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ABSTRAGT

Entrepreneurhhip in the Northern Region.

There has been a tendency to ignore the role of the
entrepreneur in regional development. An examination of
economic literature indicated that he performed functions
essential to the efficient use of resources and to
technological advance, while relying heavily on information
for knowledge on which to act. In carrying out such functions
the entrepreneur was central to the whole of economic
activity in the production of goods and services and in
economic change, Consideration of growth and location theories
did not alter these conclusions. Regionél data on indicators
of entrepreneﬁrShip led to the conclusion that in recent years
indigenous entrepreneurship has been relatively low. This
situation was in contrast to that existing in the -19th.
century when theﬂNorthern_Regibn was a leading industrial
centre of the world. An investigétion of growth in the
Region traced the rise of the major industries in the 19th _
century and their subsequent de@line in the 20th century.
The development of the large industries led to particular
forms of organisation, marketing and geographic isolation
for many firms and workers. The result was that for many,
experiences were limited and information flows restricted.
When shifts in demand came in the 20th century from heavy
capital goods to.lighter consumer goods, entrepreneurs in
the North werevunable to bring about the industrial changes
necessary to rejuvination-of the region. Government action
was needed with mobile plants becomihg the_corner—sfone of
regional policy in'eﬁployment terms. The signs of long-term
self-sustained growth were not so encouraging. With real ,
constraints on the supply of mobile plants in the future the
Region ‘will have to rely more heavily on its preSent resources
of industry and entrepreneurship to promote further economic
growth than it has done in the past.
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INTRODUCTION

The Northern Region is defined as a development
area; for ecdnomio purpqses, and as such is in receipt of
. conéiderable gové?nbent aid., Despite this assistance,
over many years, the problemé associated with depression
persist and the'stahdard of living in the region, measured
by conventidnal ﬁeaﬁs,.remains,at a level significantly
~below that of thé‘nationél average. Policy measures to
reduce unemployment and to relieve the worst symptoms
of distress have been relatively successful but the
‘éChievement of 'self-sustained growth' has not materiélised.(l)
Therefdré goiernmént éupport will continue to be required in
fhe forseeable futufe, |

It is contended here that the entrepreneur carries
out azfunction central to the productive'pibcess and econtdmic
development which has dlrectllievance to regional prosperlty.
Economists, governments and even emplricists have tenﬁed to
ignore the role of the entrepreneur in reglonal change and
as a result a vital explanatory variable is exéluded from
policy con81derat10ns. The results obtained from those
policies implemented in the regions appear inexplicably to

féil_shqrt of expectations,

(1) Hallsham Report, The North East, Cmnd. 2206 H.M.S.0.
(1963) P. 5




If an attempt was to be made to establ ish the
level ofeéntrepreneﬁrShiﬁ,in the Northern-Region it was
essentiai to have a work;ngvdeﬁinition of the term |
f'entrepreneur'. Ae'the term was used freely in economic”
literature no.diffieulty was envisaged iﬁ obtaining a
.Satisfactory'description of'his rdle and function in
society. However, a brlef examlnatlon of the literature
showed that there was little consensus of oplnlon amongst
economists as-to whq‘was the_entrepreneur or the part he
performed in the eceromy. As:a selection of definitiohs
at randoﬁ seemed unlikely to produce the desired result, |
a surveyiof-ebonomie literature was undertaken to trace
“the use and meaning of the term from its introduction into
the French 1angyage in the"12th.century.to the present day.
A descripfion‘of thaf,iﬁvestigation is giren in Chaptervl;

' The éntreﬁreneﬁr who filled a specific post in the
earliestiperiods was & beerer of uncertainty by the time of
Cantillon. (2) - Say, in the early 19th century, described
‘“the entreéreneur{as a persen who gathered together the
factors ef'predﬁctioniandjput them to work. (3) The
:contemporéry English-School saw the entrepreneur as a
capitallat a view that persisted until . 1t was destroyed
'by Walker, (4) Knlght (5) and Schumpeter (6) The last

(2) Cantillon, R. Essai sur la Nature du Commerce en Général
o Trans, H,Higgs, F. Cass & Co.Ltd, (1959) Reissue.
(3) Say, J.B. A Treatise on Political Econo

, Trans., C.R.Prinsep.(1880) Kelley. ?%971) Reprint,
-£4g 'Walker F.A. Political Economy, 3rd Ed. Macmillan %1896)

(5) EKnight, F. Risk, Uncertain®y & Profit,

o Harper Torch Books 119%55 ﬁeprInt of 1921 -
(6) Schumpeter., J. ‘The Theory of_ Economic Develo ent

: trans. R ar 1969




assigned a dynamic role to the enterprising manj; that

of an innovator. In more recent times economists such

as Galbraith have stated that the entrepreneur had been
absorbed into the technostructure or organisation, while
others have offered the‘broadest of generalisations. (7)
Taking into account all the information generated in the
study, the conclusion was reached that the entrepreneur
acted in uncertain situations where information was
ingomplete. It was a discontinuous task and so he was

part of no distinct social élass. He was responsible

for the organisation of factors into productive units and  -
for the introduction of new knowlédge into the production
process. He was the diversifier in established firms but
was also the source of new firm formation. 1In carrying
.out such.functiona the éntrepreneur was central to the
whole of ecbnomic activity in the prdduction of gdods and
~services and in ecﬁnoﬁic change.

~ If the enffepreneur performed_such a roie then

his actions appeared to be crucial to the rate and direction
of ecpnbmic growth anﬁ development. A considerable 1iferatﬁre
both theoretical and empirical existed on economic growth
and an examination of part of this waé_carried out in case
~ this might lead to a modification of the perceived | “

entrepreneurial role in regional development. The outcome

(7) Galbraith, J.K. The New Industrial State, Penguin (1967)
See also Evans, G.H. Jnr, The Entrepreneur and
Economic Theory, American Economic Review (1949)




of this study is désoribed in Chaptér 2, In many of the works
studied the factors of paramohnt importance in regional growth
of output were inputs of»Labour, Capital, Technology and the

' location of industry whilst the entrepreneur was virtually
ignored. _ | :

Gross Regional Product (G.R;P.) might be increased
by additional labour inputs or a rlse in output per man
- employed. The former could be brought about by employing
more labour or varying the hours worked whilst the 1atter
could be.achieved through labour training or transferring
workers from low to high productivity employment,

Considerable attention was devotéd to the importance
of capital in the form of investment as & stimulous to growth
stemmihg from Keynes work which'sbowed'how anvincrease in
'investmeht_spending could bring about an increase in G.R.P.(8)
Subsequently Harrod (9) and Domar (10) indicated that for
economic growth to'bé sustained it was necessary for investment
to be increased in each time period. The view.of investment -
as a crucial element in growth received support from other |
theorists (11) and in the embiricﬁl findings of Denison (12)
and Matthews (13). If increased factor inpﬁt did not
explain total'grOWth there was a tendency to attribute the

(8) Keynes, J.M. General Theo;x, Macmillen (1936)
(9) Harrod, R.F. In Essay in Dynamic Theory, Economic
Journal (1939)

(X Domar, E. Capital Expahaion, Rate of Growth & Employment
_ Econometrica (1946)
- (11) See Kaldor, N. Alternative Theories of Distribution,

Review of Econ. Studies 1955-56
(12), Denison, E.F. Why Growth Rates Differ, Brookings, Inst. (1967)
(13)Matthews, R.C.0. Some Aspects of Posi-War Growth in

the British Economy, Univ. of Cambridge Reprint

Series No.240 (1965)




unexplained residual to technological progress; ln the
neo-classical model additional inputs of embodied or
disembodied technical progress could produce increased

-total output,and output per unit of Labour or Capital input.
Solow basically used this model in his empirical study of

the U S economy in which he postulated that seven—eighths

of economic growth between 1909 and 1949 was due to advances '
in technology. (14): | | .

The growth models mentioned above have been adapted
to fit into a regional context but they gave very limited
acknowledgements to the activities -of entrepreneurs.

' : : On a more practlcal basis the industrial structure
'fof a region was seen as highly influential on past and

o future growth patterns (15) where present structure depended

. upon past locational decislons taken w1thin firms.s The

'clas31ca1 cost minimisation models proved unsatisfactory
predictors of the precise location of the firm perhaps
because theorists were more concerned with constructing
elegant models of 1ocational equilibrlum than w1th practlcal

v application. (16) J The behavioural theories reject the A
calculating automatism of clas31cal theory but their anecdotal
approach inhibits any generalisation from their results.- If

locatlon is indeterminate then the structural models did not

(14) © solow, R. Mechnical ‘Progress & the Aggregate Production
Function, Review of Economics and Statistics (1957)
(15) . See Richardson H.W. Rezlonal. Economics,
' Weidenfeld & Nicolson (1969) T ‘
(16) Keeble, D. Industrial Location & Planning in the U.X.
Lo Methhen 1976 Pe 2-4 L
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satisfactorily‘explain how the present>structure in a
iegion came about or how change could be-broﬁght about
which would influence regional growth in the futurq.
The_growth models studied appeared'td concentiate
upon the neceséary conditions for groﬁth which were.not
sufficieﬂtvin themselves; Therefore there seemed no reason
.to modify the view that the entrépreneur was an esséntial
ingredient in the growth process but this study had bfought
aboﬁf a realisation that, taken in isolation, entrepreneurship
along would not produce regional growth. |
In Chapter 3 information was‘gathered from numerdus
sources in an attempt‘to assess the level and quality of
entrepreneurship demonstrated in the Northern Region in
recent years. The results led to the tentatlve conc1u81on
- that entrepreneurship was lacking orqusually'constrained in
the North. | o | S
McCielland,had sh0wn'that high,fN-Achievement' and-
entrepreneurship were related wifh a eignificant.proportion
of the former being found in a particular social class; |
- the middlé class.(17) "The North has a disproportionately
low number of households falling into this_éategory'with
:migratory flows tending to reduce this number still further}(ls)‘
On the basis of McClelland's work the expected density of .

entrepreneurs*to be found in the Northern Reglon would be

@) McCle%lagd)D .C. The Ach1e71ng Society,. Van Norstrand
1961
(18) #.R.S.T. Pirst Interim Report, July 1975.
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lower than the national average. Ah iﬁﬁehtant function
carried out by the entrepreneur was‘that‘bf innovatieh.
Analysis of the data provided by the Queen sﬂﬁard to

Industry Scheme indicated that the North recelved proportion—v
ately fewer mentions' for innovation thah the regional
population and employment size would:heve led.one,to‘expebf.

The Queen's Award Scheme suffers from serious

drawbacks as a measure of regional innovation so 1t ﬁas
neeessary t0 look to improved performanee of Northern
industry as a sign of enterprise, efficiency ahd innovation.
Output per man and per person employed was lower in host,
sectors of industry in the North than the.national average.(19)
TheAlevel of investment wasisimilar to the national average
apart from in chemicals ahd the metal industries where it

‘was highe:. _Approximately half of total manufacturing -
investment outside the Chemical and Metal induetries wes carried
out by mobile firms so despite govefnmeﬁtusubsid& investment
by indigenous Northern Industry, was low The efficient
use of capital was not reflected infeapital/output op
ineremental capital/output ratios‘and the‘return per unit

of capital investment was equal to the national ave%age.

The mobile firms created aidispioportionately

large number of jobs in the region eompered with established
industry in recent years but few llnks have been formed

between the 'new' and 'old'-plants. A high level of

(19) N.R.S.T. Technical Report No. 4 p,i
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entrepreneurial activity might have led to a large
number of swmall firms or new firm formations but ev1dence
suggested these units were under-represented in the North.(éO)

The evidence_suggesfed that entrepreneurship could
be lacking or was constrained in many sectors of the local.
economy which was in strong contrast to theeposition in
‘the North a century ago.> Over the 19th century the
Northern Region became one of the leadlng industrlal
centres of the world with enterprlslng,men such as Stephenson,
Hawthorn, Parsons and numerous others producing marvellous
innovations. It was hypothesised_thatAthe_development of
the mjor basic industries might have led to a pattern of
operation which would inhibit,future,diversifioation and
entrepreneurial activity that could persist until- the
present day. In Chapter 4 an exanihation of the growth
of the traditional Northern industrles was carried out.

It was dlscovered that the basis for growth and
prosperlty in the region lay inltlally in the.posse951on _
of coal and increasing demand for this productiin London,
the South and the Continent. The removal of such a high
weight/iow value product'in~vast quantities called for new
methods of transport overlland'and'sea. These needs'were
.satisfied through the development of the steam locomotive,‘

the railway system and the iron screw collier., In resolving

(20) N.R.S.T. Pirst Interim Report 1975 p.20
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these problems the darge dynamic industries‘of.ship-building,
rail-construction,'iron, steel and heavy engineeringywere
developed whfchlbrought great,prosperity to the:region and
its 'inhabitants;,*f Men of ideas moved to the North to
demonstrate their‘skills; others'migratedvfrom Ireland,
: Scotland and - other regions of Britain to work. '
- The possession of mineral and water resources
and a recognition of effective demand brought forth the
'entrepreneurial talents of indigenous and migrant men to
exp101t those favourable conditions calling on the services
of 1and labour, capltal and technology to meet industrial
: and consumer needs. By the end of the 19th century the

North had clearly demonstrated its resourcefulness and its

. products were known throughout the world.

' In. the 20th century conditions changed, shifts in

demand took place and the traditional 1ndustr1es were
' reclassified as slow growth sectors.: Regional performance
began to fall and the North came to lag behind other regions
'1n which the ‘new growth 1ndustr1es emerged. Heavy mlgration
from the region began and capital became more. difflcult to .
”.attract and retain. The cr1s1s came in - the 1nter-war years
when unemployment of resources reached unprecedented heights.

. | Since that tlme, the region has been 1n receipt of

fgovernment aid but appeared unable to regenerate the




14

industrial base thrdugh its own efforts and has réquired
the injection of new industry from outside. In the

traditional industries entrepreneurship continued in the
form of new innovations hut,othefwise appeared to be
constrained. Assuming an adequaté supply of factors of
production, for a firm or individual successfully to chénge
out of the production of one product group into another it
was necessary to know which goods to pﬁoduce and have the
technical knowledge to produce them. The development of
the large industries of the 1 9th century led to particular
forms of organisation‘whiéh gave employées a restricted
view of the overall operation of the firm within limited
VOCcupational groups. Igéddition, if the basis of the
firm'was‘the extraction orltreatment ofAnatural resources,
"workers were often géographically isolated, contacting few
men with'exﬁerienées or knowledgé different from theii owne.
Np:therh industry spécialized in certain product grbdps,.
markets and.technicalAknowledge. The products were, in
general, classified as heavy capital gdods and narketing
was often carried out through agents or af a personal level -
(i.e. they were not marketed direct to the general public
| but through selected outlets) and in the fi‘eld 61‘ 'heavy
industry the North excelled‘téchnolbgicallj. B |
In the 20th century, when the.export market
.collapsed and domestic demand shifted from capital goods
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to consumer goods, Northern entrepreneura entered a7period
of great uncertainty. Thelr technlcal and market knowledge
in the new product groups was v1rtually non—exlstent. This
resulted in a tendency to cling to the old ways which
seemed more certain then to step out 1ntp the . unknown,
| Government action brought induétry‘to the,region‘
‘with newctechniques, products and markets but in manp
instances experience within these piantefwas limited to
’the productive operation. The majorityfef mobiie plants
were branches or subsidiaries of larger firms and sone
have not brought their marketing, purchaéing or management
services sections with them to the reglon. The vainable
market and technlcal knowledge necessary ‘for the promotlon
Qf self-generating growth remained constralned.
| The impression obtained from the»total study was
that the role of the entrepreneur inrreglonal development .
was a neglected area of research. (Chapter 5.) A fuller
understanding of what information and stimuloue entrepreneurs
required to become active would lead, perhaps, to a modlflcatlon
of government pollcies, that would encourage grdwth 1n the
longer term. _
The lessons learnt from Northernlexperience should
be borne in mind when examining the;pattern of growth in |

the prosperous regions at the present tine. Economie
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conditions, directions of thought and policy changé'over

time and there was resson to believe that the attraction
of mobile firms (the cornerstone Qf;fegional policy) to

the North would be more difficult in the future., If this
situation arose, the region would ha?é.to”rély'moré heéyily
upon its present resources of industry.ahd entfepreneurship
to promote future economic gfowth thén it”has done in the 3

past.
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CHAPTER 1

'The Entrepreneur'

"The Heffalump is a rather large and very important
animal; He has been hunted by many individuals using
various ingenious trapping devices, but no-one so far has
succeeded in capturing him. All who claim to have éaught
sight of him report that he isﬂenormous; but they disagree
on his particularities. Not having explored his current
habitat with sufficient care, some hunters haﬁe used as
bait their own favourite dishes and have then tried to
" persuade peqple thatAwhat they have caught was a Heffalump.~
Howéver, few-aré ébnvinced, and the search gées on."

( P.Kilby) (1).

(1) XKilby P. (ed). Entrepreneurship & Economic Developmént.
' The Free Press (1971). FI. o
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The word 'entrepreneur! was-introdﬁced into the
English language in the late 19th. Qentury to increase fhe
descriptive and définitionél powers of the authors of current
ecohomic literature. Since that time the ferm'has been used
frequently but in geﬁeral, vaguely, by economists. Any
enquiry into the role and function of the entfépreneur in
economic deveiopment, is constrained by this 1aék.of é L
satisfactory definition.

It would have been possible to select one definition
from amongst those offered by leading'economists,.but the
problem then arises as to which one to choose, and from which
time period. Should oﬁe accept the definition of Schumpeter(2)
or Evans (3), Knight (4), Cole (5) or some other?'After ‘
careful consideratlon it was decided to use none of these.
Instead in order to obtain a fuller understandlng of the
concept the use and development'of the term was traced from

its introduction into the French language'to the present time.

{2) Schumpeter J.A. The Theory of Fconomic Development. trans.
R.Opie. Harvard (1934) Reprint Ox.Univ.P. (1969).

(3) Evans G.H. (Jnr.) 'Business Entrepreneurs; Their Major
Functions & Related Tenets.' Journal of Econemic

HiStorX<(1959)

(4) Knight F. Risk, Uncertainty & Profit. (1921)

Reprint Harper Torchbooks (1965)

(5) Cole A.H. 'An Approach to the Study of Entrepreneurship:
A Tribute to Edwin F. Gay.'Journal of Economlc '

Hlstorz (1946) Supp..
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In>England, prior to the popular acceptance of the word
‘entrepreheur', terms such as 'Adventurer', 'Undertaker'
and 'Projector"were used and are conSidered here,

The verd 'entreprendre' meaning fto do something'
dates-from the 12th,‘century;(6) The noun 'entreprendeur' had
developed 5y the 14th; eentﬁry‘and after medifieation took on
its modern form of 'entrepreneur' in fhe‘15th eentﬁry..By that
time the term was applied to someone who assumed some task,
usually of large scale.(7)

Over the period under discussion the initiation of
large schemes was limited,in the main, to the Chﬁfch, the
Monarch or the State, who ordered the construction of abbeys,
cathederals, eastles, fortificationsvand a few-public buildings.
These projects were ofganised.on a line different from that
'.exieting in most»developed economies -today. Fof instance,
‘should theJChurch wish to build an abbey, it would appoint
one of its servants to plan.the wofk, another to'gather
together materials and labour and a third to supervise the
'actuallconstfuction.blt was always possible for all three
'functions.to be performed by one person. The werk itself

'tended to be open-ended,‘with the plans subject to considerable

(6) Hoselitz B.F.'The Early History of Entrepreneurial Theory.!
| Explorations'in'Entrepreneurial History Vol 111.
_(1951)Much of the material in this section is drawn
| from this article. Hoselitz in turn drawing
from other sources which he acknowledges.
(7) Hoselitz B.F. op cit p. 196.
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revision and elaboration. Work oontinued whilset funds lasted,
the'entrepreneur completing as much of the plan as possible
within this conetraint. He bore no'riek of loss, except Yo
hie reputation, if the project went awry.

With the passage of time a transfer of power took
place from the Church fo the Monarch or State. This was
reflected in the decline in the number of buildings constructed
for spiritual purposes, whilst castles, harbours , fortifications
and public building undertakinge_continued. . Gradually the
tern 'entrepreneur; came to be associated with someone who
performed a task for the Crown or central authority. These
tasks were often carried out under contractual arrangements.
Unlike in earlier periods, it became a common occurrence for
the,entrepreneur to do so on his own account, thus.introducing
the:element ofiriskt Examples of such contracts between the
Crotn and another'party‘ are the construction of defences,
the supply of provisions to the army, “the leading of military
hexpeditions or even the settlement of coloniee. (8)

e Otheruchanges were taking place in the occupational
structure‘of'the community; labour was becoming more
specialized andfthevengineer and the architect were identifiable
categories of worker with distinet functions in society.. A
clearer view of these figures in the economic process allowed
obeervers to differentiate between them and the entrepreneur.

The entrepreneur no longer neoeasarily performed the complete

(8) Hoselitz B.F. op. cit. p.194
" See also Redlich F,, The Military Enterpriser: A
Neglected Area of Research', Explorations-in
Entrepreneurial History, Vol.VIII (4) (1956)
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task from planning to construction. ﬁe shéd the specialized
functions and carried out the remainder, |

De Belidof, in the early 18th century described the
entrepreneur ag someone carrying out a task for‘the Crown and
went on foxdisouss the'contractual obligationsAqf'each party
in some detail.»(9) So far as the Crown ﬁas nbﬁqerned the
principle obligation was that of payﬁent; The,entrepreﬁeur
on the other hand, had a duty to gather together.the hecesaary
factors of productioﬁ and to provide the tools and1naterials
for the project. He would then conltruct, or carry out work
to the agreed plan within a given time limit. All work was
subject to the scrutiny of Crown emplbyées ahd payment by
installment would be made to the entrepreneur, if the inspéction
reports were favourable. From de Belidor'g description it is
apparenyhthat the entrepreneur received a fixed price for his
1a$ours but his costs were uncertaih;"Thérefore;-he bore the
risk of pro}it or loss, the size of'which was unknown in ad#ance.
Becauae government contracts were less secure than they are in
most developed sooietles today, he would bear also the rlsk 4
of default. .

Cantillon, a contémporary‘of,de Bélidor; rejected
the idea that the entrepreneur acted only as a éontractor'to
the Crown and gave a more general desciiption that fitted~into
his analysis of the ecdnomic system; (10).: The basis of this
system was land' ‘ |

(9) De Belidor B.F, La Science des Ingenlé}s dans la Conduite
des TEavaux de rorvification et D'Architecture Civile.
Quoted by B.F. Hoselitz in The Early History o
Entrepreneurial Theory. E.E.H. Vol. III(4) (1951)

(10) Cantil%on R. Essal sur la Nature_du Commerce en Général (1755)
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"The Tend is the Source or Matter from whence all
Wealth is produced. The ILabour of man is the Form which
pfoducea it: and Wealth itself is nothing but the Maintenance,
Conveniencies and Superfuuities of Iife." (11) |

_ Uhlimited wealth was to be'found>in4the land but men

wére”reqﬁired to extract it, Increasing'theiaize of the
iabour force would bring forth mbre produce that coﬁld»be
brought to the market plaée. (12) 1In the prbcess'of wihning
and distributingvsuoh produce from the land, the entrepreneur
played a major part. | |

"The circulation and‘exchange-of goods and
merchandise as well as their prodﬁction ére carried on in
Europe by Undertakers, and at a risk." (13) V. |

The ‘'undertaker' operated the productive unit and
also acted between the producer and consumer. The entrepreneurs
were listed and described.in some‘detail by Cantillon. The
farﬁer who ?aid a fixed rent, ahd‘sgld-his ﬁroduce at unﬁe:tain
prices, was'én entrepreneur. So was the carrier who purchased
agiicultural produce and conveyed it to mﬁrkét. He péid the
farmer a fixed price but was uncertain of the sum he would
receive in the eity.. Would the revenue received cover .
material and transport costs? Would it leave him sufficient
profit on which to live? As he did not know these things in

advance he existed under uncertainty..

gllg Cantillon R. op.cit. P.3

12) Mirabeau, Marquis de, Letter to J.J.Rousseanu (c.1767)
quoted in R.L. Meek, The Economics of Phxgiocraqx,
Harvard (1963) p.16

(13) cCcantillon R. op cit p. 47, Heading to Chapter XIII.
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In a similar vein Cantillon went on to'describe how
the following of many other occupations and professioﬁs'
incurred uncertainty and completed his analysis with a general
definition. |

"By ail these inducfions and many others which might
be made in a topic relating to all the-Inhabitants'df a State,
it may be laid downAthat except the Prinée and the Prﬁpriefors
of Lénd, alllthe Inhaﬁitants of a State aré”dependent# that
-they can be divided into'two classes, Undertakers and Hired
people; and that all the Undertakers are as it were'on‘
unfixed wages and the others on wages fixed so long as they
receive them, though their functions and ranks may be very
unequal; The General who has his pay, the Courtier his
pension and the Domestic servant who has his wages, all fall
“into this last class. All the rest are Undertakers, whether
they set up with a capital to COnduét their enterﬁrise, or
are Undertakers of their own labour without capital, and they
may be regarded as living at uncertainty; the Beggars even
and the Robbers are Undertakers of thisvclasé. " (14)

V Where de Belidor's entrepreneur had a fixed selling

price with unknownjcdsts, Cantillon described the uhdertaker
with fixed costs and unknown re&enue. Cantillon's éntrepreneur

was not necessarily a capitalist nor was there mention of a

(14) Cantillon R. op cit p.55
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need to plan, supervise or control.(15) The role of the
entrepreneur was to bear'uncertainty which existed in all
-walks of economic life except those of the 'Princes' and
landowners. _

In the mid 18th century a number of.intellectuals
‘with a common interest in economics gathered together to
form the 'Physiocratic School' of thought. The founders,
Francois Quesnay and the Marquistde Mirabeauewere joined'by
disciples such as Nicholas Baudeau and Du Pont de Nemours.

_ In addition other scholars became_aesocieted with them,
Turgot being the outstanding example. (16)

Where Cantillon thought that an increase in the
supply of labour would bring about an increase in wealth,
the Hysiocrats believed that the net product of.agriculture
determined the level of activity in the whole ecomomy. The
'agent responsible for increasing the net product by cbtaining
greaterloqtput from a unit oflland was, for Quésnay (and other
Physiocrats),-the wealthy.farmer, as opposed to the peasant
or small-holder; .The Phyaiocratic.entrepreneur was subject
to uncertainty for a varlety of reasons, ﬁie coats of wages
and rent were regarded as fixed whilst his revenue was unknown
in advance., His receipts would fluctuate in response to the
outcome of the harvest which was in turn affected by the
weather, demand, market price and other such factors. (17)

élsg Hoselitz B.F, op.cit. p.214 .

16) Meek R.L. The Economics of Physiocracy.

