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1
Introduction and summary

1.1 Introduction

The origins of the Department of Trade and Industry (DTI) lie in the first quarter of the 17th Century. In 1621, on instruction from the King, the Privy Council set up a committee of inquiry (“The Committee of Privy Council for Trade and Foreign Plantations”) to examine the causes of the decline of trade. This committee represents the germ of the Board of Trade. Then in 1696 William III established a body of 8 paid commissioners “for promoting the trade of our Kingdom and for inspecting and improving our plantations in America and elsewhere.”
 This institution evolved into the Board of Trade. Although it was closed down in 1782, William Pitt revived the Committee on Trade and Plantations in 1786 and since then the Board of Trade has been in continuous existence.

As industrialisation proceeded apace, in the second half of the 19th Century the Board of Trade became responsible for issues such as patents, designs, trade marks, company regulation, labour and factory policy, mining and transport. With the rise of the interventionist state in the 20th Century the Board’s remit expanded still further. For example, in 1942 the Board acquired powers relating to the location of industry, control of monopolies and consumer protection. In 1966 it gained responsibility for the regulation of civil aviation and the duty of administering the legislation on investment grants.
 

However, the hey-day of the Department of Trade and Industry is well and truly over. In the 1970s, the Government’s ability to “pick winners” amongst businesses was seen to be an abject failure. The revival of a free market approach towards economic issues under the Conservatives in the 1980s and 1990s meant that direct intervention by the DTI to support individual businesses went out of vogue (although it never actually ceased altogether). Privatisations of concerns that were formerly the responsibility of the state left the DTI with a reduced range of responsibilities. Consequently, the DTI has become rather like a ship that has lost its bearings, adrift on the ocean and desperately in search of new direction.
 

Last year the current Secretary of State for the DTI, Patricia Hewitt, ordered a review of the Department’s role. The outcome of the review was a commitment to run the DTI more like a business. It was decided that from April 2002, the Department would have a 

Strategy Board, which would include three non-executive directors from outside the DTI, to advise the Secretary of State on policy and the running of the Department.
 At the same time, the internal operations of the DTI were to be overhauled in order to enable the Department to operate in a more efficient and business like manner.
 Despite this review, it is not clear that the DTI has found its bearings. The fundamental failing of the DTI is that it has no clear purpose. Its role is shrouded in confusion. This research paper illustrates why the DTI's role is ambiguous, demonstrates why the DTI is less effective than it should be and then suggests how the DTI could regain its direction in the future. 

1.2
The profile of respondents to our survey 

This research paper also incorporates the results of a survey of members of the Institute of Directors (IoD) on the role and activities of the DTI. NOP surveyed 504 IoD members between the end of February and the beginning of March 2002. The sample used and the number of interviews that took place was designed to reflect the composition of the IoD’s membership in terms of firm size, economic sector and geographical location. The profile of those IoD members who took part in this survey is shown in Tables 1, 2 and 3.

	Table 1: profile of respondents by firm size


	1-20 employees
	36% 

	21-100 employees
	32% 

	101-200 employees
	10% 

	201 employees plus
	22% 


	Table 2: profile of respondents by industry

	Business and professional services
	32% 

	Manufacturing
	21% 

	Financial services
	13% 

	Government, education, health and personal services
	12% 

	Distribution
	11% 

	Other (including construction, mining and transport)
	11% 


	Table 3: profile of respondents by geographical region


	North
	23%

	Midlands
	19%

	South
	58%


Where important differences appear between the answers of IoD members in general and the answers of IoD members from a particular category of firm size, economic sector, or geographical location, these are highlighted. 

1.3
Executive summary

The DTI has no clear role

The DTI’s role is shrouded in confusion. This is a consequence of three factors. 

The DTI is an amalgamation of once separate departments with their own distinct agendas. Today its ministers’ responsibilities include: women, e-commerce, competitiveness, trade, investment, industry, energy, the regions, employment relations, science and innovation, competition, consumers, markets and small businesses. Its broad remit has made it difficult to pursue a clear, coherent and consistent strategy.

The DTI has suffered from an extraordinary level of political instability. There have been four different Secretaries of State for Trade and Industry in the last five years. This has led to frequent changes in the emphasis of policy. 

The Department lacks focus. It operates 183 different programmes to help businesses. The sheer plethora of schemes means that very few of them gain any saliency. 

The effectiveness of the Department

The DTI pursues a contradictory agenda. On the one hand the Department aims to promote a competitive and productive economy, on the other hand it has increased the regulatory burden on business. 

The Department’s budget (approximately £5.1 billion for the financial year 2003-04)
 is small in comparison to other government departments, but its ambitions are grandiose. For instance, the DTI aims to narrow the productivity gap with the USA, Japan, Germany and France over the course of the economic cycle and to improve the economic performance of all the English regions. 

As a consequence of the nature of market capitalism, the DTI lacks the knowledge and information to make sound commercial decisions. 

Reform of the DTI

65% (329) of IoD members interviewed by NOP were not aware of the changes being made to the DTI. 

Of those members who did realise that the DTI’s activities were being overhauled, only 12% (21) thought that the resulting changes would have a positive effect on their business.

The quality of service provided by the DTI

36% (183) of the directors who participated in our survey had approached the DTI for advice (e.g., advice about exporting, dealing with regulations, etc).

Of those members who had contacted the Department, 28% (50) reported that the quality of advice that they received was good, 36% (65) described it as adequate and 32% (58) considered that it was poor.

The provision of financial assistance by the DTI

17% (86) of the IoD members in our survey had approached the DTI for financial assistance in the past. Of those members who had asked the DTI for financial help, 65% (56) had been successful in their request. 

Of those directors who had been granted financial aid from the DTI, 65% (36) believed that this assistance had made a significant difference to their business’s prospects.

The quality of advice provided by Business Links

21% (108) of the directors in our survey had approached a Business Link since they were relaunched in April 2001. Of those members who had contacted a Business Link since April 2001, 41% (44) described the quality of advice that they received as good, 35% (37) felt that it was adequate and 24% reported that it was poor.

The provision of financial assistance by Business Links

6% (30) of directors had approached a Business Link for financial assistance since April 2001. Of these members, 54% (16) were successful in their request for financial help. A mere 8% (8) of the IoD members who received monetary help from a Business Link believed that it made a significant difference to their business’s prospects.

Reform of the business support infrastructure 

46% of directors held the view that the system of business support was overloaded with too many different organisations (e.g., Small Business Service (SBS), Business Links, the Government Offices in the Regions, Learning and Skills Councils, Regional Development Agencies (RDAs), etc).

Of those members who thought that there were too many Government funded institutions to help businesses, 67% suggested that the Government Offices in the Regions should be scrapped, while 56% suggested the Business Links should share a similar fate. 43% called for the abolition of the Learning and Skills Councils, 37% suggested that the RDAs were not needed and 31% proposed an end to the SBS.

IoD members’ priorities for the DTI

32% of IoD members believed that the most important task for the DTI was to provide advice and to circulate information about best practice to businesses. 30% thought that the DTI’s main priority should be to invest in the UK’s science and engineering infrastructure.

A reformed DTI

The DTI should focus on becoming a department for enterprise, with three principal objectives: the promotion of competition, enhancing the efficiency of businesses and acting as a champion of enterprise at home and abroad. 

· Promote competition

The DTI can encourage competition by means of tough competition laws, supporting the work of industry regulators such as the Office of Telecommunications (OFTEL) and by working towards free trade and open markets within the European Union (EU), the World Trade Organisation (WTO) and across the Atlantic. It can also facilitate competition by reducing barriers to entry in markets within the UK, with the policy aim of increasing the nation’s stock of businesses. 

· Enhance the efficiency of businesses

The DTI can improve the efficiency of business by providing advice, information and disseminating best business practice, via the Business Link network, British Trade International and by working with private sector bodies. 

Additionally, the Department should invest in “blue-sky” science and engineering research and development (R&D) and help businesses to take advantage of developments in the science and engineering infrastructure. 

The DTI should work to attract foreign direct investment (FDI) into the UK, especially by encouraging the Treasury to reduce the tax and regulatory burden on businesses. 

The Department should generally only distribute grants to firms if cases of market failure mean that they are unable to acquire finance from the private sector. 

The DTI’s budget should be rebalanced in favour of the dissemination of advice and information and supporting the science and engineering infrastructure. Additionally, as the share of the Department’s budget consumed by coal and nuclear liabilities declines over time, the spare resources should be reassigned towards the dissemination of information and advice and towards the science and engineering budget.

The 183 schemes run by the DTI and the system of business support should be rationalised.

· Champion for enterprise

The DTI should aim to be a champion for enterprise in Whitehall and in the EU. It should endeavour to lighten the regulatory burden on business and resist damaging and unnecessary legislation. 

Ministers should be aware of the concerns of small businesses and be prepared to stand up for their interests in the corridors of power, rather than expecting institutions such as the Small Business Service (SBS) or the Small Business Council (SBC) to do their work for them. 

2 The confusion surrounding the DTI’s role

The Department of Trade and Industry suffers from a “lack of focus, confusion for the customer, too many schemes and inadequate leadership by the department across Whitehall” – and that is just the view of the Department’s current Secretary of State.
 The confusion surrounding the DTI’s role is essentially due to three factors.

2.1
DTI is the product of once separate departments

The lack of clarity surrounding the Department’s role is partly the consequence of the fact that it is the product of once quite separate government departments that originally had their own distinct agendas to pursue. As noted earlier, the origins of the DTI lie in the 17th century. However, the modern DTI was cobbled together in 1970 by uniting the Board of Trade with the Ministry of Technology and entrusting the new Department with government policy concerning monopolies and mergers, previously the responsibility of the Department of Employment. Since then, additional departments and units have been added to the DTI’s empire. For example, in 1987 the Enterprise and Deregulation Unit was transferred to the DTI from the Department of Employment. In 1995, industrial relations and the Office of Science and Technology were also grafted onto the Department. 

Consequently, the DTI has gradually acquired responsibility for a wide range of diverse issues. Its ministers’ responsibilities today include: women (the Secretary of State is the Minister for Women), e-commerce, competitiveness, trade, investment, industry, the environment and energy policy, the regions, employment relations, industrial sectors such as the aerospace and automotive industries, the skills agenda, science and innovation, competition, consumers, markets and small businesses. The DTI is also ultimately responsible for the work of a number of executive agencies, including, the Small Business Service (SBS), Companies House, the National Weights and Measures Laboratory, the Patent Office, the Radiocommunications Agency, the Insolvency Service, the Employment Tribunal Service and the Advisory, Conciliation and Arbitration Service (ACAS). It also sponsors and sustains a variety of non-departmental public bodies (NDPBs) and advisory organisations, including the Competition Commission, the Small Business Council and the Low Pay Commission. Moreover, although most of the old public corporations were privatised in the 1980s and 1990s, the Department is still responsible for Consignia Holdings plc (recently renamed the Royal 

Mail Group plc)
 and British Nuclear Fuels plc (both public limited companies, wholly owned by the Government), together with some residual activities relating to the coal and shipbuilding industries. The Department is also responsible for a number of Regulatory Departments, including the Office of Fair Trading, the Office of Telecommunications (OFTEL), the Office of Gas and Electricity Markets (OFGEM), and the Postal Services Commission (Postcomm).
 The grouping together of once separate departments has left the DTI with a pot pourri of responsibilities, but no clear focus. 

The amalgamation of once discrete departments into the DTI has also meant that the Department lacks a unified and coherent approach to policy. As Patricia Hewitt has acknowledged, “…one of the difficulties of the Department which has grown up over the years – the Department has been created over 20 years as departments have been absorbed within it – has been a series of silos. You can still find within the Department the old cultures of the old departments that were once free standing organisations in the dim and distant past. That is not a healthy or efficient way to work.”
  
To make matters worse, the constituent units of the DTI have occasionally been taken apart, only to be put back together again later, rather like a child playing with a Lego set. For example, in January 1974 the DTI’s responsibilities for energy resources were siphoned off into the new Department for Energy. However, by 1992, the Department for Energy had outlived its purpose and its husk was reabsorbed by the DTI. Even more drastically, in March 1974 the entire DTI was split up into three separate departments: Trade, Industry and Prices and Consumer Protection; but by 1983 they had been welded back together again. Similarly, responsibility for small firms was lost in 1985, only to be restored to the Department seven years later. Moreover, some activities have been removed entirely from the DTI’s ambit of responsibility. For instance, the Inner Cities Unit was added to the DTI in 1987, only to be disentangled from the Department five years later and grafted onto the Department of the Environment in 1992.
 These changes in the remit of the Department’s responsibilities have added to the confusion surrounding the DTI and prevented it from pursuing a consistent programme.

