Valley. But that explains only a few
of the cases. To a large degree, it seems that there was simply a "Cli-~
mate of Innovation" in the Sunbelt. People felt freer here; existing
industrial traditions, older ways of doing things, didn't cramp anyone's
style. The British econamic historian Sidney Checkland wrote a pamphlet
about the rise and fall of the econamy of the city of Glasgow; he called

it The Upas Tree. This is a tree that spread out so far that in its

shade, no other living thing would grow. Checkland argued that in Glas-
gow, the tradition of shipbuilding was a Upas Tree, that destroyed new
and pramising industrial traditions almost as soon as they were born.

The Sunbelt, happily, has had no Upas Tree.

We should however not forget that there is another Sunbelt. It is so
far west of here that it becames east: the newly industrializing world
of Eastern Asia, represented by such industrial success stories as

Taiwan, Korea, Hong Kong and Singapore. They too are innovating. They
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all started -- as cic Jepan, soame cecades earlier -- by borrowing their
technclogy. Eut increasingly, they then begin to inrovate themselves —-
though &lvays within the limits of cammercial viability. Most impor-
tantly, they — and their workers -- soon trade up the ladder of skills.
They are not too proud to start at the bottom, and work up. Thus they
continue to give work to virtually all their citizens, in good times and
in bad. The demands of their industries for particular skills are per-
fectly matched by the supply of those skills, at the right price. They

are successful in employing unskilled labor as well as skilled -- and

therein lies their lesson for us.

The Role of Enterprise Zones

Recall, for a mament, that the idea of Enterprise Zones originated in
Great Britain -- a country with a much more serious econcmic problem
than the United States. There, de-industrialization is not a threat,
but a fact. Basic industries, vital to the econamic success of that
nation, are contracting drastically; in the autamobile industry, the
rate of import penetration is not 25 per cent -- as currently in the
United States -- but a staggering 60 per cent. Further, this decay of
the economic base is concentrated in the older industrial cities that
were the great manufacturing areas of the 19th century. To such an
obvious case of econanic malaise, the obvious remedies — high-
technology industries, tertiary industry, tourism, crafts -- provide at

best very partial answers.

The most important problem is one of mismatch: for the most part, the

new growing activities require skills and educational capacities that

the inner city resident lacks. Britain, like America, has its growing
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problent of an urkan unaerclase -- though there, this class is not
exclusively or even mainly camposed of minority grcups. The fact is
that this group once could offer capacities -~ of brawn, of muscle —-

that have been displaced by capital equipment; in the age of the con-
tainer and the fork lift, they are no longer needed. Yet, in just those
industrializing countries to which both Britain and the United States

are losing ground, the equivalent people can still find work.

The reason, it was argued, is that there they have not priced themselves
out of a job. There would be a price at which the supply of labour, and
the demand for it, would meet -- but it is lower than the minimum legal
price in the advanced industrial countries. An argument thus emerges:
that we need to create, experimentally, a new kind of enterprise in our
countries: a low-skill, low-wage, but highly innovative kind of econany
that campetes successfully with the newly industrializing countries on
their own temms. It might be argued that this solution would create
"bad jobs". But they are bad only in camparison to good jobs ‘that are
not -- for these groups -- a practical proposition. They are good jcbs
in camparison with the unemployment line —- and that is the true can
parison. Further, as the evidence of the Asian nations clearly shows,

they will rapidly get better, as the fimms and the workers advance up

the skill and learning curve.

So the Enterprise Zones were seen in Britain as a kind of "last-ditch"
solution to the problems of the most distressed areas -- the “basket
cases", as one speaker here referred to them yesterday. The solution,
as 1 originally conceived of it in a talk to the Royal Town Planning

Institute in June 1977, had three essential features. First, removal of
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requlaticns; the zones woulC be exempt fran. all kinds cof national regu-
letion, ana would iceally be outside the legislative framework of their

parent country. Secorkdly, tax incentives; this would follow fram the

last, as these areas would be outside the tax and social security regu~

lations of the country. And thirdly, deliberate encouragement of the

entrepreneurial spirit both locally, by identifying and encouraging

potential innovators, and fram outside, by encouraging the immigration
of new small business persons fram other regions and other countries -—-

above all, fram the successful newly-industrializing oountries.