: Harvard University Press (f§€3) P.27
(17) Hoselipz B.F. ibid.
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In this seﬁse Quesnay agreed with Cantillon in viewing the
entrepreneur-aé buying at fixed and selling at unknown prices
but restricted his analysis to the farmer. In the 'Tablean

| féonomique' (18) Quesnay gathered together his ideas to
postﬁlate‘the operation of the-whole economic system but in

so doing he described a static society in which there ﬁas no
capital écbumulationunor wcertainty.(19)

| At this stage of the analysis the Physiocratic
School had indicated no advance upon the line of thought
pursued by.antiilon, if anything it was more reafrictive.
However, Nicholas Bedeau, following Quesngy; suggested that
the-farmei, faced with fixed costs and'pncgrtain.pricea;

" could take action which would be beneficial to him, Application
of his full knowledge and experience of agriculture to farming
'.codld lead to increased production or a reduction in the n umber
of men amplbyed. These, in t¥urn, could result in improved
profitability of the enterprise. The opportunity fbr the
individual to take advantage of such possibilities was limited
. to the extent of his knoﬁledge. ﬁécognising_this‘fact, the
Physiocrats devised many schemeg for the dissemination of
information to thefagricultural entrepreneur. _Thiough this
action it'was believed that not only farmers would'prospér

but totai net product would be'increased,'bringing benefits

to all, 'Thé role of the eﬁtrepreneur as an innovator had been

recognised, at least in agriculture. ().

(18) Queemay, F., Tableau fconomique '
o EHs.,E._Kuczyns%I and R.L.Meek, Macmillan (1973)
519;- Hoselitz B. F. ibid. :

20 HOBelitz B. F. Op.cit.’ p0209
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Whilst-not all the Physiocrats were totally
~committed to the cause of agriculture, most only made short
excursions outside of the accepted doctrine, to which Turgot
waB a nbtable exception. Turgot's entrepreneur was assocliated
with manufactdring industry perhaps reflecting a growing
awareness 6f the approach of a néw industrial age.

"Phus the whole Class which is engaged in meeting
different needs of Society with.the vagt variety of industrial
products finds itself, so to speak; subdiyided into two orders:
that of thg Entrepreneurs, Manufacturers, and Masters who are
all-possessors of large capitals which they furn to account
by setting to work, thrbhgh'the medium of their advancés; the
second order, which comnsists of ordinary artiséns who possess
no property but their own hands, who advance nothing but their.
daily labour, and who receive no profit but their wages." (21)

Quesnay, Baudeau and Turgotmconbéntrated on the
importance of large scale operétion, buf the possession of
aviarge productive'unit was restricted to those few people
who had adequate capital backing. For Quesmay and Baudeau
the entrepreneur happenéd to be a wealthy agrioultdralisf,
but Turgot's entreprenecur was a iich industrialist or merchant,
anl.employer of,laboﬁr, who accumulated capital and put it fo |
work; accumulation assuming greater importance than the
possession of land. (22) |

(21) Turgot A.R.J. 'Reflections on thé”Forﬁation and
Distribution of Wealth ' (1766) taken from

R.L.Meek (ED,) Turgot on Progress, Sociolo
and Economics. Uam%. Univ, ?%eﬁs 11973, p.§§3

(22) BHoselItz B.F. op.cit, p.210
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’The'definitions of entrepreneur offered by the
Physiocrats were more restrictive than that of Cantillon
'in that the sector in which the individual commentator's
interest lay, largely dictated who the entrepreneur should
be i.e. Quesnay' 8 'farmer' and Turgot's 'capitalist
manufacturer'. Despite this shortcoming the Physiocrats
had recognised that innovation was importantuin economio
progress and it was a function of entrepreneurship. They
recognised also that manufacturing industry'could contridbute
to national product. The role_of the entrepreneur as
uncertainty bearer, ¢apital accumulator, employer and innovator,
had been exanined at some length, even it the overall concept
remained confused.

Jean Baptiste Say rejected the sectoral approach of
the Physioorats and implied that all production of goods and
services arose from the multifarious combinations of inputs
that were possible. He is credited with having differentiated
between the factors of productionk land, labour and capital
which allowed him to asoribe‘a catalytic role to the entrepreneur
in the productive process. (23) |

."..... a manufacturer<..... should have at first
made himself master of all that was known of that partloular
" branch of industry, and‘afterwards have aocumulated, or
proéured the re@uisite capital, collected artificers and
labourers, and assigned to each his respective ocoupation;"(24)

(23) Koolman G., 'Say's Conception of the Role of the
Entrepreneur', Economica (1971)

(24) Say J.B. A Treatise on Political Eoono 4th’ Ed. (1819)
trans. C.R.Frinsep 0)
Reprint Kelley, New York (1971) p.82
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The entrepreneur thus gathered together the
factors of production and in the light of his technical
and commercial knowledge put'them to work. The qntreprenear
was active also between the factors of production and the -
consumer. | » ‘
| "Phe wholesale employers of industry, or adventurers
as they have been called, aré But a kind of brdkers between
venders and the_purchasers,lwho engage a quantum of producfive
agency upon a particular product, proportionaté to the demand
for that product. The farmer, the mahdfacturer, the merchant
is constantly obgupied in comparing the price which the
consumer of a given product.will anﬁ can give for it, with?
the necessary chérges of its production; if that éomparispn'
_determine him to produce it, he is the organ of a demaﬁd for
all the productive agency applicable to this ohject. ‘
| On the other hand, the aéénts of production,’
 animate and inanimate, land, capital and human.labour, are
supplied in larger or smaller quantity, according to th;
action of the various mobives........; thus forming the
‘other bases of the value at which their agency is rated." (25)
‘ The entrepreneur was a vital link in jheuoperétion
~of the economy and‘exiéted in all sectors of indusfry. ‘He
continually sifted the information that flowed from the.uafket
place, in the form of prices, seeking opportunities to exploit.

(25) Say J.B. op.cit. §.315
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Should he come to a favourable conclusion with regard to the
' production of some gdod to satisfy oconsumer needs, he woul@
demand the services of the other factors paying in return
rent, wages and interest.
"He was the 1inchpin, holding together landlord
and capitalist, technician and labourer, produqer and
| consumer;...rand was able to profit from his kmowledge and
the ignorance of others." (26) o
Say saw the clear distinction that existed between

capitalist and entrepreneur; a fact that eluded most of Hhis

cogtemporaries and predecessors except Cantillon. The '
entrepreneur still'bore risk but this waatto his reputation,
as heNOperated in an uncertain world where the prgﬁabiiitieq
of-success or failure were incalculable., The importance of
knowledge, even suﬁerior knowledge, and the uée of machinery
in production was stressed. (27) But Say did not emphedise .
'the innovative role of the entrepreneur and there'waé little
examination of the prodess of capital accumulation. (28) |
‘ By the early 19th century in France a relatively
sophisticated defiﬁitidn of the entrepreneur as an.organiser
of production had emefged. He belonged -to no‘spcial class .
but performed a distinct economic function as the agent who;
recognising a consumei neéd,'brought togethef the factors of
’production in ofder to pr6duce some'econdmicvgood; paying in

return rent, ﬁages and interest. 4His own income was uncertain

27) See Say J.B. op.cit.pp.74 to 82

-gzs; Koolman G. op.cit. p.273
28) EKoolman G. op.cit.
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and he risked his :epufation»in the venture. The good,
produced in order to satisfy theAconsumer, was no longer
necessarily some large projeét or undertaking and the
assdciation with the Monarch or State had disappeared.
If the innovative role of the entrepreneur had not been

developed very far at least it had been recognised.

The development described above; which took place
in France,balso had its parallél in England. As'the.éxpression
. 'entreprenegr; ﬁas not used by writers in English until the ”“
second half of the 19th cenfury the worda'Uhde:taker;Aldventurer'
andfProjectorlwere'considered. The choice of these particular
terms was not completely arbitrary, they were selected because
those persons described as undertskers appeared to perform |
pimilar functiona to the French entrepreneur in the earliest
period. Uhdertaker and Adventurer were_used in translations
of French literature into English((29) and Projectors were
asséciated with invention and more importantly, innovation,(30)
A1l three termstended to fall from common use by 20th century
to be replaced by 'entrepreneur'.  | |

In medieval Frence, anyoné éarryiﬁg out soﬁe task
on a large scale‘for the Church or Government was reférred to

as an'entrepreneur;' In the same period in England a person'

(29) See for example C.R.Pricep's translation of J.B.Say,
A Treatise on Political Economy, Kelley, New York
(1971) or Higgs' translation of R. Cantillon,
Essai sur la Nature du Commerce en Géhéial
F. Cass & 00.41195§)
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'carrying out similar duties was called an undertaker. 4&s in

France, the undertaker first undertook the work without

financigl involvement, and later the work'was performed on

his own account. Once this latter stage had been reached

he undertook the risk of loss. There is evidence to show

that in‘Elizabethan times undertékérs contracted with the .

Crown to settle estates or supply fhe army in Ireland.(3l1)

Later they obtained'cqncessions ffom the Crown to exploit

mineral deposits, and still later the term became associated

in a more general way with anyone who_ﬁndertook some slzeable

- project from which the return was uncertain, By the middle of

the 18th century the sizé of task carried out by the underteker

was unimportant and he was simply any buéinesaman with uncértain

income. (32) | | h

‘ In some situations the term 'adventurer' would appear

| 4o have acted as a substitufe for 'underfaker'.‘ FPor instance

the settlement of estates in Ireland describe§ above as being

the work of ﬁndertakeis, is very similar to the settleﬁent'of

colonies and plantatiéns in America carried out by 'édventu:ers'.
| "..... those «...., who undertake either by themselves

or in companies, the settlement of colonieg_énd:plantations in

Imericé; whigh distinguishes them from the>p1anters; by the -

'saﬁe proprietors of such lands, colonlies or plentations. The

‘latter are employed in planting and cultivating the lands and

(30) See J. Bentham 'In Defense of Usary'. Jeremy Bentham's
Economic Writings. W. Stark (Ed.] Vo%. 1 Allen &

(31) Hoselitz B.F. op.cit. pp.201 to 204

- (32) Hoselitz B.F. ibid.
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the others lend them money, and’hazard or adventure it, in
the hopes of the;profits they are to receive thereby." (33)

But there was a significant difference. The
adventurer, unlike the undertaker did not appear actually
- to carry out any work himself. He supplied capital and was
at risk. ILater this person would be described as 'capitalist’
and perhaps more accurately today.ae'the supplier of venture
capital. Elsewhere Postlethwayt used the term 'Merchant
Adventurer' to describe someone who sent ships to sea in
search of trade, from which profits could be made. (34)
Here egein the adventurer appeared to provide the capital
or means for such a venture, but did not set out in search
of trade himself. |

Where Postlethwayt described some specifie roles
that the adventurer could occupy, Samuel Jonneon defined the
word~in much more general terme. | |

"He that eeeks occasion of hazard; he that puts
himself in the hands of chance.” (35) | o

The generally accepted meaning from'an ecenomic
viewpoint is not clear. Postlethwayt made more -than a
euggesfion that the adventurer provided capital without
involVing himself in the organisation‘or operation'of the
scheme, while Johnson 8 definition suggeeted the adventurer

operated in any area where the outcome was unknown in advance.

(33) Postlethwayt M., The Universel Dictionmar of Trade and
, Commexrce., Vol. I London (1757) P.22

(34) Postlethwayt M. ibid.

(35) Johnson S. A Dictionary of the English language.
W. Strahan (1755) quoted in %.F. %eee?ifz op.cit,

P. 200
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By the late 18th century the term, for economiec purposes,
was falling into disuse. It was reserved, in more common
parlance, for describing men of whom rich Regpcy and Vlctorian
ladies should beware and by the present day {or a plausible
rogue or someone who lives by their wits. (36)

YProjecforl was another wbrd_uaed,in this period
as a closewsubsisute for 'undertaker' but closer examination
reveals significant differences, Whereas ‘underthker' referred
t0 a businessman, 'projector' was more commonly used to denote
an innovator. The former term wasmuaually‘associated with an
honest man whilst the latter might be used in a derogatory
sense. , . _
- | The terms 'project'!, 'projector' and 'inﬁovation'
were in cOmmonhuse by the earlj 17th century to describe the
introduction of new ideas into society and,those persons who
carried the projects through to completion. In this period
the myth exisfed.thaf-the world was gradually-deteriorating-
from some 'Golden Age' of yesteryear, Innovation ﬁas‘therefore
eitremelyﬁaluabie to society as: ".;;; é means of arresting
or at least retarding the decline of an ever deterioratlng
world." (37) .
| | It would have béen 1ogica1 for the projector to ‘have
been.applauded as a beneficiary of mankind, but all innovations
were not successful and many backers lost theif money. The

common view of the projector became one of a trickster intent

(36) Wyld H C.-The Unlversal Dictionary, Routledge & Sons

)

(37) Redlich % Tﬁe Role of Innovation in a Quasi-Static World,
Francis Bacon and his Successors, %fgloratlons
Entrepreneurial History, Vol. III Pe
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. on partinghonest‘men from their moner invorder to finance

some less than v1able scheme., |

ip This description of doubtful honssty continued in

the writings of Brugis (38), Sprat (39) and Defoe (40) added
%o which was the confusion between the role of: the inventor |
and innovator that was not resolved by using the same term |
'progector' to describe both characters. Brugis expressed
the current belief of 1nev1table world decline but hy the
time of Sprat and Defoe a change was taking place in man' ‘
' view of the future.' The outlook was no longer hopeless, 'j ‘
progress was possible and Jnnovation was a powerful instrument
for advancement._ As a result the projector was seen in a
different light.- He was not necessarily dishonest indeed
- he waséften misjudged. Postlethwayt differentiated between
| the honest and dishonest projector for us. He" spoke of - the.»
unhappy fate of those men : who did not use the . reason given )
"them., Some escaped the unhappy world by suicide, others triedi
-stealing, and still others, more cunning :".... turn their |
thoughts to private method of trick ‘and cheat ....'.' or
Teod turn their thoughts to honest invention founded upon the i
platform of 1ngenuity and integrity.;' These last two sorts 7_:

(38) Brugis T., The Discoverz of & Proiector Shewing the :bj :
' © .. be progresse and the end of the Pro ector
é g?s %s

and F ojects. -London (1641) quoted“hy dlich
Role O Innovation.i. - ‘
(39) Sprat [ The History of the Royal Society of London for
~. . the Improvi of;National‘ﬁnowled e (1667) qudted
by F. E dlic E in "The Role of Innovation ....'-,.
A(40) Defore D., An.Essaz upon Progects (Tondon 1697) Quoted
ic igin of the Concepts of -
'“g "Entrepreneur" and "Creative Entrepreneur®': = - -
191orations in Entrepreneurial History va. 1(2)




are those we call Pjojectora ceve But.thg upright and

honourable projector is he wh6>by fair and plain principlés
~of sense, honesty and ingenuity, brought any cbntrivanceito'
a suitaﬁle perfection, mﬁkes out what_he'pretends to, picks

- nobody's pocket, carries his prbject in execution and chjents

himself with the real produce of hiqﬁéeful invention." (41)
The dishonest projector'appearéd'tovbe the lowést of the low
whiist the honest projecfor'should henéfit from hié honesf
schemes.  The latter should}be_suppoftéd and encouragéd_by
the publié as through his efforts discoveries and'imprbvementa
were and are made. (42) e | :

By the middle of the 18th century in Britain, the
undertaker was regarded as an honest busineséman carrying;out-
work on his 6wn account and incurring risk of loss. The meaning
of the term 'adventurer!’ was less clear but.referencés.ﬁefe |
made to those who accepted ﬁncertahty ﬁnd/or'brovided éaﬁitél. |
The descriptioh{was‘closer to capitalist or rentier as there
was no hint of o;ganising,;supervising or cont:@liing anyf _
entefpriée.' The projector was aﬁ innovator or inwéntor bringing
forward new schemes that could benefit mankind. ~.Uhfortuﬁate1y ,
fhere weie many rogues numbered amongst this grbup of whom
undeétakers shoﬁld'be wary: Occa31ona11y the terms 'projector'
and 'undertaker' would appear to have been used synonymously.

’ ‘ Over the remalnder of the century Britaln's economy
changed from that of a relatively pure agricultural society to
that of the 1eading industrial nation in the world. Land,

€41; Postlethwayt M. op.cit. Vol. II p.554
42 Redlieh F. op.cit. (1954-55) p.22
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descfibed by the Physiocrats as fhe source of wealth, declined
in iﬁportance; “industrialists and buainesémen were the new
and rising groups., |

Adam Smith reverted to fhe idea first expressed by
Cantillon, that labour was the meéns by which wealth was produced.
(43) Here the similarity of ideas énd; Smith believed that
| wealth could be créated,by labour in_the manufacturing and
commercial sectors of the economy gsvwell asAin agriculture.
The effectiveness of labour could be drématically increased
through specialisation and the employment of capital in anj
venture. |

"He has trﬁced the various means by which labour
may be rendered most effeétive; and has strikingly exhibited
the ppodigious additions made to its.power by its division
| among different ihdividhals and countrieé, and by the employment
of accumulatqd wealth, or capital in industrious uﬁdertakings,"(44)
The accumulafion oficépital became the prime 6bjecfive:of the
businessuan in the pursuit of profit. Once he had funds at
hié disposal the industrialist put other factors to work to"
increase hia profit and by this mechanism thé economy would
expand, augménting the wealth of the nation. |

- "Ae soon as stock has accumulated in the hands of

partlcular persons, some of them will naturally employ it in
setting to work industrious pepple, whom they will supply with.
materials and subsistance in order ‘%o make a‘profit by the sale
of their work..... something must be given for the profits of |

(43) Smith A, An Enquiry into The Nature and Causes of the
A Wealth of %afions (IT76) Jd.R.McCulloch (Fd)

Xdam & Charles Black (1863) Introductory Discourse
(44) Smith A. op.cit. p.XLV
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the undertaker of the work, who, hazards‘his stock in this
adventure.” (45) The failure to differentiate between the
capitalist and the undertaker is'apparent_from the abhove
passage. That Smith realised there was a difference between
the lender and borrower of capital, is implied but not
-explicitly stated in his works, nor does he describe fully
the function of each in the producfive process. (46) The
focus of attention upon the provision of funds to industry
naturally thrust the cépitalist to the forg and he appeared
to be the dynamic force in the economy. In a world of limited
financiai.markets much of new industry was financed by the |
owner who also acted as operator of the enterprise: the'role
of the capitalist and undertaker fused into one. The capitﬁliat
orgahised induétry and provided the funds for tools, materials
and subsistence. He was the entreprgneur and boreﬁthe riské
associated with_fhe entérprise. Subsequently the use of the
term undertaker came to mean those who performed'ailAthé duties
connected with the burial of the dead. o |

The view of the risk-béaring.capitalist‘és the
entrepreneur was to dominate.the writings and'fhe thoughts of
- English econbmists for the greater part of tne léth century
togefher with the conceﬁt that such'pefsons’forméd_aﬁ independent
- gocial clasa;.(47)' '

245; Smith A. op.cit. p.22 o

46) Schumpeter J.A. History of Economic Analysis
E.B.Schumpeter (Ed) Oxford University Press

C (1954) p.555 Footnote.

(47) Meek R.L. op.cit. (1973) p.33
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l Of the three terms considered the entrepreneurial

1 functions of the undertaker and the adventurer were absorbed
by the term 'capitalist'.' The remaining term projector'
COntinued to be used to describe the 'innovator' or 'inventor'.
As Jeremy Bentham wrote to Adam Smith: . u

ny mean_projectors. eseso Under which invidious name

I_understand you to comprehend,nin particular,.all such persons
as, in the pursuit of wealth, strike out into any new channel,
and more especially into any channel of invention." (48) ‘
Bentham defended the projector and whilet‘admitting that -
prodigals eristed, suggested that had the usury laws not
discouraged projects tha prosperity of the}nation‘would'hare
been greater. He sucneded in differentiating between’capitaliet
and projector, if at the same time he failed to see clearly

the difference between inventor,. innovator and imitator.

A LI let him have invented a new"and more convenient'
‘machine; or & new and more profitable mode of husbandry,
thousand dyers, ten thousand- mechanics, a hundred thousand men
may repeat and multiply his success....;"(49)

' In summary, by the first quarter of the 19th century
the use of the terms 'adventurer! and 'undertaker' had deolined
" to be replaced by the word 'Capitalist' 1he(value,of the
projector increased particularly when it was realised that‘v
innovation could improve profitability, but the overtonee of

~dishonesty remained. (50) It was never nade clear whether

(48) Benthag de In Defense ?f ?Bur{, ‘Jeremy Bentham's Economic
Wri i§gs W. Stark (Ed) Vol.I Allen & Uiﬁiﬁ (1952)p.168
Ben 0 P

§493 . op.cit. p.182

50) Ricardo D. On Principles of'Political Bconomy & Taxation,
: Vol.I P.Sraffa (E%) C.U.P. (I951) p.387 '
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the innovator was regarded as a special type of entrepreneur
or capitalist, or whether he fell into somefofher,category_
altbgether. It seems probable that on the discovery 6£ some
new process or good, he either purauaded'others to make'use‘
of it, in which case he was an inventor; borrowed capital
to innovate himself, in which case he was a 'creative
eﬁtrepreneur'; or possessed funds himself and utilised these
to set up production acting as a capitalist entrepreﬁeur; (51)
As a clear distinction between 'inventor' and 'immovator' was.
not established, neithér was the exact function of the
'projector' in the economic process.

‘For half a century the Engliéh economists never
app:oaohed in rigour, the analysis of Say; and‘on_the .

continent his theory advanced no furfher;

- (51) Redlich F. The Origim and Concepts of "Entrepreneur"
and "Creative Entrepreneur®, lorations in
Entrepreneurial History Vol iggi (1949)
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IIX

- In Britain, the period covered by the 'Classical’
economists was one of unprecedented change. In every industry
men from all walks of life devoted their energies to the
proéuction-of new goods and éervices and ih many instances
introduced new methods of manufacfuge or organisation. -
Compared with the present day the scale of operations reﬁained
small and the existence of many owner-managers was apparent
to any keen-eyed obsefver. Ag the owner iived from the profits
of his"enterprise, and profit in this period was seen primatily
- as a return on capital, (52) the ultimate distinction between
entrepreneur and capitalist was slow to be made. For a fi;ﬁ'
to'0pepate successfully, the main requirement was an adeduate
supply of capital, not entreprenedrship. | B

"Ricardo, the Ricardians, and also Senior ecese
almost acomplished eeees 8n impossible feat, namely, the | _
Aexclusion of the figure of the entrepreneur'completely. ' For
| them ;....vas well as for MATX seee fhe business process runs

- substantially by itself, the one thing needful to make it run
being an adequate supply of capital." (53) | |

With such a view prevalent at the time it was not-

- . surprising that considerable attention was devoted to the
proceés of accumulation; the returns to capitalland the

~analysis of profit. A closer examination of profit indicated

(52) O'Brien D.P. The Classical Ec¢onomists,
Clarendon Press (1975) p.1l18 -
(53) Schumpeter J.A. op.cit. (1954) p.556
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that it covered more than just a reward for the. loan of
 capital. J.S. Mill described the situation thus’ ”

"The gross profits from capital " the gains returned
to. those who supply the funds for produetion, must suffice
for these three purposes. They must Efford a<suffieienx'
equivalent for abstinence, indemnity for risk and remuneration
for the labour and skill required for euperintendanoe."(54) |
A11 three returne were not neceeearlly received by one ‘and
the same person. The eapital mightibe borrowed,;in which case
the lender receives interest in retnrn,for‘hie absfinence
and gross profit lees interest, wee?thefreward of thedundertaker
for his exertions and risk. In a footnote Mill oonmented?

| "It is to be regretted that thie word (undertaker)
"in this sense, is not familiar to the,English ear., French
political economists enjoy a great adventege inlbeing~ab1e to
'speak cufrently of les profits de l'entrepreneur." (55)

From these passages above it can be seen that Mill
viéwed the entrepreneur as a bearer of riek and euperintendent
of a bueineee enterprise whose reward wae insurance and wages.
Intereet was strictly speaking the same. in all forms of
’employment but it was otherwise with gross profit. |

"It depends on the knowledge, talents, economy and
energy of the capitalist himeelf, or of the agentl whom he
employ Beeeoo " (56) ‘

(54) Mill J.S. Prlnciples of Political Eoonomy, Book II
: (1862) D.245-6 -

(55) mMill J.S. op.cit. p.246 footnote.
(56) Mill J.S. op.cit. .249
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To, Mill is attributed the introduction of the term
'entrepreneur' into the English language and it appeared that
he was going to make a clear distinction between the role and
function of thie character and those of the capitalist, The
last passage contradicts this belief. The entrepreneur,
to Mill, was a risk-bearing superintendent possessing the
skillas and‘talents of some superior form of labour. The
~capitalist.renained the driving force in the economy and no
mention was nade, so far as we are aware, of the innovative
role of the capitalist or enterpriser. o

As the 19th'centurykprOgressed.there.emerged,business
‘enterprises on a larger scale than previously obeerved.
Legislation allowed the formation of the joint stock company.
which nae‘a permiasive element in thia process of develpment.
F.A. Walker described how the increasing complexity and aize
‘of unit of production developed into a situation where a new
class,oi people was requ1red to operate it: the entrepreneurial
‘class. '(57)‘ These people‘were not capitaliets,.fcr whom
interest was reeerved; theyfpoSSessed erceptional talents
_that,were renarded hy profit. The entrepreneur must have
special ability;becaoee'the direction of labour and capital
was an eitremely difticultiand onerous task that only a few
could perform'aocceesfully. He enforced discipline on the
workforce, provided technical s8kill, commercial knowledge
and powers of administration. He detided what was toi%ade,

‘how many qnd what price ehould be charged.

(57) Walker F.A. Political Economy, 3rd Ed. Macmillan (1896)
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"The armies of industry can no more be raised,
eQuipped; held tOgether, moved and engaged, without their
commanders, than can the armies ofdwar.“ (58)

| | The entrepreneurialAfunction.was distinguished'from
that of the capitalist by Walker in a way that Mill never
succeeded in achieving The entrepreneur appeered to have
been a superior sort of labour, a leader, an employer of men,
He was an organiser of production but more than this he was
an * energiser’, (59) These attributes singled him out from,
the crowd, giving him command over the resources of iabour‘
and capitel and a dyhamic role to play in economic society.

~ nIt is no longer true that a man becomes the employer

of labour because he is a capitaliat. Men command capital
_because they naqe the qualifications to employ labous." (60) \

o It is in Mﬁrehall's later work that we see the
'gatherlng together of many of the French, Engllsh and American
‘thoughts on the subject. (61). Obeervation had shown Marshall
that busiresses were often to be_found in the hands of the
undertakers. This 1atter term "..... habitually used on the
Continent, seems to be the best to indicate those who take v
the risks and the management of business as their share’in
the work of organised'induStry.” (62), Organised industry
and its development was described in some detail by Marshall,

remlnlscent of Walker. The Sutwork system gave way to the

58; Walker F.A. op.cit.p.75

59) Walker F.A. op.cit.p.76

60) Walker F.A. op.cit.p.234

561 Marshell A, Principles-of Economics 8th Ed. (L920) ‘Maemillan
62 Marshall A, op.cit.P617 footnote .
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~'workshop owned and.run by wealthy employers;'which in turn
gave way to a complex of large businesses: .
, M eee controlled by the specialized ability of
capitalist undertakers." (63)
"But in the greater part of the business of the

modern world the task of so directing production that a‘giten
effort may be most effective in supplying humen wants has %o
be broken up and given into the hands of & specialized body
of employers, or to use a more general term, of businessnen;
They 'adventure' or 'undertake! its risks, they bring together
" the capital and the labour required for the works; tney arrange
or 'engineer' its general nlan and superintend its minor ietaile.
Looking at 5usinessmen from one point of view we maylregard
them as a highly skilled industrial grade, from another as
middlemen intervening hetween the manual worker and the
cmmmmrﬂ 64) | .
- The passage above appears to combine in one statement
the views of Say, Mill and Walker. The entrepreneur waghot
necessarily a oapitalist but he undertook risk and was an
Aemployer of men.‘ He gathered tOgether the factors of production
and supervised and controlled each activity. ZElsewhere Marehall.
' stated that‘certain:businessmen sifted the market for information
t0 aid them make correct decisions.'(65)TheYﬁWereiaware of
consumer.desires and altered production accordingly.f On

innovation.marshall was less explicit, stating that manufacturers

64) Marshall A. op.cit. p.244

'gssg Marshall A. op.cit. p.619.
65) Marshall A. op.cit. p.246
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.‘_tended to devise new machinery for their.own use.(66)
Whether the manufacturer was classified'asja businessman
or entrepreneur, is not certain. |

Marshall frequently referred tojleadership,,
undertakers,-businessmen, capitalists‘and employers of.men.