2.2
Political instability

The role of the DTI has been further confused because the Department has suffered from a startling lack of political stability. Just as the French Third Republic was plagued by a succession of different administrations,
 so there has been a bewildering succession of Secretaries of State for Trade and Industry. Over the last 19 years, there have been 13 different Secretaries of State for Trade and Industry. Indeed, the five years of Tony Blair’s premiership have seen four different Secretaries of State for Trade and Industry. The Department’s junior ministers have been similarly transient. For example, over the last 32 years, there have been 21 different ministers for small firms. This level of instability has meant that ministers have rarely had sufficient time to master their brief and set a clear policy course before being moved on. For example, Cecil Parkinson, Leon Brittan and Peter Mandelson were Secretary of State for Trade and Industry for less than five months each. Lord Heseltine complained about the absence of a strategy for the DTI when he became Secretary of State, but then as he tartly remarked, “…given the rapidity with which my predecessors had come and gone, it would have made scant difference even if the DTI civil servants had possessed a strategy, since between one occupant and the next they would hardly have had time to implement it.”
  

Instability at the highest level of the Department has also led to frequent changes in the emphasis of policy. The Chairman of the Trade and Industry Select Committee, Martin O’Neill, has complained “…each one [the Secretary of State] comes with a new broom, a new set of ideas, a new structure and not quite a new mission statement.”
 For example, Margaret Beckett’s focus on promoting the ‘Fairness at Work’ legislation
 was followed by Peter Mandelson’s interest in promoting the “knowledge driven economy”,
 which in turn was replaced by Stephen Byers’ campaign against ‘rip off Britain’.
 The latest Secretary of State, Patricia Hewitt now talks about driving up productivity in British industry.
 In short, frequent changes in the political leadership of the Department have added to the confusion surrounding the DTI’s role.

2.3
Multiplicity of programmes

Moreover, the DTI’s role is confused and lacks focus because it operates a vast array of different programmes. The multiplicity of Secretaries of State has in turn spawned a plethora of different support schemes for business. Each Secretary of State has naturally 

wanted to make his or her mark on the Department. A simple way to do this is to invent some new wheeze with which to assist British industry and business. For example, Lord Young introduced 500 Enterprise Counsellors to provide advice to businesses.
 Michael Heseltine introduced the Business Link network. Ian Lang launched a campaign to involve small businesses in the use of new technology – the Information Society Initiative.
 Stephen Byers presided over the introduction of the SBS. As a consequence of ministers’ predilection for initiatives, there are now 183 different support schemes to help business, of which 59 provide grants direct to business.
 This multitude of schemes has inevitably been confusing. Many small and medium-sized enterprises (SMEs)
 are unaware of the services that have been designed for their benefit and their take up has been correspondingly low. For example, only seven SMEs have won money during the first two funding rounds from the DTI’s Work-Life Balance Challenge Fund.
 The situation is exacerbated by the fact that other departments also operate numerous schemes, few of which achieve much prominence amongst the business population. For instance, the Department for Education and Skills’ (DfES) Small Firms Training Loan scheme, which provides financial support for the cost of training and which is administered by the banks, has resulted in just 518 loans being made since 1994.
 Indeed, it is estimated that businesses fail to claim £100 million in government grants, loans and initiatives every year.
 Not only has the development of numerous initiatives been confusing for businesses, but it has also probably been unsettling for officials in the DTI.  Even ministers have struggled to understand the situation. For example, Nigel Griffiths, the Small Business Minister, recently described the SBS as providing a strong voice for small firms within Government.
 In fact, Patricia Hewitt had stripped the SBS of this role earlier in the year and given it to the SBC instead.
 Almost certainly the mosaic of programmes that the Department runs has inhibited the development of a clear strategy.  

Consequently, the role of the DTI is shrouded in confusion because it is a combination of once distinct departments, because of political instability at the top of the Department and because of the myriad of different schemes that it operates. The confusion surrounding the DTI’s purpose has in turn undermined the effectiveness of the Department, as the next Section will illustrate. 

3 The effectiveness of the Department

The DTI is less effective than it should be for three basic reasons. It pursues a contradictory agenda, its resources are limited and adverse incentive and epistemic forces restrict its influence.

3.1
A contradictory agenda 

The multiplicity of the DTI’s responsibilities and the failure of ministers to set clear priorities entail that the Department is condemned to pursue an inchoate, contradictory agenda. This can be seen most clearly in respect of the Department’s policies towards regulation and competitiveness. On the one hand, the DTI should aim to promote a competitive economy; on the other hand it is also responsible for regulating the labour market. These two roles are not necessarily harmonious. To be sure, it is axiomatic that a modern capitalist market economy requires an effective regulatory framework within which to operate. Additionally, health and safety laws are a mark of a civilised society. 

However, the DTI has proved the Biblical adage that you cannot be the slave of two masters. It has not been able to square the circle of both promoting competitiveness and creating a more regulated labour market. Since 1997 DTI ministers have talked about the advantages of Britain’s flexible labour market and they have promised to reduce red tape. For example, in 1997 the Government set up the Better Regulation Taskforce under Lord Haskins to scrutinise regulation and in November 1999, Mo Mowlam, the then Cabinet Office Minister, set up a ministerial star-chamber to prevent the introduction of burdensome regulations.
 In 2000 the Government set up the SBS to staunch the flow of regulations and in 2001 Nigel Griffiths, Minister for Small Business, declared that he “want[ed] to help cut down red tape.”
 However, despite these and other pronouncements, the Government has been busily introducing new regulations that make the problem even worse. For example, the Government has imposed the Working Time Regulations, the National Minimum Wage, compulsory trade union recognition and strengthened the power of employment tribunals, to name just a few of the measures that have been introduced in recent years. Individually, some of these regulations may seem quite reasonable, but the cumulative impact could be significant in terms of future employment growth, labour market flexibility and costs. Indeed, 

according to the British Chambers of Commerce, the cost of the new regulations imposed on business since 1997 amounts to over £15 billion.
 

Additionally, many of these regulations are almost Byzantine in their complexity. The explanatory handbook for employers on the National Minimum Wage runs to 112 pages in length. Moreover, there is no indication that the DTI will be able to refrain from suffusing British companies with further regulations in the future: measures concerning the regulation of agency workers and the introduction of works councils are just two measures that we can see on the horizon. In short, the schizophrenic, contradictory nature of the DTI has prevented it from pursuing a coherent agenda and so undermined its effectiveness. It has not helped British business to compete because it is the department for regulation. As Lord Young lamented, “If only the DTI was simply concerned with making things happen! Alas, it is also concerned with stopping things, for it is also the Department of Regulation.”
 In principle, the DTI could ensure that the efficiency of British enterprises is not hampered despite being responsible for the regulation of the labour market. The Department could frame the regulations in such a way as to ensure that their impact on economic enterprises was not deleterious but was in fact neutral or even beneficial. Additionally, the DTI could attempt to block unnecessary and damaging regulations originating from the EU (see Section 8.4). Unfortunately, in recent years the DTI has often failed to take a sympathetic approach to business in respect of regulation.

3.2
Limited resources and power

Secretaries of State for the Department of Trade and Industry have naturally wanted to make an impact. For instance, Lord Heseltine reflected that his task as Secretary of State “…was to help British companies win. And by British companies I meant any company operating in the United Kingdom.”
 Similarly, Ian Lang professed to want “to help industry and commerce to prosper and gain market share by exploiting every economic opportunity open to them.”
 However, the small resources at its disposal restrict the ability of the Department to influence events.
 Although the DTI employs eight ministers and has a workforce of over 10,500 people,
 its budget for the financial year for 2003-04 stands at just over £5.1 billion.
 This is a relatively small sum in comparison to other departments. For example, the Department of Health has a budget of £63.9 billion 

for the financial year 2003-04 and the DfES has a budget of £25.6 billion for the same period.
 Moreover, a considerable proportion of the DTI’s budget tends to be allocated towards science and innovation and nuclear and coal liabilities. Over half of the Department’s budget was assigned towards these areas in the financial year 2001-02.
 Consequently, only a relatively small proportion of the Department’s budget is available for the support of trade and industry. As a result, the ability of the DTI to make waves is limited. 

Manufacturing industry is a case in point. At the end of last year the sector was having a particularly torrid time: output had fallen for three consecutive quarters
 and 146,000 manufacturing jobs were lost in the three months to November.
 The response of the Secretary of State for Trade and Industry to this deteriorating situation was to hold a summit on the state of manufacturing industry in Birmingham in December 2001, at which all the usual arguments were rehearsed, but next to nothing done.
 This response was disappointing, but hardly surprising. Although the DTI is responsible for manufacturing industry, there is little in the short term that it can do to help. The Department cannot do anything about the global economic downturn, increased global competition, or the exchange rate. The Secretary of State could have given a commitment to lighten the regulatory burden on business, but failing that, she could have advised the attendees of the manufacturing summit to address their concerns to Number 11 Downing Street. At least the occupant of this dwelling has the power to do something that might actually help British manufacturing industry.

Similarly, the DTI’s ability to narrow the UK’s productivity gap with the USA, France, Germany and Japan over the economic cycle – one of the Department’s Public Service Agreements (PSAs) with the Treasury – is restricted.
 Patricia Hewitt has defined the DTI as “a department that works with business, with employees and with consumers to drive up UK productivity and competitiveness.”
 The primary factor driving productivity is competition. To an important extent, it is the existence of competitive markets that encourages businesses to be innovative, efficient and to invest in capital equipment and the skills of their employees, which in turn should enhance their productivity. The DTI can help to promote competition because it has a role in regulating markets. However, the DTI is just one of several government departments helping to shape the competitive environment. The Treasury has a much greater ability to encourage competition because it can influence competitive forces through the tax system. For example, by lowering tax rates it can make the UK a more attractive location for foreign direct investment. The Treasury can also influence investment in the factors 

of production via tax credits and capital allowances.
 Similarly, the DfES is in a stronger position to influence the productivity of the workforce than the DTI because it is of course directly responsible for education and workforce development. In short, when it comes to productivity, the DTI is just one actor on a very large stage. Its ability to enhance productivity should not be exaggerated because it only has limited powers and resources at its disposal.

Likewise, although the DTI is expected to increase growth in the regions, its capacity to do so is extremely limited. The Spending Review 2000 PSA target 4 requires the Department to work with the Department for Transport, Local Government and the Regions to “Improve the economic performance of all regions measured by the trend in growth of each region’s GDP per capita.”
 However, as the House of Commons Trade and Industry Select Committee commented, the connection between per capita growth in a region’s GDP with DTI inputs is “tenuous”.
 The Regional Innovation Fund, to take just one example of the DTI’s inputs, has been set up to provide support for the development of business clusters.
 This has some merit, but the fact remains that the Department for Transport, Local Government and the Regions may be in a better position to ease the development of clusters, thanks to its influence over the planning laws. The only other tools that the DTI has at its disposal to improve the economic performance of each of the English regions are the RDAs and financial help in the form of Regional Selective Assistance and Enterprise Grant Schemes. These mechanisms alone are unlikely to enable the DTI to achieve this particular PSA. 

3.3
Lack of knowledge and incentives

Furthermore, the effectiveness of the Department is restricted for epistemic and incentive reasons.
 It is sometimes said that the effectiveness of the DTI is limited because few of the civil servants and ministers in the Department have experience of running a business. There is probably some truth in this claim. Only a minority of ministers and civil servants are likely to possess the tacit knowledge that is typically acquired in running a business, although the Department does second some of its personnel to private sector organisations and there is some traffic in the opposite direction. However, the epistemic conundrum that the Department faces runs far deeper than a simple lack of business experience. In a modern capitalist market economy such 

as the UK’s, a myriad of competing firms attempt to meet the almost innumerable preferences of millions of individual customers. The preferences of these millions of consumers are not fixed, but are in a state of flux. Moreover, knowledge about these preferences is dispersed amongst the millions of consumers in the market place. Knowledge of these preferences is accordingly inherently fragmented and virtually impossible to ascertain precisely. It follows from this that it is extremely difficult to know which businesses will be successful in satisfying the wants of customers in a capitalist market economy. This is primarily because the preferences of consumers cannot be precisely identified. Additionally, though, knowledge about the competencies of management and the quality and attractiveness of a firm’s products or services can be difficult to judge. These epistemic problems explain the inability of British governments in the 1970s to successfully “pick winners” and explain the difficulties that the DTI experiences today when it attempts to support particular firms or industries. In short, the DTI often lacks the knowledge and information necessary to make successful commercial decisions. 