In practice, as we have already heard fram Stuart Butler, the British
Enterprise Zones as introduced by Mrs. Thatcher's goverrment go a long
way short of such a radical experiment: they are essentially zones with
generous tax holidays (including favorable corporate tax depreciation
allowances, and freedam fram local property taxes), coupled with removal
of most =zoning restrictions. The danger is that they will chiefly
encourage a fixed stock of industry to move fram outside the 2zones to
points inside them, without any net creation of new industry. And that
by definition would be failure; for the acid test of an Enterprise Zone
must be whether it encourages new enterprise where otherwise none would

have arisen.

Policy Lessons: How to Establish Enterprise Zones in the United States

Fram this story, 1 believe that certain clear policy lessons can be

derived.

First, Enterprise Zones must be visibly special. They must offer a

really different cambination of tax inducements and lack of regulation.
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There is considerable evidence that for small firms -- the creation anc
growtl. of which nust be the central cbjective of the policy — tax rem-
issions are not that important; but freecam fram regulations is alnost

certainly vital.

Secondly, because this is a radical experiment, no one should be can—
pelled to join it. People who start businesses here, and people who
will work here, will give samething up in order to get the benefits;
they must have the freedam to make their own cost-benefit calculations.

Therefore Enterprise Zones must start with a blank slate; they should

contain no (or virtually no) existing people or industry. They should
be located in almost or campletely derelict areas. It follows that they

cannot be large; perhaps, at most, one square mile in extent.

Yet, thirdly, if the experiment is to achieve benefits for the people it

is specifically supposed to benefit, then Enterprise Zones must be very

close to concentrations of disadvantaged people: the low-incame, low-

skill, predaninantly minority populations of the inner city. This may
seem difficult to cauwbine with the blank slate approach, but in reality
it is not; most older American cities now have such derelict areas close
to their central business districts and close also to their low-incame

areas.

Fourthly, it follows that Enterprise Zones must be well served by tran-

sportation. This is necessary not merely for the daily cammuter jour-
neys of their workforce, but also for the goods-handling requirements of
their entrepreneurs. They need good access both by highway -- prefer-
ably, directly to the Interstate system -- and by public transportation,

which for most of these low-incame workers will mean the bus. Good
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highvey access, as well as beirg important on purely eccnamic grouncs,
will alsc erhance the visikility of the Enterprise Zeone which will be

one preconcition for its success.

Above all, though, the Enterprise Zone must attract enterprise. This

means an intensive campaign to develop local entrepreneurial talent, and
to attract talent fram outside. The first may involve all kinds of
experimental schemes in association with local universities and
polytechnic institutions. The second will almost certainly entail a
world-wide advertising campaign, focussed especially on those nations
that today exhibit the strongest entrepreneurial traditions. Americans,
like Eritons, will need to abandon all prejudices against "takeover" of
local industry by Japanese, Koreans or whatever other group; what will

matter 1is the capacity to create new jobs and new wage packets, not the

nationality of the boss.

All this, finally, must go hand in hand with a determined attempt to cut
sane of the costs of entrepreneurial entry that have been discussed
already in this conference. Small-scale workshop space, with provision
for easy expansion, can be provided on flexible leases at low rents in
converted factories or warehouses. Within these, capital equipment can
be shared; so can specialized services like accountancy. Information
services can show potential entrepreneurs how to take the plunge. To
provide the all-important seed capital, new fomms of small-scale bank
loans need to be developed to suit the needs of these infant industries.
New, perhaps limited, formms of insurance guarantee need to be devised
for older property that may be a poorer fire or theft risk than the

average. Physical security may be provided by new foms of cammmally-



- 45 -
based patrcllinc and overseeing.

Mcst of this could and should be done through orcinary camercial
mechanisms, supplemented by cammunal or veoluntaristic services; it isn't
a bureaucrat's job. At most, a very modest degree of leveraging is sug-
gested -- on the moagel of the ULAG schemes. How much this will be

needed might be one of the most important questions still to resolve.