He described their rise and fall, their lack of common
background their trials and tribulations hut what constituted
the entrepreneurial function and who performed it was not clear.
In modern industry the power-house of;the:firn supplying it
with energy lay somewhere within the’organisation.' As a result
- Marshall offered this latter term as a fourth factor of |
production, (67) o '

The uncertainty about economic theory under which
scholarscfound themselves in the early 20th century was
reflected by Kaight who postulated that: -, |

"..... there is a strong undercurrent of discontent
with loose and superficial thinking_andga real desire, out of
sheer intellectual self-respect, to reachla olearen.under-
standing of the meaning of terms and dogmas Which pass'eurrentA
as representing ideases sesse.s this eseay purports to make a
fuller and more careful examination of the role of the
entrepreneur or enterprlser, the recognised feentral figure'
of the (free enterprise) system ...;.ﬁ (68) | l
Knight maintained that in a society devoid of uncertainty

entrepreneurship would not exist, because all outcomes would

67) Schumpeter J.A. op.cit. p.899

%66} Marshall A, op. c1t.p.234 | .
68, Knight P, op.cit.pp.IX to XTI Preface to first ed.
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be known or at legst be prédictable.

"The flow of raw materisals and productive services
through productive processes to‘the consumer nould be entirely
automatic."(69) Everyone would_perform routine tasks and;
there would be a concentration upon 'doingﬂ.thinge. ‘If
uncertainty was introduced then men would have to act upon:
opinion rather than fact, the principle activity then becanme
one of deciding what to do and how to do it. Just as men.
differed in their manual and intellectual powers, S0 would
they vary in their ability to cope with uncertain situations.
Not only would this be true, but these same men would differ
in the degree of confidence they had in their own judgement
and the courage to act upon it. Only a relatively small group
in any society would be cd@ageoue and confident enough to act
upon their foresight, thus specialieing-in bearing uncertainty.
.Theee were the entrepreneurs who accepted the uninsurable riske
that uncertainty produced. ' |

The entrepreneur offered guarantees of income to the
owners of factor services payable in the fonm;of fixed wagee,
rent and interest in return for’control over the direction:of
these same factors. . _ J

. "Under the enterprise syetem, a special soc1a1 class,
the bueinessmen direct economic activity, they are in the
etrict sense the producers, while the great mass of the
population merely furnish them with productive eervices, ‘
placing their persone and their property at the dispoeal of

(69) Enight P. op.cit.p.267
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this class; the entfepreneurs also guarantee to those who
furnish productive services, a fixed remuneration.” (70)

The offer of'gua:antee would be taken up only if
owners also had coﬁfidence in the entrepreneur's knowledgg
and ability. In offering guarantees'the entrepreneur was
assuming responsibility for the cbrrectness of his judgement
_énd when theée were taken up he assumed control and direction
of the other factors. In an uncertain world he was at the
centre of economic activity, exercising responsible direction
and making reéponsible decisions. Amongst the decisions made
was that of introducing new knowledge into the productive
brocess but within modern business one particular decision
was of_crdcial impqrtance, that was the selection of men to
make other decisions, He who selected the men was responsible;
those selected only carried out routine decisions to the highesf
level of their judgement; Thus entrepreneurship wés.pqssible:
in the large as well as the small enterprise; The'entrepreneur
did not necessarily own capital nor operate the bﬁéiness but he
accepted responsibility for its direction in an uncertainﬁorld}
using new knowledge iﬁ the pursuit of the profit it brought him.
- The penalties of failure were not specified but.as the total
relationship was based upon cbnfidence and.self-cqnfidence,
it assumed that one or the other or both would be damaged, in
‘which case further entrepreneurial activity would be either

prevented or abandoned,

(70) EKnight F. op.cit. p.271
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Despite Knight's rigourouSVahalysis it was not
clear who ultimately bore the responsibility for decisions
made under uncertaintj‘in the real world, particulariy when
ownership was divorced from control. In the latter cése_
the argument appeared'to become circular with the owners
of the factors of production offering, accepting and being,
responsible for the same guarantees. o |

"To whom is the responsiblity ultlmately transferred
when the entire conduct and policy of a business are in the
hands of a hired manager? The answer is obvious: to the
owners of the productive services used in the husiness...}"(71)

Enight's work has preceded that of Schumpeter in
this section over-riding strict chronological accuracy because |
' it wés felt #he approach‘of Khight was closer to_the 19th
century theorists described above than that which follows.

If ﬁany theorists, due to their_concehtratiOn upon
maximisation or static equilibrium modéle; had gither ignoréd
the entrepreneur, or at least leftvhim as a shédoWy figure in
the background, then Schumpeter brought him to iife.- He placed
the enfrepreneur in the centre of the stagé with a_pésitive
‘role to play in economic developﬁent.(7a) The entrepreneur
was 8 pure innovator. He introduced ﬁew goods to coﬁsumers,'
‘new méthods of productioﬁ, discovered.new‘markets, new éources
'of supply or new ways of organising industry% |

"The carrying outof new combinations we call

'‘enterprise', the individuals whose function it-isvto éarry |

§713 ‘Knight F. op.cit. p.299

72 Schumpeter J.A. The Theory of Economic Develo ment
_ trans, R, Opie (193%) %.U P. Reprint (I§5§§
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them out we call-'entrepreneurs' " (73)
The entrepreneurs combined factors in new ways which generally
‘meant the formation of new firms with new men.

"ee.. in general it is not the owner of stage-coaches
" who builds railways." (74) o . '

The entrepreneur was not content to respond only to
consumer desires, he created or 1nitiated economic change'
he did not adapt to the requirements of a slowly advancing
society, he caused the discontinuous leaps forward. He |
disturbed the equilibrium or. any tendency toward equilibrium.

. In g traditional society advancing very slowly
production was routine and many of the inhabitants could act
rationally because they were sure of their ground and worked
within the area of established precedent. Outside this area
uncertainty existed. Most people did not contemplate crossing |
the boundary from security tqﬁncertainty, they;had to be shown _
the way by a gifted few:Who possessed $he foresight and.courage
to do so., Knowkige in a progressive world was advanclng all
~ the time and available to numerous peOple.r At a certainnnment
in time someone, more adventurous than the rest would believe _
he could act upon this information and thereby make a profit.

“..... the leader type appears only when new" '
possibilities present themselves." (75) , ,
"He 'leads' the means of production into new channels."(7

73) Schumpeter J.A. op.cit.'p.66 5
74) Schumpeter J.A. op.cit. p.74
75) Schumpeter J.A. op.cit. p.88
76) Schumpeter J.A. op.cit.p.89
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The entrepreneur reduced uncertainty for ethers,
and as a-resuit, businessmen with less knowledge, courage
or confidence could and did follow his lead. This clustering
effect explained the acceleration upward in the business cycle
and the entrepreneur therefore became a dynamic element in
economic progress. He did not carry out the routine tasks |
of organisatibn and.oonfroi,<these were the job of manegement.
The observation of many innovators who had subsequently taken
.over the everyday running of an enterprise led Schumpefer fo
'conclude that entrepreneurship was not a continuous function
but only lasted o long esAnew combinations were being made.
The fact that entrepreneurship was not a vocation, meant that
those who temporarily performeé the innovative funétion did
not belong to eny particular clase.- A clear distinction was
made between the‘capitelist and the entrepreneur iﬁdicatirg
that the latter did not bear risk. | \

' From this description the entrepreneur appeared as
aisharply defined character in any society. He should have
been easily recognisable but one major diffioculty with the
innovative approach was that of eetabiishing what_constituted
‘an innovation. Schumpeter's implicefion that it should be of
a substantial nature did not resolve‘the_problem.‘;Déspite
this criticism Schumpeter gave the entrepreneur a clear role
t0 play within a theory that has influenced econoric thought

ever aince.
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The English translation of Schumpefér's work came .
at a time when governments all over the world were. searching
for an explanation of their countries' poor economic
performancee. His theory offered one poseible explanation
and basis for action, but hdw innovation could be stimulated
was not, and has not been, resolved. o

Progress throughout the 20th century had biought
inéreasing complexity to induétry, organisation and the wholev
of economic society with the entrepreneur becoming more difficult
to visualise and identify. The role of organiser and employer |
given by Marshallland Walker gave way to the controller and
decision-maker. (77) In the early 1940s a revive& interest
in entrepreneurial theory led to the foundation, at Harvard,
of the Research:-Centre in Entreprnneurial History. Schumpeter,
as a member of the Centre, continued to present his eariier
views of the entrepreneur but these did not go unehgllenged'by
bther research iorkers, One of the foundeisvof'the Centre,
A.H.Cole, suggested that entrepreneurshin'ingluded_not only
innovation but also some managerial elements. In his &iew‘-
the nature of entrepreneurship had changed over time, in
response to the external influences of'technology and improved
knowledge.(78) John Dales went further than Cole to posit'
that the mainténanqe of a firm in a healthy, stable cnndition
was just as important to the economy as innovation and so should

be included as one of the essential functions of entrepreneurship.

' (19)

577 Robinson J. Economics of Imperfect Competition. Macmillan
78) Cole A. H. An Approach to the Svudy f‘E‘trepre ‘\(1933)
_eurship: A tribute to Edwin F. Gay. .
Journal of Economic History (1946 Supp.)

(79) Dales J.A. Approaches to Entrepreneurial History.
_ Explorations in Entrqpreneurial Histo_z Vol. I(i)(1949)




52

G. H. Evans perhaps took this line of thought to its ultimate
in describing the entrepreneur as the person who: '
"determines tﬁe.kind of business that.is to be‘operated."(so)
This obscurity fitted in well with Galbraith's theory that
the technostructure had taken over and the entrepreneur had
died. (81) |
Other hypotheses viewed the'entreprengur as a function
of the durrent economic climate; the role changed as opportunities
and conditions changed externally and internally to the firm.
In each role the entrepreneur would attémpt to reach different
~goals of power, éecurity and adventure., (82) | Leibenatein
- postulated that contracts and production.functions were
incomplete, so an agént was needed to fill the gaps, this was
the role f07khe entrepreneur. (83) Kirzner, to some degree
following Leibenstein, expressed the view that th9 entreprengur
transmitted knowledge from buyers to sellers thusctending to -
bring about equilibrium prices, quantities and ultimateiy his.
own demise. (84) The entrepreneur recognized disparities in -»
purchasing and selling prices from which he‘cou;d profit.
This forcibly reminds one of de Belidor and Cantillon, but
Kirzner's entrepreneur might be awaré of both,pricesjgnputs
and outputs, the uncertainty lay in the productive process.
.COﬁld he successfully combine the factors of production in

such a way as to leave him with & profit when production

(80) Evans G.H. Jnr., Business Entrepreneurs, Their Major Functions
- and Related Renets, Journal of Economic Hlstoxz (1959)

P.250

581 Galbraith J.K. The New Industrial State, Penguin (1967)

.(82) See Evans G.H. Jur. The Entrepreneur & Economic Theory.
A Historical and Analgtical Approach, American
Economic Review (1949

(83) Leibenstelin H., Entrepreneurship-and Development,
o ‘American Economic Review (1968 P & P)
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functions were incomplete° He did not know in advance,
therefore he was subject to uncertainty. g

This section opened with the capitalist forming an
entrepreneurial clasa but for a period the enterprisingifunction
was.ignored in favour of.the analjsis offaccumulation, interest
and profit. This lack of attention wasfencouraged by the concern
of economists with static or maximisatien models.‘:A:realisation
that the current explanations were unsatisfactorypled'to,the work
of Knight in which he clearly differentisted between risk and
uncertainty, reserving the latter area for entrepreneurial
activity. The tasks performed by the enterpriser required
courage, self-confidence and the confidence of the owners of
- the factors of production. Entrepreneurs accepted the '
uninsurable risks that uncertalnty produced and for which
they had no precedent to guide them. The entrepreneur was
no longer necessarily a;capitalist but his-association with
a specific social class remained.- | , C . _?d

 Schumpeter déstroyed this myth in describing the.

entrepreneur as a pure innovator forming new combinations
and new firms. He was a dynamic element in society confronting
uncertainty by acting upon. beliefs in his ‘own foresight or
vision. This was a discontinuous function so the entrepreneurs
could form no distinct class of their own.‘ |

Schumpeter's view was perhaps too neat and restrictive

for other economists who subsequently offered alternative

(84) Kirgzmer I.M. Competition and Entre eurship.
University of'Chicago‘Press { ) ~ '
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defihitions, some only remarkable for their vaguenéss.
Recent works have explored the;ossibility‘df degreés of
entrepreneurship, as enterprising}acinn diffefed withfthe

shortcomings of contracts or productiqn'fﬁnctions.'
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' Throughout this-study it has been evident that
commentators have regarded the entrepreneur as ore who
carried out some taskfhat set him apart from thé remainder
of eoéiety. The role he played has aISO'beenvdescribed as
vital to productive organisation and economic progress.

In the earliest peribd.the entrepreneur was |
entrusted with large projects because of'his managerial
abilities. Later, when the work had to be carried out under
contract on his own account, the entrepneneur became subject
to risk. He was tied to performing‘satisfactorily_within the
constraints of cost, price and time. Therefore his knowledge
- must cover the time period of the project. Inva slowly
changing‘soéiety,'contracting for the state could be done
with some degree of certainty. waever, oncevgngBusinessman
or producer. was recognised-as an entrepreneur the concept of
entrepreneurship had alfered quite dramatically. The enter-
prieerAwas ngﬁlwithout &8 contract price ifuhe'prOddced'for‘a
general rather than a specific market. Even if his costs
remained relatively static or at least predictable, his
revenue would be uncertain and profit could take on negative
values. He had to rely upon the accuracy of his own forecast
of costs, prices and consumer desires in order to make &
proflt, particularly when more rapid changes were taking place.
Hé existed under unéertainty. HiS'predictioﬁ of the future
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would be formed as a result of information received. This
information was available to many people in society but only
a few would foresee its value»and even fewer would have the
courage and confidence to act upon 1t; “An even smaller group
would win the confidence of others to the extent of gaihing
control overAthe factors of production; This latber group
consisted of the entreﬁreneurs wﬁo profited from their
knowledge and the ignorance of othersQ' They were central
to the whole productive process. ‘ B

Say, in identifying the triad of factors, land,
labour and capital, was able to deécribe the entrepreneur
as the agent who gathered them together and put them to work,
paying in return, rent; wagescand intereét. This destroyed
two'myths. First, that the factors of production drifted
tbgether of their own accord to form productivé units. The
ehtrepreneur demanded the services of the factors and they
were fused tdgether to form a productive forée by positive
action. Sedondly, the capitalist and the entrepeneur were
'not necessarily one and thé same.  Capital was used by the
entrepreneur and was hired from the owners in return for
interest; similarly land and lahour were hired. .and rewarded.

Knight maintained that in a society devoid of
unéertainty, entrepreneurship wouid not'exist because all
outcomes would be known or predictable., Even in a changihg |

society most people preferred to stay within the bounds of’
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tredition where they felt secure and decisions couldibe
-based upon pnecedent and routine, ieft to this genenal.
category of person economic progress would have been
evolutionary rather than revolutionary. By contrast:the
entrepreneur acted in uncertain situetions. |

One area of economic activity where the outcome
'is often unpredictable is that of immovation,’ Thevvalne to
society of the diffusion of information resulting in increased
outnut per unit of input, was realised es early as tne 18th
century, the valdecfinnovafion even earlier, What was reqnired
was an agent willing fo respond to such information and introduce
it into the productive process but the outcome&of such ventures
were not guaranteed. The innovator had the vision, eourage and
confidence to uee:information of which others weie.ignqrant,
afraid or'chose_to disregard. He introduced new methods,
goods, markets and organisations to gociety reducing uncertainty
.for others who were then able to follow his lead. Bb demanded
the use of factor services to carry out the routine tasks
- agsociated with the innovatlon, offering income and securlty
in return. The entrepreneur was the 1nnovator, he wasvan
instrument of change, energiser in routlne society,

specialist inéonfronting uncertainty and interpretlng

o information bringing sbout rapid economic progress.

In'conclueion, the enirepreneur does notgexist in

a certain or completely predictable. envlronment where routine
and
and precedent. are adequate guldes to present future activity.
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He acts in uncertain situations where information is incomplete.
‘He uses his interpretation of the existingAinformation,to;
predict the course of events and then alters the combioationa_
of factors to bring them into line with'his view of the futuro.
He must have the ability to gether and interpret information,
have vision of its use in an uncertain future and the courage,
w111ingness and ability to act. | ” o
The bits of information m1351ng from any area of
consideration will vary in size, so Varying degrees of
enterpreneurahip will be required to resolve diffe:ent_problems.
A few outétanding or aggressive entreproneurs will otfempf to
bridge the larger gaps whilst a substantial number of less
vigorous types may try to span tho‘amail breaks'in_informafion.
Situations are rare in whioh a person is called upon always fo
meke entrepreneurial decisions and so the role is not continuous,
As entrepreneurship is an intefmittént characteristic the
ontrepreneur_cannot'formoa social class but only'poiform an
~economic function. If'wﬂhih a firm he is prejented'from
acting ﬁpon his knowledge he will form o completely new wnit
which is to his satisfaction. He is~actiﬁe rather than passive
and ?éisturber ~of the equilibrium. He is responsible for the _.
orgonisation of factors into productivo ﬁnits and4the
absorption of new knowledge into the productive-proceso;
The description given above did not lend itself

readily to measurement, so for the purpoées of the remainder
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of the study it was found necessary to translate this defiﬁition
into the functions one might deduce the entrepreneur would o
| carry out. As the entrepreneur was strongly influenced by
knowledge, in a sophisticated industrial society, he would be
expected to set up formal information gathering organisatlons.
The utilisation of information in the productive‘unit.gould
lead to imnovation and imitation. Active entrepfeneurship
would be expected to lead to a high level of demand for at
least one of the factors of pioduction‘and their_effipient

use in the produdtive process, The entrepneur in ‘Tresponse

to opportunities would bring about diverslfination w1thin

the existing firm. Where the p;esent combinatioﬁg of factors
‘were found unsatisfactory or inhibiting the entrepreneur could.
spin-off to form new enterprlses. He would bring about
structural change within an economy to meet the needs of a
,changlng society,and ;f_contrlbute to changlng that society,
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CHAPTER 2

- Influential Factors in Regiénal Economic Growth

"In a growth conscibus_WOrld I remain convinced
that encouragement of the entrepreneur is the key to the
stimulation of growth."..W. J. Béﬁmol (1)

~ If the entreﬁreneur'was cenfraliko'the whole
production process és.postulafed inlthé previous chapter,
. then his actions would appear to be Qrucial to the rate
and direction of economic growth, It was known that a
considerable literature existéd on the theory of economic
growth (2) and an examination of that might lead to &
modification of the perceived entreprenéuriél role. In
recent years the prométion'of regional growth has b een Seen
as a means of overcoming the observed disparities between
the prosperous and depressed areas of Britain so the
theoretical examination was confimed withiﬁ a regional
cbntext.

The first section is é biief discussion of the
reasons forlgovernmental cbncern'with.regional growth rates.
Thisvis followed by an examination of some of the major
aspects of regiénal growth theory, and in the final section
some comments are made on the entrepreneufial'role in

regional growth,

(1) Baumol,'W.J;'Entrepreneufship in Economic Hiétory,'
American Economic Review (P & P) 1968 p.T1

(2) Hehn, F.H. & Matthews R.C.0. 'The Theory of Economic
Growth: a Survey Economic Journal 1964
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I

Rather than being a recent phenémenon, regional
disparities in 1evelé of prosperity have existed over the;
centuries perhaps becoming more noticeable since the
Industrial Revolution. As economic development took place;,
shifts in demand and trade patterns occurred which caused
prosperity to be brought to one region whilst another
declined. Economic development and regional problems
wduldlappear to complement each other in a less fhan fully:
planned economy. (3) 4

Prior to the 20th century the problems assoc1ated
with depression were.resolved, in the main, by market forces
but during the inter-war years the harsh realities of
unemployment and poverty were thrust upon the natlon with
‘sufficient force to stimulate governments 1nto actlon.
Commitment to the reduction of unemployment levels and
relief of the worst features of depression led to an
awareﬁesg that certain sectors of the community had suffered
more heavily than others and distress was not evenly distributed
over space. (See Table 1) .

.One of those reglons hardest hit was the North of
England with unemployment'ln Jarrow of 77%, Cleator lMoor 64%
and Saltburn a staggering 91% in January 1933. (4) As the

(3) McCrone, G. Regional Policy in Britain, Allen & Unwin
(4) McCrone, @. op.cit.p.ol \\;(1969) p.13
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&eare passed there came the added awareness that many of '
the problems associated with depression wér?éersistent.

Long ferm_depression in the Northern Region was
reflectedvin mapy uhdesirable characteristics of the locél
economy; For mény decades there have been higher than
‘national average 1éje13 of‘unemployment with low activity
:rates andffeﬁ job‘opportunitiés‘in certain occupational groups.
Qﬁtput per head of the Northern population remained relatively
low and housingféfandards were poor in comparisdn with the
more prosperous areas of the country. The level of health
of the local populafion was low, yet the nuﬁbers of patients
per doctor, dentist or hospitai bed compared unfavourably
wiﬁh national_average.fignnes.- Fewer pupils in the region
 remained at school after the minimum leaving age to go on
:to higher education and there was a continuing outward
,-migﬁation of the more highly qualified elements in society.
The local énvironmentAﬁas marred by relatively high 1eve1$
‘of wgter pollution: and derelict land. (5)

| Early government'schemes,directed'toward reducing
hnemployment were extremely limited and had little effect.
Subsequent policies in the region wewe stronger and continued
td eﬁphasise the redgctibn of unemployment in the region as a
piimary objective, (6) but in the post-war years regional
poiicy expenditures have been expécted toAachieVe'other aims

such as improved economic grdwth,'althoq;h these were not

(5) Northern Region Strategy Team, First Interim Report

(6) N.R.S.T. Technical Report No, 2 \July 1975,
Appendix A (1975) E
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always overtly publicised and were usually assumed to be
part of suéh policies. (7) The underlying argument for
promoting regional growth breadly speaklng, was as follows.
If a rate of growth_higher than that of the national average
could be achieved in the development areas, then income
would be generated with which to resolve many of the
oufétanding'problems listed ébove, and ceteris paribus,

fhé inequalities bétween the depressed regions and fhe
national averages would be narrowed; even eliminated.
Regibnal éependehce upon central goﬁernmeﬁt‘for'suppdrt
would be gradually reduced and in addition a valuable
contribution by the regions to 1mproving the rate of
national economic growth would be made.«

' There were then, valid reasons for promoting
régional'growth and in the next section the theoretically-
4inf1uential factors in such development are examined,ﬁin
conjuﬁctipn with the few empirical growth studies that exist.
It was expected.that this Would allow‘ehtreprenedrshib to be
'placed in perspective with other factors'contributiﬁgpto the
growth process and assisting in the task of evaluatlng the
level of entrepreneurshlp in the Northern region. ' |

(See chapter 3)

(7)  Sant, M. Industrial Movement and Regional Development:
' The British Case, Pergamon Press (1975) :
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II .

The element that differentiated regionai from
national economics was that of distance with all the costs
and implications associated with that variable. In many
- economic theories distance costs were ascﬁmed to be zero ,
a courae that should not‘be adopted autcmaticclly in a
regional context unless they were known to be irrelwant.

If the discussion on the impact of transport costs on plant
location ctill continued, how much more uncertcin nust be
the details of the less tangible costs of distance such

cs access to customers, to suppliers and to information.(8)
Factor mobility assumptions should be treated with similar
cantion.' Many models assumed either zero or infinite factor
mobility which might not hold in a regional context where
sociological, economic or institutional arrangements either
assisted or hindered transfers frcm one geographic area to
another. These warnings are given because some theories |
orignally developed to apply to national economies hgve

becn adapted to fit into a regional frémework. In geheral,

- most of these modele~wére'concerned with thc‘growth of output
resulting froﬁ'the varying inputs of Laboui, Capital and
Technology. | | '

(8) See Toothill Report, Inquiry into the Scottish Economy
1960-61, ScottlsH“UOuncil 1962
Edwards, S. E. Transport Costs in British Industry,
' Journal of Transport Economics 1970
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Labouf‘Inputs as_a Source of Growth.
| The construction of the neo-classical growth model
was such that 1t allowed labour, capital and technology,
separately and in combination, to contribute to regional
 economic expansion.(9) With‘substitution possible, the
A _factors of production were assumed to.have been paid their
Amarginal products and would move iﬁ response to differences
in returns in alternative employment, Perfect competition
was assumed to exist.' With all available factors assﬁmed
to be fully employed,growth of output in any region 'i', (%)
in any time period (t) beceme a function of changes in the
shpply of Labout (Li), Capital (Ki) end advanoes in Technology(T).
so:  Y(it) = £(1) {TL(t), K(%), T(t)}
If it was sasumed that constant returns to scale existed and
that labour and capital were paid total regional product,

with only small changes in input of each factor, then:

0 AY e AlLi. PR+ AKie MPPg r ATie

where MPP il = Marginal Physical Product of Iabout in Regiom 'if
MPP iK = Marjinal Physical Product of Capitel in Region 'i'
I the marginal?ﬁhysical‘product of the factors differed from
each other then the effect on output of independent but identical
pr0port10nal 1ncreases in each factor would also differ., If

it was assumed that the MPPL was twice that of the MPPK then

(9) Por a more detailed examination of this theory in a
regional context see Richa¥dson H.W. Reglonal Economics
Weidenfeld & Nicholson: (1969)
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a 1%‘increase in the suppiy of Labour per time period
would increase output by twice that of a similar increase
in the quantity of capital with technology held constant,

| In equation (1) above technology was disembodied
80 an increase in output per unit of input was possible
for-existing and new sets of factors. Increases in Labour
input uould improue total output but Labour productivity
could be increased only through increases in capital input
exceeding those of Labouf inputs or thiough technical
progress. If both embodied and disembodied technical
. progress were included in the model then total increase in

: output_due to increases in inputs could be described as:

@) AV e ATh ALie + BAT AKi +ATa

where ZX)G& = change.in output in region 'i' in time periud $e
brought about by the MPP (o4 ) multiplied by the technical
~ progress embodied in additional Labou¥ ( AT;;_ AlLie ) plus
the MPPp ( %3 ) multiplied by embodied technical progress
_in new capltal ( ZX7“K A Kie ) plus disembodied technical
progress ( Z&7- ) for all factors. |

If Tabour, Capital or Technology advanced more
rapidly in one region as opposed to another,»then the 1ndividual
growth ratés uf the regions would diffefa In this model &
- shortage of one factor could be offset by substituting more
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of another thus regional inequdlities in factor endoﬁment
mightvnot prove an overriding handicap. o

In the.theory described above»én increase in Laboub
inputs would bring about an increase in,oufput,or increase in -
the absolute level of Regional G.D.P. iIh'pfa¢tise Labour
inputs can vary between regions for a nﬁ@beiAof Teasons.
First, the natural increase in regional populations might |
vary and thus the number of potential workers élso wiil.vary
between regions. Second, population growth'did not accurately
indicate the size of the workforcé in any econbmy or the
total working hours an economically active set'of‘people
mightvsupply. From Table 2 below it-can be S8een that activity
rates vary between regions and natioh and betﬁeen the sexes
at different periods in time. Similar populations might
supply differing amounts of labour at similar wage levels.
Thirdly, the size of fhe'labbui force could be altered by
changing school-léaving or penéionable ages that would not.
neceséarily produce identical results in_differeﬁt regions
if the age structure Qf society in each region differéd.
The workforce contributing to regional performance could
be subject to considérable variation even in a society
without papulation growth. Other factors influencing labour
supply such as migrafory flows, have not been‘discusgéd'nor
the contribution to output of improved quality or effective

organisation of manpower resources.
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The simpllfled model ddscribed above B .1ndlcated
. that increases in labour input would result in an 1ncrease
in output. By adapting such a model 1t would be possible to
incorporate quality changes in the labour force through
education and learning processes soO- that the theory more
' closely related to reality. However;,hone‘ could replace
the model to take account of Kaldor 8 theory 1n
which an attempt was made to explaln Brltain 8 poor growth
record in comparison w1th its European nelghbours. (10) _
~Kaldor's theory postulated that an 1mprovement in output
could be obtained with a static workforce by transferring
workers from low to high productlvity employment.- This
wculd result in a higher aggregate 1evel of product1v1ty
and it was possible that the sectors of industry from whlch
the labour removed would also show 1ncreases in product1v1ty"
because under-employment could be eliminated and factor

.y -

substitution might take place.,

Empirical evidence suggested that in the U K. the
growth of employment measured in man—years has been relatlvely
low since 1948 in comparison with previous perlods and some
other countries. (11) Denison in hlS analysls of the period
1950-62 estimated that from an average annual growth rate of

ft 2.29% only 0.60% could be attrlbuted to-total laboug 1nputs.(12)

(10) KXaldor, N. Causes of the Slow Rate of Economic Growth
~ of the U.K. “Inaugural Lecture. C.U.P., (1966) .
(11) Matthews, R.C.O. Some Aspects of Post-War Growth in
the British Economy in Relation to‘HistorlcaI"
erience, No. 240 Reprint series, Univ. ET
ambridge (1965) - _
(12) Denison, E.F. Why Growth ‘Rates leferJ
The Brookings Institﬁts (1967)
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Of this 0. 60%, 0.50 percentage points were due to increased
employment and 0,29 percentage points were due to education,
The difference of -0.19p between the sum of increased
employment and education effects were attributed to changes
in hours worked and to changes in the age/sex composition of
the work force. In line with general expectations of low
population growth in the futcre, Denison forecast that labour
inputs would contribute less to future British growth of
output than they had done in the past.