The incentives operating upon the Department are also weaker than those that impact upon most businesses in the private and voluntary sectors. While the DTI naturally wants to reach the right commercial decisions, the incentive for ministers and civil servants to make the correct decisions is not as pronounced as it is for employers in the private sector. A private sector organisation that makes mistakes will suffer both financially and in terms of its reputation. Conversely, although criticisms and policy failures may induce the Prime Minister to sack ministers from the DTI, in reality the most salutary way to punish ministers for their mistakes is to deprive them of their seats in Parliament at an election. Unfortunately, the failures of ministers in respect of policy at the DTI are rarely upper-most in the minds of the electorate and so ministers who have made errors of judgement in this area are likely to escape unscathed. In essence, ministers do not bear the full consequences of their actions. For example, although the DTI failed to reach its target for paying its bills on time in 1998-9, 1999-2000 and 2000-2001, the repercussions for ministers and civil servants for this inefficiency have been minimal.
 Admittedly, ministers have probably felt embarrassed about the DTI’s failure to hit its prompt payment targets. It was the DTI that sponsored the Late Payment of Commercial Debts (Interest) Act 1998, so it is highly ironic that the DTI should have failed to meet its target of paying its bills on time. Nevertheless, ministers have not really suffered as a consequence of the failure of their Department to meet its target – no one has been dismissed from their position either by the Prime Minister or by the electorate for this failure. By way of contrast, a business that failed to stick to the payment terms that it agreed with its suppliers could face being charged interest on the sum that it owed. A business in this position might also suffer adverse publicity, which in turn could lead to it being shunned by other enterprises.
 

Consequently, the DTI is not only confused, but it is also a less effective Department than it could be. Its effectiveness has been undermined by the schizophrenic nature of its responsibilities, its limited resources and the epistemic and incentive forces that operate upon the Department.

4
Patricia Hewitt’s response

4.1
Reform of the DTI

On becoming Secretary of State, Patricia Hewitt responded to the manifest failings of the DTI by initiating a review of the Department’s role in June 2001. The outcome of this process was the announcement on November 22nd last year that the Department would be restructured so that it could operate in a more business like manner. She promised that from April 1st 2002, a Strategy Board, chaired by the Secretary of State and including the Permanent Secretary of the Department and three non-executive members, would be in operation to provide ministers with advice about the management of the Department.
 Four distinct directorates were to be established within the Department to rationalise its activities, namely Competitive Frameworks; Science, Technology and Innovation; Core Services; and Business Relationship Management and Business Support (in the short term there will also be an Energy Directorate). Each directorate was to have its own individual strategy board, mirroring the one at the Departmental level.
 The various business support schemes were to be evaluated and simplified and in future, senior civil servants were to spend a week once a year with businesses.
 The Department was also given a fresh objective: “…to work with businesses, employees and consumers to drive up sustainable UK productivity and competitiveness.”

4.2
The DTI’s role remains uncertain

The Secretary of State claims that these changes will “make the DTI a flagship Department with a clear role and strategy, truly focused on its customers’ needs.”
 In reality, whilst these measures are a step in the right direction, their effect is unlikely to 

be dramatic. The DTI has undergone reviews and been restructured before, under Lord Young in 1988, Nicholas Ridley in 1990, Michael Heseltine in 1992 and Ian Lang in 1995, but a clear role and strategy has persistently eluded the Department. Significantly, 65% of those IoD members who were surveyed by NOP were not even aware of Hewitt’s reform of the DTI (see Table 4 below).

	Table 4: are you aware that the DTI is undergoing organisational changes that are designed to enable the Department to be run more effectively?

	Yes
	35% (174)

	No
	65% (329)


Patricia Hewitt has given the DTI the role of enhancing the productivity of UK businesses. However, this is a demanding goal and the ability of the Department to implement this objective will be partly dependent upon the commitment of ministers to stay the course. It is perfectly conceivable that either she or one of her successors as Secretary of State for Trade and Industry could be side tracked by one of the many issues for which the Department has responsibility. Additionally, the Department is still bound by a variety of PSAs with the Treasury (see Section 4.2), some of which may serve to obscure the clarity of the DTI’s agenda.

Moreover, the DTI still has responsibility for a plethora of different programmes to support SMEs. Although the Department indicated that it would wind down a number of schemes, there has been no evidence so far that this has taken place. As for the political instability that has blighted the Department, a resolution to this problem largely lies in the hands of the Prime Minister. 

4.3
Effectiveness of the DTI remains questionable

As a consequence of the changes in the DTI, Patricia Hewitt suggested that “…even by this time next year [December 2002] I hope to be able to show you real results in real companies from more focused work on the spreading of best processes and in the management of people.”
 In actuality, it is not clear that her reforms will make the DTI a more effective department. In the first instance, the DTI’s contradictory agenda remains in place: it is simultaneously the department for regulation and the department for competitiveness. Indeed, the Secretary of State has said that: “I do not see a conflict between the department’s role in employment relations and the department’s role on productivity and competitiveness.”
 In theory, there does not have to be a conflict between the Department’s role in regulating the labour market and its objective of enhancing business competitiveness and productivity. However, the experience of businesses over the last five years is that in practice these two activities are at odds with each other and that they do not mesh neatly at all. 

The predicament that the Department experiences in its schizophrenic role both as the promoter of competitiveness and the regulator of the employment market was brought into sharp relief in the days immediately following the planned changes to the DTI’s structure. Initial press reports suggested that the three non-executives on the new 

Strategy Board would be businessmen.
 Although some business leaders were delighted by the announcement, there were anguished cries of complaint from both the TUC and From the Consumers’ Association who feared that the DTI was in danger of being taken over by business in general and the Confederation of British Industry in particular.
 Unable to please one interest group without upsetting another, Patricia Hewitt beat a hasty retreat in the face of this onslaught of grumbling and suggested that the non-executive members of the Strategy Board might come from the TUC or the not-for-profit sector, not just from business.
 Consequently, the Strategy Board now makes incarnate the contradictory agendas that rival interest groups expect the DTI to pursue.
 

Not only does the DTI’s contradictory agenda remain in place, but also its ambitions still exceed its resources. The review conducted last year did not lighten the Department’s workload. The completion of the Government’s Comprehensive Spending Review in 1998 not only set out its spending plans for 1999-2002. It also introduced a series of PSA targets for each Government department to achieve. The 2000 Spending Review outlined new plans for public spending for the years 2001-04 and refined many of these targets. As a consequence, the DTI now has twelve targets to meet as part of its PSA with the Treasury.
 Some of these targets are relatively clear and comparatively straightforward to achieve. Others, however, impose burdens of almost Herculean proportions upon the Department. For example, the DTI is still expected to help “improve the economic performance of all regions measured by the trend in growth of each region’s GDP per capita.”
 However, the resources at the DTI’s disposal to achieve this objective remain comparatively feeble: Regional Selective Assistance and Enterprise Grant Schemes and the activities of the RDAs. Similarly, the Department is still required to “…build an enterprise society in which small firms of all kinds thrive and achieve their potential, with an increase in the number of people considering going into business, an improvement in the overall productivity of small firms, and more enterprise in disadvantaged communities.”
 The primary mechanism upon which the Department is relying to facilitate this demanding PSA is the SBS, an executive agency with a budget of just £406.6 million for 2002-03.
 One can confidently predict that the SBS will find this target to be somewhat challenging. As long as the Department continues to have such grandiose, wide ranging ambitions, its performance is likely to disappoint. 

Moreover, despite the review the Department does not seem to have fully acknowledged the epistemic and incentive factors that serve to limit its ability to influence events. Some of the PSAs require for their success a level of knowledge that the DTI simply 

does not possess. For example, as noted earlier, PSA target 1 requires the DTI to “Improve UK competitiveness by narrowing the productivity gap with the US, France, Germany and Japan over the economic cycle.”
 However, the DTI does not know whether the various policies that it is implementing are helping to achieve this target because it lacks the necessary information. No assessment of how successful or otherwise the Department’s policies have been in narrowing the productivity gap has been carried out because “A full assessment of performance against this PSA target can only be made once the current economic cycle has ended.”
 However, even if an assessment were to be made it would be difficult to isolate the effects of DTI policy on the productivity gap from the independent actions of millions of individuals and firms both in the UK and in the comparator countries. It would also be hard to separate the impact of DTI policy on the productivity gap from the consequences of decisions taken by other UK Government departments to enhance productivity and from the results of decisions taken by governments in the comparator countries with respect to productivity. Consequently, ministers can only cross their fingers and hope that their policies are helping to achieve this particular PSA.

The DTI faces similar epistemic problems in relation to its target to improve the “overall productivity of small firms”
 and with regards to its target to improve “the economic performance of all regions measured by the trend in growth of each region’s GDP per capita.”
 In both cases the Department lacks adequate information to know whether its policies are helping or hindering the realisation of its objectives. Nor can the DTI easily distinguish the effects of its policies from the many other variables affecting SME productivity and regional economic performance.

As well as failing to recognise the epistemic limitations that target setting inevitably encounters, the DTI under Hewitt has failed to appreciate that because of the insuperable limitations of knowledge confronting the Department it is unlikely to be successful in selecting particular types of business to support. As observed earlier, the nature of modern market capitalism means that in many circumstances the DTI lacks the knowledge and information necessary to make successful commercial decisions. However, although “picking winners” supposedly went out of fashion in the 1970s, the Department has not abandoned this activity. For instance, the DTI is committed to supporting 20,000 high growth business start up enterprises by 2005. However, the DTI will not in fact know whether it has been supporting the right start up enterprises for sometime. This is because the Department’s measurement of a high growth start up is an enterprise with at least ten employees and/or a turnover of at least £1 million in its fourth year of trading. The DTI may well end up supporting start up enterprises that are not high growth businesses at all.

The DTI is likely to experience similar difficulties with regards to the operations of the Regional Venture Capital Funds (RVCFs). These institutions combine public and private sector money in order to help SMEs surmount the equity gap.
 The managers of the nine proposed funds will be expected to select SMEs with growth potential. However, this is unlikely to be an easy task. It is by no means a straightforward matter to identify promising start up enterprises with growth potential, as existing venture capitalist funds can confirm. The RVCFs may simply lack the information to identify successful start up enterprises that are finding it difficult to bridge the equity gap.

Quite apart from the fact that the DTI lacks the necessary information to achieve its targets and to confidently identify the appropriate businesses to support, it still lacks an adequately strong incentive to execute its policies successfully. If the DTI fails to support 20,000 high growth businesses by 2005, or if the RVCFs cannot locate the appropriate firms to finance, the organisations that will suffer from these shortcomings will be the enterprises that were not correctly identified and the taxpayers who ended up backing the wrong firms. Unless the Prime Minister reprimanded and disciplined culpable ministers for their misguided stratagems, the only alternative opportunity to punish them would be via the ballot box. The intricacies of business support, though, are unlikely to be a notable feature of the next general election campaign and so the offending ministers are likely to avoid any serious penalties if their schemes turn out to be disappointing. 

The same weakness applies with respect to the realisation of the DTI’s PSA targets. Paul Boateng, Chief Secretary to the Treasury, let the cat out of the bag when he admitted that ministers who missed their targets would escape any financial punishments. He commented that when he was a minister in the Home Office there was never any question that “Oh, if we don’t meet this target, our money’s going to be cut.” Instead, he argued that “The purpose [of the targets] is to focus minds, and get people to work together better.”
 However, unless ministers in the DTI (and indeed other Government departments) incur some kind of penalty for failing to achieve their PSA targets, they may lack a sufficiently strong motivation to see them realised. To be sure, ministers in the DTI may be embarrassed by their inability to achieve their PSA targets, but as they do not bear the full consequences of their actions (or inactions), the incentive to achieve success is correspondingly weaker. Patricia Hewitt’s review of the DTI does not address this problem. 