I believe that such an approach will accord well with the leaner
econanic rphilosophy that will guide American policy for at least the
next four years. If welfare is to be concentrated on the neediest, then
it will be even more important to find ways out of welfare for the young
and the able-bodied -—— and to do so without the need for further Federal
or State programs and their attendant bureaucracies. Enterprise Zcnes

could represent just the program to fill that particular spot.
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THE BRITISH ENTERPRISE ZONES
Peter Hall

The Theoretical Origins

The precise origins of the Enterprise Zone are a rich subject
for historical, even metaphysical, inquiry. Stuart Butler,
in a book which introduced the notion to the American public,
stated that

In the formal sense, the term "Enterprise Zone" was
publicly unveiled in a speech by Sir Geoffrey Howe,
M.P., in June 1978, when he was economics spokesman
for the then opposition British Conservative Party.
But as Sir Geoffrey freely admitted in his speech,
the germ of the concept came chiefly from Peter
Hall, an wurban planning expert at Reading
University and a former chairman of the Fabian
Society, the intellectual centre of democratic
socialism in Britain.

Specifically, Butler referred to a paper given by the present
author to the annual conference of the Royal Town Planning

Institute in Chester, England, in June 1977. But this harks

indirectly back to an earlier statement: the highly

iconoclastic Nonplan: An Experiment in Freedom, published by
four authors in the magazine New Society as early as 1969.

The authors of that manifesto, which included Hall himself,
New Society's editor Paul Barker, the architectural historian
Reyner Banham and the architect Cedric Price, argued that
"The whole concept of planning has gone cockeyed":

Somehow, everything must be watched; nothing must
be allowed simply to "happen." No house can be
allowed to be commonplace in the way that things
just are commonplace: each project must be weighed,
and planned, and approved, and only then built, and
only after that discovered to be commonplace after
ali",
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The authors therefore proposed

a precise and carefully controlled experiment in

non-planning... to seize on a few appropriate zones

of the country, which are subject to a

characteristic range of pressures, and use them as

launchpads for Non-Plan. At the least, one would

find out what people want; at the most, one might

discover the hidden style of mid-20th century

Britain.
The article proposed three such experimental zones in
southern and midland England. It was received in embarrassed
silence, and was undoubtedly premature. The context, it
should be noted, was growth: Britain at that point was at the
end of a long period of economic expansion, and the emphasis
-- as again in 1990 -- was on the way in which planning
controls inhibited and distorted the physical manifestations
of that growth.
By 1977, the background was quite changed: the Chester
Conference focussed on what was then seen as the crucial
issue of the day, the dramatic decline of the economies of
the inner cities, which had been a major theme of three major
consultants' reports published a few months earlier. Hall
addressed this problem: "The biggest urban areas have seen
their growth slow down, stop and then reverse. They are
losing people and jobs". Reviewing the conventional
strategies to rebuild their economies, he concluded that for
some, none might work. Here, he suggested,

the best may be the enemy of the good. If we

really want to help inner cities, and cities

generally, we may have to use a final possible
remedy, which I would call the Freeport solution.
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Small, selected areas of inner cities would be

simply thrown open to all kinds of initiative, with

minimal control. In other words, we would aim to

recreate the Hong Kong of the 1950s and 1960s

inside inner Liverpocl or inner Glasgow.
This radical solution would include three elements. First,
each area would be completely open to immigration of
entrepreneurs and capital - meaning no immigration controls.
Second, it "would be based on fairly shameless free
enterprise"; "Bureaucracy would be kept to the absolute
minimum®, Third, residence would be based on choice, since
the area would effectively be outside the United Kingdom's
normal legislation and controls. Hall concluded: "Such an
area would not conform at all to modern British conventions
of the welfare state. But it could be economically vigorous
on the Hong Kong model. Since it would represent an
extremely drastic last-ditch solution to urban problems, it
could be tried only on a very small scale". He ended with a
disclaimer, that in the event proved ironic:

I do not expect the British government to act on

this solution immediately, and I want to emphasise

that I am not recommending it as a solution for our

urban ills. I am saying that it is a model, and an

extreme one, of a possible solution.
As Hall later admitted, his appeal to Hong Kong was in part
based on a misapprehension: he had then visited the colony
only once, and had not studied it in depth. He had failed,
in particular, to appreciate the huge scale of its subsidized

public housing program, which -- as commentators were later

to emphasize -- played a vital role in allowing employers to
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resist demands for higher wages. But Hall could defend his
basic point: however subsidized, Hong Kong had proved an
outstanding example of successful transfer into new products

in response to world market demands.