In theory an increase in the quality of labour or
the transfer of workers from low to high productivity sectors
could bring about an increase‘in output and in output per
head. The.North is one region with potentiallfor érowth
'from'increased labour input ﬁithout netjinward7migration.

The North has a reserve of unemployed persons; activity
rates below that of the national average; declining sectors
from which labour could be transferred to the growth sectors
and a net outflow of migrants from the regioh. The region
',appeared to satisfy the conditions for'increased octput by

. taking the opportunities that this labour situation presented.

History has shown that the possession of a well
educated and trained workforce of sufficient size would not
automatically bring about desired ends. (13) More important‘
than the availability of factors was.the‘Way in which they

were used. The theoretical and empirical sources studied

(13) Postan, M.M. An Economic Hlstorxfof Westerpm Europe (1945-65)
: Methuen (1907)
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did not resolve these. crucial problems.i What was required

was a recognition of effective demand for goods and serv1ces
which was translated into a demand for labour by the -

entrepreneur. Without him the possibilltles prov1ded by an -

adequate supply of labour never materialised.

Capital Inputs as a Source of Growth. .

The Neo-classical growth model deecribedvabove
indicated that an increase in capltal 1nputs would hrlng

about an increase in total output and a. greater output per

unit of labour input. A number of other theories also devoted
considerable attention to the role of capital in the development
process. | o ' | -
| ~The relationship between capital inpute-and economic:.
growth has been a eource of discuss1on eince the t1me of Adam
Smith but in recent times it was Keynes who stlmulated more
intensive interest in the subaect. : Keynes had drawnlattention :
to the role of investment in increasing“effeotive demand by
show1ng that any upward and sustained . 1ncreaee in 1nvestment
was eubgect to the multiplier and in tlmes ‘of unemployment '
this would bring about 1ncreased output.(14) Because_the
addition to the total capital stock through net investment
in any time neriod was‘small in an advanoed~economy, Keynes
uas able to assume that capaeity mae constant in the ehort’

term.

(14) ‘Keynes, J.M. General Theory (1936) Macmillan (1964)
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Harrod and Domar following*Keynés accepted that
any chanée in the rate of investment had an income creating
effectvbut noted that net investment must also increase
’éapacity.(ls) -If this additional capacity remained unuéed
in the next time period, then investment, income and the
rate of growth of the economy would decline; This discovery
implied that if cépacity, and the labour force associated
with it, were to ﬁe fully employed in each successive time
period'then an increase in investment per period was essential.
It was assumed that the propensity to save'(S) |
could be treated as a consfant, with fixed coefficients ig
production and g labour force growing at a fixed rate. (16)
| Equilibrium growth in region g(i) required that investment .
should grow at a rate determined by the ratio of the
marginal propensity to save (sf)) and the capital output
ratio (ﬁg ese "The value-of thé capital goods required for
the production of a unit increment of output;" (17)) the
outcome of which was constrained by population (labout)
giowth (nf)).
So: 84 = n; = %%
As n, s and v were determined independently this relafionship
would only be fulfilled by chance. |
In a national'setting the probability of the

conditions being satisfied was remote., In a regional context

(15) Harrod, R.F. An Essay in Dynamic Theory, Economic Journal
Domar, E. Capital Expansion, Rate of Growth & Employment,
" Econometria (1946) , ‘ ’
(16) Richardson, H.W..Elements of Rggional Economics,Penguin (1969)
(17) Harrod, R.F. op.cit. p.i7 _
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it was possible for factors to move relatively'ensily s0
that labour or cabital would transfer from centres of |
under utilization to those where shortages existed. These
movements might bring about equilibrium_growth conditibns
in one region but there was no reason to suppose that all
other regions would'be similarly satisfied. In practiSe
the _establishment of equilibrium conditions in one region
might bring about a flow of factors that was dlsequilibrating
for other areas. The possiblblty of factor movement between
regions did not disguise the overriding_engine of growth
within that model, namely investment. |

The importance'of capital inputs té fhe<giowth
Aprocess'in theory was supported by empirical studies leading
to statements such és that of Maddison: ".;... we consider
_1nvestment to be of major importance in explaining the
acceleration of growth....." (18) ‘

Denison attributed the prime influence of capital
on growth to'that portion of total capital spent on non-
résidqntial structures and equipment. (19) These ifens
overrode the value from inVentories, dwellingé and intgrnationai
assets\QSQstimulants'td expansion, Denison calculaﬁed that of
fhe total U.K. growth rate of 2.29% per annum 1950-62, 0.51
percentage points were due to Capital inputs of which 0.43
percentage points were attributed to non-residentiél structures

and equipment.

(18) Maddison, A. Economic Growth in the Eest;
Allen & Unwin 1964 p.77
(19) Denison, E.F. op.cit.
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Capifal was not a hbmogeneous factor and so equal
investment in differeﬁt projects could have brought about
varying returns in terms of growth. For example investment
in the rapidly expahding sectors of the chemical indusitry
would produce different growth results from those achieved
from & Bimilar levelef investment iﬁ residential building
or road construCtidn.. The extent to which capifal.was
fully utilized might not be evenly distributed over space
and regional variations in capital/output and incremental
capital/oufput ratios were known to exist. (20) In one
industiy or region capital deepening might be‘taking.place
whilst iﬁ énothér capital widening wgs the objective, so
different results-from investﬁent could be expected in |
each regibn. 'Crucialito the rate of growth experienced in
a region was the choice of investment project and this would
" be based upon available knowledge,>resources and expe:iénce.

A Britsin's post-war problems havé often béen
described in terms of a basic failure to,invést, a criticism
that could be exténded to'the'regions. A low rate of
investment could be due to pfoblems ofAsupply,or demand for
~ capital, a lack of opportunity or political and social
constraints. _ | | . |

According to PostanAfhe'supplyﬂof‘finaﬁce to British

industry has not been a major obstacle to investment except

(20) Northern Region Strategy Team, Technical Report No, 4

RN
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for those who feared dilution of control or fhose.who
bperatéd in small firms., (21) In a general sense this
| might have been frue but firms rely heavily upon internally
.generated funds, thé size of which has not been remarkable ,
in recent years and their real value has been subject to
serious eroson. (See Table 3) . |

In a region such as the North with large deciining
industries running down over many years, the ability to
generate ihvestment funds has been extremely limited. (22)
As a result firms have been compelled to consider the use
of external resources, the cost of which they might rate
more highly.than internal anonies., The ability to attract
such investment capitalvﬁould depend to some degree on
previous profitability of the firm but of equal'importance
was - the ;moject put forward for éuppgrt and the confidence
"of the lender in the qualitj of the bbrrower._ The supply
of capital in that case might be.adeqﬁate but poor projects
and limited entrepreneurship might deter lendefs from offering
funds; In a regiqnal context if a shdrtage of funds existed
in one region théy might be trénsferred_from another o |
meet demand, This was easier,but nbt neéessarily'fulfilled,
in Britain, where sophigticated financial markets existed.
On the other hand, experience in the United States suggested
that regional banks have varied in their attitude towards |

g2lg Postan, M.M. op.cit.
22) Quince, R. Social & Economic History of the Northern
Region., N.R.S.T. Discussion Paper No.6 1974




TABLE 3

RETURN ON CAPITAL %

. JRp— .__;:'_-;.__._._..’."_’....,...L._-,__.._.__....,_____.ﬂ_
/ Historic | Replacemgnt
cost cost
1960 18.8 13.2
1961 |  16.4 11.4 *
1962 14.9 - 10.4
1963 16.0 11.3
1964 16,7 ©11.7
1965 16.0 11.2
1966 | 14.3 9.8
1967 | 13.9 10.2
1968 i 14,7 | 10.0
1969 | 13,8 8.9
1970 13.5 . T8
1971 14.3 8.3
1972 16.1 8.9
19713 18.9 - B.2.
1974 - 18.8 5.2
1975 - 15.7 3.9

*After deductions stock appreciation

Source: Dept. of Industry. -
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supplying risk capital, in which case particular firms
or industries might have difficulty’in obtaining financé
because of their location. (23) | A
The evidence seemed to suggesf_that, with cettain
exceptions, most firms operating in Britain since the war |
have had access to adequate supplies of financial capifal4
 but thighas produced neither high aggregate levels of -
investment in,manufacfuriﬁg industry, nor rapic economic
growth, As Carter and Williams state ¢ "Broadly speaking,
the influences.causing fluetuations in the desire to'invest
‘seem to us to have béen more important fhan‘thcse causing
fluctuations in the ability to invest." (24)
i_This suggcsted that investment was not an automatic
process which occurred if funds were aiailable; the'adequéte
supply of finance was only a permissive factor and other
conditions needed to be satisfied before investment ﬁculd )
take place. These conditions included the influence of the
general economigﬁlimate and the expécted rcturn‘on capital
“invested in any product or process, which in turn could be
altered by technoiogical advance. Crucial to the whole ;
process was the role of the indiv1duals'who interpreted the
information available at any moment in'time and upon whose
'expectationc investment was or was not carried out. The L
}theoretical and empirical studies which did not take into

account entrepreneurial characteristics; but relied upcn‘

(23) Deutermamn, E, Seeding Science Based’ Industry
New England Business Review, (1966)

(24) Carter C.F. & Williams B.R. Investment in Innovation,
0.T. P. (1958)
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mechanistic comparisons of mathematical calculations did
not explain satisfactorily the i nvestment process. It
was the entrepreneur who demanded funds and dictated the
direction that investment ﬁould take, which in turn was
highly influential on the rate of regional economic growth
and devéiopment. | |
- Further capital investment could improve the growth
pérformance of the Northefn Region by widening or deepening
the capital structure expanding existing projects or
constructing new ones., These possibilities existed buf
they needed to be converted into action; the catalyst in
thiscprocess was the entrepreneur. If the necessary
informafion flows by—passed the Northe:n.Region orvwere
ignored or discounted by entrepreneurs then the demand for
financial capital would be low and could not be compensated
by adequate supply of funds with the attendént cohsequences

ﬁpon regional growth.

Technological Input as a source of growth.

‘The neo-classical model“discussed,eariier indicafed
that technical progress could bring about an increase in
output or'outputvper head. The cause of techﬁological advance
was left unexplained by treating it as being determined
exogenously.(25) Attempts were made to resolve this broblem

by linking investment and learning,with the latter, a funetion

(25) Sen, A. Growth Economics, Penguin (1970) p.25
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of the proportionate rate of growth of investment. (26)
Other theories notably thése”of Robinson, allowed a chdice
of new techniques as machinery was replacéd. (27) But the
behavioural characteristics of the entrepreneur in bringing
aboﬁt technological change and choosing between alternative -
techniques has not lent itself easily to theoretical '
- consideration and the models remained unsatisfactory.

| Technblogical progress took place as new techniques
were déveloped'and introduced into the productive process.
-The’possibilities provided by technology to produce economic -
growth was in developing new processes, new prodﬁcts or new
methods of organisation and operation of the firm. New
procesSes could'shift down existing costs and supply curves
giving firms cost advantagés in national and international
markets. If, as a result, demand for thg producté increased -
then further economies of scale might be 6btain§d bringing
further advantages. TNew produqts could allow firms to capture
large portions of existihg markets through substitdtiqn or to
expand the economy creating completely new demands in addition
to those associated with existing-products. New methods of
_organisatioh or operation dould make a firm more effective
in all sectors of its operations which might give it a
}compé?ithqédvantage over its rivals. The result in aggregate

was thet technical progress permitted increased output per

(26) Kaldor, N. & Mirrlees J.A. A new Mbdel of Economlc Growth
Review of Economic Studies (1961/2)
(27) Robinson, J. A Model of Accumulation from Essays in the
' Economic Growth, Macmillan (1962)
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‘unit of labour and capital input and provided there was
not a drastic reduction in factor utilization (unemployment)
f' permitted increase in total output.¢ Before technology

could have any impact upon the economy it was essential

.. that it was 1ncorporated into production processes, the

rate and extent of acceptance determining its total effect
' upon economic growth. “ el : f

Empirical studies confirmed the importance attached
to technological progress in economic growth by theory.n
| Solow, in a pioneering study, suggested that from 1909 to
1949 seven-eighths of United States:economic expansion ves
due to technical progress. .(28) The term itechnical'prOgress'
was that part of actual growth which could not be accounted

- for by additional Capital and Labour inputs. Denison

hvattempted to differentiate between the elements in 'technical
progress' and concluded that advances in kncwledge accounted
for 0.76 percentage p01nts of the total average growth rate
gof 2.29% in the U.K. from 1950 to 1962, or approx1mate1y one-
third of the total growth achieved (29) Thsse findings |
-did not remain undisputed the prlnClpal criticisms being
f.%levelled at the methodological bases of measurement. (30)

3$?If the actual contribution to economic growth by technological

. .advance remained uncertain, that 1mprovements 1n techniques

- and knowledge added to growth was in general accepted.

'-.(28) -Solow, R. Technical Progress and the Aggregate Production
: Function, Review of Economics & Statistics (1957)

:§29g Denison, E.F. op.cit.
.(30) Jorgenson, D.W. Griliches, Z. The Explanation of
- Productivity Changefli ev1ew of Economic Studies (1367)
T

See also Kened¥
Economics: Technical Progress, Econcmic Journal (1972)
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Theoretical and most empirical studies acknowledge
fhat a greater input'of'techhology would bring about an
increasé in total output and an increase in putput per unit
of labour or éapital input, What was not taken into
consideration was the role of the gntrepreneur in recognising
the opportunities that advancing technology produced and
deciding to introduce new fechniques into the broductive'
process., Without'fhé entrepreneur ihcreased knmw;edge would
have little impact on economic growth, If technology'was to
benefit any geographic area it was essential that gufficient
entrepreneurs existed to take up those opportunities on
behalf of the region. Technology was not automatically

incorporated into economic activity as some models would

suggest..

Trade as & Means of Regional Growth.

_Thé full benefits obtainable froh technoiogical
advance might be denied in a region if the narket area
served was sﬁall; Limited markets might prevent the full
exploitation of economics of:scale, factor substitution or
the introduction of processes which would increase :icapacity
far beyond consumer demand. If local market size acted as
a constraint on development then the export of goods and

services was oné possible solution to the problem,
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Theoretical models have been constructed which
Meece imély that the'growth of a regionAdepends upon the
growth of its export industries and that the expansion of
demand external to the region is the main determinant of
regional growth," (31) Despite their shortcomings these
models did emphasisé the considerable impaét upon regional
| prosperity of national economic conditions. (32) |
The basic hypothesis put forward was that expansion
"of the export base would have multiplier effects, an
implication of which was that a region incréaSing its exports
would grow faster than another region that did not. A weakness
.of that argument was that unless thefe were 1eakagés abroad
all regions.céuld not run an export surplus. The'thepry
also failed to take account of regidnal size where a large
iegion'would in all probability be more self-sufficient than
a small region and in which exports would be of lesser
importance. There weie also considerable practical difficulties
of measurement and identification of the export base.

Whilst being logically consistent as well as intultively
reasonable the export base models did not explain why certain
industries or firms w1th1n aregion exported whilst others did
not, nor d1d they suggest how the export base mlght be
extended. A reglisation of what might be achieved in a region
through increased exports did not automatically bring it about.

§313 Richardson, H.W. op. clt. pp.50-51

32 For a recent study of this subject see Morley, R.,
Unemployment, Profits Share and Rggional Policy
in A, Whiting (Bd.) The Economles of Industrial
Subsidies, H.M.S.0. (1976) -
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| Such activity needed to be directed toward satisfying
or stimulating consumer desire in export markete, a problem

left untouched by these models.

The Structurai Approach to Regional Groﬁth.

The basis for this model was.empiriqal_rather
than theoretical, the hypothesis being  that the growth
of the region would be largely determined bj the industrial
structufe found in the area. If the region possessed many
fast growing industries then its economic expansion céuld be
~ expected t0 exceed that ogénother region‘wherg only slow
growth industries existed. Total _regiom growth therefore,
depended upon the industrial mix and ubon the performance
of each regionﬁl_industry. Shift-share analysis was used to
establish whethervit was the composition of the industrial-
atrucfure or industrial perfbrmance within the regioﬁ that
accounted for any deviation from national averages. .

The partlcular industrial structure present in a
region ét any moment in time was the result of past locational
decisions. The earllest theories, such as that developed by
Von Thifnen (33) predicted that firms would locate where
trahsport~coéts wereAminimised. Products which incurred
high<transportvcosts relative to their value would be
produced'close to the market whilst thoseAwith low transport

(33) Von Thﬁnen, J.H. Von Thﬁnen g Isolated State
trans. by Warlenberg, C.J. Pergammon Tress (1966)
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costs relative to value would be produced further from the
selling point. Weber developed this theme further, stressiﬁg
the importance of material costs in addition to tiansport'
costs in the locational decision.(34) Dependent upon weight
loss or gain in thej>roductive process and the costs of
transport associated with this technical consideration, the
firm would locate where costs were at a minimﬁm.
 Subsequently Weber, and more recently Isard,
introduced into the model the further costs of 1abohr, rent
and the benefitsﬁof'agglomoration_which were believed to vary
over space and so petween regions. (35) The profit-maximising
firm would locate in geographic space where total costs were
minimised. Unfortunately even if all such informakion was
aﬁailable and the total costs were taken into consideration
thgre was no reason to suppose that a unique or single optimal
position existed and so lobation of the firm remained - |
indetérmihate. Extensions of such theories to include demand
and possible scale economies led to equally unéétisfactory
conclusions. (36) |
Klaassen departed from the costs associated w1th

physical dlstance from markets or suppliers to examine
“communlcation" costs i.e., those incurred with "egonomlc
distanfce". (37) The concept of distance implicitly or
explicitly used by the entrepreneur included communication

with othgr producers linked forward or backward to the

(34) Weber, A, Alfred Weber's Theory of the Location of
, Industries.trans. G.J.Freidrich, Chicago (1929)
335% Isard, W. Location and Space Economy (1956?

36 Rlchardson, H.W. op.cit. p.79-81

37) Klaassen L.H. Methods of Selecting Industries for
A Depressed Areas, 0.E.C.D. Paris (1967) pp.41-44
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producer in-question. Shorter phy31ca1 distance between

then implied quicker delivery, easier contact or perhaps
smaller inventory  .holding. Consumer contact was
important if swift response was to be made to changing

tastes with fewer misunderstandings'between the supplier

and his customer. More frequent and wore personal contact
with local government generally led to a better understanding.
If these elements were incorporated in:a model then a fuller
underetanding of the 1location of industry would have resulted.

Klaassen perhaps bridged the gap between the classical
- view and the more recent behavioural approach to location, ‘
"The ..... behavioural approach to industrial location'theory
focuses on the geography, growth and behaviour of the firm,
not as an'optimizing rationally - economic decision-making
~unit, But as one characterised by conflicting goals, limited
letels of knowledge and control of itspenvironment, irrationality
of perception-andAbehaviour,and“so on." (38)

One major problem associated with such an approach
was that firme were regarded as individual units from which
the validitj'of generalisations must have remained in question.
Townroe's study of mobile industry attempted to discover
| behavioural_regularities between firms in'their search for

~a satisfactory location but the results were disappointing.(39)

(39) Townroe, P. M. 'Some Behavioral Con51deratlons in the
Industrlal Loeation De0151on. Reglonal Studles (1972)

(38) Keeble,D. Indust¥ial Location and Plannlng in the U.K.
Methuen, 1976 p.2
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Thg extractive industries based upon proximity
tb natural résources had their choice of 1ocation restricted
in a way that was not applicable to mhch of modern industry.
Empirical studies suggested that for ﬁany firms transport
costs form a small proportion of total costs 50 theories
based substantially upon the former lost much of their
relevance in locational decision. (40) Location based
uponﬁotal costs minimisation, demand or exploitation of
economiés of scale-assumed a breadth of knowledge which
rarely existed for, or was sought after by,the firm. Given
~a free choice of site, the firm tendéd to stay within the
geographic.érea in which its knowledge was g:éatest or
uncertainty minimised. Thus firms, once established mo&ed
infrequently But<if forced to0 remove selected sites as close asg
possible %o the original location,(41) Only if these ‘
1ocatioﬁs proved unacceptabie would more distant sites be
examined which increased psychic costs. For similar reasons
to those given above the new firm was established generally
in the home tbwn<6f the entrepreneur. jlffj |

The claésical theories considered above did not
.satisfactorily predict the precise location of the firm in
préctise{perhaps because thé theorists were more concerned
with the construction of'elegént mddels of locational

equilibrium than with practical application. (42)

(40) Toothill Report Inquiry ihto the Scottish Ecomomy T960-61
' H.M.S.0. (1963) for a contrary view see Edwards, S.L.

(41) TLoasby B.J. Makiq%_Location"Policx Work, \_ op.cit.
o L105ds Bank Review (1967) :
(42) Keeble, D. ibid. '
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They drew attention to important factors in the decision
process but in an uncertain world of limited knowledge
numerous sites of apparently egually low cost might exist.
Some agent was then required to select one site from amongst
the various altermatives, ‘ ) 4

The behavioural theories reject the calculating
automatism of classical location theory but their micro
approach limits any possible generalisation from the enquiries.
This limitation should not be ailowed to disguise the real
advances in understanding of location patterns thét the
behavioural studies have made. (44)

One of the major discoveries was that, in general,
firms did not carry out4the cost minimising exerciseé,
described in classical theory, before selecting a particular
site for a new production unit. Other factors considered
of appafenf eQual"importance were less tangible than cost
and peihaps reflecfed'recognition of some entrepreneurial
role in the final ahalysis. It was the entrepreneur who
set the time preferences of the enterﬁrisé, the weight to
attaéh t0 psychic costs and who-ultimateiy decided where
the new location would‘bé, in which case it was recognised
that plants would not be attracted to the.development areas
-golely on a minimum cost basis., Successful regional policies
based on re-locating industry in a less than fully planned

economy would have to take account of entrepreneurial behaviour.

‘(44) Keeble, D, ibid,
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The structural approach_to regional growth
examines the existing indusfrial pattern and uses thig to
explain past performance and predict future growth from
any emerging trends. .It does not explain‘how the present
structure arose nor how'it might change in the future.
Relevant to the structural argument is Location theory
which attempts to determine theldistribqtion of industry
over space, The classical,éost-minimising approach tends,
in the simplef model, to ignore the role of the entrepreneur.
unless_hg waé a profif maximiser or in the more complex
models ﬁhere a value is put on psychic costs, which'can.then
be minimieed.. An elternative view is that of the behaviourists
who come much closer to récognising that the location of thé
firm is a more cbmplex{issue‘moving aﬁay from purely economie
man to the decision maker who is influenced by lack of
khowledéeland personalvpreferenceé. Unfortunately the »
individuaiistio ﬁpproach leaves us without & ".... well-defined .
single polistic behavioural location theory....;"(45 )
However there is at least an'impiicit recognition of more

realistic human and entrepreneurial behaviour.