In short, the factors preventing the DTI from being a more effective Department – its contradictory agenda, its overly ambitious goals and the limitations that it faces as a consequence of the epistemic and incentive forces that bear upon it – have not been addressed by Patricia Hewitt’s review. Accordingly, businesses are unlikely to experience many tangible benefits from the revamped DTI. Significantly, only 12% of those IoD members who were aware of Hewitt’s intention to reform the DTI believed that the organisational changes would have a positive effect on their business. 9% thought that the changes would have a negative effect and 66% did not think that they would have any impact one way or the other (see Table 5 below). Interestingly, respondents from the manufacturing sector were more optimistic about Patricia Hewitt’s reforms to the DTI in comparison with respondents from other sectors. 25% (9) of directors involved in 

manufacturing thought that the proposed changes to the DTI would have a positive impact on their business, compared to just 3% (1) of respondents from the distribution sector.

	Table 5: do you think that the proposed changes will:

	Have a positive effect on your business
	12% (21)

	Have a negative effect on your business
	9% (16)

	Have no effect on your business
	66% (115)

	Don’t know
	13% (23)


5
A reformed DTI

5.1 
Why oh why, the DTI?

The confusion surrounding the DTI’s role and its limited ability to influence events have prompted the more thoughtful Secretaries of State to ponder the Department’s purpose. For example, Sir Keith Joseph questioned whether the Department could be dispensed with altogether.
 The Trade and Industry Select Committee, though, trenchantly argued “that the Department has a vital role to play at the heart of Government…Any notion that its principal functions could be adequately performed by a Finance Ministry, even one with substantially more staff than the Treasury, can only be based on ignorance or misunderstanding of what the Department does now.”

In contradistinction to the Trade and Industry Select Committee, there seems no reason in principle why the DTI could not be subsumed into the Treasury. The industry ministry in France has been absorbed into the finance ministry without any apparent disastrous consequences.
 However, the case for this action is not overwhelming. Most of the functions currently undertaken by the DTI would still have to be carried out by some organisation, possibly the Treasury, if the DTI did not exist. There would still need to be a body to fund the operations of Companies House, the National Weights and Measures Laboratory, the Patent Office, the Insolvency Service and ACAS. In the absence of the DTI, another department would still have to support the work of regulatory departments such as the OFT. A government without the DTI would still have to have a policy with respect of competition, trade, investment, consumer affairs and science and innovation. In short, if the DTI were to be abolished, the vast majority of its activities would simply have to be resurrected and carried out by other departments. Admittedly, if the Department were to be subsumed into the Treasury, there would probably be less need for the eight ministers that the DTI currently provides jobs for. However, beyond this, the scope for financial savings is fairly limited. In any case, the DTI only has a budget of approximately £5.1 billion for 2003-04, which as noted previously is tiny in comparison to certain other government departments. There is also a more positive reason for retaining the services of the DTI: the Department has the potential to enhance the well being of both consumers and businesses in the UK.

5.2
Bringing greater clarity and purpose to the DTI

The DTI must end the confusion surrounding is role and the uncertainty surrounding its agenda. It also needs to dispense with the PSA targets, which as noted earlier create a series of new problems without providing sufficient clarity of purpose. Instead, the DTI should focus on becoming a Department for Enterprise with one overriding goal – the promotion of competition.
 Competition encourages efficiency, productivity and innovation amongst businesses and ultimately creates wealth. Competition is good for the consumer, who benefits from a wider choice of suppliers and a better standard of service. Competition increases national prosperity and so enhances national prestige, respect and power.  Conversely, the dilution of competition between the 1930s and 1970s, when industries were nationalised, cartels were encouraged and some inefficient firms in the private sector were not allowed to go out of business, wreaked considerable harm on the UK economy.
 The lodestar of DTI policy should consequently be to encourage competition. 

However, the DTI’s responsibilities do not end with the promotion of competition. The Department should also aim to enhance the efficiency of British firms. It can do this, for example, by disseminating best business practice, investing in the country’s science and engineering infrastructure and by working to attract FDI. 

The Department should also act as a champion for enterprises at home and abroad. It should resist unnecessary and deleterious regulations emanating from Brussels and Strasbourg and stand up for the interests of businesses, both large and small, in the Cabinet and in the EU.

The achievement of these three goals does not require a significant expansion in the DTI’s budget of approximately £5 billion. Indeed, the Department’s budget should probably remain broadly in this region (but see Section 7.3). However, as the share of the DTI’s budget that is absorbed by coal and nuclear liabilities declines over time,
 the spare resources should be reallocated towards the dissemination of information and advice and towards science and engineering. 
Our NOP survey asked IoD members to identify the most important task for the DTI out of a list of five key issues. The results partly endorse the list of the Department’s principal responsibilities that are suggested above and which are discussed in further detail in the next sections of this policy paper (see Table 6).

	Table 6: please could you tell me in order the issues which are, in your opinion, the most important for the DTI?

	Provides advice and circulates information about best practice
	32% (162)

	Invests in science and engineering in the UK
	30% (153)

	Promotes economic growth in the regions
	15% (74)

	Provides grants directly to business (e.g. to help a firm that is in difficulty, to fund start up costs, etc)
	14% (70)

	Works to reduce energy prices
	4% (21)

	Don’t know
	5% (24)


6
The promotion of competition 

6.1
Strengthening competition law

The promotion of competition should be the DTI’s principal responsibility. The DTI can strengthen competitive forces through the law. The UK’s competition law has already been enhanced as a consequence of the Competition Act 1998, which prohibits anti-competitive agreements, prohibits the abuse of dominant market position and authorises the Office of Fair Trading (OFT) to conduct dawn raids on companies suspected of violating the law. Infringements of the prohibitions can result in fines of up to 10% of firms’ UK turnover for each year of the infringement, up to a maximum of three years.
 Competition law in the UK will be strengthened still further once the Enterprise Bill, currently proceeding through Parliament, becomes law. This, amongst other things, proposes the imposition of criminal penalties on individual directors who operate cartels, gives the OFT a duty to scrutinise particular markets with the end of encouraging competition and removes DTI ministers from most merger decisions. Some businesses may feel a little uncomfortable at the strengthening of the OFT’s powers. In fact, a more powerful OFT should be welcomed, insofar as this leads to a deepening of competitive forces in the UK.
 The aim of DTI policy should be to ensure that competition law in the UK, both in theory and in practice, is one of the most vigorous amongst the G7 countries, EU countries and OECD countries. 

6.2
Supporting the regulatory departments 

The DTI can also promote competition through the work of its Regulatory Departments, OFGEM, OFTEL and Postcomm. Thanks to privatisation and the work of OFGEM, the UK already has one of the most competitive retail electricity and gas markets. Competition has in turn produced relatively low prices for users. In 1999, average industrial gas prices in the UK were the lowest within the EU and the second lowest in the G7 countries. In the same year, UK average industrial electricity prices were seventh lowest within the EU and were the third lowest within the G7 countries. Domestic gas and electricity prices were also relatively low in comparison to other EU and G7 

countries.
 Competition on the basis of price and service has encouraged users to switch suppliers in search of the best offer. For example, 40% of households in the UK have moved to another electricity supplier, compared to just 2% of other EU households.
 Significantly, the fact that just 4% of IoD members in our NOP survey believed that the DTI’s main task should be to reduce energy prices (see Table 6) almost certainly illustrates that most directors consider them to be reasonably low already. 

The Department must ensure that prices continue to remain low in relation to other countries in the G7, EU and OECD, while paying due attention to environmental concerns. The DTI also needs to ensure security of energy supplies in the future. Both of these objectives are crucial to the needs of businesses, domestic consumers and serve to enhance the attraction of the UK as a location for FDI.
 

Thanks in part to privatisation and the work of OFTEL, consumers now have a wide choice of telephone operators and falling prices. For example, as a consequence of OFTEL’s 2001 price review, charges for some of BT’s network services will decline by up to 13% per annum in real terms until 2005.
 The DTI should continue to support the work of OFTEL in maintaining competition in the telecommunications market. The DTI and OFTEL should also take steps to promote the use of broadband, high speed, internet connections. The higher bandwidth capacity of broadband connections enable users to download more information from the internet significantly faster than dial up modems, which are narrow band in nature. Broadband allows businesses to contact their customers, expand their markets, procure on-line and generally take advantage of the internet for commercial purposes. Unfortunately, the roll out of broadband services has been slow in the UK, primarily because the costs have been too high for consumers.
 Fortunately, British Telecom reduced its price for access to broadband at the end of February 2002.
 This should encourage greater use of broadband services. OFTEL and the DTI should work to reduce the cost of broadband internet access in order to promote its development.
 

The internet enhances the information at the disposal of consumers about the goods and services that are available in the market. This in turn has the potential to intensify 

competition, to the benefit of consumers in terms of lower prices and greater choice. The corollary of this is that businesses may be forced to be raise productivity in order to improve their competitiveness.
 In recognition of the potential of the internet, the DTI has a PSA (target 3) to make the UK the best place in the world to trade electronically.
 This is measured by the cost of internet access and the extent of business-to-business and business-to-consumer transactions carried out over e-commerce networks in comparison to other countries. In 1998, the DTI was given a PSA target of 1.5 million SMEs to be connected to the digital market place by 2002.
 The DTI runs a number of schemes in order to encourage firms to use the internet. For example, the Department operates a £5.5 million Internet Mentoring Initiative to assist businesses that want to make the internet their primary means of conducting business.

While the DTI should indeed endeavour to ensure that the UK is the best place on the planet to trade electronically by reducing the cost of internet access, it should refrain from spending public money on persuading firms to use the internet. Individual businesses are best placed to know whether the internet is likely to be of use to their activities. This view was confirmed by our survey of IoD members – 59% of directors believed that use of e-commerce should be left to the discretion of individual organisations (see Table 7). In any case, the fact that 1.7 million SMEs are already connected to the internet and 540,000 SMEs are trading on line
 probably demonstrates that public expenditure on promoting e-commerce is likely to be a dead-weight cost. Indeed, 96% of the IoD members interviewed in our survey already use the internet for business purposes (see Table 8). Consequently, the DTI should concentrate its efforts on keeping internet connection costs as low as possible rather than proselytising the virtues of the internet.

	Table 7: should the DTI encourage firms to use e-commerce or should it be left to organisations to decide for themselves?

	Individual organisations should decide for themselves
	59% (297)

	DTI should encourage e-commerce
	40% (199)

	Don’t know
	2% (8)


	Table 8: do you use the internet for business purposes (for example, for marketing, advertising, selling or purchasing)?

	Yes
	96% (484)

	No 
	4% (20)


The DTI should also promote greater competition in the postal services market.  Following the Postal Services Act 2000, the Post Office ceased to be a statutory corporation and instead from March 2001 became a publicly limited company (Consignia Holdings plc), with the DTI as its sole shareholder. In theory, Consignia was given greater commercial freedom while staying within the ambit of the public sector. Postcomm was established to regulate Consignia’s activities and to foster competition. A majority of the IoD members (56%) interviewed in our survey believed that Consignia 

should retain its present status (see Table 9). However, there are strong arguments for privatising the company. 

	Table 9: in your opinion, should Consignia be privatised or should it remain a public limited company with the Government as the only shareholder?

	Privatise Consignia
	37% (184)

	Keep it as a publicly limited company
	56% (282)

	Don’t know
	7% (37)


In the first instance, the DTI’s messy compromise decision to opt for a “third way” post office that was neither a nationalised industry nor a privatised company, has scarcely been a rip-roaring success. Although supposedly having greater commercial freedom, Consignia has been obliged to pay £244 million in dividends to the Treasury over the last two years
; indeed, in its various incarnations, Consignia has contributed £1.8 billion to the Treasury since 1990.
 This has inhibited the company’s ability to invest in its staff and infrastructure. Moreover, Douglas Alexander, when Minister of State for e-Commerce and Competitiveness, with responsibility for Consignia, reportedly vetoed the company’s plans to expand overseas – so much for greater commercial freedom.
 Additionally, staff turnover in the company is extraordinarily high – 15% of mail staff and 20% of parcel staff leave annually.
 Industrial relations are lamentable, with the company’s 200,000 employees being responsible for more strikes than any other industry.
 To make matters worse, a culture of bullying seems to be rife in the company.
 Consignia’s quality of service has been unsatisfactory, having failed to achieve its first class mail delivery target in each of the last five years.
 Consignia, renamed in June 2002 the Royal Mail Group plc, is making losses of £1.2 million a day and is having to make significant redundancies.