Hall 1later produced a reformulation and a defense of his

original argument for a debate with academic critics in the

he asked,

...authorship of the idea has been widely ascribed
to me -- and this seems to have puzzled a large
number of people who have heard me described as a
socialist or [perhaps more accurately] as a social
democrat. How, it is asked, does a person of that
persuasion defend an idea based on a return to the
principles of laissez-faire... Has he abandoned his
principles, or his mental balance, or both?.

He went on to argue that the global restructuring of the
economy demands that advanced industrial nations keep one

step ahead, through constant innovation; but that

a short-run -- and even medium-run -- anomaly will
remain... a large pool of structurally unemployed
people, consisting of two elements: first, older
workers, especially male, displaced from
contracting industries in which they formerly had
special skills, and now forced to choose between
unemployment and low-skill occupations; secondly,
young workers, both male and female [but especially
male], lacking educational and industrial
qualifications. The latter group, in particular,
tend to form a marginal group in declining inner
cities.



-51-

Enterprise zones might provide some jobs for this group:
"They might do so in two ways, one not so good ([but better
than nothing], one much better [in fact positively good".
The first way would be through in-migration of large
corporations seeking cheap labor, the second would be through
indigenous innovation and trading up the skill curve. Both
Singapore and Hong Kong have proved that this is possible,
Hall argues : "Unlike Liverpool and Glasgow, these economies
never seem to have had the problem of mismatch between the
supply of labour and the demand for it. The argument is that
by switching on to their development path, we can emulate it

—— and take the workers up".

Hall ended his plea: "It would be foolish to claim too much
for the enterprise zone idea. It was conceived as a rather
rare kind of social scientific laboratory experiment, on a

small scale, with participants who would be willing because

they would be self-selecting". His critics attacked the idea
because they said it ignored economic realities. Doreen
Massey found her "credulity strained" by the notion: "the

gradual evolution from sweatshop to software consultancy is
not -- so far as I am aware -- a widely recognized model of
company growth", William Goldsmith recognized that
"Enterprise zones would surely work in the short run" because
firms would shift operations to them; but in the longer run,
"the workers threaten to organize along Easy Street, and

there is a new round of lay-offs and shut downs, so that
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firms can move all the way to Hong Kong or Honduras or Haiti,

from Easy Street to Ecstacy".

The 2ones in Reality

Hall's disclaimer, that his plan was without practical
significance, soon acquired an ironic ring. Sir Keith
Joseph, a leading Conservative politician close to Margaret
Thatcher, took up his idea in a conference arranged by the
Adam Smith Institute, announcing that the next Conservative
government would establish a number of "“demonstration zones"
on which "the Queen's writ shall not run". This idea was
endorsed and elaborated in an even more significant speech by
a colleague, Sir Geoffrey Howe, in the Isle of Dogs in London
Docklands on 26 June 1978, when he ‘“"unravelled three
different concepts to be found in Professor Hall's
proposals": the "Crown Colony", exempt from most legislation
and taxes and denied all state benefits;' phe "Freeport"
where goods could be imported, processed and re-exported free
of tariffs; and the Enterprize Zone, where substantial areas
of land would be "given as much freedom as possible to make
profits and create jobs"; he rejected the first but accepted

two and three, which could be combined.

Firms would be freed of all planning control save "very basic
anti-pollution, health and safety standards", plus some legal

obligations including some Employment Protection legislation.
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The zones would be managed through a "new model of
authority...with some of the qualities of a New Town
Corporation", He warned that "of course the grey men whose
job it is to consider the ‘administrative difficulties' of
any new idea would be ready enough to start manufacturing the

small print that could stop the initiative in its tracks".