'(45)  Keeble, D. op;cit.p.4
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In many economic and social respects the Development
Regions lagged-behind the more prosperous areas of the country.
One method,qf reducing some of the discrepancies was to promote
_regionai growth at a :afe higher than the national average.,
Growth theor&,with its practical motivation might have been
expected to retain close links with‘reality but much of it
has been concerned with rather esoteric issues. (46) The
models tended to concentréte'upon_the supply of, or demand -
for, Land, Labour; Capital and Technology in the growth
process and thé conditions under which equilibrium or steady
v,etate_growth paths might be achieved., In equilibrium or ‘
ﬁrédictable stateé the entrepreneur was withouf a function
and theoreticiéhs could safely ignore him. But the entrepreneur
disturbs equilibriums by seizing opportunities which have
repercussions throughout the economy.by.way of factor or
 product subslitutions and the displacement of existing
patterns of,indgstriai operation. Therefore equilibrium
models could not safisfactorily incorporate the entrepreneur
into the growth process. Similarly in classical location
.theory.the entfeprengur becomes'an inanimate minimizer and
only in the behavioural.locatipn ﬁodelé did he achieve some
~individualify and independence of action. |

(46) Sen, A. Growth Economics, p.9
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Examination of the theories and empirical studies
did emphasise the complexity of ecoﬁomic growth and the
danger of attributing too high a role ¢ any one factor
in the process. In a regionm, éxcess supply of Labour or
Capital or Land or even technoloéy in themselves have never
~ produced rapid economic growfh.' It is by using these factors
‘that output and economic grbwth_was achieved but this
required a demand for their services. This was the function
of the entrepreneur who recogniéed consumer demand and
employed factors to safisfy those economic needs. Therefore_
there seemed no need.to modify the hypbthesis that the
entrepreneur was a cruéial factor in regional economic
~ development. | . |

Over the past fifty years the Northern Region has
had an excess supply of labour illustrated by relatively
high levels of uﬁémployment, low activity rates and ﬁet
outward migration. 1The existing skills have not always -
been those in'demand'but considerable shifts in occupations
have occurred in response to positive and.fecognisable
signals. PFrom 1967 to 1977 employers recéived a subsidy
for workers employed in manufacturing industry to engourage
the use of lYabour. _ There was little evidence to suggest
that Northern Industry had been starved of capital and fhe

government had offered-inyestmen£ incentives to firms
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~ wishing to modernise, extend their operations or remove

to the region, Iand was plentiful and the local and

central authorities actively encouraged new develobments

in the depressed>regions. Less was known of the availability
of technology in_avregional~context but without evidence

to the contrary it was heroically assumed that in an sdvanced

* industrial and small country such as Britain, all regions

could have access to the samqﬁﬁformation if they so wished.,
- Despite these favourable supply conditions the
Northern economy haqhot expanded at a remarkable rate in
recent years nor attracfed new industry withoﬁt govérnment
control and assistance. Therefore there was reason to |
believe that the lefel of indigenous éntfepreneurship was

lower than elsewhere or unusually constrained in its actions,
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CHAPTER 3

Entrepreneurship in the Northern Region,

"What people want, they somehow manage to get, in

thefain and on the average, though..;.. other factors can
modify the speed with whi;h,they get it. ". D. C. McClelland (1) |

 The entrepreneur tends to be ignored in economic
theory but he remains_importaﬁt to development because of the
-vital functions he performs. The qugntity and QUalitj of
‘ entrepreneprs‘aoting within & region might be expected to
have a significant impact on the rate 6f economic growth
ﬁnléss their actions are constraiﬁed.A In this chépter éome
attempt is made to examine what little data are available to
gain some impression of the quantity and quality ofAenfréprenéur-
"ship present in the ﬁorthern Region.(2) In @Ghapter 4 the‘way
in which_certain constraints inhibiting entrepreneurship might
have developed are dealt with in some detail,

s

The prolific use made of the term 'entrepreneur' by
vecoﬁomists could lead one to assume that there would be few
problems éssociated with establishing the nuﬁber of enterprising
meh who exist in any given society. _Uhforgunately this proves
not to be the caée. Little empirical work has been done on how

to identify the entrepreneur, the exceptions being biographical

(1)  McClelland D.C. The Achieving Society.
- Van Nostrand Co. inc. EI§3§) P.105
(2) See Appendix I for a definition of the 'Northern Region'
and the data problems associated with studies in a

regional .context,
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or autobiographical studies and these -'hair"e“ been of :little
'.value as a bgsis for generalisation.(B)- In the absence of

. this information two approaches to‘the problem are made here.

» First by using McClelland's work on 'N-Achievement' and

. applying it to data on the Northern Region , &an attempt is

made to establish the present and future supply of entrepreneurs
- in the region. (4) Secondly, in carrying out the functions

| described in foregoing chapters, the entrepreneur makes demands
upon resources; the level of demand for these resources giving
:some indication of entrepreneurial activity within the region.
| Both approaches are less than satisfactory but they give some
‘tentative indications of the level of entrepreneurship in the

~ region which suggests further areasiior_research.

A unique study on entrepreneurship masithat‘Of |
D. C. MbClelland who approached the problem of accounting for
observed differerces in economic development between countries
through the eyes and experience of a psychologist (5) .McClelland
observed that different rates of growth were experienced by
. societies possessing 81milar characteristics of climate, land,'
~labour and capital. He noted also that those economies which
led others in one age could decline and lag behind in some
subsequent time period. He postulated:that'the rise;and fall

3) Ppr example see Ford H. My Life & Work, - Heinemann (1923)
4) NcClelland D.C. op.cit. R ]
5) McClelland D.C. op.cit.
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of one society relative to another did nof‘deﬁend solely
'upon the possession of physicai inpﬁts bﬁf upon factors not
traditionally considered, namely, the‘characteristics Qf the
people who formed the societies. o |

A Every society was composed of a number of indlviduals
each of whom contributed in some un;qua _wayvto>thg whole.
Education (in the broadest sense) gnd skills varied as did
physique, aptitude and the many other char#cteristicq<fhat.
contributed towards the whole 'perspn‘.j. In addition, every
individual might have motives and attitudes that differéd
from those of his neighbour, varying 1n.their degree of
divergence. Examination of such societies'would reveal
subsets of the population, the indlvidual members of which
would possess some specific characteristic that identified
then to the obsgrvert The subset which was of great interest
to MeClelland was that“in which the individuals set for themselves
high standards of performance which they needed to achieve in-:
'prder to satisfy themse;ves. These were the 'high N-Achievers' (6)
and this feature in their personalities set them apart from all
other members of the community., MeClelland hypothesised that
if one society as opposed to another possessed a lérgér |
proportion of people highly motivated to achieve (high-'N-.
Achievement') then it would advance more.rapidly than a secéhd

society given the same conditions and bonstraints.

(6) McClelland D.C. op.cit. p.43.
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Meeeee 8 eociety with a generally high level of
N-Achievement will .produce more energetic_entrepreneurs who .
in furn will produce more rapid economic development."(7) K
‘It was known from previous psychological studies
that if individuals were each subjected to some specific
stimulus they‘reacted in not one but a variety of ways. (8)
In'particuiar, 2 small section of the community appeared to
be strongly motivated to achieve’when‘actual performance had
achievement significance for themselves. It was obsexrved
that this group had more 'aroused' thoughts than others under.
normal conditions, indicating a stronger motive to achieve
and an 'inmer concern' with achieving. An eﬁpirical test
of 750 businessmen and comparison groups in four codntries
wes carried out which confirmed the earlier hypothesis that
high 'N-Achievere' would form the business elite in a society (9)
In order to test past growth performances of nations
or economies in relation to aggregate levels of 'N—Achievement'
samples of folk tales and children' 8 stories were.evalutated
for 'aroused' statements in the belief thatlthese would act
as a crude indei of the general level of 'Nathievement‘ present
in the society.from which they came, at the relevaﬁt time period.
When these feats were applied to historical data the resulta
indicated that high levels of 'K;Achievement"represented by
the stories‘preceded rapid developﬁent of the etates, countries

or nations concerned. The relationship between 'N-Achievement'

$7g McClelland D.C. op.cit. p.205 '

8) See McClelland D.C. et al The Achievement Motive,
Appleton - Century-Croits (1953) also ATKINSON J.W.
& REITMAN W.R. ‘'Performance as & function of motive
strength and expectancy of goal attainment’',

Journal of Abnormel Sqgcial Psycholo (1956)

u € : Pe.C1
(9) McClelland D.C. op.cit., p.60.
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levels and growth performance was statistically significant.
Such_tests as those described briefly above could

only be carried out in the Northern Region through the

commitment of large resources to the task. This type of test,

being quite beyond the skills of the writer, must be left to

the psychologists. However, McClelland noted that high

'N-Achievemsnt' was associated with other personal characteristics

which might lend themselves more easily to measurement. High

'N-AchieVers' had a preference for sombre colours (lO), a

| tendency to travel more widely and to 'doodle' moie energetically.

McClelland also discovered a weak relationship supportlng

‘Weber's Protestant Ethic. (11) Establishing the ‘extent to-

which these elements exist in a region would’hot be impossible

but in some cases very nearly so. This leaves the one.fihding

of McClelland's that is testable against existing data: that

of the influence Qf socia1 class upon_'N—Achievemeht’ levels

in children,‘in particular those of middle class origin.

, ", es.s the best place tc recruit business managers
is from the middle class because they are more apt to have'
higher 'F-Achievement' from that background than if they come
- from a lower or upper class background." (125

In his analysis McClelland used the six social
classes described‘in'columns (a),(b) and (c) of Teble 1. ,
_ ﬁsing these descriptions and those accompanying the Occupation

(10) °°n%érma§§£§ﬁ?V¥F$P°qca§ thi %%ngsig ¢ f %gb N-achievemen

fllg McClelland, D.C. op.clt.p. Naffiliatlon & N-Power.,'
12) - McClelland D.C. op.cit. p.279 %gperimental Psychology
. ‘Y ‘ ‘
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| Tables of the Office of Population Census and Surveys,
Vrather arbitrary cross classification of social classes was
 made in order to apply McClelland's hypothesis to British
~ data, (13) MeClelland ‘expected that in general children;
f,from Glasses 4, 5 and 6 would exhibit higher levels of
'N-Achievement' than +those drawn from Classes 1 2 and 3."
‘(Column (b) Table 1) (14) " In Brltain the sources of the
greatest proportion of high 'N~Ach1evers' would appear to-
i.be found in Classes I, II and III. (§¥) as opposed to Classes
III(M), Iv and V (Column (a) Table 1) '
| Inspection ‘of data from the 1951 Census of Population

in England and Wales indicated a slgnificant difference in the
ﬁ‘distribution of social classes over space. (See Table 2 (15).)
thhilst not strictly comparable w1th McClellandis work'it was
'vevident from the figures 1llustrated 1n Table 2 thatcagreater
Aproportion of the Northern p0pu1ation was categorized as coming -
" from the lower classes than in the aggregate for’ England and
'jWales or for London end the South Eastern Region. A

’ correspondingly lower proportion of the Northern population
“came from the higher 'N-Achiwing' classes than was to be found
i:in the other two areas considered. The importance to the région -
of the class proportlons in 1951 was that children born at that
i'itime are the up-and-coming entrepreneurs and potential

. entrepreneurs.

: (13) H.M.S.0. Classification of Occupations R '

Office of Population Censuses and Surveys (1970)
5143 McClelland, D.C. op.cit. . yo
15) H.M.S.O0. Census 1951. '
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‘ “Future entrepreneurs will be drawn from thgt group

of children born int he last few years. Data from the 1971
Population Census were used to 111ustrate‘the socisal claés'
étructure e#isting in the Northern Region 1n,comparison with
‘that in Great Britain and the South East. (See Table 2)(16)
The classes in which McClellandvantigipated the majority of
high"N-Achievers' would be found, remained under—represented
in the North. _ |

'On the basis of McClelland's work and analysis of the
social 6iass'structure of the Northern Region and other areas,
the conclusion was reached that, ceteris paribus, proportionately
fewer high 'NAAchievers'_were to be found in this region than in
the‘South East or the country as a whole. If high 'N?Achieyement'
and entrepreneurship are highly cdrrelated, as McClelland
éuggested, then the North would produce comparatively few
entérprisingAmen.‘ ' -

The problem of too few entrepreneurs in a region Qbuld
be resolved by ﬁigration. If adequaté numbers of persons from
high 'N—Achieveﬁént' groups cou1d be attracted to the region
'this would édmpensate for any local deficiency. In recent years
the net 6utﬁard_migratory flow from the North has been declining
‘4from approximately 48,000 persons 1961-66 to 25,000 persons
1966—71.(17) In the earlier period there was a net loss of
 12,870 managerial, professional and intermediate non-manual

(16) H.M.S.0. Census 1971 (10% sample)
(17) NK.R.S.T. First Interim Report (July 1975) p.28
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ﬁo:kers from the region to other parts of the country.

This loss from those groups producing the gfeatest pr0porfion
of high 'N-Achievers' occured despite an in-flow to the region
of 31,600~peop1e from the same categories over the same period.
(18) Despite the reduction in the net loss on migratory |
flows, the Norfh in the seéond period, could still expect to
lose population from the enterprising groups, unleés a
considerable change took place in the occupational structure

of migrants. The evidence suggested that the resource pool
from which present and future enfrepreneurs would be drawn

. was becoming more shéllow rather than more deep. The difference
between the class structure of the Ndrthern Region emd the
national average was so greaf that it wbuld fake a considerable

shift in migratory patterns in the future to remove it.

III

. If, as the section above suggeéted, the supply
of high 'N-Achievers' iﬁ the North was low in compariéon with
the nationalaverage, 1t would be ‘possible for the shortfall
in quantity to be balanced by superior‘quality of‘entrepreneurship
in the region. Some measure of.entrepreneurship in the North
(Qhantity weighted by quality) cbuld be made by evaluating the
performance of the functions attributed to the entrepreneur

in earlier parts of the study.(19)

(18) N.R.S.T. First Interim Report (July 1975) ibid.
(19) See Chapters 1 and 2 above.
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It was rather unusual for anyone.td coﬁplete
their formal education and then immediately to take on some
entrepreneurial role unless that was the outcome.of their.
training e.g. engineering design or reseérch. The majority
of people first entered industry (defined in the broadest
sense) as employeés. Therefore the firm acted as the principal
seedbed for entrepreneurs and outlet for their talenté. These
talents were expressed in a number of Ways, many of which were
observable. u ‘ |

The entrepreneur depended, for success, upon the
information he received and the interpretation he put on it
which might result in action. E;isting firms containing
vigorous entrepreeeurs might'bé expected‘to organise the
systematié collection of, and_search for, information oﬁ
which to base decisions., As a result of the knowledge gained
from such activities the entrepfenéur might introduce new
products or processes to the firm, or modify those that already
existed;' He.might also usé,the information generated to help
him diséover_neﬁ,markéts, new consumers and ﬁew taétes.

If the information gained was embodied in machinery
then capifél would be demanded to enable the entrepreneur to
invest. The capital goods would be put to work with labbqr
to obtain at least & modicum of profit. The latter would be
moie certain foﬁ a firm in a development area if regional
incentives were taken up vigorouély to achieve the goals of

the enterprise.
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In existing firms, those willing to take onfan_
entrepreneurial role might be frustnatedf, which cooid
result in them spinning off to form‘ncw;éntenprises; In
this function they might be joined by}mcnbers of thé f
community 1forced' into activity fhnongn‘reduncancy,or
unemployment and others who wished to féat their knowledge
"~ independently. Evidence of this form of entrepreneurshlp
would be found in the level of new flrm formation in the
region. These establishments would be small 1n;tially in
employmenf terms and entrepreneurial vigonr would be ?eflected
in large numbers of small firms or aelf-enployed_pefsons in the
negion. E | |

Information._

’ An ind1vidua1 might fortnultously occupy a position

- within a firm that supplied him with_knowledge that the firm |
or he, personally, night exploit. o reduce~the element of
_chance from thla situation the indiv1dual could actively seek
information or the firm could set up some organlsed search
'and evaluation process. As the 20th century has advanced

' technology has become increasingly sciehtific and complex,
:fso if a firm was to benefit from Operatlng at the boundary,

" a deeper and broader information base was requlred than ‘that
'»neoessary in previous ages. The usual method of establlshing
f?thls base and approaching the boundary was through organlsed
;1research using speciallsts. (20). As a result in the '

(20) - Freeman, C, The Economics of Industrial Innovation
Penguin (1974) - it _
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developed industriél'econdmies'of today, many Research and;
Devéopmeht establishments have been éet:up._ A'high level of
entrepreneurshib could be reflected in fhe amount of resources
devoted to research and development in a regiqﬁ,to feducé
ﬁncertainty and to promote the eariy deVelopmeﬁtuof new
products and.processescr}fo modify existingAprojeots;

To our knowleage détails'of'tqtal éecforal‘expenditure
on research and develoPmentlby regions ére ﬁon—éxistent. h
However, Buswell and Lewis have gathered together what little
_ information there was to estiﬁate the geographic distribution
of research activity in the United Kingdom. (21) In 1968, 
excluding the centres of higher educatibn, the Northerﬁ Region
possessed 3,8% of totai U.K. Research units. ..Of totai{U.K.
Research establishments, the North had 2% of private, 2,2% of
Research Associations and 2;l%vof Goverrment units. Since
R. and D,Aexpénditure apﬁeared to be poéitivelf related %o
firm size (22) and in the North ‘there were pfoport;onatgly
more large units than the néfional,average (23), R.and ﬁ.
acfivity was expected td exist within mén& firms in.thé,reéion.
. According to Harrap, the North possessed 4.9% of all_firmé in
the U.K. carrying out. research within industrial units.(24)
This figure indicated a ieppectable’level of research being
carried out by local units énd was'a'remarkablé finding:whqn

(21) Buswell, R.J. & Lewis, E.W. The Geographic Distrlbution
- of Industrial Reésearch Activity in the U.K.!
Regional Studies (1970)
(22)-'Norrif_é & Valzey J., The Economics of Research &
Technolo Allen & Unwin (1975) ,
§233 N.R. sTT‘Eg. cal Report No. 8 (1975) p.35 *
24) Harrap, Reaearch Publications quoted by Buswell &
Lewls op.cit. T :
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such functions were thought to be located predominantly in
the South-East.
| .‘ Crum and Gudgin}s analysis indicated that the North
had pfeportionatély less scientifip and technical (S & T)
staff than the national average but the shortfall was only
slight (25); S & T staff wasvdefined as including éeneral
engineers,.scientists, technicians, methods and planning
' engineers, iﬁsfructors/teachers and draughtsmén(ZG). Their
study showed.that the ébefficient of variance across industries
was highest in thé S & T group of all groups of non-
productién workers in manufacturing‘activity. Those indﬁstries
~ which employed the highest percentage of S & T staff.Wefe‘
chemicals,'coal and 0il products and eleétrical engineering.
The‘structure of industry would appear to influence the
expected numbeﬁ of § & T staff found in a region‘whiéh
might éxplain, in part, the perhaps surprisingly high number
found in the Northern Region. Unfortunately details were not
given of the numbers in.each category making up the S & T
.groups.as if a very high proportion_were_draughtsmen then
their contribution to reseafch could‘be small. In addition,
in cértain industries'engineers might devote much of their
time to researcy whilst in others they might carry out none
at all. As further investigations did ndt reveal the.facté
.the evidence tends 0 confirm.the earlier view that private
industry in the North carried out a respectable lefel of research.
Employees engaged on R&D work within commercial units

would, in the majority of instances, be included within the

(25) Crum R.E.& Gudgin G. Non-Manufacturing Acti#ities in
U.K. Manufacturing Industry. Univ. of E. Anglia(1976)

(26) Crum R.E.&Gudgin C. op cit p.6
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emplbymeﬁt totals of the industrial sectors which employ'them,
e.g. phemicals,.food. But there are those who are engaged by
firms whose primary'activity, for classification purposes,
waé research( MLH 876) (27).

~In 1973 the North gave employment to only 2.2% of G.B.
Research ahd Development staff which confirms the eailier
figures thaﬁkew self-contained research units have been set
‘up or attraéted to the area. (28)} | |

‘To be‘successfﬁl the entrepreneur usually needed
technical knowledge and also market information. The latter
was necessary if he was to accurately assess the dlrectlon of
consumer demands and tastes or to seek out new markets. He
might wish also to bring to the attention of the consumer
fhé range and quality of his products. To do this he might
expend sums oﬁ markef research and advertising..Some 1afgé
‘firmé might ehgagé labour to carry out this function but many
other firms of vérying size might employ external agents.
Yigofous pursuit of mafket knowledge could lead to the:
estabiishment of a number of units,employing persons primarily
~engaged in the collection and diéseﬁination of market and
product 1nformatlon.'

In 1973, a total of 430 persons were employed 1n
Adveptlslnggand Market Research in the Northern Reglon or
1.4% of fotal emplomment in G.B. in those industries.(29)
Norfhern industry eifher performed those services for themsdves,
_pought fhem:from souices external to the region, or made little

use of such services.

(27) H.M.S.O0. Standard Industrial Classification. (1968).
(28) N.R.S.T. Technical Report No. 8 p.35
(29) N.R.S,T. Technical Report No. 8 ibid.
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innovation.

The quentity of R. & D. carried out in a region
wes;one crudefestimate of the inputs to inventive activity.
ot greater~importance to econbmiC'growth was the autput from
both organised research and any other factors that brought
‘about technologicai change in a region. Knowledge by itself
had no economic 1mpact until it was introduced 1nto the
productive process (broadly defined). The level of innovation
and rate of edOption of new techniques by industry in s region
couid have considerable impact upon the rate of economic growth.
; In a%previous section Denison, Matthews and Solow were
guoted as supporters of the view that technological change was
extremely important to economic development a stance supported
by Borestsky. (30)(31)

It was also suggested that entrepreneurs were: an'
‘essential ingredient in the innovation process. This latter
.point was given support by Iangrish et al who studied 66 firms
that had won the Queen's Award to Industry for 88 1nnovations
1n 1966 and 1967 (32) One of the keys to success was the
existence of a "top' or 'other' person in the group responsible
for an innovation. The 'top' person made some special |
contribution to the success of the innovation by identifying
the.area of activity, ensuring that resources were made

aveilable and'generEIly throwing his weight and drive behind

5303 See Chapter 2 above.
31) Borestsky M. !Trends: in U.S. Technology,
“American Scientist (1975) . -
(32) Langrish J. et.al Wealth from Knowledge, Macnillan (1972)
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the scheme and encouraging the other members of the team.

The 'other' person tended to have'some_sbecific knowledge
without which the scheme might have foundered. Corroboration
of the immortanee of these 'committed' individuals to an
innovation was given by Schon. (33)

It was postulated that if omne region, rather than
another, possessed more alert and high 'N-Achieving' entrepreneurs,
then more numerous andlnore substantlal discoveries would be
| made, This would occunbecause entrepreneurs with a high level
of perception‘unnd foresight would more easily link technological
possibilities with practical reality resulting in a high level
of innovation and the adoption of best practise techniques
leqding to a high 1eve1 of effic1ency. Ko information existed
on the rate of adOption of new techniques ﬁy industry or firms
in a regional -context so effort was concentrated upon attempting
to establish the level of innovation in the Northern region-

. using what little, and unfortunately weak, evidence that was
available. - | |

~An immediate problem was that of defining innovation,
a,ternﬁften associated witn new ‘products or processes ortnew
market discoveries. In manufacturing industry'it was usually
associated with the introduction to the firm or industry of
a new or substantially modified product; or a new or modified
process or method which led to an increase in output per unit

of input. or reduced the costs of producing atgiven‘level of

Harvard Bgs. Rev
(33) Schon D.A. Championfor Radical New Inventbons. (1973).
See also Globe S, Ievy G.W. & Schwartz C.M.
EKey Factors and Events in the Innovation Process,
Rsearch Management (July 1973)

Beo..Tence Policy Research Unit, Success & Failure
ustria ova tion, Cen

of Industrial Immovatiom, Univ.of Sussex (1972)




110

output. It was decided to use the broader definition of
innovation i.e. the first commercial‘use of aAnew product,
process or method with the implicit understanding that
imnovation was associated with improvement. (34)

Langrish's work offered a possible method of combaring
the spatial distribution of innovations in Britain through
the information provided by the Office of the Queen's Award
toinaustry. (35) | N

The Queen's Award scheme was set up in 1265 to give
nationalarecégnition to firms for outstanding achievement by
increasing exports or by technical innovation. (36) The.
Award was to be related to the'.production of goods by any
branch of British 1hdustry and was valid;for a period of five
years from the date of receipt. The list of recipients would
. be published each year in the London Gazette on 2lst April,'
the Queen's birthday.

o Industrial concerns were invited to apply to the
Award committee which had a duty to identify,wherever possible,.
the particular unit of any organisation which had earned the
“honour. Before an ‘Award could be made,'certaiﬁ criteria had
to be met (See table 3) which themselves were subjecf'to'_
qualifications, the most notable of which were - that exports
éhodld be 'visible' and assessed over a three year.period,
whilg Awards for Yechnological adVance>should reward "... the

practical application of scientific research and development."(37)

34) Norris K & Vaizey J. op.cit, .

35) Langrish et al op.cit. - o
36) H.M.S.0. The Cueen'a Award to Industry é1965§

(37) H.M.S.0. The Queen’'s Award to Industry (1965 4
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Table 3

Criteria for the Award.

We recommend that the Award should be made for industrial
efficiency, assessed in terms of achievements such as:

(1) A substantial and sustained increase in total
exports over a period of three years.

- (ii) A substantial and sustained increase in the
percentage of total export sales to total -
business over a period of three years.

(iii) A percentage of exporte to total business which is
considerably and consistently higher than the
average for the applicant's sector of industry.

(iv) A spectacular increase over a shorter period than
three years where there is a reasonable prospect
that the performance can be maintained.

(v) & breakthrough in a particularly difficult market.

(vi) The greetest value of export sales by any group or
company in a given year.,

(vii) A significant advance in the application of advanced
- technology to a production or development process in
British industry. Recognition should only be
accorded under this head if greater efficiency -
results from the process.,

(viii) The production for sale of goods which incorporate
, new and advanced technological qualities.

In respect of (v11) and (viii) credit would be given for |
earnings from royalties and manufacturing licences, and
fees from designs, particularly when received from abroad.

Source: Queen's Award to Industry, H.M.S.0. (1965)p.3
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The Award was not to be given for inrention or
'to-inventors‘but was for the practical application of:
advanced technology in the form of new products or processes.
Selection.of award winners was by a small committee who
screened applications and made.recomﬁendatione. Iﬁ 1970.
the scheme was extended to cover export'servicee, end a |
VW1der definition of certaln terms, such as 'or1g1n' of’
goods, was introduced., | ; ,

' A straightforward analysis of the data'provided4by
the Award Committee and.published'in the London Gazette was
not possible because a single award could cover both the
export and technological performance of a eingle mulfi-plert
firm.' In addition, a number of specific plants might have
~ been named as contributors to one honour. It was decided to

allocate one 'mention' to each named plant,for example:

The British Drug Houses Ltd. (B.D.H.) London N.1.
for export achievement by the ILaboratory Chemicals
Division, Poole and for technological innovation

in organic chemical processing by the Pharmaceutical
Division, London. (38) . ,

B. D.H. would qualify for two mentione, one to Poole for export
performance and a second to London for_technological'innovetion.
The~number of 'mentions' recorded naturally exceeced the |
number of awards ‘made. ‘ ‘ .
From 1967 to 1976 inclusive, the number of 'mentlons',
made of G.B. establishments successful in the Award scheme was

1050 of which 782 were for export performance and 268 for

(38) London Gazette (Supplement) Apri}1967
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technological improvements. Over the same period Nerthern
unite received 32 export and 10 technological 'mentioﬁé'.
The 10 'mentions' for innovatioﬁ accounted fo: 3.7% of total
G.B. ﬁentibns for technology andvthe432 export 'mentions®
formed 4.1% of total G.B. export references; (39) ., Over this
period the North had approximately 6.1% of total G.B. population
| and approximately 5.7% of G.B. employees in_employment;(40)
Analysis of the performance of units from the South-East

and West Midland regions paihjgd'a somewhat different picture.
The South-East with approximately 32% of total G.B. population
gained 49.4% of éxport and 52.8% of technological 'mentions';
the West Midlands with approximately 9.4% of total G.B.
population gained 6.4% of export'meﬁtions' but 10,7% of mentions
for technology (see Table 4).(41) = In export mentions per head
of populgtion, the West Midignds and,NorthApérférm equallj
'5ad1y being clearly éurpassed'by'the;SouthAEast. In technql;
ogical mentions, the North lags. behind the South-East and West
Midland regions. On the basis of these figures, innoﬁation,
‘ upon which the present and future perférmance of firms and
industries depend, was carried out at a lower level in the
North thaﬁ in the more prosperous regions. |

| ' The figures quoted above and in Table 4, as the number
of 'mentions' diéguised the fact that some local plants and
firms earned more than one award or commendatién e.g. local

units of I.C.I. Ltd. four; Cummins Ltd., three; and two

€39g London Gazette (Supplement) April 1967-76
40) North of England Development Council,
’ North of England Facts and Figures (1975)
(41) ZLondon Gazette op.cit. N.E.D.C. 1bid.