A fully privatised Royal Mail would no longer have to pay dividends to the DTI, would be free to appoint its own management team and would be able to respond more flexibly to changing market conditions. It would also be free to borrow without the approval of the DTI and it would be able to determine its own financial targets.
 Other former utilities that have been privatised have typically ended up providing a better quality of service to the consumer.
 There is no reason to believe that the Royal Mail would be 

any different. The most preferable course of action would probably be for the DTI to privatise the Royal Mail and then allow Postcomm to foster greater competition in the market. 

In addition to promoting competition in domestic markets the DTI should work to encourage competition within the EU, by for example, encouraging other EU states, and France in particular, to liberalise their energy markets. The DTI needs to stand up for UK companies and enable them to compete for business in other EU countries, just as companies from other EU member state are allowed to do so in the UK domestic market.
 

6.3
Maintaining an open economy

History often shows that countries that are open to foreign trade, ideas and people tend to prosper.
 In order to enhance the competitiveness of the British economy, the UK must remain open to trade from the entire world. Accordingly, the DTI should support the work of the World Trade Organisation (WTO). The DTI should also encourage the European Commission to work towards the development of an Atlantic free trade area embracing the North American Free Trade Association (NAFTA) countries and the EU. This would be a Herculean undertaking, but it could have extremely beneficial economic and political consequences. 

6.4
Reducing barriers to entry

However, the promotion of competition does not end with the introduction of tough competition laws, aggressive regulators and encouraging competition within the EU and across the Atlantic. Strengthening competition in the UK also requires the DTI to work towards increasing the nation’s stock of businesses (of which there are presently 3.7 million).
 More businesses should lead to fiercer competition and greater choice for consumers. Research suggests that an increase in the overall business population should in turn lead to an increase in the number of high growth enterprises.
 To increase the stock of businesses the Government needs to reduce barriers to entry across the economy.
 Barriers to entry no doubt vary from sector to sector, but in general terms the Government should aim to reduce the tax and regulatory burden. As a general rule, start 

up enterprises and small firms typically rely on their own private resources to finance their operations.
 Cutting the tax burden on individuals would have the benefit of leaving them with more money available for investment in start up enterprises and enhance the incentive for individuals to set up their own businesses. The DTI cannot, of course, take this action itself, but it can and should press the case for a lower tax burden in government. The DTI can take some action with respect to the burden of red tape and associated costs on business. In essence, the DTI should aim to reduce the regulatory burden on enterprise and in particular resist the many deleterious and unnecessary regulations that originate from Brussels. This is partly because of the additional costs and damage to competitiveness that ill-conceived regulatory measures can have on British firms. However, resisting an increase in the regulatory burden is also germane to the issue of competition. This is because prospective entrepreneurs may be deterred from starting up and growing
 their own businesses if they believe that they are going to be submerged in a tide of time consuming and costly red tape. Regrettably, there appears to have been a decline in the stock of small firms in 2001.
 Although the uncertain economic outlook will have contributed to this fall, it is possible that the increasing regulatory burden on business has also played a part. 

7 Enhancing the efficiency of business

7.1
Market failure and public goods

The second principal objective of the DTI should be to improve the efficiency and competitiveness of British firms. However, in doing so, the DTI should generally confine its activities to instances of market failure and the provision of public goods. There may be occasions when private actors in society fail to provide a particular service or activity because they cannot monopolise the returns on their investment (or at least reap an adequate return). Any investments that they make are likely to be of benefit to other organisations or individuals who have not actually contributed anything to the service or activity in question – they free ride on the efforts of others. As a result, private actors in the market place and society have little incentive to provide such goods and services. In these circumstances it is the responsibility of government to provide such public goods – goods that have externalities and which are not provided for by the market because of the free rider problem.
 The provision of defence and law and order are classic examples of public goods, but there are others, including some of the activities that should be the responsibility of the DTI.

7.2
Providing advice and disseminating best practice

The role of the DTI in providing advice and information

Perhaps one of the best actions that the DTI can take to enhance the efficiency and competitiveness of British firms is to provide advice and to disseminate information to businesses about new techniques, best practice and product information. Research suggests that small firms that access and use business support services are more likely to 

be profitable and survive than those firms that do not.
 32% of IoD members took the view that the provision of advice and information was the most important responsibility for the DTI (see Table 6). There are, of course, many private sources of advice for businesses in the market. However, the DTI does have a role to play in the provision of advice and in disseminating information about best business practice, particularly for start up enterprises. This is because not all early stage enterprises have the resources to pay for advice from private consultants and so the provision of advice from the DTI may help to meet what would otherwise be an unmet demand. Additionally, the Government may be in a uniquely favourable position to gather information about new techniques and developments in business practice in other countries and pass on this information to domestic enterprises. In principle, private firms might be able to acquire information of this kind but because of the costs involved they might be obliged to charge relatively high fees to prospective clients, with the result that many enterprises might be deterred from accessing their services. 

The DTI already offers advice and information to enterprises through the work of Business Links (see below). Trade Partners UK, part of British Trade International, provides assistance to businesses interested in exporting.
 The Department also proffers advice and information to businesses through a number of specific programmes, for example, the Small Business Service Benchmarking scheme
, the Construction Best Practice Programme
 and the Regional Centres of Manufacturing Excellence.
 Recently, the Department produced a report comparing the productivity of different sectors of British industry with their principal competitors, in order to help them improve their performance.
 In future, the balance of resources that the DTI has available for business support should shift in favour of the provision of advice and best practice to enterprises and away from the provision of grants directly to businesses (see Section 7.5). This is because the provision of advice and information about best business practice can make a real difference to the profitability and longevity of individual firms. This shift in the direction of DTI support for business should also facilitate a reduction in the number of business support schemes in operation. As highlighted earlier, the existence of so 

many schemes has inhibited the development of a clear agenda for the DTI and confused civil servants and businesses alike.

Reforming the system of business support

The Department’s efforts to disseminate information and advice to businesses about best practice and new techniques may be hampered by the unnecessarily complicated system of business support that is currently in operation. In addition to the SBS and the 45 Business Links that constitute the Business Link network, there is the Learning and Skills Council for England and its 47 subsidiary local Learning and Skills Councils (LSCs). There are also eight Regional Development Agencies (RDAs), plus the London Development Agency and the Government Offices for the Regions. This plethora of institutions does not make for a clear system of business support. Many SMEs are probably unsure of which publicly funded institution they should approach for advice and support.
 The existing system of business support should accordingly be slimmed down. Of course, it is not entirely in the DTI’s power to reduce the many institutions that exist to assist businesses because some are the creatures of other departments. For example, the Department for Education and Skills is responsible for the Learning and Skills Council for England and its 47 local LSCs. However, the DTI can set its own house in order. The DTI is responsible for the SBS, the RDAs, Business Links and the Government Offices for the Regions. There must be scope for rationalisation here. For example, it is questionable why the RDAs are required by the DTI “to enhance the development and application of skills relevant to employment in its area” when the Learning and Skills Council for England and the 47 local LSCs have a similar raison d’être.

IoD members were ambivalent about whether there was a need for all the institutions that currently exist to help businesses (see Table 10). However, of those members who did not believe that there was a genuine requirement for so many Government supported institutions to assist business, the Government Offices in the Regions were the most popular body for the axe (see Table 11). The value of some of the other organisations is also questionable. Arguably, the RDAs have yet to prove their worth. 

	Table 10: the Government funds a number of organisations to help businesses, such as the Small Business Service, Business Links, Learning and Skills Councils, Regional Development Agencies and the Government Offices in the Regions. Would you agree or disagree that there is a need for all these organisations?

	Agree strongly
	12% (63)

	Agree
	34% (174)

	Neither agree nor disagree
	2% (12)

	Disagree
	22% (113)

	Disagree strongly
	21% (104)

	No opinion 
	8% (39)


	Table 11: which, if any, of the following institutions do you think are not needed?

	Government Offices in the Regions
	67% (145)

	Business Links
	56% (121)

	Learning and Skills Councils
	43% (94)

	Regional Development Agencies
	37% (81)

	Small Business Service 
	31% (67)

	None of the above
	5% (12)

	Don’t know
	6% (13)


Improving the quality of advice for businesses

In addition to simplifying the system of business support, the DTI also needs to improve the quality of the advice that it provides. 36% (183) of the IoD members who were interviewed by NOP had approached the DTI for advice in the past (see Table 12). Interestingly, IoD members from larger firms were more likely to have contacted the DTI than respondents from smaller enterprises. Whereas 28% (50) of IoD members from enterprises with between 1-20 employees had approached the DTI for advice in the past, the figures for directors with between 21-100 employees, 101-200 employees and 201 plus employees were 37% (60), 37% (19) and 49% (54) respectively. There were also some notable differences in the propensity of IoD members from different economic sectors approaching the Department for advice. For instance, whereas just 17% (11) of members involved in financial services had approached the DTI for advice, the figure for directors from the manufacturing sector was 56% (59).

	Table 12: have you ever approached the DTI for advice (for example, advice about complying with regulations or advice on exporting to a foreign country)?

	Yes
	36% (183)

	No
	63% (319)

	Don’t know
	1% (3)


64% of those members who had contacted the Department for advice considered that the quality of advice that they received was either good or adequate (see Table 13). The DTI’s most satisfied customers according to our survey were based in the Midlands and were involved in manufacturing. 44% (17) of respondents from the Midlands and 37% (22) of directors from the manufacturing sector considered that the quality of advice that they received from the Department was good. Conversely, the DTI’s least satisfied customers were in the South and were involved in the distribution sector. Only 23% (24) of respondents from the South and just 12% (2) of directors from the distribution sector described the quality of advice that they received from the DTI as good.

The DTI must work to raise its game. 32% (58) of those IoD members who had contacted the Department described the quality of advice that they received as poor (see Table 13). 41% (22) of IoD members from the business and professional services sector considered that the advice that they were given was poor, as did 41% (21) of respondents from enterprises with between 1-20 employees. Bearing in mind that in our survey the provision of advice was considered by IoD members to be the most important activity carried out by the DTI (see Table 6), it is important that the Department delivers a first class service in this regard. 

	Table 13: how would you rate the quality of advice that you received from the DTI?

	Good
	28% (50)

	Adequate
	36% (65)

	Poor
	32% (58)

	No opinion
	5% (9)


The Business Link network

The DTI’s principal institution for providing information and advice to SMEs is the Business Link network. The SBS launched a new network of 45 Business Link operators in April 2001. Each Business Link has a team of Business Link Advisers to provide clients with long-term support on a range of business issues. The new network is expected to give particular assistance to pre-start ups and SMEs.
 Just over a fifth (21%) of the IoD members who took part in our NOP survey had contacted the revamped Business Link network for advice (see Table 14). Interestingly, although respondents from smaller enterprises were more likely to have contacted a Business Link, respondents from large companies were not averse to doing so either. 22% (40) of respondents from firms with between 1-20 employees and 31% (50) of respondents from enterprises with between 21-100 employees had approached a Business Link since the relaunch of the network, as had 13% (14) of directors from businesses with over 201 employees. Conversely, just 9% (4) of IoD members with between 101-200 employees had been in touch with a Business Link over the last year. 

	Table 14: since April 2001, have you approached a Business Link for advice (for example, about regulation or marketing matters)?

	Yes
	21% (108)

	No
	78% (391)

	Don’t know
	1% (5)


Of those IoD members who had approached a Business Link since April 2001, 41% considered that the quality of advice that they had received was good, 35% described it as adequate and 24% deemed it to be poor (see Table 15). From the perspective of Business Links, this is not a bad assessment of their performance. However, the fact that a quarter of the directors who participated in our survey felt that the quality of advice that they received from Business Links was unsatisfactory demonstrates that the SBS and its 45 Business Link operators still need to improve the quality of their service. 

	Table 15: how would you rate the quality of the advice that you received from the Business Link?