"This", one commentator remarks, "according to many
commentators, is precisely what the grey men did to it". The
official scheme, which came out of the Local Government,
Planning and Land Act 1980 and the Finance Act 1980, allowed
Local Authorities, New Towns or Urban Development
Corporations to prepare an Enterprise Zone scheme for a site
in their area, within which there would be a mixture of
fiscal benefits and administrative simplifications for ten
yearé from designation. Specifically, these zones would
enjoy a simplified land use planning regime with minimal
conditions 1like health and safety; new ~and existing
commercial and industrial enterprises would be exempt from
rates ([property tax] and from a tax [later rescinded
everywhere] on development of land; they could also offset
expenditure on buildings against Corporation Tax. There would
be greatly reduced requirements for industrial training and

for statistical reporting.

Clearly, many of the more radical elements of the original

proposal - the free migration of labour, the encouragement of
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immigrant entrepreneurs, the general freedom from mainstream
legislation including removal of protection under the
Employment Protection Acts - had disappeared, while had been
transformed almost beyond recognition. The author of the
notion was subsequently to comment that this was "a
particularly poignant example of the way that, especially in
Britain, radical 1ideas are taken on board by the
establishment, only to be sanitized into something completely
harmless". There were, admittedly, good reasons: EEC
membership, Inward Processing Relief and customs warehousing
greatly reduced the attraction of the Freeport status; tax
havens were ruled out because they might be abused. The
legislation did contain two fundamental elements of the
original proposal: a reduction in planning and bureaucracy,
and a big reduction in fiscal burdens. But the first of
thesé, ironically, was further diluted in the course of

implementation.

In this first round during 1980-81, eleven =zones were
eventually designated: Clydebank, Belfast, Swansea, Corby,
Dudley, Speke, Salford/Trafford, Wakefield, Hart lepool,
Tyneside and the Isle of Dogs. A further thirteen were
designated in 1983/4: Allerdale, Glanford, Middlesbrough,
North East Lancashire, North West Kent, Rotherham,
Scunthorpe, Telford, Wellingborough, Delyn, Milford Haven,

Invergordon and Tayside.



-55-

The original eleven varied in character, from inner cities
[Isle of Dogs, Belfast, Salford], through peripheral
conurbation areas [Speke, Clydebank] and areas of industrial
dereliction [Dudley, Salford, Swansea] to planned industrial
areas with services in place [Team Valley in Gateshead]. But
most, it is important to realize, were blighted urban areas
with substantial areas of derelict or abandoned land; and few
had any substantial residential populations. They therefore
represented a kind of carte blanche for the experiment. Yet,
ironically, as one commentator put it:
development planning in the zones 1is as

elaborate as planning elsewhere, if not more so.

Instead of the most basic anti-pollution, health,

and safety standards we have those applied

nationally. Particular types of activity are

reserved entirely or restricted to particular parts

of the zones,
The most striking instance is retailing: because of the
sensitivity of existing retail interests in each
municipality, many imposed restrictions of their own. Corby
excluded casinos, fun fairs, bingo halls and betting shops,
Clydebank banned Space Invader parlors. And this underlines
the fact that there was no "new model of authority"; rather,
there was a variety of arrangements, generally based on local
authorities or other public sector bodies [the Scottish

Development Authority at Clydebank, the London Docklands

Development Corporation at the Isle of Dogs].
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However, the =zone authorities did behave in a new and
uncharacteristic way: even Labour-controlled authorities,
hostile to the entire idea, competed vigorously for the few
available places; having got them, they enthusiastically
followed the precepts. True, there had been major changes of
attitude at Jjust the time that the legislation was
introduced: public authorities were beginning to market
themselves, and compete with each other to attract industry,
dismantling bureaucratic obstacles in the process, and it
could be said that the legislation simply catalyzed this
process. Most importantly, because the speed of development
proved to depend crucially on public ownership of 1land,
public authorities were not required to dispose of their land
to the private sector; and in practice, those zones with a
high proportion of publicly-owned land were the ones with
most development and employment creation in the first year of

operation of the scheme.