: Population Census 1971 (1% sample)




114

"Trady 9L-L96T HIWSTIANS) 833826D wopuoT (o) pue (a)° 100

(¢l *Q°*S°N*H otduss

T

% snsue) uorawvIndog JO 82TFFO TL6T susus) uworzsTndod (@)°T00 :sedanog.

19 L9. Leg % 1°9 LERIT
PTT 89 L°0T ¥°9 6 ‘W *A
69T ¥ST 8°2¢ 6t - 2¢ ‘T *S
00T 00T 00T 00T 00T ‘g *9
(9) () (®)
8 o ‘suoTjusm SuOTIUSW *dod °g*n
00T X3 | 00T X g | 9AT3BAOWNT | 4Jodxy %
D | w % % TL6T
L , _

¥ EIava




115

wént to Dunlop Ltd. Thérefore the number of firms gaining
recognition was lower than the nﬁmbér of 'mentions' allocated
to Northern units. |

There are a number of serious drawbacks to using
the Queen's Award scheme as an indicator of the level of
entrepreneurship present in'anj region so any figures
derived from the data must be imterpreted'with extreme
caution. PFirst, the Award was by application so0 that many
desérving firms migﬁt not be considered. However, an |
application in itself'could be interpreted as anénxrepreneurial
act of marketing,-pbblic relations'or'similar function wheré-
lay, presumably, thé greatést value of theaward to a firm.
Secondly, when doubt existed as td the precise location of
the award winning pérforﬁance, the committee offered the
award to head qffiées which tended to be concentrated in
London and the South-East. (42) Under thisAarrangement the
number of mentions'allocafed to the South-East would tend to
.6verstate the facts and unde:state the position of regions
sucﬁ as the North. Thirdly, the value of each mention for
either export or imnovation is not necessarily equal., The
-contribution to the total economy from each might vary
considerably so that although Northern firms had.nof earned
- relatively large numbers of mentions, quaﬁtity might be |
offset by quality. | ' | f

(42) Parsons, G.F. 'The Giant Manufacturing Corporations and
Balanced Regional Growth in Britain.' in Blunden J. et

al (Eds.) Regional Analysis and Developmant.

Harper & Row, London (1963).
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If the Queen's Award scheme gave‘any'indicafion of

~ entrepreneurial activity in the Northern'regior in innovavion
or marketing then it suggested that, with exceptions, the
performance was subdued., Plants existlng in the region did
not appear to be in the vanguard of innovation nor to be

vigorously seeking out~new}markets.

Capital.

’ The description of immovation in the section above
concentrated upon the 'first in the field' put'it was possible
for a firm to gain mosf of the benefits and few of the costs
associated with innovatior by being an active imitator; The
imitator had the advangage of waiting until the initial
problems eccompanying innovation were resolved'and troﬁble-free
production could be carried out. Entirepreremship, therefore,
would be reflected in the rate of adoption of nesHAtecﬁniQues
by indigenous firms. Unfortunately no. data existed directly
‘ measﬁring imitation. However, one vehicle by which new -
technology was introduced into the productive process was '
capital., The active entrepreneur wishing tojmodernise his
equipment and tske advantage of technological or,markev
opportunities might purchase capitai eqqipmenf.or demsﬁd funds.
This role of the entrepreneur coincided with fhatffunction;'
described earlier as he who selecfed specific projects:in

which to invest and thus forged the link between the capital
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market and production. (43) Gross inveetment'included -
repiacement and new or additional eapital equipmenf. Net"'
investment indicated the grasping of new 0pportunities:or'
the awareness of increases in markef,demand beyond.thetse0pe
of existing capacity. L | 1 :

In 1972 the manufacturing sector of Northern
'Induetry produced epproximately one third of Regional Qutput.
Over the previous decade the same sector had cerried out
approximately h.f of all industrial invesfment‘ (44) In
1970 this investment amounted to £197 mllllon equlvalent
to 9,2% of total national capital expendltu:e Wh;let_output
and employment in the region formed 5.1% and 5.7% respectively
'of total national_manufacturing output andlenployment;} Over
most of the post-war period the North's share of manufaeturiné
investment has exceeded its share of manufacturing output and
employment, 3 | o | _

Since 1963 inyestment in manufacturlng plant and
equipment taking place in development areas has been subject
to government subsidieatlon. These 1ncentivee were assumed
- to have made a significant difference to the size and location
of such expendituree. Such was the case in the;Chemical end
Metal industries which accounted for 67% of total Northern
manufacturing investment in 1970, If chemicals and metals

were deducted from the total then the remainder’ of manufacturing

é43; See chapter 2.
44) This section draws heav11y upon the work of the N R.S.T.

- Technical Report No. 3. Change & Efficiency in Manufacturing
Indust;zrin the Northern‘Reglon 1948-73 (1975)
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investment per employee was no better, if not slightly
worse than the national average despite subsidies.

The tentative conclusion was reached by N.R.S.T.
that: "..... investment by establishments mOVing into the '
Region may have accounted for between a half and two-thirds
of the investment in manufacturing (excluding the chemicals
and metals industries) in 1968 and 1970."(45) ~ 'Mobile' firms .
formed an. important but small sector of'totalinanufacturing
industry and outputvin-the.region. if chemicals and metais
industries carried out two-thirds of all manufacturing '
investment and mobile industry, half of the remalnder
indigenous firms invested approxmmﬁely one-sixth of the total
amounting to 1. 5% of national manufacturing 1nvestment in 1970,

The evidence suggested that most indigenous firms
outside of the chemical end metal industries were small
.investors despite considerable government assistance and
subsidisation of regional industry. If this low level of .
investment in indigenous manufacturing industry was replicated
in other seoctors‘offNorthern industry then'eﬁtrepreneuriai _
activity in terms of investment wasinotfdemonstrably large.

An apparently low level of 1nvestment could be .
compensated by superior choice of pr03ect or utllization of
funds bringing greater returns than - to the average 1nvestment.
This efficient use of funds could be expected to produce a
high output per unit of capital input. ' |

(45) N.ﬁ.S.T. Technical Report No. 3 p.39
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In 1970 N.R.S.T. estimated that the region's
industries required 7.3%’9f the nation's"capital stock to
produce 5.1% of G.D.P. (46) The large investments of the
chemical and metal indugtries introduced bias into the figures
but when these were excluded Northern industry‘etill required
a greater stock of capital to produce any given level of output
than dia the nation on average. These anomalies might be due
to the strﬁcture of Northern ihdusfry, if the sectors of
industry dominating the regional economy required greater
quantities of capitai to support any given level of output
then any implied criticism in the previous passages is
invalidated. However, if the rate of investment by indigenous
firms was no betfer than the national average (see FDIWB above)
then the stock would gradually approach that of the national
average over time as capital wore out and was not replaced,

The effect of this movement would need to be explored more
fully to predict the likely implications, ‘ |

Examination of changes in output brought about
by changes in capital inputs indicated that the reglon required
larger changes in investment to bring abqut_the-same change in
output as the national average. This situation was heavily"
‘influenced by investment in the chemical industrj. Once the
‘effects‘of this sector's investments were removed from the
total regional figures the remaining industries appeared to
have similar incremental capital output.ratios (I.C.O.R.)

(46) N.E.S.T. Technical Report No. 3 p.40
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to those found in the .remainder of the country taken as a
whole. (47) | |

A In considering data on I.C.Q,R.'s it is necessary
to take account.of bcth the short and long term effects of
investment, The passage above was based on short term data
and ignored theilong term possibilities. In manufacturing
industry some forms of investment bring benefits in the long
term only, in which case the description in the preceding
paragraph understated the gains that would be realised in
the future and viewed in the short term would reflect
adversely upon Northern entrepreneurs. ,

Growth of output and productivity might result
from increases in the capital stock and from increased rates
of growth of that same stock. If technology was embodied in
capital goods the more rapid the growth of the capital stock
or more rapid the replacement of.existing capital, the more
modern the technology that would be in operation in'a_regicn.
On the assumption that the same level ofl;nowiedge was
incorporeted in capital goods ﬁroduced in the‘same time
period, the greater the growth of the capital stock in one
region relative to that of another, the larger the expected
relative increase in productivity or output per man. Analysis
showed tnat the Northern region required a greater rate of
growth of the capital stock in crder_to“produce the same

increases in productivity of labour as did the country on

 (47) ¥.R.S.T. Technical Report No. 3 p.4l
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agegregate. |
| To summarise:: over the past fifteen years
Northern manufacturing industry has invested consistently
more than the nationai<average. Howevef, most of this
capital has gone to,the.chemical and metal indusiries,
approximately half ofAthe remainder to 'mobile! plants,'
leaving a relatively small amount distributed betﬁeen the
indigenous firms. The response to capital incentives by
indigenous firms would appear to be low. Larger quantities
of capital were needed to support any given level of output
in the region compared with ‘the national average and greater
increases in‘the~capital stock per time period were required
to bring about the same change in the rate of output as thét
obtained in the‘country as a whole, The demand for capital
‘by indigenous entrepreneurs in the North appeared to be low
and the schemes in which the funds were invested tended to
bring a lower rate of output per unit of capital 1nput than
might have been expected bésed on national avefage figures.,

\ _

Labour.

The entrepreneur in siezing opportunities for
himself often provided job oppbrtuﬁities for others. THaving
~decided to cérry out some'projeét'he calculated the manpowér |
requirements necessary to its 6peration, then entered the

market to demand labouy in return for the payment of wages.,
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In a region where many such schemes were promoted there
would be evidence of a high level of demand for labour.
The Northern Reglon and other assisted areas

of Britain have suffered from excess supply of, rather than
a high level of demand for labour over past decades.s
Persistently high 1evels of unemployment have characterised :
the regional economy. At tlmes there hae been excess demand
for certain skills but 1n aggregate, demand for labour in ]
the Region has remained lower than the national average. |
How well then have indigenous entrepreneurs performed in |
creating jobs for others‘over‘recent years in the Northern
Region? : | | |

| Analysis of employment data was- complicated by
the rapid structural change which took place in this Region
- in particular since 1960. The rate of change was - more rapid
in the North than that which took place elsewhere 1n the _ |
country but was not exceptional when compared w1th that of
other,advanced economies. In 1961 the percentage of regional
employment in Primary production was 14%, Manufacturing 38%
and Services‘48% By 1971 there had ‘been- 8 fall of 52%
in Primary employment a gain of 4% in Manufacturlng employment
and -an increase of 6% in Service sector employment.Q Following.'
the national trend, total employment in.the region.fell by
5%, (48) C .

' (48) F.R.S.T. Technical Report No.10
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Employment in the Primary sector fell principally
because the traditional extractive industry of the region,
coel, declined and contracted. The changes in employment.
in the Manufacturing sector 1961-71 which‘proyed a source’
of additional job opportunities, are'illugtrated in Table 5.
Column (a) shomevthat,employment over the:period 1961-71 l
| declined in Chemicals, Metals, Shipbuilding and Marine
Engineering, Vehicles, Bricks, Pottery and Glass. Over the
same period the:principal gains in employment‘were_made in.
Blectrical Engineering, Mechanical'Engineering, Paper, Printing-
and Publishing, Textiles, Clothing and Footwear, Food, Drink
and Tobacco, Instrument Engineering and other letal goods.
The total change in manufacturing employment was a gain of
- 19,722 jobs from 1961 to 1971.

Prom 1961 to 1971 firms moving in to the region
ycreated 37,800 jobe (Colum (b) and (c) Table 5) representing
, approximately 8% of manufacturing employment or 3.,2% of. total
regional.employment. If it was -assumed that new enterpriseS’
(Column (4)) were formed entirely by,indigenous entrepreneurs
the total employment creation from thie source was 1537.
Therefore, entirely new enterprises and indigenous units
together (from Columns (&) and (e) Table 5) created 28, 931
jobs representing approximately 6% of total manufacturing .
employment. (49) From the above it was evident that.firme
new to the : region created many‘additionnl'jobvopportunities

(49) F.R.S.T. Technical Report No. 10 p.10"
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for the loc§1 population and were essential to makg good
the‘éonsiderable net employment loss from iﬁdigenous plants
of nearly 18,000 jobs over the same period (Column g - f)
Table 5. | | | o
These aggregates disguise sub-ihdustry and firm

performance where, in the indigenous_mechénical and electrical
engineering sectors, firms created many job opportuhities
over the péripd under consideration. The figuies do mnot
illustrate the considerable shifts in the type of job
undertaken by labour within indigenQUS'industry that might
" have taken place as firms changed to meet new market demands.
However, the fact remains thét'othef regions in this country
and overseas, which were also experiencing frénsition, were
able fo maintain rates of uneﬁployment considerably below
that of the Northern Region and in.gadition exported many
Jjobs to the peripheial~areas; Entrepreneurs in the prosperous
regions were able to provide‘sufficient opportunities in their
_owﬁ areaé to keep the workfofce close to full employment but
‘in addition were persuaded to transfer excess demand for labour
to the developmént ﬁreas. | |

| Conditions have existed in the Northern Region for
successful production within the manufacturing sedfor of industry
illustrated by the operation of 'mobile' plants. 4But even
with government aid available it was left,to a large extent,

to outsiders to recoghise opportunities and to seize upon
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them, providing new jobs for the.Lndlgenous population.‘

The second source of employment growth in the
Northern Region was the Service sector. In both a National
and Regional context there has been a rapid_eipansion of
the Service sector in recent years, Uhforthnately little
data are a&ailable detailing this movement; the,principal
regional source being the N.R.S.T. Technical Report on |
Office activity in the Northern Region which gave ohly
" partial coverage. (50) | ’

In comparison with the nafional average the
proportion of the working populatiop occupied in offiee
‘work was low. (51) If "the primary end distinctive feature
of office activity is that it is concerned more or less
exclueivelj with the generation, processing and exchenge of
'information, ideas and knowledge,"(sz) then local entrepreneurs
appeared to attach relatively less importance to this activity
than elsewhere in the economy. The fact that the number of
offiee,wbrkers.was increasing in the Northern Region in the
same pioportion as that of the national average meant'that
the gap between them was not closing, |

' Growth of the offlce sector was due to 1ncreaaed

demand for o ffice and management services that accompanied
the increasing complexity and operational difficulties

associated with modern business. Because produetivity gains

- (50) ¥.R.S. T Office Activity in the Northern Region,
~ Technical Report No. 8 (1976)
(51) See N.R.5.T. Technical Report No. 8 also Crum R.E.
& Gudgin G. Non-Manufacturing Activities in
U.K. Manufacturing Industry, Univ. of B.Anglia (1976)

(52) N.R.S.F., ¥ crhmca:[ Hepor'nrg. 5, P.7
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in offices tended ~on the whole, to be low over time,

' 5Aincrea31ng demand for services led to larger numbers of

: i'workers belng employed 1n this sector of service activity.

Those office oocupations that have shown the greatest
lprOportional increases 1n employment terms from 1961 to 1971

" are given in Table 6. ;:jj ‘ ’f; ""', 'i' f_ .

| | From Table 6 1t can be. seen that the largest

| absolute 1ncreases 1n employment were of Clerks, Cashiers
'and Office Mahine Operators, numbering 23 700 or 45 5% of
_the total change over the period under oonslderation.'

Lmany of these office Jobs in both government and private

2:establishments removed to the. region beoause of government

::'4f1ntervent10n to 1nfluence the location of administrative

'hand 1ndustrial units.. If these gobs are deducted from the

ffincrease in office employment growth, employment 1n 1nd1genous

) f‘g}:sectors was" below the 1ncrease indlcated by national averages

For the creation of new JObS and opportunitles for

Af~‘_others in both the uanufacturlng and serv1ce sector, the region

, ;has had to rely heavily upon entrepreneurs from the prosperous

jfifareas of the countryand from abroad.: In addition many 'offiee'

i;obs have been transferred to this region from the South-East
'by central government. On the 11mited evidence available the

. conclu81on is: reached that indigenous entrepreneurship by

1tself would not have prov1ded the‘level of employment that

at present exists in the region. .
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Percentage and Absolute Change in Office Occupations

N. R. 1961-710

% change 1961-71 Absolute change

Technic.al & ' )
related workers 140.6 5,260
N.E.C.

Civil Servants, . .
Local Authority : ,
Officials 132,0 . 1,980

Mechanical - .
Engineers 124,6 2,630

Sales Managers 94.3 2,340

Professional. v
Workers N.E.C. 75,0 _ 930

Clerks, Cashiers, ' | :
Machine Operators 21.2- : 23,700

Total change in
Office employment 52,050

Source: N.R.S.T. Table A2 Appendix A
Technical Report No. 8
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Spin-off, self-employed and small firms., _

| Individuals within an existing organisation might
become aware of some technical or marketing opportunity that
the firm for which they work cammot or will not exploit. As
individuals they had the chéice of seeing chances pass by or.
of setting up their own units spinning off from the existing
firms. Spih-offs occﬁr*for a variety of reasons but might be
éxpected to océur more. frequently in absociety where comparatively
rapid change was taking place rather than one that was relatively
static., The North has eiperienced rapid structural change as
the traditional industries have deciined and new firms have
migrated to the region, introducing individuals to}new techniques
methods and markets. Undef sﬁdh conditions of change it might
be expectéd that a large number of opportunities would be
presented to form linkages between'local entrepreneurs and the
new units or to set up new unité tb inmovate.

_When fifms relocated even if the major services and
supplies'were drawn from existing sources, cegtain serﬁices
might be looked for in the new area. Vigoroﬁs enttepreneurs
would attempt to step in.and to break the 1 inks between the
'new'! firm and its traditibnal.suppliers.~ Evidence.suggested
that”few new linkages hate Been formed within the region by
mobile industry. (53) ‘Thus opportunities have not been
exploited and the old linkages remain.

(53) Townroe, P.M. Branch Plants and Regional Development.

Town Planning Review. (1975).
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In a society where large firms predominate as they
- do in the North, many small enterprises_usually exisf elongside
them to provide specialist goede and services, They were
able, and often encouraged, to produce, by the inectivity of
the larger unit in perfoiming certain functions ferAitself.
¥any firums tendedAnet to get 'involved' in providihg inter-
mittent services or 'one-off' goods fof themselées; they
demanded these from the market. If a small firm could eurvive
on the basiﬁbf this demend from one or a number of larger units
then an enterprise might be formed in glese proximity to its
customers, Similarly, many large fifms did not take up all
the opportunities brought to their atteﬁtion; many were
unecoﬁomic to satisfy under their conditions of organisation
and production.' As a result spin-off might occur to,fill'
those gaps, and to satisfy a recognised need in the local
| economy. Thus, with'rapid‘efructuralvehange and large firms
in a region there was reason to expeet'the existence of many
small units and a fapid pace Qf;new f;gm formayien.

eIn the Northern Region in 1961 and 1971 the _
proportion of self-employed (iepresenting the ultra-small unit)
as a percentage of fhe total employed labour force was lower
“than in the U.K. as a whole. (54). |

"In 1972 only 1.7% of manufacturing employment in

the North was in plants employing 10 or less, as against 3.3%
in the U.K." (55) |

(55) N.R.S.T. 1st Interim Report p.20 -
(54) N.R.S.T. Technical Report No. 4 p.52
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.The'numbers‘engaged in thoée estaﬁlishments priﬁarily‘
conéerned with business srvices in fthrggion:iﬁ 1973 were
extremely low in comparison with_thé'réqﬁivalent nationai'
figures, | - ST 'THV | -

| ~ New firm. incorporations in the Northern Region
from 1966 to 1973, reflectlng opportunlties grasped,
averaged 1.05% of the national firm incorporations. (See
Table 7)(56). The reéson for this low leiel of sméll’firm
activity waé not to be found in terms of‘differences'of--
reward bétween regions because prdfitability has been
reasonably high in the région and eridence suggested that :'
earnings.from self-employment did not differ significantiy

from those obtained in the remainder of the'couptry, (57)
v

Reéional economic performance could be constralned
by a lack of entrepreneurs or a ﬁnlure to utllise thelr talents.
On the basis of McClelland's work it was concluded that present
and future numberg of entrepreneurs comlng.from_the indigenous

population was likely to be lower than the‘natibhal arerage.

(56) I am indebted to Dr. B.S. Johnson, Unlverslty of Durham,
foreecess to his unpublished data on Néw Firm Incorporation.
As he points out there are severe limitations. to '
interpretations of this data in a regional context,
not least of which is that the location of Registered
Office of the company may not ‘mean a great deal. -

(57) Kent-Smith D & Pritchard, A. Purther Estimates of
Regional. G.D.P. Economlc Trends, May 1975
N.R.S.T. First Interim Report. July 1975.
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Analysis of the performance in carrying out
the functions of entrepreneurship in the regions produced
‘results that indicated a certain lack of enterprise. In
the systematic collection of information the region had
-attracted or formed few public and_independent private
research institutions and employed a small proportion of
total G.B. research staff employed in.sﬁch establishments.
Wlthln private industry the picture was more encouraglng
with the number of units engaged in research and the number
‘of non-productive scientists and technicians employed in
industry approaching the number expected based on the size
of iegional population. In seeking market information the
’North eppeared to haﬁe few people engarged in independent
units and less than might be expected based on the propottion
of the national population in the region.
| The numbevéf innovations attributed to the region
was lower than expected based'upon the information provided
by the Queen's Award to Industry and the demand for capital
expressed<in investmeﬁt’terme by indigenous industry was low
(excluding chemicals and metals). In addition Northern firms
- required greater amounts of capital to produce a given level
of output than was required in the country taken as a whole
and a greater rate of 1nvestment was required t0 increase

product1v1ty at any given rate. From 1961 to 1971 1nd1genous



firms_créated approximately 29,000 manufacturing jobs but

this was more thagﬁffset by the loss of employment from

other indigenous plants. In office employmént creation

local enterprises appeared to have légged behind the
Vperformance of similar enterprisésfnationally. The incidence
‘of spin-off was low in the Northern Region and fewer self-
emplqyed or small firms exist there thaﬁ expected from national
avéragé:figures; Bearingvin mind the unreliability of the
data, the tentative conclusion is reached that either
- entrepreneurial télent is lacking in the region or it is
unusuaily constrained in its actions there. The resuit is that
fo:'industrial and employment performénce, the local economy
had come to rely heavily upon the mobile plant‘and to a lesser
extentiﬁpon‘the movement of offices and civil servants. The
mobile plants introduced new methods, techniques, producfs
vand markets to the local economy plus nearly 38,000 jobs and
substantial investment from 1961-Tl. Without these 'new'
units and external assistance the regional economy wouid

have continued t0 decline with high levels of uneﬁployﬁent
-amd distiess. _

 The evidence suggests that the functions of the

entreprengur have nof been vigoroﬁsly carried out in.the
Northern Region in recent years. This contrasts with the
performance in>those regions that supplied the mobile plants
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where entrepreneurs consistently maintaineé-a_level'of
employment above that existing in the Northern_RegiOnAend
were able to grasp sufficient 0pportunitiee to enable them
t to export 150,000 jobs to the peripheral areae from 1963

to 197CL*' The great majority of 1nvestment in the reglon
had been left to two industries and to’outsiders.; ‘Pew -
indiridnals in the region were prepared toxstep outeide'of
' tradition to set up independent units upon which future
Northern prosperity might well depend.‘ | .

If there are pmoportionately fewer entrepreneurs
in the Northern region at present, this is in stark contrast
to the position there in the 19th century when the same region
1ed_the‘wor1d in technological advance anQ"enterprise. The
apparent reduction in the numbers ofllocal,enterprising:men
since the 19th century is often regarded_ae having beenfbrought
about through migration of the more ahle members of:the‘populetion.
A fruitful line of study would be %o inv'eetigate why they should
wishfor need to ieave the region. It might be reveeled;that
many emigrated because they were oonetrained_from fulfilling
their ambitions within.the.local environnent. As net ontwardh
migration still continues, it might he hjpothesised}that
those constraints persist. If the more_enterprising continue
to leave the region & more feasible explanation for this
movement and for the relatively pooriperformance of indigenoue

industry might lie in the constraints oncentrepreneurship that

¥ See Moore B. & Rhodes J. 'Evaluating the Effects of British

Regional Economic Policy.' Economic Journal (1973).
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exist in the region rather than lack of entrebreneurs.
Constraints which were built up‘;by‘the de»vevlopm'ent in-th_e
Northernviégion before the Aopeni'ng | of ‘the 20th 'centl.zry: and
later reinforced, are examined ﬁor‘eA-‘i‘u.lly in thé following

‘ chap"ber °
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APPENDIX I

The Northern Region is that areé of Englend which
lies between the Scottish border in the North and the
southern boundaries of Cumbria, Durham and Cleyeland counties
in the South., This 'new' region differs from the ére-l974
‘old' region by,inciuding the Furness Peninsula and othér
smali sectors of Cumbria whilst excluding most of Nofth
Yorkshire. In the foregoing chapter an attempt to estimate
the levels of entrepreneurship exhibited in the 'new' aﬁd 'old'
regions in the recent pasE:%ased largely upon information
gathered 6n the 'o0léd' area.

The relative ease with which regional boundaries are
drawn and redrawn, confronts research workers with certain
difficulties. First, fhe criteria upon which the 'new‘ and
'old' boundaries were drawn may not be'cOmpatable with the
study undertaken. In this particular étudy there is a need
to include within one 'area' thé place of work and also the
‘place of residence of the industrialist so that both may be
examined together from one data base. Secondly, the data
from the two areas aré not stricfly comparable, When a 'new'
area is defined the total population of variables will change
as also may their distribution. Hypotheses or evidence based
on the '0ld' area maj have only limited applicabiiity to the

"new' region., The problem is greatest where important
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industrial centres are included in the.regian under one set
of criferia but exciuded under some subsequent set or vice
versa, In the case of the Northern region boundaries, the
changes that have faken place have not been sd dramatic but
the considerable industry of Barrow-in-Furness is now within
the region whilst much of agricultural and'residenfiai North
Yorkshire is excluded. it is possible that the data‘from the
'old! reéion may not truly reflect the characteristics of |
the 'new' and absolute values will change for at least some
of the regional variables. , | -

Having noted some of the problems for the anélyst
we must unfortunately use those data of which we have cried_'
"3eware"; namely 'oid' data.' This is because of a need to
-reduce the confusion associated with switches'from.'old' to
'new' data:but brincipally becauselthereAis inevitably a lag
in the collection andggublicatioh of statistics and_liftie
exists on the 'new' region. As-the 'new' region has eiisted
- only since April 1974 the data base is too small for meaningful
interpretation. We therefore made the assumption that the
figures and data that exist on the 'oid' region represent
the true faéts‘of the 'new populafion and capfure the
characteristics of thé Northern entrepreneur. |

On examination of the available regional data it

was realised that detailed statistics have been collected for
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a reiativély short period of time only, and the resource
pool was sméll. We would acknowledge;'therefore, the
considerable debt owed to the Northern Region Strategy Team
for the majority of the information on the Northern Region

used above.
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CHAPTER 4

Development of the Northern Region,

"From coal then, one may say, developed the industrial
structure of the region.".D. J. Rowe (1)
'By the late 19th century the North of England was

- one of the leading industrial regions in the world, having
achieved its position through the vigorous exploitation of
natural resources and the dynamism and ingenuity of farsighted
men., Within half a century the region experienced the worét
effectg of depression with the large basic industries operating

at a fraction of their capacity ahd much of the workforce idle,
Recovery to the present level of relative prosperity has been
accompanied by considerable government assistance and has
- taken over forty years. .

| Many opportunities have exited in the 20th century,

for entrepreneurs to enter what later proved to be growth
industries but in the main the ﬁorth has failed to participate
in ‘such activities and has left them to be‘téken hp elsewhére.
'if ié difficult to believé that thé'enterprise which raised
the region to the heights of industrial prosperity by 1900
had'subsequently died or faded awaj. It seems more probable
- -that certain donstraints had been'built_up in thg Tegion over
previdus ages which prevented many of those‘who‘had'the ability
frbm‘acting in the crucial period at, and beyond, the turn of
the 6entury. This failufe to act then, strengthened those

(1) RoweD.dJ. 'Phie Economy of the North East Northern History
‘ Vol. 6 (1971) p.l1l24
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constraints in subsequent time periods which meant that .
when the need arose the region was uhable,to rejuvenate
itself without assistance. The governmen?&rovided incentives
but many of the constraints have proved difficult to break
down in the short'term. The policies brought less than
‘thé e#?@cted_results and support continues to be needed.