	Good
	41% (44)

	Adequate
	35% (37)

	Poor
	24% (26)

	No opinion
	1% (1)


7.3
Sustaining the science and engineering infrastructure

The role of the DTI in respect of science and engineering

Another action that the DTI can take to promote the efficiency and competitiveness of British firms is to invest in the country’s science and engineering infrastructure and to facilitate the transfer of knowledge from the scientific and engineering base to the private sector. Significantly, 30% of those IoD members who participated in our NOP survey took the view that the DTI’s most important task (out of the options suggested to them) was to invest in science and engineering in the UK (see Table 6). Developments in science and engineering can have positive consequences for many spheres of life, including education, health, transport and crime prevention. Developments in science and engineering also have positive implications for the economy and business. The science and engineering infrastructure provides a well of new ideas and techniques from which businesses can draw from. Additionally, the strength of the country’s science and engineering infrastructure may help to attract inward investment (see Section 7.4). 

In a capitalist market economy businesses will typically respond to market signals and invest in research and development (R&D) in science and engineering if they believe that the expenditure will eventually produce an adequate return. Additionally, it is possible that investment in R&D is more likely in a stable economic climate, where the costs and burdens on business are relatively low. Large companies have typically been seen as the prime movers behind R&D in the private sector, but the SME sector is also a source of innovation.
 Nevertheless, there is a case for the DTI to join the institutions of Higher Education and the private sector and invest in R&D in science and engineering. Some firms may be deterred from spending on what might be called curiosity or “blue-sky”
 driven R&D.  This is because it might be difficult for businesses to monopolise the returns on their investments, as the discoveries and developments that their research produces could have spill over effects that other operators might benefit from. Consequently, there may be a public good argument for investment by the DTI in “blue-sky” R&D in science and engineering. Additionally, there may be a case for the DTI expending resources in making firms aware of developments in science and engineering and enabling them to make use of such discoveries if necessary. Otherwise, knowledge that is generated in universities, or technological developments that take 

place abroad, may remain untapped by many firms in the private sector. However, the DTI should generally avoid investing its resources in the promotion of a particular scientific or engineering project. In the first place, such investments can be expensive, as was the case with the Concorde project. Secondly, operators in the private sector could be as equally well placed as the DTI to make investments of this kind because they might be able to capture the returns on such R&D expenditure. Thirdly, expenditure by the DTI on a specific scientific project might simply squeeze out more profitable scientific developments.
 

Investment in science and engineering R&D

In essence, then, the DTI’s role in respect of science and engineering should be twofold. Firstly, it should maintain the science and engineering infrastructure (for example, support the work of the Patent Office, the Design Council, the National Measurement System, and the various research councils like the Economic and Social Research Council) and finance “blue-sky” R&D.  It is difficult to say a priori what the Government should spend on R&D, not least because of the innumerable additional pressures on the public purse. Total UK R&D expenditure as a proportion of GDP in 2000 was 1.84%, compared to an EU average of 1.9%. The equivalent figures for Japan and America in 1999 were 3.04% and 2.60%, respectively.
 The fact that the UK spends a smaller proportion of its GDP on R&D could be considered to be a matter of some concern if it is argued that such expenditure contributes to the economy’s stock of knowledge, which in turn facilitates economic growth.
 However, as previously implied, the way that R&D expenditure is carried out is probably at least as important as the amount.
 Nevertheless, the fact that the UK does spend less on R&D as a proportion of GDP in comparison to the next three largest economies in the world (the USA, Japan and Germany) at the very least begs obvious questions.
 Treasury permitting, the DTI should perhaps aim to benchmark its R&D expenditure as a proportion of GDP against other G7 and/or EU countries, with the aim of approximating the average. Consequently, the decision in the Comprehensive Spending Review 2002 to raise the annual 

average real terms increase in the science budget to 10% per annum between 2002-03 and 2005-06 is a welcome development.

Disseminating knowledge about developments in science and engineering

Secondly, the DTI should increase awareness about the developments that take place as a result of R&D in science and engineering both at home and abroad and help enterprises to make use of new discoveries if they so wish.
 The DTI already operates a number of programmes to achieve these objectives. However, awareness on the part of businesses, especially SMEs, about these programmes may well be limited. Additionally, some of these schemes need to be expanded further if they are to make much of an impact. For example, the Department employs International Technology Promoters to work with organisations such as British Trade International to help UK universities and firms establish partnerships with agencies in other countries. Unfortunately, there are only 16 International Technology Promoters.
 Similarly, the idea of establishing Business Fellows in universities to encourage academics to work with enterprises in providing research solutions to business problems is a good idea, but there are only 20 of them.
 As mentioned previously, the growth of so many different programmes to help private sector firms has not been in the best interests of either the DTI or business. The Department should consequently reduce the number of science and engineering oriented schemes that it has in operation and raise the profile of the better established and successful programmes. For example, there is a strong case for merging similar schemes such as the LINK programme and Faraday Partnerships, both of which help to promote the development and exploitation of new technologies between research institutions and enterprises.
 

7.4
Attracting foreign direct investment

The importance of FDI

The DTI can enhance the efficiency and competitiveness of UK firms in another, more circuitous route: by working to attract FDI. Investment from abroad into the UK is, of 

course, valuable in its own right because of the additional employment and businesses that it helps to create and sustain. Foreign owned plants and businesses in the UK typically have higher levels of productivity and higher levels of investment per employee in comparison to indigenous enterprises.
 However, FDI is also beneficial because the establishment of foreign ventures in the UK may have positive spill over effects, for example, in terms of superior management style, employer-employee relations and more efficient ways of working. For instance, the arrival of Japanese car manufacturers in the UK has helped to transform the British car industry. In short, FDI can help to promote best business practice. 

The UK has a good record in attracting FDI.  After the USA, the UK is the most popular location in the world for FDI. Indeed, the UK receives 40% of Japanese and American investment in the EU.
 The country’s favourable location for FDI is due to a variety of factors. The country has a stable political and economic framework, the workforce uses the English language and is relatively well trained and the UK has access to the EU single market. However, the DTI cannot afford to be relaxed. As a consequence of the global economic slow down, there is less FDI investment available.
 Other countries are also trying hard to attract a greater share of FDI. 

Supporting the work of Invest UK

The DTI should make it a priority to maintain and improve the UK’s attraction as a recipient of FDI, through the work of Invest UK. Invest UK, one of the two branches of British Trade International (the other being Trade Partners UK), is a business service unit which campaigns to persuade companies to invest in the country.
 The DTI must ensure that Invest UK is adequately resourced so that it can continue to perform its responsibilities effectively.

Reducing the tax and regulatory burden on businesses

DTI ministers should also campaign in government for the provision of a favourable regulatory system and a lighter tax burden in order to enhance the attractiveness of the UK to overseas investors. In recent years, the tax and regulatory burden on business has become decisively less favourable. Between 1996/7 and 2000-01 the burden of taxation as a proportion of Gross Domestic Product (GDP) increased from 35% to 37.7%.
 Additionally, as mentioned previously, the cost of the regulatory burden on business has increased substantially since 1997 (see Section 3.1). As a result, the UK’s position in the 

competitiveness league table compiled by the International Institute for Management Development has slipped from 13 in 1998 to 16 in 2001.
 This deterioration in the UK’s competitive position could undermine the country’s appeal as a location for FDI. Ministers in the DTI need to rectify this situation by arguing for a lower tax burden in cabinet and by lightening the regulatory burden on enterprises. 

The use of grants to attract FDI 

FDI can also be encouraged by means of financial inducements. For example, the American firm Guardian Industries Corp, one of the world’s largest glass-makers, is investing £115 million in a new factory in Yorkshire in return for £7.6 million from the DTI and the local RDA.
 The Government must ensure that different parts of the UK do not try to outbid each other when trying to persuade overseas companies to locate their operations or to make investments in the UK. The DTI must also examine whether the use of such grants really does have the desired effect of encouraging FDI. The danger always exists that overseas based companies that take up the DTI’s offers of grants and make investments in the UK would have done so irrespective of whether the Department’s largesse was available. 

7.5
Financial support for businesses

The DTI’s approach in recent years

Lord Tebbit, Secretary of State for Trade and Industry between 1983-84, perspicaciously observed that “In many ways the DTI acts as a merchant bank, most often for clients (like nationalised industries) who can go nowhere else and with only one – usually unwilling – source of funds, the Treasury.”
 Thanks to privatisation, the DTI is now only responsible for a couple of nationalised industries – Royal Mail Group plc and British Nuclear Fuels Limited. However, the DTI continues to act as a lender of last resort to companies both large and small and it is sometimes difficult to discern consistent principles animating the DTI’s approach to supporting business. For example, under Stephen Byers’ auspices the DTI gave £100 million in aid to the coal industry when the restrictions on the building of gas fired power stations were lifted and £152 million in financial assistance to Rover, when the company ran into difficulties in 2000. However, he also lent £530 million to the perfectly healthy business of BAE Systems for the Airbus A3XX.
 Similarly, Patricia Hewitt’s DTI is investing £6 million in the motorsport industry, even though the industry has an annual turnover of £5 billion.
  

Additionally, earlier this year the DTI, somewhat paradoxically, urged the UK's software and computer services sector to make more use of the DTI’s largesse, even though the sector is already the second biggest industry in Europe and is worth £22 billion.

IoD members’ views on the provision of financial help from the DTI

Although the DTI has £1 billion to spend on various business support programmes, only 14% of IoD members thought that the most important task for the DTI was to provide grants directly to business (see Table 6). Moreover, 53% of the IoD members who participated in our survey did not believe that the DTI should support large businesses that are in difficulty, as the Department did in the case of BMW’s subsidiary, Rover (see Table 16). There were no significant variations between IoD members in general and IoD members from a particular category of firm size, economic sector or geographical location in respect of their views with regards to whether the DTI should help large companies that face major commercial problems.

	Table 16: in your opinion, should the DTI support large businesses that are in difficulty, as for example, was the case with Rover in 2000?

	Yes
	39% (197)

	No
	53% (266)

	Don’t know
	8% (41)


However, while IoD members do not believe that the DTI should shore up companies that run into difficulties, nor make the distribution of funds directly to businesses its main priority, a surprisingly large minority of members (17%) have approached the DTI for financial support in the past (see Table 17). Interestingly, there were no significant variations between IoD members in general and IoD members from a particular category of firm size or geographical location in respect of approaching the DTI for financial support. However, there was a difference between the answers of IoD members in general to this question and the answers of IoD members from a particular economic sector. Whereas just 9% (6) of directors from the financial services sector had approached the DTI for financial support, 26% (28) of directors from manufacturing and 23% (14) of directors from the government, education, health and personal services sectors had done so. It may well be that there are more schemes available to businesses in the latter two categories than to enterprises in the financial services sector.

	Table 17: have you ever approached the DTI for financial support?

	Yes
	17% (86)

	No
	82% (415)

	Don’t know
	1% (3)


A surprisingly large proportion (65%) of those IoD members who had approached the DTI in the past for financial support had been successful in their request (see Table 18). There were no significant differences between IoD members from different economic sectors or from different categories of firm size in their success in obtaining financial support from the DTI. However, our NOP survey showed that IoD members from the Midlands were proportionately more likely to be successful in their approach to the DTI for financial backing in comparison to IoD members from other regions. Whereas 86% 

(18) of directors from the Midlands were successful in their request for financial assistance from the DTI, the figures for directors from the North and South were 62% (16) and 56% (22) respectively. 

	Table 18: were you successful in your request for financial support from the DTI?

	Yes
	65% (56)

	No
	30% (25)

	Don’t know
	5% (4)


Of those IoD members who were successful in their request for financial help from the DTI, 65% (36) believed that the assistance which they received made a significant difference to their business’s prospects (see Table 19). 

	Table 19: would you say that the financial assistance from the DTI made a significant difference to your business’s prospects?

	Yes 
	65% (36)

	No
	32% (18)

	Don’t know
	4% (2)


Our survey also sought to ascertain whether any of our sample of directors had approached the revamped Business Link network for financial support. Only a tiny proportion (6%) had done so (see Table 20). 

	Table 20: since April 2001, have you approached a Business Link for financial support?

	Yes
	6% (30)

	No
	93% (471)

	Don’t know
	1% (3)


Of those IoD members (30) who had approached a Business Link for financial assistance since April 2001, 54% (16) were successful in their request (see Table 21). 

	Table 21: were you successful in your request for financial assistance from a Business Link? 

	Yes
	54% (16)

	No
	39% (12)

	Don’t know
	7% (2)


The IoD members who acquired financial assistance from a Business Link since April 2001 were divided on how significant this help was to their enterprise’s prospects. A mere 48% (8) considered that the provision of financial assistance from the Business Link made a significant difference to their firm’s prospects. Only 47% (8) of the members who received financial help from a Business Link – while no doubt grateful – reported that it did not make a crucial difference to their firm’s prospects (see Table 22).