Monitoring the Zones

One element survived from the original notion of the zones as
experimental laboratories: there was vigorous independent
year-by-year monitoring. This was conducted by two
successive teams of consultants, whose detailed conclusions
are substantially in agreement. So a fairly definitive
verdict can be given on the performance of the zones in

practice.
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The first set of monitoring was conducted by Roger Tym and
Partners over the first two years of the scheme. At the end
of that period, the consultants found that 295 firms and 2884
jobs had been attracted to the zones in 1981-2, 474 firms and
5035 jobs in 1982-3: a total for the two years of 725 firms
and 8065 jobs. Clydebank [1637), Swansea [1046] and Corby
[1591] had all attracted more than 1000 jobs, thus accounting
for over half the total. Just under half the firms and jobs
were in manufacturing, nearly one third in transport and
distribution. Wholly new firms accounted for some 60 per
cent of incoming firms and half the jobs by 1982-3. 86 per
cent of relocating firms came from the same county, 92 per
cent from the same region. Thus, "The pattern of net effects
attributable to the location of activity is similar to that
in Yéar Two: probably three-quarters of the incoming firms
would be operating in the same county and at least 85 per

cent in the same region if there were no EZ".

The most important incentive by far, as quoted by the firms
in the zones, was relief from property taxes : 71 per cent of
firms listed this, while relaxed planning controls were

mentioned by a mere one per cent.

The generation of jobs had not been done without cost. The

consultants concluded:
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The physical and economic circumstances of the EZs
are such that heavy 'up-front' expenditure has been
required to enable them to generate employment.

The investment has had to precede the jobs. The
total public cost of the EZs amounts to £132.9
million in the period 1981-83. This total

comprises £16.8 million for the rates relief, £38.0

million for the IBAs ([Initial Business Allowances -

PH], £39.8 million for public sector development

and £38.3 million for other public investment.

Much of the latter two items would have been spent

in the areas concerned anyway. The major

additional cost is the £54.8 million attributable

to the rates relief and the IBAs.
This suggested that each additional job had cost £54.8
million divided by 8065, or £6800 per job generated. The
results were thus modest: at a total public cost of £132.9
million, the creation of about 8000 new jobs, of which about
three-quarters would have located in the same area anyway,
zone Or no zone. More than one third of the new jobs had

been generated in only three of the zones, among which,

interestingly, the Isle of Dogs was not one.

In 1987 came another =-- and possibly definitive -- official
monitoring exercise, commissioned by the Department of the
Environment [the British government department primarily
responsible for urban policies] from PA Cambridge Econonic
Consultants. It evaluates the experiment against two
criteria: first, "The extent to which zones have maintained
and/or generated additional economic activity and employment,
both on zone ([sic] and in their local areas"; second, “The
extent to which the zones have contributed to the physical

regeneration of their local areas through the provision of
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infrastructure, environmental improvement and the stimulation
of local property markets"., The evaluation was based on a
survey of 760 firms face-to-face and over 1100 by postal

questionnaire, with half all EZ firms responding.

The public costs of the experiment, the consultants pointed
out, consist both of direct Exchequer costs in the form of
rate relief and capital allowances for property development;
and of public expenditures usually associated with
infrastructure, which would not otherwise have occurred.
Over the period 1981/2 to 1985/6, only part-way through the
life of the experiment, the public cost was estimated at £396
million in 1985/6 prices, or £297 million net of
infrastructure costs which would probably have been incurred
anyway; 51 per cent represented capital allowances, 28 per
cent.rate relief and 21 per cent infrastructure and 1land

acqguisition.

In return for this expenditure, by 1986 there were just over

2800 firms in the 23 British Enterprise Zones, about 70 per

cent of them in the ten original first-round zones. [Belfast
in Northern Ireland was excluded from the analysis]. Total
employment was about 63,300. Just over 48 per cent of firms

and 56 per cent of employees were in manufacturing, but there
were wide differences between zones. The firms tended to be
small: 88 per cent had 50 employees or less. About 23 per

cent of them were previously on-site; 37 per cent were
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transfers; 14 per cent were branches; and just over 25 per
cent were new start-ups. 18 per cent of the branches and 58
per cent of the transfers originated in the 1local area
immediately surrounding the zone, 31 and 80 per cent from the
local region. Only 18 per cent of all firms were more than
six years old and the majority, 66 per cent, were in the

medium technology group.