It is postulated here that the above mentioned
constraints arose out of the way in which the industries
of the region developed in the 19th and early 2th centuries
and acted asAa brdke on any entrepreneurial talenq%hich
éxﬂﬁed in the region. The particular emphasis of government
policy does not resolve the problems and the return to
parity with the aveiage indexes of nationél‘prosperity will

be slow.

II

Like many other areas in Britain Before the
industrial.revolution; the ecohoﬁy of the Northern.region
~ was based upbn agriculture. The most important sociai and
economic figure in'such & society was the Iarge land'br
éstate owner of whdm the North had its share. What
'differentiafed many Northern landowners from their counterparts
‘elsewhere was the possession of coal measures in close proximity

to navigable water and the sea.
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Coal has been used as a domestic fuel in Britain
since Roman times, a faét iecent,discoveries in forts élong
Hadrian's wall have confirmed.(z) . It was also used in the
early industries of smithing and lime burning. By the 13th
century a considerable trade in the commodity had developed
within the region and in exports to London and the South;(3)
For those ﬁho owned the shallow accessable seams close tb the.
coast or rivefs of the North-East this trade provided relatively
large -incomes. The prominent owner in this period was the |
'Church, represented by the Priors of Tynemouth and the Bishop
of Durham. (4) (5) | : , o

Mining technology was primitive and the scale of
operation small; a handful of men digging into the eqused
seams and 'pits' of the aréa with primitive tools provided
by thelloeal irbn industry. The coal fqr export came from
workings close to the banks of the rivers Tyne”and Wear.

It was transported by basket,_packhorse or wagon on land
and by coble or small ship on water. Most of the'eqqipment.
‘was constructed and owned locally except the sea-going ships
whichAwgre owned mainly by shippers fromAIpswich and King's
Lynn. (6 Iittle capital investment was required on the

part of the producer and labour was probably unspecialised

2) Smith R. Sea Coal for London, Longmens (1961)
33 Dunn M. View of the Coal Trade, Pattison & Sons, Newcastle
4) Chandler G. Four Centuries of Banking Vol. 2 N (1844)

Batsford (1968)
(5) ©Pollard S & Crossley D.W. The Wealth of Britain 1085-1966
- Batsford (1968)

(6) Dougan D.J. The History of N.E. Shipbuilding,
Allen & Unwin Lt¥d. (1968B)
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in that.éach man fulfilied a number of roles as they still
‘do iﬁ mahy_rural.communities today e.g. miner, agricultural
worker or_fisherman. Whilst little is known of the marketing
function, many‘goods and serviceé.in such a community were
possibly prov;ded against specific orders rather than for a
more general mafket. ' |

: With the passage of time the population of Britain
increased without any long term diminution of income per head
as a result demand for goods and sérvicés rose., For technical,
econohic and reasons of tradition, wood was the principal fuel
uéed for industrial and domestic purposes bﬁt expanding needs
1ed_foknear exhaustion of timber resources. The South-East
and London guffered most from this problem. (7) By Tudor
times an alternative source of heat had to be found if a
- fuel crisis was to be averted., The shipment of coal from the
Nofthern coalfields pxovidéd a solution to the problem. Besides
householdé, many woodburning industries namely salt, sugar,
soap, alum copperas, saltpetre, dyeing, hrewing, pottery,
maltmaking and a host of others began to use coal. (8)

The increase in demand for coal led to a greater

rate of extraction which made large inroads into the measures
close to the surface and'to water., AIn order to take advantage
of the opportunity thisAhigh level of demand provided the
mineqwnérs needed to find untépped deposits and to introduce

methods by.which coal found at a greater depth could be

(7) Pollard S & Crossley D.W. op.cit: p.105.
(8) Pollard S & Crossley D.W. op.cit. ibig.
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brought to the surface. In a period of high wood prices and
increasing coal prices a relatively large imvestment could
bring high returns to‘the venturesome. Because profits were
large the leases to work mineral deposits assumed considerable
value. ' . _ f,,

The leases appropriated by Henry VIII on the closure
of the monasteries eventually weré let-to merchants and
adventurers who were willing to risk their money in such
projects. (9) Thus, tﬁe lands of the Priors of Tynemouth
came under hew control, the prime objective of the lessee
being to extract coal. Investments were made in the sinking
of numerous short shafts on thé banks of the river Tyne.
Additional labour was engaged to mine the coal, muéh of which
came from the agricultural sector. Coai output expanded under
thé direction of entrepreneurs who engaged increasingly large’
numbers of men in the extractive process. _

In Elizabethan times, through a series'of trénsactions,
the marketing of all coal exportéd from the Tyne fell into the
hands of the 'Hostmen' of Newcastle in the form of the 'Grand
Leaseﬂ " This Lease forced mineowners, ﬁho wishedito'ship coal
~ from the Tyne, to sell their product to the Hostmen who in
turn sold it to London merchents,.(10) A monopoly had been
created and the coal trade was controlled by a few powerful men,

Many of the Hostmen were successful merchants and trédesmen,

(9% Chandler, G. op.cit. p.340

(10) Archer, M. A Sketch of the History of the Coal Trade
: of Northumberiand and Durham,.

Xing, Sell and Railton Ltd., London (1897)
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others owned iand and collieries.(1l) The Lease was to
increase their power and wealth and that of their families.
They and their descendants used this wealth to pﬁrchase
further leases, to increase their land-holdings and to
invest in mining and other industries. :Thé future coal
ihdustry on the.Tyne and sufrounding area was to be
dominated by this powerful group and theirldéscendants

for the next three centuries..

- The population of London increased rapidly from
50,000 in 1500 to 530,000 in 1696. Meanwhile the city's
coal consumbtion rose from 12,000 tons per annum in 1575-80
to 456,000 tons per anngm by 1700, most of which was supplied
from the Northern Coalfield. This rising level of demand for
| household obal.plus a growing demand from industry placed a
- greet stfain on gxisting colliers in the North. The -
’incehtive t0 expand produétion was:providéd by the profit
that could be made but constrained by the level of mining
and transport technology. o _

The shellow workings of up to 60 fathoms in close
proximity to fhe Northern rivers were reaching points of
maximum output or even exhaustion. Coal was thought to
exist at gfeater depths aﬁd,known to exist further inland.
What was needed wére ways of exploiting these deposits.,

The zést with which North countrymen attackeqﬁhose problems

(11) Archer, M. op.cit. p.58
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| eventually led to success. In 1844 Dunn was able %o

. describe the process and level of achievement thus:
"As it is justly remarked that necessity is the
mother of invention, so does it necessarily

follow that colliery engineering may be said

to have arrived at a state of greater perfection

in this district than in any other part of the

world." (14)

Drilling was carried out more clearly to establish
the whereabouts, extent and depth of the coal deposits, New
- shafts were sunk to a depth twice that known elsewhere. The
old chainfand bucket system of drainage, no longer adequate;
was replaced by pumps driven by atmospheric and later steam
ehgihes. Ventilation of the mines was improved by constructing
~ passageways through which the circulation of air was stimulated
by the use of strategically placed fires, Thé,old 'corfe!
system of drawing coal along underground passages in baskets
was replaced by tram and wagon. Coal was lifted up the shaft
first by horse 6perated gin, later by ehgine and eventually
. by a tub and cage system. (15) '

One method of increasing output was through new )
mining‘methods, a second'possibility'lay in the drawihglof
coal'fromrseams more distent from the waterways. The latter
was constrained by the need to rely upbn‘the inadequate
transport system provided by pack horses and horse drawn
wagons. vThe tranaﬁort of coal was possible but the cost

was extremely high. In the 18th century methods of

é14; Dunn, M. op.cit.p. 38
15) Atkinson, F. The Great Northern Coalfield 1700-1900
' Durham County Local History Society (1966)
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transporfing bulk meterials over 1land were subject to:
considerable modification and improvement. o |

The packhorse and horsedrawn waéon‘on'public
.highways gave way to specielly constructed wagons pulled
by horses across wooden 'ways' which led from the pit head
fo the ship's side. These wagon ways were constructed from
timber and provided a smoother surfacé for wagbns than the
primitive roads that then existed. Another great advantage>
of these ways was that they were passable in adverse weéther
conditions. Railways superceded the 'ways' first having
wooden; then iron rails placed on sleepers upon.which the
waans were mounted and drawn along by'horses..,Thesé 'new'
methods showed considerable savings in time and horsepower
per toﬁ mile over previoué methods and the exploitation of
- more distant sites became a viable proposition.(16)

- With %&argelmarket external to the fegion, and water
8till the cheapest means of transporting'a bulky material
such as coal over long distances, it is not surprising that
the Tyhe aﬁd,Wear becane such active ports. The increasing
importancé of Sunderland was due to the existence of coal
deposits Qlose»to the Wear and to the restrictions placed on
shipmentslfrom the Tyﬁe by the 'Hostmenﬁ., At first ordinary
'cargo_vessels}were engaged in the coal trade many of which

came from Kings Lynn and the South.(17) Later, special

(16) Allen, C.J. The North Eastern Railway. -
' Tan Allen Ltd. (1964) -

(17)  Dougan D. J. (1968B) op.cit.p.20
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ships wereiconstructed'and yardsAooened on theibanks_of
the local rivers where suitable facilifies exiétedffor
boat building. At this time the induotry was made up-of
numerous small firms many of which bullt ships of %@oor
Asta.ndard. (18) - n ,

When the Industrial Revolution began towards the :
end of the 18th century, a major coal extract;pgvlndustry :
already existed in the North. Effectiﬁe demand for the |
product came from the households of London and the growing
needs of an industrialising society.‘ The pressure of demand
raised coal prices to a level where satisfactory profits ‘
could be earned from coal extraction. ZEven if oon51derable
expenditure was requiréd to construct and operate wagon weays
and;to péy the heavy wayleave charges, ooalﬁining remained
. profitable. But the sums of money iﬁvOlvod were now 8o
gfeat that only a few wealthy men orilahdowﬁeré coﬁld obtain
the necessary funds for such ventures. :Thqgraised finance
from family and friends or obtained credit from the new banks,
The latter wére epringing up,aoross“the‘country to transfer
savings froﬁ individuals to theigrowing}industrial sector
and to provide other banking facilities to firms; (19)
Landowners_in particular were abléWto obtain finance because
they could offer considefable collaterai for loans in the form

of rents or land, These economic conditions meant that the

(18) Dougan, D.J. (;9683) op.cit.p.27
(19) Chandler, G. op cit
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bulk of the coal trade especially‘exporfa, was controlled
by & few individuals., With the expansion of production and
a low 1evei of technology, large numbers of unskilled workers
were required in the mines. Aé coal was often found in
isolated spots, mining communities were built up around the
pitheads drawing men away from fhe_land into the more
specialized form of wage labour. For nanj men, end their
families, working and social 1life re&olved around the
colliery with few opportunities to exchange knowledge ahd
information with others who had significantly different
enployment and experiences. However,‘the problems facing
mining in general required men with ideas to resolve them.
The demand for the product,the funds and the incentives
were there; what was needed was the fechnology. Indigenous
inventors‘and innovators were. supported; men from other
regions migrated.to the North to try out their ideas under
'encoufaging conditions. This group of men, the minihg-.'
engineers, formed the nucleus for future growth not only
in coal but in railways and heavy engineefing in the next
_century. |

'The.marketing of coal from the North continued to
be. carried out through 'fitters', agentg; faétors or merchants
- whose expertise was iﬁcfeasing in the Lon&oﬁ and foreign maikets.

Northern producers came to rely upon these groups to sell
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their products, a relationship which was strengthened by

custom, combination and legislation. (20)

ITI

In the 1 9th century the cify of London and
menufacturing industry continued to grow providing an
expanding market for Northern coal. The increased level
of coal shipments brought about significant changes in-thé
~ regional economy, the most important of whiéh was the

transfofmation of the transpoft system, The system was
revolutionised by the application of thé steam engine to
the railways and subsequently its widespread use-in ships.

.. by 1804 (Richard Teevithic) had produced

the first steam locomotive to run on a railway
track.... " (21) : v . ,
‘The great value of>this innovation was soon
appreciated in the North and locomotives were constructed
~ by John Blenkinsop, William Hedley and George Stephenson.
The last isAgiven the greatest credit bécause_his ehgines
included significant modifications to the original designs.
which improved efficiency and reliability. Men such as |
these earned for the North the reputation of being the home
of the railways. This is only justified on the basis that
\the region needed a new transport system and its engineers

gathered together the information necéssary to successful

220; Smith, R. op.cit.
21) Allen, C.J. op.cit.p.9
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construction; modifying where necessary, to produce the

most éfficienf means of transporting heavy bulky loads

mowvn at that time. New industrialists came to the North
to observe these methods’ at work and to gain what knowledge
they could.(22) The region poosessed a number of courageous
’entrepreneurs and financial backers at'this’timé who were
-willing to utilise knowledge from other regions in addition
to: their own ideas.

The,Northern.mining'industry used many éngines and'
provided a training ground for future engineérs ond a ready
market for the products of the emerging heavy engineering
'1ndustry. Once the main teething troubles with locomotives |
.had been resolved the 1nterest in railways and steam-traction
grew at an astonishing rate. Flrstly as a means of transporting
heavy - goods and then passengers. Railway mania swept the
country inrthe lBBOswand 1840s. By November 1845, The Times
estimated that'some 620 railway schemes had been proposed,
the cost of which, if carried out, would be over £563,000,000. (23)

Railway construction called for new brldge de31gns
and the undertaking of many civ11 engineering schemes for
iwhich there wa7Ao precedent, The growing industry attracted
%o it those who enjoyed the challenge that the new problems
fproduced and also venture capitalists who would finance the

projeots. Much of the railway finance was raised.through the

§22; Allen C.J. ibid.
23 Allen C. J. op.cit.p.88



152

issue of shares or bonds, the volume of such issues led fo
the formation of the Newcastle Stock Market in 1845.(24)
Other sources of finance were notably the Pease family

of Stockton, the Backhouses and their Quaker Brethren
eléewhere,also capitalists in TLondon and the South. (25)

The physical comnstruction of the permanepf way
called for large numbers of unskilled men to dig tunnels
and cuttings, build embankments and contour the local |
landscape to the requisite shape} The indigenous population
was unable to provide all the labour required s0 many families
were drawn into the region to work from Ireland,_Scotland and
the other regioné of Britain, The regional population began
to expand rapidly due to this‘hEavy migratory flow, in addition
to the natural increase. Once the railways ﬁere established
they continued to demand relatively large numbers of unskilled
workers to maintain the track, rolling stock and to provide
porterage and freight handling. _

‘As with many ventures which capture the p ublic
imagination, a éonsiderable number of the raiiway schenes
were financially unsound; Competition was fierce, bankruptcy,
regrouping; merger and amalgamétion took place_after-inéuguration
as the realities became known. By the 18508 combination was
takingAplace on a much broader scale. In 1854 as a result,

over the years, of twenty companies coming together, the final

!

- (24) Ki1lick R.S. & Thomas W.A. ‘The Northern Stodk Exchanges
- - Northern History, Vol. 5 (1970)

(25) North G. A. Teeside Economic Heritage
County UounciI of EIeveIanH (1575)
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step was taken and the North Eastern Railway was formed to
become the largest single railway undertaking in the country
with a total capital of £23,000,000. (26)

In the following half century the railways in the
region and elsewhere became renouned forvjheir time keeplng
service. and'safe travel. Technology pernitted the achievement
of these results but the rigid applicatlon of rules and
regulations %o the workforce ensured them. As a result the
majority of employees were not encouraged to use their
initiative or take individual action. The rapid advance of
the railways and locomotives soon outpaced the horse as a
means of transport<and traction. On land the railways only
faced a weak challenge from canals as the prlme means’ of mov1ng
goods or passengers in the century before the motor car and

there appeared to be 1itt1e need to market the service as the
alternatives were ' 80 unattractive.':’ | , |

The 19th century also saw fundamental changes
undertaken in the construction and operation of sea-bourne
transport with two significant effects upon the regional
economy, one positive and the other nega%ive.'vaer.this
particular period Britain was the cenfre[of the tradingrworld.
This stimulated shipbuilders to provide_the means of'transporting
the increasing flow of goods. Onepsuch product was coal, thus
whiIevthe demand'for general cargo vessels was increasing 80

too was the demand for colliers. With suitable COnstruction

(26) Allen, C.J. op.cit.p.107
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and launching sites, adequate water facilities and access
to raw materials, the shipyards of the Tyne, Wear and Tees
grew in strength and reputation.

Early eargo vessels and colliers were small and
‘suffered from the vagarities of the weather, Sailing
-'conditions in winter were so poor in the North Sea that
coastal shipping movenents virtually eame to a halt between
December and March, causing serious stocking and finaneing
" problems for coal owners and merchants. (27) Any means of
bringingﬁmprovement to shipping costs and reliability would
fall on receptive ears. As far as coal owners were concerned
the situation was made more acute byAthe growing influx of
'failway' coal into London which had brought about the breakdown
’of,their,restrictive agreements, setting prices and output,.

A large portion of their livelihood was in danger unless they
could find'e cheap,'reliablermethod of transport to supercede
the wooden salling ship. The answer was provided by the
steam—drlven screw collier.

Devébpment of the ship-building industry in the North
- had been taking place over the years in response to the demands
.of the coal and world trade conditions. Shipyards in the
region were changlng from small builders of unspectacular
and poorly designed ships into large concerns that were to
lead the world in construction, inventiveness and technology.

Dougan described the rise of the North-East shipbuilders thus:

(27) Smith, R. op.cit.
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"The main reason is that the entrepreneurs in the
- North East were more prepared to accept change, to
understand and implement technical innovation....

Steampower had been accepted within twelve years

of its first marine application. Iron was to be

adopted within a similarly short perlod. n (28)

With the implementation of these ideas new to
shipbuilding costsocof construction increased'from approximately
£1,000 for the average wooden sailing ship of 264 tons capacity,
to as much as £10,000 for asteam driven collier of 650 tons
capacity. (29) For the operator, the advantages of the
screw collier over thesailing ship, were its ability to operate
_in poor weather conditions,vshorter journey times between
ports and the saving in storage costs. These gains meant
that the cost per ton of coal transported by steam collier
was belbw that of the sailing vessel but the initial purchase
price was high and contracts for large_guantities of coal
were required in order to earﬁ;profits. 'The new gas companies
in London provided the answer to the contract problem by'
placing orders for at least 100,000 tons of coal at one time.

"When orders were placed on that séale, coal owners

found it economically worthwhile to build steam

colliers for the express purpose of dealing with
deliveries to a single buyer." (30) -
Pinance for the purchase of steam colliers, however, was
available only to the larger concern which restricted the

advantages to the large operator.

(28) Dougan, D.J. History of North East Shi¥build%£5,
M.A.Theslis University of Durham, P.21

(29) Dougan, D.J. (1968B) op.cit.p.42

(30) Smith R. op.cit.p.387
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The screw collier was built in large numbers and
whilst Northern household coal dontinued.to be sold, increasing
attentlon was paid to the needs of large productive units of
private ‘industry, government or public utilities. This
trade became a staple area for mrketing with the construction
ofspecial vessels capable of servicing the particular needs of
‘each unit e.g. the shallow draught vessels with collapsable
masts and funnels used to carry coal to the upper river sites
on the Thames;
The increased demand for iron screw-driven ships
led to the expan51on of the larger shipyards and docking
facilities. The work of excavation and construction was
carried out by grmies of labourers, many of whom were
- recruited from outside the region adding to the growing

pool of unskilled workers employed in the coai mines and

dn thevrailways. Within the dockyards there was a growing

demand for fittera,.boiler makers, carpenters and the like,

whose job skills in many instances were specific toAthe
_ industry. However ".... the growing neéd for specialized
¢omponents made shipbuilding increasingly an assembly industry
with perhgps only 20 per cent of the cost of thé ship
generated within the yard." (3)Some firms grew very large
“inﬁeed and they dbminated.the geographic area in which they -
‘were situated. TIn the 1860s Palmers employed 3,500 men

(31) Smith J.W. & Holden T.S. Where Ships are born
Thos. Reed & Co, Ltd. Sundefland (1I953) p.43
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(including the steelworks) most of whom resided in Hebburnm.(32)
Armsfrongs cregsted Elswick and Sunderland became the lérgest
shlpbuilding town in the world. | |

Despite the growing size of unit many or most of
the shipbuilding firms were "family" affa1rs~ Redheads, Doxfords,
_'Mltchells, Taings, Austlns, Bartrems, Hunters and numerous
others, a.feature which continues to the present day., Host
of these‘families were extremely active in promqting the
growth of the firms and the reputation of the North as a
first-class shipbuilding region. '

As the coal and world commodity trade expanded, a
ready market appeared for technically advénced ships., The
North-East coast led the world in ship construction and so
attracted purchasers to the builders' gates.(33) Iasting
relationships were built up between fleet-owners and builders
often on a personal basis. _ ‘

"eeeo in 1878 John Redhead had been introduced to

Edward Bain .... They liked the look of each other

and Hain placed an order for a screw steamer,

'Trewidden'. That was the beginning of an -

extraordinary association. Between then and 1888

fifteen ships in-all were built by Redheads for

Hain, But this was only the start .... to date

Redheads have bullt eighty-seven ships for the

Hain company..... n (34)

‘ Although this may have been an extraordinary feat

vit was not unusual for.bullders to sell a number of vessels
to one owner over a number of yéarg e.g. Leslies sold 41

" ships to Lampart & Holt between 1861 and 1892, (35) These

32) Dougan D.J. (1968A) op.cit, p.41.

33) Smith J.W. & Holden T.S. op. cit.p.43
(34) Dougan D.J. E196BB; op.cit.p.73"

35) Dougan D.J. (1968B) op.cit, p.46
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‘ relationshibs presumably ébpd the shipbuilders in good
stead when:coﬁpetition was fierce or orders were slack.,
Another important purchaser of North-East ships was the
Royal Navy who piaced orders regularly over many years with
firms such as Armsfrong and Mitchells, Foreign gdvernménts
were also a_major.spurce.of orders and wérshipa were built
at Elswick for Japan, Chile, China, U.S.A.y Brazil, Argentina,
Norway, Portugal, Italy, Roumania and Spain. (36) Charles
Mitchell had even sent his brother-in-law Charles Swan to
live in-St. Petersberg to handle negotiations with the
Ruséian government.(37).> The impression is gained~of two
relativeiy small select groups of people who formed certéin
special relationships upon which the shipbuilding industry
rrospered. On the one hand existed the yard-owners, their
families and senior personnel, and on the other hand the
»purchasers who were a relatively small group of_ship—oWning
firms/’families, financiers, governﬁent agents or . wealthy men.
Effective demand and a willingness to innovate brought
great p;osperity to NorthAEaStern gshipbuilders, operators
and workmen, but technological improvement in ship constructibn
.and operation also destroyed industries, narrowing the economic
base of the region. . At theAbeginning 6f the 19thAcentury ‘
ships had taken coal and othér'goods from the Tyne to return
in ballast. Industries developed in the region largely based

236; Dougan D.J. (1968B; op.cit.p.76
37) Dougan, D.J., (1968)B op.cit. p.74
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upon the cheap raw materials that ballast could providé.
Glassmaking flourished on iﬁportedﬁ,sand; pobtery on -
imported china clay and certain chemical treatments were
also undertaken, |

"By the 1830s Tyneside and in particuiar South

Shields, was producing about one-third of the

country's output of glass." (38)

The use of water as ballast introduced into ships
of more modern design (after 1850) ended the era of cheap
raw materials and the glass and pottery industries declinad
as'more favourable locations elsewhere in the country, with
lower costs, were discovered or expanded. |

~ According to Hobsbawn*the<railways were responsible
for the lérge increases in iron butputAand virtually created
the,steel.industry in the 19th century. The existence‘of
iron ore deposits in close proximity to: coal gave the Northern
regioﬁ’natural advantages in the production 6f iron. Earlj
smelting sites were chosen in close proximity to known ore
and coal deposits such as those at Tow Iaw, Witton Pax?k and
the Derwent Valley. ‘ _

The discovery of Cleveland oreé in- the second half
of the 19th century increased the local soufces of supply but
had to wait until further techhologicalladvances in steel-
making had been made before the full potential of the find
could be realised. ZExhaustion of the ore deposits on the

 early sites brought about the closure of smaller firms but

(38) Truckle, N. The Industrial Revolutlon, Its I¥pllcat10ns

in N.E.England, Geography Seminar paper Unlver31ty
_T”Néwcastle‘1969

Hobsbawm E.J. Industry and Empire. Penguin. 1968.
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.fhe operators who survived became very large'indeed through
expansion of the firm or amalgamation or both. (39) As the
'enterprises expanded capital requirement increased as did
the need for large numbers of workers. The iron-work sites
were not close to centres of population so coneiderable
movehent of workers took place intra and inter-regionally.
New towns were created around the firm, a typicalvexample
of which was Consett. | | |
Houeehold consumption of iron was increasing but
at nothing like the rate observed in the railwey and ship
building industries. Coal mines continued to demand iron
for use in the construction of shafts, winding gear, supports,
rails, tubs, picks and shovels. of heavyAindustry's inputs,
“after labour, and capital, metai, coal and transport were of
i major importance. The iron industry itself used the coal,
machinery and transport of the area besides selling its owa
'products to the firms who supplied_it with goods and services.
The growfh of interdependence ﬁetween the industries basic to
the regionflas taking place. Little is known of how the iron
industry marketed its goods but mgph6f the outbutvwenx as
intermediate goods to the other basic industries of ehip—
buiiding,.raiIWays and heavy engineering. Some entrepreneurs
such as Palmer, were involved in more than one industry and

ceuld-be expected to influence the direction of purchasing.

(39) 4Allen, C.J. op.cit. pp.117-119
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- With relatively few producers and a number of large users
it seems probable that the major‘sélling and purchasing
decisions were made between g ieiatively small group of
people., It is known thaf in the export market the Crowleys'
sold through merchants to relieve them of the inventory costs
and the risks of default, a practise other firms may have
followed. (40). o | |

The collieries in the region had used engines for
pumping and lifting from an early date and eﬁployed engineéis
to attend and repair them. From this same group of mining
engineers came men who were to act as pioneers in the early
heavy engineering indgstry.‘ Men such as George Stephenson_
and,Hawthdrn wefe former colliery enginemen and formed the
- first enterprises in the world to produce locomotive engines.(41)
Technically these men, and other colliery engineers like them,
were amongst the mostlomowiedgeabie in tﬁe world with regard |
to engines apd.maéhines. The demand for coal was increasing.
If they couia resolve some of the problems associated with the
.extraction and transportation, then great profits could be
earned. The conditions were right for entrepreneurial talent
to be used; . expllcit, effective demand, technical knowledge,
v_obvious pfoblems to be solved, profits to be made and a
‘sdciety in which those who were powerful were tolerant of

change if not actively encouraging it.