	Table 22: would you say that the financial support from the Business Link made a significant difference to your business prospects? 

	Yes 
	48% (8)

	No
	47% (8)

	Don’t know
	5% (1)


The results of our survey, therefore, show that a majority of IoD members do not believe that the main role of the DTI should be to supply grants directly to businesses or to sustain large companies that are in economic difficulties. Additionally, over four fifths of members have never sought financial assistance from the Department. Nevertheless, 17% of those directors who participated in our NOP survey have looked to the DTI for monetary help in the past (see Table 17) and about 10% (56) were successful in their approach to the DTI (see Table 18). Moreover, 36 IoD members (7% of our total sample) took the view that the financial assistance that they received from the Department made an important difference to their business’s prospects (see Table 19). At the same time, 6% (30) of the IoD members interviewed in our survey have approached a Business Link since April last year for financial assistance (see Table 20). 54% (16) of IoD members received monetary help from this source (see Table 21) and 48% (8) of these members believed that the financial help that they received made a materially positive difference to their business (see Table 22).

This would appear to suggest that the DTI could play a useful role in providing financial support to businesses. However, there are two caveats that need to be made in respect to this aspect of our NOP survey. Firstly, the relatively large proportion of IoD members who approached the DTI for financial assistance is probably not representative of the business community as a whole. IoD members may be more likely to ask the DTI for financial help because they are better informed than the average business owner of the existence of government grants, thanks to the information provided by the IoD’s various information units and networks. Secondly, it is of course perfectly possible that if the DTI had not provided financial assistance to the IoD members in our NOP survey, they might have been able to obtain appropriate finance from alternative suppliers. We do not know whether the 36 members who received financial assistance from the DTI and who believed that this help made a significant difference to their business’s prospects had exhausted all alternative sources of finance. The same is true of the eight members who acquired financial help from the Business Links and who felt that this assistance had transformed their enterprise’s prospects. 

It is probably safe to conclude that financial help from the DTI and its dependencies can have beneficial consequences. However, as suggested previously, the Department appears to lack a coherent approach in respect of its policy towards the distribution of grants to businesses. It is argued here that one of the principal aims of the DTI should be to enhance the efficiency and competitiveness of British firms. This requires a new approach in respect of the Department’s expenditure on business support activities. 

A new approach to the provision of financial support for business

As proposed earlier, the Department’s business support funds need to be re-balanced in favour of the dissemination of best business practice, “blue-sky” science and engineering R&D and helping businesses to take advantage of developments in the engineering and science infrastructure and away from providing grants to businesses. Additionally, the aim of policy should be to reduce the number of different schemes that the DTI 

operates. As commented earlier, the sheer plethora of programmes run by the Department means that few gain any real saliency. Furthermore, the existence of so many schemes means that the Department’s resources have to be spread thinly, with the result that their impact is necessarily limited. A rationalisation of the system of financial support for business would mean that the surviving schemes would be able to pack more of a punch.

As well as reorienting the focus of the business support budget, the DTI should examine all the financial schemes that it provides for business and judge them against two criteria. Firstly, the extent to which they contribute to the efficiency and competitiveness of UK firms – the second principal objective of the DTI; and secondly, the degree to which there is a public good argument for their provision. All the schemes run by the DTI that make finance available for enterprises should only be provided if there is a case of market failure. It is irrational for the DTI to finance an activity that the private sector would probably undertake in the absence of its support.
 The Department must also be aware of the danger of government failure, too. Intervention by the DTI could either be ineffective or even have negative ramifications.

Action to correct the debt finance gap

Concomitantly, it is reasonable for the DTI to intervene and rectify instances of market failure in the provision of debt finance for some SMEs. A debt gap
 may arise because banks are reluctant to accede to requests from borrowers for loans unless they can provide collateral in return. Banks can demand collateral as a quid pro quo for lending capital to a business in order to minimise their losses if the firm collapses. Banks may also take the view that an entrepreneur who is willing to offer collateral in the form, for example, of his house, is probably a relatively safe borrower. From the bank’s perspective, an individual who is prepared to risk his home is clearly committed to the business venture in question and is confident of its ultimate success.
 However, not all those individuals who seek bank loans will have access to collateral. Consequently, they may be charged a higher rate of interest than a borrower with collateral,
 or they may simply be denied access to debt finance. Hence, a debt gap is said to exist for small or start up businesses. 

The Department already operates a number of schemes to remedy the debt finance gap. The Small Firms Loan Guarantee Scheme (SFLGS) provides a guarantee to encourage banks to lend to businesses that are unable to borrow because they lack collateral or a track record.
 Similarly, the Phoenix Fund, established in 1999, helps to provide finance for businesses in deprived areas. However, while the notion of a debt gap legitimises action by the DTI, this instance of market failure may be less acute than is sometimes argued. Research suggests that most of the enterprises that approach banks for capital at the start up stage are not required to provide collateral and that the vast majority of requests for finance are acceded to.
 Interestingly, research by the Bank of England indicates that even small businesses in deprived areas have similar access to loan facilities in comparison to small businesses across the UK, although they are subject to higher margins and the average amount that they borrow is smaller.
 This is not to argue that the debt gap does not exist, only that the prevalence and size of the gap is questionable and that the problem that SMEs face in accessing finance is not simply due to reluctance on the part of banks to lend. Poor financial skills on the part of business owners and employers might make it more difficult for an SME to raise money.
  

Similarly, some entrepreneurs lack either a personal current account or a business account and this inevitably makes it difficult for them to access bank finance.
 Consequently, while the DTI should continue to operate the SFLGS and the Phoenix Fund, it should regularly assess their impact and usefulness in order to ascertain whether they are indeed meeting a gap in the supply of debt finance to business.
 The DTI should also consider extending the remit of the SFLGS to cover more of the businesses that are set up in deprived areas, such as retail, catering, hairdressing, motor repair businesses and taxi firms.
 The Department of Trade and Industry should also work to improve financial skills of entrepreneurs, particularly in economically deprived areas. 

Intervention to ameliorate the equity gap

It has also been argued that there is a gap in the supply of equity finance for some SMEs.
 Briefly, it is said that some start up and early stage businesses are unable to raise equity finance because venture capitalists incur relatively high costs in assessing and monitoring investments in businesses of this kind. Indeed, the cost of assessing a venture is generally invariant with the scale of the proposal.
 It is, therefore, sensible from the venture capitalist’s perspective to make a relatively small number of large investments rather than a large number of small investments. Concomitantly, some small enterprises may be unable to access equity finance. The Government believes that there is a market failure to provide equity finance in amounts below £500,000 for SMEs.
 In order to address the perceived market failure in respect of the provision of equity finance to SMEs, the DTI uses the £180 million Enterprise Fund, which is administered by the SBS, to lever in private sector equity funding for SMEs with growth potential. The Enterprise Fund includes the UK High Technology Venture Capital Fund, the RVCFs and the National Business Angel Network (NBAN). The High Technology Fund is designed to encourage private sector investment in early stage high technology businesses. The RVCFs are intended to persuade the private sector in each English region to provide small-scale equity finance to SMEs. The NBAN is designed to become a national conduit through which businesses in search for investment can be put in touch with business angels. The Government has also established the University Challenge Fund to help finance university based start up enterprises. Specialised community development venture funds are also being planned by the Government in order to provide venture finance for businesses in the most deprived 25% of England.

Again, while not disputing the existence of the equity gap, it is possible that there are problems with the demand side as much as with the supply side in respect of the equity finance market. The UK has the largest venture capital industry in Europe and has a thriving business angel market.
 Reports suggest that many suppliers of equity finance cannot identify a sufficient number of profitable investment opportunities. Also, many entrepreneurs are apparently poor at convincing prospective investors of the merits of their ideas. In short, weak business propositions and poor communication as much as unavailability of finance constitutes problems for those SMEs looking for venture capital and business angel finance.
 Accordingly, the DTI should regularly assess the value of schemes such as the RVCFs, the High Technology Fund and the University Challenge Fund, in order to ascertain whether they are indeed meeting a gap in the supply of equity finance to businesses. It may well transpire that the Department could make better use of its limited resources by helping SMEs in search of equity capital to become more investment ready, rather than by simply increasing the supply of this form of finance. The SBS has already introduced a scheme to help entrepreneurs turn their 

business proposals into appealing investment propositions.
 This scheme should be developed further.  

Although there is a case for DTI intervention to correct these instances of market failure, as a matter of principle the DTI should aim to limit its involvement in the provision of start up finance or early stage capital to businesses because it encourages the mistaken mentality that individuals should look to the Government to solve their problems. If we are to encourage an entrepreneurial society, individuals need to realise that they are the authors of their own success, not the Government. 

Export Credits Guarantee Department

The UK has historically been a great trading nation and today the country has the fifth largest share of world exports (after the USA, Germany, Japan and France).
 Despite this impressive performance, UK exporters may still need the assistance of the DTI. Just as there is a case for DTI intervention to correct market failures in the provision of debt and equity finance, so there is case for DTI assistance for UK exporters by providing guarantees, insurance and reinsurance against loss. Although private insurers can provide insurance for exporters, their prices may be prohibitive for some SMEs. The Export Credits Guarantee Department (ECGD), a separate department reporting to the Secretary of State for Trade and Industry, consequently has a role in rectifying this market failure by providing cheaper loans and insurance for small exporters than is available from the private sector.
 The aim of policy should be to ensure that the ECGD assists those small firms that need financial help in exporting, without undermining the private sector market that caters for medium and large enterprises that look for insurance when exporting. The ECGD should also, of course, aim to avoid making a loss for the Treasury and the taxpayer.

Conclusion

Consequently, the DTI should not make finance available to businesses unless the scheme in question contributes to the efficiency and competitiveness of UK firms and corrects instances of market failure. This is primarily for epistemic reasons. As noted earlier, the DTI cannot possibly know which firms are likely to perform well or prosper in a market capitalist economy because it does not possess the requisite information. The DTI could quite easily end up frittering away large sums of taxpayers’ money on businesses with limited commercial prospects. This would not be in the taxpayer’s interest. Nor would it necessarily be in the interests of the relevant workforce. The employees might actually be better off obtaining alternative work elsewhere. It would certainly not be in the interests of the UK economy. The brutal truth is that market capitalism typically entails the shifting of the factors of production from declining and unsuccessful businesses and industries to relatively more profitable firms and sectors that are successful in meeting the demands of consumers. DTI support for inefficient and unprofitable businesses may simply freeze the deployment of capital and labour in relatively unproductive enterprises and slow down the adjustments that need to take 

place in the economy. This is certainly not an argument for abandoning the employees in businesses that go bankrupt. Employees who are made redundant should be provided with assistance to find fresh work. However, it is an argument against the DTI second guessing the market.

8 A champion of enterprise

8.1
Campaigning for an enterprise economy 

The third principal objective of the DTI should be to act as a champion of enterprise in the Cabinet. This is not to say that the DTI should be run in the interests of big business. As mentioned earlier, the primary goal of the DTI should be to promote competition. This is because competition typically benefits the consumer. The consumer interest is the largest interest in society and so it is right that the DTI’s first priority is towards this group. However, the DTI does have an interest in assisting business in its widest sense. Economic enterprises in the private sector create much of the country’s wealth and provide a majority of the nation’s employment. For these reasons it is right that the DTI should want to enhance the efficiency of UK firms and champion the interests of the private sector in the decision making process at home and abroad.

The demands of businesses are familiar, but varied (see Table 23). However, the essential ingredients of an enterprise economy are a secure system of property rights;
 macro-economic stability; a tax system that is simple to understand, does not distort economic behaviour and imposes a relatively light burden on individuals and firms; and a regulatory environment that is business friendly. The provision of macro-economic stability and the creation of a favourable tax system are not in the hands of the DTI to deliver directly. Nevertheless, as remarked previously, the ministers in the Department can argue the case for economic stability and a simpler, lighter tax burden in the corridors of power in Whitehall. Additionally, DTI ministers do have primary responsibility for the regulation of the labour market and so they are in a position to influence the character of the regulatory environment within which business operates. 

	Table 23: which of the following would be most helpful to your business?