Of the 63,300 jobs, the consultants found, only about 35,000
were a direct result of EZ policy; most of these additional
jobs were local transfers, but some were new, and there were
linkages. Subtracting the losses that had occurred to local
areas immediately outside the =zone, and adding indirect
benefits to these areas [such as linkages and construction
jobs], the consultants concluded that the total net Jjob
crea£ion in the zone and in the local economy immediately
around it totalled just under 13,000. The consultants found
that the cost to the public purse of each additional job
Created in the zones themselves was some £8500; the cost of
each additional in the wider 1local area [including the
Enterprise Zones] was between £23,000 and £30,000, depending
on whether construction jobs were included or not ; the lower
estimate includes construction jobs, the higher excludes them

but includes multiplier effects.

Over three quarters of companies in the zones thought that

the effect of EZ status had been favorable, and the results
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indicate that they had performed relatively better than firms
elsewhere in their local areas. As in the earlier exercises,
firms judged exemption from rates as the most important
incentive; it was quoted by 94 per cent , though this may be
in part illusory because there was evidence that part was
appropriated by landlords. Capital allowances and the relaxed
planning regime were also cited as important by a significant
number , while between one quarter and one third of all firms
regarded the public infrastructure on zones as critical or
significant. The effect of relaxing planning controls was
difficult to judge because in reality many zone authorities
were principal landowners and had greater control powers than
available under legislation. Most authorities had sought to
maintain some broad pattern of land use while liberalizing
where possible to conventional planning barriers to

development.

The survey of developers showed that capital allowances in
the zones had begun to attract private finance capital from
the south of England into EZs in northern and north western
Development Areas. In the south, these allowances could be
regarded as "deadweight" because they were not necessary to

stimulate development.

That is perhaps significant, because the most dramatic single
development in the Enterprise Zones occurred in July 1987,

almost simultaneously with that report: an agreement by the
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Canadian developers Olympia and York to proceed with a huge
office complex at Canary Wharf in the middle of the London
Docklands area, taking advantage of the Enterprise Zone
status and providing an estimated 43,000 office jobs. What
was not clear was how far large-scale development on this
valuable site might not have happened anyway. In the event,
Canary Wharf soon proved to have exhausted the capacities of
the relatively modest 1light rail scheme that was at that
point under construction; late in 1989, agreement seemed to
have been reached between the developers and London Regional
Transport for a £900 million extension of the Jubilee
underground line, but as late as March 1990 final details

were still being hammered out.

Conclusion

Two firm conclusions, at least, can be drawn from the British
experiment. The first is that there was a huge gap between
the grand sweep of the original concept and the reality of
what was actually achieved. Some commentators clearly found
conspiracy in all this. Professor Denman of Cambridge
University said that "the bureaucrats have succeeded in
frustrating the government's original plan", Stan Taylor
spoke of "policy drift"; but Morrison's impartial study
concludes that these critics may have overemphasized the
differences (Morison 1987, 83). Whether the saga provides

material for an episode of Yes Minister, as many undoubtedly
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believe, or whether the original notion was in various ways

not capable of implementation, remains for debate.

The second conclusion is that the experiment in practice
produced relatively small numbers of really new jobs, and at
appreciable -- but perhaps not excessive -- cost. This,
doubtless, lay behind the decision of the Thatcher government
not to extend the experiment. Since 1987, it has placed far
greater weight on the Urban Development Corporation as a
mechanism for rapid assembly, development and disposal of
urban land; and on the simplified planning regime as a
general tool of development throughout the country. It has
also revived the Freeport notion from the original proposal,
causing one commentator to conclude that "Whitehall perhaps
stole the Emperor's clothes, but the Empire struck vigorously

back" (Morison 1987, 83).

And, additionally, in parallel with the highly controversial
Community Charge to replace household property taxes -—--—
introduced in Scotland in April 1989, in England and Wales a
year later -- the government has established a uniform
business rate throughout the country, so that vagaries in
local business property tax have been removed. In this
respect, the British government appears to have demonstrated
that it has learned from experience: the Enterprise Zone
experiment is over, but the lessons are embodied into new

policies which may yet achieve the same objectives.
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