	Lower taxation
	25% (126)

	Fewer regulations
	25% (125)

	Greater availability of skilled labour
	19% (93)

	Lower interest rates
	9% (44)

	Lower exchange rate
	8% (43)

	Lower business rates
	7% (37)

	Greater availability of finance
	6% (32)

	Don’t know
	1% (4)


8.2
Macro-economic policy

As part of their role as the champion of enterprise, DTI ministers should be the first to argue for the retention of the existing monetary framework in cabinet. The decision to grant the Bank of England operational independence for the setting of interest rates with the target of achieving a Retail Price Index (RPIX) inflation rate
 of 2.5% has helped to deliver the philosopher’s stone of macro-economic stability. For the bulk of the past three years, RPIX inflation has been below the government’s target rate.
 Interest rates are presently at 4% – the lowest level since the 1960s.
 The UK is enjoying its longest period of continuous economic growth since the Second World War, although the manufacturing sector has been in the doldrums.
 Unemployment on the claimant count rate in June was just 3.2%, while on the International Labour Organisation (ILO) rate it stood at 5.2% over the period March to May.
 Moreover, although the Euro has been weak against Sterling, the latter has in fact been very stable since the middle of 1997. According to Hamish McRae, on one particular measurement Sterling has been more stable than the Dollar, the Euro or the Yen.
 In view of the relatively good performance of the UK economy, it is difficult to see any economic justification for abandoning the existing monetary policy arrangements in favour of participation in the Euro project. Entry into the Euro would, without adequate economic convergence, risk a return to economic instability, which would be inimical to the interests of economic enterprises. 

8.3
Fiscal policy

Again, DTI ministers should be the first in line to put the case for low, stable and simple taxes, in order to encourage an enterprise economy. The argument for a relatively low tax burden is that it leaves businesses with more money to spend at their own discretion on plant, machinery or their employees. It also enhances the incentive for individuals to set up and grow their own businesses because the opportunity to make a profit is strengthened.
 Interestingly, 25% of the directors who were interviewed by NOP stated that lower taxation would be the most helpful development for their business (see Table 23). Another 7% said that the delivery of lower business rates would be the most valuable action for their firm (see Table 23). Stability in tax rates and in the law governing taxation is important because it enables businesses to plan with confidence. Simplicity in taxation is valuable because it reduces the cost of compliance for businesses and individuals and also because it reduces the danger of creating a set of perverse incentives. The DTI is not responsible for fiscal policy, but it should impress upon the Treasury and No. 10 the importance of these arguments. 

The DTI should also aim to ensure that legislation originating from the EU does not impact in a harmful way on the ability of UK businesses to finance their operations. For example, the proposed EU Prospectus Directive could end up requiring every listed company to draw up annual prospectuses for use across the EU. The additional regulatory costs of producing annual prospectuses could have damaging consequences for UK companies, particularly those listed on the Alternative Investment Market. Ministers need to ensure that the proposed Directive is amended so that it will not have deleterious repercussions for UK companies. In this way, the DTI can play a useful role at the EU level, championing the interests of enterprise.
 

Regrettably, DTI ministers do not appear to have stood up for the interests of enterprise with respect to taxation at the time of the 2002 budget, or if they did so, the argument did not go their way. Before the last general election Patricia Hewitt declared “We [the Government] have no plans to raise the ceiling on National Insurance”.
 However, a one per cent surcharge in National Insurance contributions was imposed in the 2002 budget. This increase in National Insurance contributions is a tax on jobs and is damaging to business.
 Worryingly, Vicky Pryce, newly appointed by Patricia Hewitt to be her Department’s chief economic adviser, has warned that taxes may rise still further. Speaking before the outcome of the Comprehensive Spending Review 2002 had been announced, she opined that “The government may be about to embark on too much spending which it will not be able to finance…The expectation is that quite soon taxes may have to go up again.”

8.4
Regulation

DTI ministers should be committed to lightening the regulatory burden on businesses and preventing the introduction of unnecessary and damaging red tape. 25% of the IoD members who participated in our survey reported that fewer regulations would be the most helpful step that could be taken for their businesses (see Table 23). Now, regulations are the logical consequence of the nature of modern democratic politics. The electorate looks to Government to correct perceived anomalies and imperfections in society by means of legislation. Indeed, an effective regulatory framework is intrinsic to the smooth operation of a modern capitalist market economy. A regulatory system is needed to give protection to employees and to consumers and to establish the parameters within which businesses operate. Unfortunately, many of the regulations that 

have been introduced in recent years (for example, the Working Time Regulations) have increased costs on business, impaired employee flexibility, wasted management time, and deterred entrepreneurial activity. 

There are a number of measures that the DTI could take to lessen the regulatory burden on businesses. To begin with, the DTI should consider the use of voluntary arrangements, self-regulation and codes of conduct in preference to regulation. These alternatives might achieve particular policy aims more effectively and at a lighter cost to business in comparison to regulation. The DTI should also encourage other departments in government to adopt a similar approach to regulation. 

The burden of regulations often has a disproportionate impact on SMEs because they lack both the resources and the staff to deal with them. There may be a case for shielding those small firms employing fewer than 50 people (arguably, the enterprises most vulnerable to the deleterious implications of ill-conceived regulation) from the requirements of some employment regulations. The DTI should determine exemptions of this kind on a case by case basis. Small businesses have flourished in the USA partly as a consequence of this approach.

Where the introduction of new regulations covering small firms is deemed to be unavoidable, it is crucial that the DTI develops them with the interests of small firms in mind. This means that regulatory guidelines should be readily comprehensible and succinct.

Moreover, the DTI should endeavour to make greater use of “sunset” clauses in future regulation. This would give an opportunity for Government, business and the wider public to assess the consequences of particular regulations and, if necessary, rectify mistakes. The use of “sunset” clauses in legislation would put the onus on the proponents of regulation to justify their actions. The adoption of “sunset” clauses would be particularly valuable in respect of European Union (EU) legislation. One of the principal irritants about EU legislation is that it is extremely difficult to amend or repeal once it has been passed into law. The use of “sunset” clauses in future EU legislation could help to ameliorate some of the most damaging consequences resulting from EU regulations. 

Many of the most costly and confusing regulations that businesses have to grapple with emanate from the EU. Unfortunately for UK businesses, the extraordinary appetite of the European Parliament and Commission for introducing potentially economically damaging regulations remains undiminished. For example, attempts are being made to introduce a new Directive governing the employment of agency workers and the European Parliament is trying to persuade the European Commission to strengthen the European Works Council Directive.
 

The DTI should continue to work with the more economically liberal minded states within the EU to prevent the formulation and imposition of more damaging regulations on businesses and push for deregulation where possible. 

The Department should also seek to terminate the Social Partnership system for devising EU legislation. This entails the Commission inviting the so-called social 

partners, for example, the Union of Industrial and Employers Confederations of Europe (UNICE) and the European Trade Union Confederation (ETUC), to draw up legislation, which is then presented almost as a fait accompli to the Council of Ministers. The groups involved in this process do not adequately represent either the UK business community or the British people. The formulation of EU legislation should not be contracted out to unrepresentative institutions. 

The DTI should oppose unnecessary EU legislation where possible. In instances of majority voting in which the UK is out-voted by other member states, the DTI should be prepared to take all available legal steps to prevent the imposition of the legislation. For example, the Information and Consultation Directive, which introduces works councils in all firms with more than 50 employees and which is due to come into effect in the UK in 2005, could have been more vigorously opposed by the DTI. The Department could have attempted to prevent the imposition of the proposed Directive on the UK by appealing to the European Court of Justice on the grounds that it breached the principle of subsidiarity, which was enshrined in the Maastricht Treaty.

In those cases where it proves to be impossible to resist EU legislation, the DTI should at least avoid imposing more detailed and burdensome duties on British firms than it is required to do so when implementing EU directives.  This practice of “gold plating” can impose gratuitous costs on SMEs. Indeed, where derogations are available in EU directives, the DTI should usually take advantage of them. 

If the DTI were to take this more robust approach towards regulation it would go a long way towards solving its current dilemma of pursuing two contradictory agendas: promoting business efficiency and regulating the labour market. A decision to champion the interests of enterprise in respect of regulation would give the Department a clearer role and would be beneficial to UK firms. 

The DTI has, of course, been responsible for much of the increase in the regulatory burden since 1997. The response of ministers to criticism about the rising tide of red tape has sometimes been to downplay the problem. For example, Stephen Byers, Secretary of State for Trade and Industry between 1998-2001, claimed that the cost of a number of the regulations introduced by the Labour Government to business was a mere 50p per employee per year, implying that this was little for business to complain about.
 Similarly, Nigel Griffiths, Parliamentary Under-Secretary of State for Small Business disparaged the IoD’s estimate that the cost of regulations to business introduced since 1997 amounted to almost £6 billion per annum.
 However, this line of argument convinces no one. Indeed, even Alan Johnson, Minister of State for the Regions and Employment Relations, has now admitted that the annual costs to business of employment legislation implemented by the DTI since 1997 is estimated to be approximately £5 billion per annum.
 

Ministers in the DTI have also responded to criticism about the rising tide of red tape by establishing institutions that will supposedly deal with the problem. For example, the SBS was launched in 2000 to provide a strong voice for small firms in the heart of 

government and to help small businesses cope with the growing regulatory burden. Accordingly, the Chief Executive of the SBS, initially David Irwin, since replaced by Martin Wyn Griffith, has a right to attend ministerial meetings that impinge on small business issues and he also has a formal right of access to the Prime Minister. Moreover, the Chief Executive has the right to attend meetings of the Ministerial Panel for Regulatory Accountability (Mo Mowlam’s Star Chamber) that has the power to call ministers to account on their departments’ regulatory performance and programmes. 

However, the SBS has been unable to provide a strong voice for business in Government and it has been unable to prevent the increasing regulatory burden. This is unsurprising. The Government finances the operations of the SBS and the Secretary of State for Trade and Industry appoints its Chief Executive. As a consequence, the SBS and its Chief Executive lack the autonomy, the power and the resources to challenge Government departments and prevent the introduction of unpopular and unnecessary regulations. Instead of championing the cause of small firms in Whitehall, the SBS has ended up as the executor of Government policy. Significantly, Patricia Hewitt, the Secretary of State for Trade and Industry, has conceded this point. She admitted that “…it is very difficult for a civil servant – and David Irwin became a civil servant when he became chief executive of the Small Business Service – to fulfil the role of being a strong voice for small business on the issue of regulation…”.
 

In recognition of this fact Hewitt stripped the SBS of its responsibility of providing a strong voice for small business and awarded this task to the Small Business Council (SBC).
 However, the SBC is an advisory non-departmental public body, dependent for its existence on the Government and the Department of Trade and Industry appoints its members. Concomitantly, although one does not doubt the integrity of its members or the quality of its annual reports,
 the SBC is evidently not entirely autonomous of Government and its ability to be critical of Government policy is necessarily circumscribed. It is difficult to believe that any Chief Executive of the SBC would be re-appointed if he felt it necessary to continuously criticise Government policy. 

In any case, the DTI should take responsibility for standing up for the interests of SMEs – and businesses in general – rather than contracting out the task to institutions such as the SBS or the SBC. Ministers in the DTI should regard it as a central part of their responsibilities to create a favourable regulatory climate for business. They should also be committed to preventing the imposition of damaging regulations, whether they originate from other Government departments or from across the Channel in Brussels and Strasbourg. In this way they can help to act as champions of enterprise in Whitehall and in the EU.

9 Conclusion

The fundamental problem facing the DTI in recent years has been the confusion surrounding its role. This ambiguity surrounding the purpose of the DTI has in turn helped to undermine the effectiveness of the Department in delivering policy. 

Uncertainty about the DTI’s rationale has left it exposed to arguments that its budget should be cut or even that it should be abolished altogether. However, the DTI’s budget is one of the smallest in Whitehall and so the potential savings resulting from its elimination for the taxpayer are small. Moreover, most of the activities carried out by the DTI would need to take place even if the Department did not exist. Abolishing the DTI and transferring its functions elsewhere would be disruptive, costly and produce little benefit. 

The DTI should be retained because it can enhance the well being of both consumers and enterprises in the UK. However, the DTI needs to become a department for enterprise. As a corollary, it should have three principal objectives: promoting competition; enhancing the efficiency of UK firms; and acting as a champion of enterprise in both the UK and the EU context. This would give the DTI a clearer focus and enable it to have a more positive impact on the UK’s economy and society. 
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