(40) Flynn, M.W. Men of Iron. . - ‘
The University Fress, Edinburgh (1962) Do 145
(41) Dougan, D. H. (19683) op.cit.pp. 29-30
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By using‘their own ideas or those from other
régione, the men developed the steam locomotive and‘ship's.
engine. The demands of a trading nation in an area where
'heavy';goods were produced led to the development of
Armstrong's crane; one innovation in a iong line of
inventioﬁs,designed to make loading and unloading more
easily and efficiently accomplished. Being the first to
utilise new knowledge successfully meant thaf many firms
such as Armstrong's, Stephenson's and Hawthorn's were
.given a 'headstart' on their subsequent rivals. Due iﬁ
part to lack of-competition and the size of unit of product,
plants were often large and, similar to those in coal, steel
and the shiﬁ-building industries, came to dominate the
A‘_locality of the'plant. Examples van be found in Shildon and
Darlington where the loco-shops were the major source of
employment in the district. .Armstrong's engineering |
: entérprise employed approximately~25,000 men in 1900
(including those engaged in the armament and ship-building
activities)“and.was'the dominant firm in Elswick and Benwell, (42)

The North in the 1 9th century was an area of growing
-industrialisation, change, prosperity and dynamism. The coal
industry already large at the 6pening'of fhe century, continued
to expand in order to supply houéehold, coking and steam cogls

~to home, industry and shipping. Significant innovations were

(42) Dougan, D.J. op.cit. (1968A) p.23
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carried out in the mines but those of the greatest

importance took place above ground. The development of
the locomotive and iron and steel railways revolutionised
the transport system and provided the basis of a heavy
engineering industry. The transport of éoal by water was
fhe'impetus necessary to the complete redesign of ships
and motive power. The large iron and steel requirements
of these industries together with adequate nﬁtural ore
deposité led to the growth of a fourth bésic industry in
the région; that of iron and steel;v’Throughout the‘céntury
 innovation and technical change continued to take plaée and
at its closé the North was the centre of the industriel world
containing four large inter-ielated industries.

| At the opening of the 20th century the industrial
patternAand.structure of the_region had been laid down &and-
changed little in the~next fifty years. 1In all four‘major
industries the scale of operation was large even by modernm
day standards with massive investment in speciaiized plant
and equipment. Coal mines, shipyardé and engineering works
all employing over 1,000 men each were quite common. (43)
The iron industry employed whole fowns.A Such large units
reqﬁixed éome form of organisation,_Burns and Stalker
suggest that at this time the only examplea to follow were
those of the Church, State or Army and this led to a

(43) Truckle, N. op.cit.
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mechanistic form of organisation which could later prove |
less receptive %o change. (44) Whilst the natural increase
in population of the region had been large, it was impossible
for the indigenous population to provide the labour needs of
industry. Heavy migration to. the région took place from
other areas of the British Isles; +technicians and engineeré
‘came from Scotland and the South, miners and labourers from
Cornwall and Ireland. Due to the nature of the industries,
large numbers of unskilled 1ab§urers were required in coal
mining, railway construction, dock extensions, material
-han&ling and transhipment. Even when much of the basic
industrial structure had been completed there continued %o
be a heavy demand for unskilled workers and other workers
-with skills that wefe not easily transferable to alternative
occupations. In 1901, 131,009 men in the Northerh region
" or nearly 20% of the employed male populétidn worked below
ground in the mines, 79,270 offhem hewing coal or shale.(45)
A further 11,540 worked above ground in collieries and an

- added 10,000 worked in ifonstone, lead or stonelnining or
quarrying. Presumably the major Qualification for these
jobs was a strong béck and the ability fo handle a pick and
shovel. The Railways employed 21,758 Engine drivers, stokers,
guards, signalmen, labourers, porfers and servants. The

Engineering firms, 14,535 blacksmiths strikers and the

(44) Burns, T & Stalker G.M. The Management of Innovation
Tavistock (1961)

(45) Census 1901 for counties of Cumberland, Durham and
Northumberland,
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Shipyards 16,788 platers and rivetters., Thus nearly
30% of the eﬁployed male population occupied unskilled and
often monotonous tasks or possessed skills specific to the
industry, in which little initiative was expected or encouraged,
for administrative or safet& reasons. Due to the large
average size of the firm, few of these men were employeré
or worked on their. own account. (46)

| If the occupations were often unskilled the location
of the firm tended to group the people together into wofking_
and social units; the pit village, the steel or ship-building
tqwn;‘ Ryhope, Ashington, Bedlington, Consett and Wallsend
are all examples of this and many of the}characteristics
continue to this day. (47) As a result individuals possessed
very limited éxperience_of the rest of the world, informatibn
flows tending to be circular; work-home-work, with by»apd‘
large this énﬁironment unshaken by new people; neﬁ knowledge
and new experiences., Traditions of working énd social life
" built up around the "works" and such tradition became difficult
to break. |

| The basic industries were interdeﬁendent and as
such relied upon the strength and piosperity of.one to ensure
the continued growth of the other. In the early days of the
industries, customers had made their way to the doors of
ﬁorthern firms because there were few, if any, alternative .

places to go. Rapid techmological .change. had kept them

gigg Census 1901

See the 'Financial Times' Thursday, 4th November 1976
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ahead but when thg local and national demand for their
product slackened, attention was successfully turned to
the export market, a number of firms setting ﬁp agents
abroad.' Only coal producéd a product marketable directly
to the general public and here there was a tendency to
0peratetthrough factors and agents in dealings externsal
to the region. The railways provided a service to the
public but, ih the absence of a viable alternative and
one dominant firm, marketing was not really & problem.
The industries tended to buy from and sell to a émall group
of individualsvrather than the generél publice These
| relationships became established over time probably standing
nany firmsvin good stead in tempdrgrily difficult times;
dde to personai loyalties between the small-number of buyers
and -sellers. |

Finance for the firms had originally been drawn
frbm private sources but as the,needs‘of industry grew and
the financial markets became_moré sophisticated'funds were
drawn from further afield; the joint stock company legislation
assisting such a‘movement. Due to the originality and.
dynamism of local'industry the North does not appear to have
suffered more thén other regions from a shortage of financial

.aupport.
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III

As the 20th century opened a,depiession in the
ship-building and Iron and Steel industiries led some firms
to adopt the defensive strategy of-amalgamationlin order
'to sﬁivive. The most notable outcomes‘of‘the‘mergers which
_took place in this .period were tPQ giant steel firms di u
Dorman Long and South Durham Steel located in the Teesidej
,areé. (48) Meanwhile other nations were increasing
competition in those product~areaé and markets - . the North,
by tradition'had called its own, and some ibcal firms Were |
finding operatibns more difficult e.z. Palmers of Hebburn.(49)

" Wars had always increased demand for Northernigoods
and that of 1914-18 was no exception. The shipyards and
iron and steel industries'increaéed out?ut and there wae a
considerable increase in rail traffic. On the cessation of
hostilities each major industry faced the problem of édjusting
t0 peacetime operation. The coal mines and the railways were
- in poor condition.because fhéy had received 1iftle attention
or maintenance for four years. The shipyards and steei
induéfries were suffering from over capacity because of the
‘ laige expension of.facilities'thgt had taken placé to meet
wartime needs., When the pbst-war boom cbllapsed in tﬁe :'

B early 1920s, all four 1ndustr1es basic to the Northern economy

faced a crlsis.'

(48) House, J.W. The North East,

4 David & Charles: Newton Abbott (1969) p.123
(49) Dougan, D. J. (1968B) op.01t.pp.118-121
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Competition had been increaéing in markets
traditionally supp1ied by Northern industry before fhe
war as other countries in Western Europe and North Anmerica
became industrialised. The war dislocated world trade and
many cquntries were cut off from their ugual source of
supplies. The North lost markets that it may have retained
in the absence of war, as countries turned to alternative
sources of supply or in some instances began manufacturing
the goods themselves. In the post war period these markets
were difficult to regain; especiélly when tarrif barriers
were raised by many nationsAto protect their indigenous
industries. The position alreédy graﬁe, deteriorated further
when Britain returned to the Gold Standafd af an ovérvalued
rate fbr the pound. 3British eiport goods were then more
expensive than those of her competitors. In order to maintain
the value of sterliﬁg in fbreign exchaﬁge markets, it‘was
necessary.for the Bank of England to‘keep interes rates high,
.whiéh deterred investment in British industry. Over capacity
in shipping and a low rate of growth in world trade led to
‘the cancellation of orders for new vessels, idle shipyards
and a low level of demand for iron and steel products. With
this state of affairs existing, it was inevitable fhat the
heavy engineering industry would suffer too. The basic

industries were operating far below full capacity ahd many
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valuable resources were idle, as a result the regional
income'declined as the effects spread through the local
economy.

Britain slowly emerged from the depths of depression
but the basis for future growth and development had shifted
in a way detrimental to Northern progress. PFirst, the export
market had éollapsed and world trade was in recession, the
industries of fhe Nofth were reliant oh foreign buyers to
£ill their order books, the shipyards needed a bouyant
world trade to maintain the level of démand for new ships.
Second, the industries that were showing growth potential
were“dissimilar %0 those existing in the North.‘ Their.
technology was different and the process of production was
virtually:unknown in this region. Third, the purchasers
were a different set of people., Where Northern industry
‘had sold tovindividuals or a 1iﬁited set of people, the new
demands came_from'the mass home market where knowledge of
consumer desires was important.(50) The o0ld contacts with
governments, shipowners, railways'executiﬁes‘and coal factore
were largely redundant. 'The new growth industfies were those
of electrical goods, (not heavj electrical geér)motorcérs
and services. At this time also there were the early signs
of othér grbwthvsectbrs.such as air travel, elementary electronics

and synthetic fibres, The great benefits from these industriael

(50) Pollard, S. The Development of the British Econqu
1914-67 2nd Fdition Zrmold (1969)
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- were not to be felt until after the;Secdnd World War but
' the basis for the future expansion hﬁdlﬁeen estéblished in
" the inter-war period, most of it injthé‘Sputh‘éhd,Midlands.
| In the North, very little structural change occurred
from the traditional sectors into tﬁe_néwlindustrieé. The
1'govefnment,saw'the solution to the ﬁoifhﬁs prob}ems;in
“? terms of'increaging_efficiency in tﬁelﬁidinduétriesiby
;’lowering costs and'ﬁaking.them compétiti&e:ongg.more whilst
introducing new firms andindustriesité;ﬁhe region on
- subsidised industriél estates. In addifion, the work
transference scheme assisted workeré'to;move from the regioﬁ
~ in search of work. The rationalisafion"séhemes:went ahead
under the guidance of industrial coﬁmittées but 'neW"jobs
wéré'difficult to find in times of depiéssion and the
government expended:very small sums{on‘éubaidies'or;assiStancé.
- The :esult was to be years of unempioyéd reSourées ﬁhich 1éff
- its mark both on the countryside ardunﬂ‘TyQé, Wear and Tess
and on the people of those areas. : |
Northern induétry was not glbné in facihg these
problems in the thirties but in many respects it dié‘not
cope with them as well as some otheflafeaé. This appears
a strange phenomenon when half a century 2arlier it had
been a centre of prosperity. It seeméd as if all the

' entrépreneurs had vanished_from the region. Instead of



171

reviewing.the situation snd regrouping regources to take
advantage of the trend towards new goods, entrepreneurs
concentrated upon salvaging what they could from the ruins
in the apparent belief that the old industries could be
rejuvenated and atrsome future date revitalise the regional
economy.' Innovatlon and mechanisation continued in the
traditional sectors and some dlversification wes attempted
with mixed.results. |
»What‘hed*gcne wrong? Why did 1ocal entrepreneurs
not act? First, the economic climate of the thifties was
anything‘but encouraging and the risk of failure in a depressed
market.wculd appear particularly high. But as we have already
noted, the signs cf change were evident before the onset of |
‘depreSSicn;owith hindsight there appears to have been time
i‘for manoevre.' Second the massive investment in the traditional
1ndustrles was of a speciallsed nature and 1n nany cases very
difficult, if not impossible, to transform into the production
of alternative goods; A coal mine has few alternative usesj;
the same applles to a slipway, foundry or dry dock. -Theee_
iobstacles are difficult to overcome but not altogether
1nsurmountab1e_if one has access to funds, but more
'importantlygAviebleASChemes to put fcrwerd, )
| ‘External finance will only_be'forthconing in subport
of schemes that hayeISOme'chanQe of snccess as did the 19th

_century Yenturestof Horthern:entreprenenrs. The opporfinities
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were there to bring about change but in the main they
passed by Northern businessmen to be taken up elsewhere.
Many areas were suffering from depression; some that lacked
a history as impressive as the North, emerged in a condition
more favourable to future expansion than did this region.
The local eﬁtrepreneurs would appear to have been prevented
from acting byvcohstraints_that'may not have'applied elsewhere,
These constraints are additional to those more general
comments made above and resulted from the 19th century
development of the occupational structure and information
flows 5uilt up in the traditional industries.
Entrepfeneurship is not only a characteristic of
high,'N-Achievement' that some individuals posséss and others
do not; it is also dependent upon the experience of that
individual. To be a successful entrepreneur the individual
must meet the existing or created needs of some usér. This
means the entrepreneur must be aware of_changing,techniéal'
and market conditions. In the 19th century sufficient
individuals of talent had sfood in the mainstream of
information flows responding to the signals gnd were"
su€écessful in providing for the needs of government, shipoﬁner
and agent; When the market dhanged from heav& capital and |
éxporf goods to the satiéfaction of a rising home consumer

demand, the man from the North stood in the backwaters. (51) '

(51) Pollard, S. op.cit.
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Local businessmen recognised the shift out of locally
produced godds because they were no longer demanded in
such iarge Quéntities. This.information stream led
directly to the producer. What he failed to see4were
areas into which he should switch production that ﬁould
lead to future expansion, a function he had pérfopmed well
in the past. There was no way, in the short term, that |
the information flows which.carried knmowledge about cuirent
consumer desires or new technologies could be built upe.
Years of concentration on completgly different markets and
technologies had left the Northern entrepreneurs ignoraﬁt
of the new growth areas. Any move to ditersify was, therefore,
fraught with danger and uncertainty. The less risky course
appeared to bé that of remaining in a smaller but hopefﬁlly
more efficient industry that they knew well and on which they
had expert knowledge. - o | |
It eiisting entrepreneurs wére-constrained froh :
diversifying the situation couid have improved had sufficient
enterprising men 'spun-off' to form new firms within +the :
growth sectors. This would have given the North some
participation in the fﬁtufe'growth of these indmstries and
perhaps made a real contribution to future regional.prospepity..
But the general economic constraints of the time applied to-
the individual as well as the firm. The prospective

entrepreneur also faced additional difficulties.
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Farlier it was nentioned‘tnat in “the 19thrcentury

- the size of firm in the region grew to be very large indeed.
In such units there is proportionately less senior stefi;
‘those who have the opportunity of an overviewuof the operation
and running of an enterpriee. (52) A very large pronorfion
of workers 1n the region remalned ignorant of basic principles
of starting and operatlng a business. '

The skills that men had developed in the staple
industries and their technical knowledge were, in the main,
not transferable to the new industries. Educe%ion'andiproper
training could_have filled some of the gaps but in'the.North
there was a tendency for children t0o leave school and obtain
apprenticeships or jobs in the 0ld industries, thus tending
to berpetuatelthe situation. In the new science-based
industries the practioally trained man was at a disadvantage
beceuse progrees depended to a large'extent upon'having a
‘basic scientific knowledge of the industrj in which one |
Operated (53) ' '_P |

Formal educatlon has been an 1mportant factor 1n
' aduencement within the firm but of equal 1mportancells ;niormal
dtralnlng prov;ded by the work env1ronment ‘Some occupations'
and 1ocations providlng more than others w1th relevance to
entrepreneurshlp, marketlng experience and knowledge belng
parfieularly veluable. It has beenksuggested that -many

entrepreneurs in the North had a market knowledge-restrioted'

(523 N.R.S.T. Tech., Report No. 8 = - |
(53) ZIewis R & Stewart, R. Ihe Boss, Phoenix House (1958)
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to the capital goods sector. Thé_§0cupationai'structure
of these basic industries where lgrge>nﬁmbers 6f unskilled
workers were employed with limited éxpérience, would reduce
the likelihood of spin-offs, In addition if thése same;
workers tended to live in isolatedwillaées or'townslwhere
practically the whole of the worklng population was employed .
1n one firm, then the experience gained will be of one '
industry and perhaps only & small section of that. These
individuals will largely be ignorant of the technologj, |
work methods, product advantage or disadvantage in other
industries. Theuoccupational, 1ndustr1al and locational.
structure in the Northern Region would hgve depressing
effects upon potentiél entrepreneurial talent. v |

The products that spin-off firms produce are most
vllkely to resemble closely those of the parent firm,.

. "In 85% of the cases studied in Palo Alto, the

new firm served the same general market or used

the same general technology as the parent company

or companies." (54)
As already stated the product groups present in.theiregipn |
were not easily exploited by small firms and the techndlogy
and experience gained within the'existing corpoiations was
largely ingpplicable elsewhere. The llmltation to spin-off
is seriogsly increased. For successful spln-offs it seems

necessary to have sufficient incubator firms w1th1n the

region providing the necessary technical and market kmowledge.

(54) Cooper, A.C. The Palo Alto Experience, Industrial
Regearch May (1970A) p.59
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"Whethersan established company functions as an
incubator depends on the nature of its business
and in particular, whether potential entrepreneurs
within the organisation are developing skills

that can be exploited easily by a new firm."(55)
-In general, in the North, the basic industrieé were not
providing this environment for the emergence of substantial
spin—off'effecfs into future growth sectors.

Another diécovery of the Palo Altd stﬁdy was that
most‘successful spin-off entrepreneurs“knew people who had
already carried out such a venture. (56) Within the close-
knit communities of mining, shipbuilding, heavy engineering
or railwéys the numbers of self-employed or small units was
possibly restrictgd to the small shopkeeper., Even in this
areé the North was loyal to the centrally administéred
Co-operative Society. Those who owned businesses were
'different' from the remainder of the village of small town
éociety. Cooper also discovered that entrepreneurs in the
past. were a source of entrepreneurial funds in the present;
thus providing practical support to new ventures as well as
example and advice. (57) Bankh and government in the inter-
war years provided little venture caﬁital to industry. |
Basic banking principles were applied in order to conserve

depositors ahd taxpayers monies.rather than support new ideas

.and'enterprise.

gss; Cooper, A.C. ibid, _
56) Cooper, A.C. Entrepreneurial Environment,
Industrial Research, Sept. 1970B -

(57) Cooper, A.C. ibid. 1970B
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The iﬁter-war years did not produce an economic
- climate conducive to'change into completely new product
groups by either established or new enterprises; . The lack
of effective demand reduced any expectations of success
from such ventures. The physical structure of the major-
Northern indusfries made.any radical change difficult,
low profitability well nigh impossible through intefnally
génerated funds. Even with such overwhelmihg difficulties
the entrepreneurs whose forebearers had raised the basic
industries to the heightsiin the 19th century, could have
carried the change through if they had known which way to
tﬁrn. A viable scheme would still have received support
as it did in othef regions and out of which could have:
| developed new grdwth industries.

| | Concentration of attention on the capital goods
markets in the 1 ast century meant that when demand was
shifting to consumer goods, Northern»entrepreneurs were
certainly aware that a shift was takiﬁg place but only
received the negative signals. Their sources and channeis
of information were too restricted to enable them to forecast
the directions the'changeS'were taking.' By the time fhéy .
" did realise the way things were moving they-lacked_the |
technology, expertise and funds tdfhnything about it, so
they were compelled to rationalise and hang on until things
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improved. They were unaware»of_coneumer tastes, desires
..and methods of marketing to him; +they were used‘to
_prodgction to order, not productioniforfthe faceiess masses;
one-off production rather than mass or ildw teehniQues;
practical rather than scientific technology; robust rather
thanidelicate goods. All these things eonid not be,learntA
or taught in the short term. S

The individual wishing to start eh enterprise oi
his own was p0831b1y worse off with even greater restrictlons
on his market and commercial knowledge w1th his skills
redundant and examples of entrepreneurship to follow few
and far_between. The great industries of the North stlll
had entrepreneurs, innovations were taking rlace, as too
was reorganisation, but in their pattern of groﬁth they had
- left most owners and employees With afrestricted view'of
_the world which was obsolescent before the 1914—18 war, and

obsolete in the inter-war years.

The depre381on dragged on and 1ittle change took
place in the structure of Northern industry, government
schemes having very little effect. As.the Second World War

-approached, re-armament brought new orders to the North and
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once more the traditional industfies were operating close

to full capacity.A The’War-itself;kept the area busy
producing ships, guns, ammunitionfénd all the general
paraphernalia of modern warfare.‘iFor sfratégic reasons

some industrial relocation was encouraged buf this would
only be effective wﬁilst hostilities lasted.

In the immediate post-wa;:peribd go#einments were

concerned to honour their full-empioyment pledges and to
-promote exports. It was ppssible;thét both commitments.
could be more easily met through an'éctive regional policy.
Into the early 1950s théAresources'of traditional industries
were fully employed and through contfol of industry neﬁ
firms set up in the development regions, including the North.
In the mid-fifties, government contfols were relaxed anﬁ
fewer firms-moved,to,the dévelopmentAareas. At thé end of
the 1950s the étrength of the post-war demand for the‘products
of the traditional inddstries in the North weakened and many
fifms found themselves in serious trouble, unemployment’waé‘
rsing and another recession was feafed. The government
reassessed and revitalised its fegiohgl policies in order
to help resolve some of the existing. problems which, by

the mid sixties, led.to a period of intensive activity by
central and local authorities. Carrots and sticks were

~gshown to entrepreneurs in the more prosperous areas in &n -
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attempt to persuade them to settle in the North. Carrots

were offered on the assumption that indigenous and 'foreign'
entrepreneurs had not appeared in the area due to differences
in cdst of operation between the North and elsevhere. The
stick, in the form Industrial Development Certificates (I.D.C.s)
allowed the gévernﬁenf to control or prevent further expansion
of firms in the prosperous régions, many of which were
persuaded to set up units in the peripheral areasvdue in

large part fo government policiés.

The rstructure of Noithern industry has changed
rapidly since 1945 and in particular since 1960. The
traditional industries have declined in importence and
there has been consideraﬁle movement into the area of new
mobile firms from the more prosperous regions of the Soﬁth
and Midlands. - It was suggested in the_previous chapter, in
'the long.term there may be a 1limit to the mimber of mobile
firms available'ih the future.. Preésure_is being applied to
government tb alter its regional strategy and entry fo the
E.E.C. and possible devolution in the future may weaken the
government's power to direct industry, as it has:. done in the. -
~past. In which case, the North will have to iely more heafily
uyon'itélown talents. But empirical evidence shows fhat the
mobile firms with the exception of chemicals and metals,

have been the major investing force, not indigenous firms.(58)

(58) See Chapter III above for-details.,
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Mobile firms have created proportionately more hew jobs
than established.firms. The conclusiom could be drawn
that indigenous firms, on aggregate, continue to miss the
major epportunities and local individuals do not spin-off
to form new units so readily as they do in other areas.

Education for all has given 1ncreased appre01at10ns
of modern technological methods; the opportunlties to |
advance up the managerial ladder are broadening mith
education.(59) New units are providing new experiences
or organisation, technology and methods of‘productiqn. Given
time potential entrepreneurs may gain confidence in their
ability to handle the new information that is beginning to
flow throqghpthe Northern region and so diversify9rspin-eff
and establish a new growth pattern‘for the regional economny .
Once more the'quth mayllead.the'rest of the country in
_expertise, courage and iﬁnoVation.'~ _ |

The sitmmiom existing in the region today is an
improvement on the depressed years between the wars and
even on the early 19608 but there remain certaln important
gaps in the region s structure that will sériously constrain
- the rate of independentrgrowth as determined by indigenous
entreprene&rship. From the evidence put forward in Chapter
IIT indigenous entrepreneurship remains dormant. The

established industries still contain the constraints placed

(59) Clements, R.W. Nanagers, A Study of their Careers in
Industry. Allen & Unwin (1958)
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upon them by 19th.century development. The organisational
and occupational structurevih operating and marketing leaves
most of the employees outside the information streams
necessary to awareness of new opportunitiés-outside of the
traditional spheres. Where established firms have made
moves to improve their oﬁerall market awareness, the quality
or quantity 6f informatipn‘channelé have not reduced risk
to an acceptable level under ﬁhich diversification or
spin-off would occur.

The plants that have moved to the North and other

development areas have been, in the nain, subsidiaries,

~ branch plants and transfers with very few completely new

enterprises belng set up. (60) Linkages inter and intra
industry within the reg;on‘have shown little signs of the
development expected. (61) One possible reason why this
maj'be,so'is'that many of the subsidiaries and bréﬁch plants

“that movedltb this érea could be accurately described as

production units. New technology and methods have been .
introduced but many of the jobs c:eated are at best described
as éemi-skilled often performed by women. The occupational
strﬁcture has changed but experience remains severely limited.
Perhaps of greater importance, few'firﬁs comihg to the area
have set up a fully autonomous plant by which it is meant
complete with full marketlng, purchasing and management

ser¥ices division.

5603 N.R.S.T. Technlcal Report No. 10
61) Morley, R.,
in the
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.In a study of the realities of Regional Policy
within the Northern Region, Richard Morley interviewed
the manaéers of 117 plants, 70.of which were either
subsidiariesyor branch plants of parent plants located
elsewhere. (62) Of the 70, 31 local managers took no
responsibility_for marketing and a further eight worked
Aunder‘some eet limitations. 14 plants possessed no
purcha31ng section and a further eight had limited powers
to buy. An interestlng point arising out of this study
was that local plants established in the 19th century but
taken over by extra-regional companies had lost their
'marketlng and purchasing powers to head offlce. "Take-over
activity could provide a threat to future regional development.
" Secondly 'mobile' plants established in the region for over
ten years remained mithout marketing or purchasing sections,
indicating<that the lack of these functions in a plent wast
_not Just a temporary read justment while the new unit 'settled
down'. Measgured in terms of employment one wnit employing
over 1,000 workers carried out no 1ndependent marketing
function. Morley enphasises the short comings of the study
and the eemple bias but if the data.on functions carried out
by depen&ent plants represent the facts on all suoh units
in the region, this will have two major effects. PFirst,
the job opportunities for 1oce1 workers remain restricted

and the overall operation of a firm is not learnt. Second;

(62) Morley, R. 1976 op.cit.The figures given above were

taken from the original questionaires by the

present author wha is grateful to Richard
Morley for access to these data.
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the information flows necessary to meet an experienced
consumer desire are not Built up. The resolution of
marketing, production and supply problems are dealt with.
elsewhere. Problem solving exercises are great atimulants
to new ideas, improvements to operation, and ultimately

diversification or new enterprises.
A

The basic industries which took the Northern Region
to the heights of prosperity in the 19th century.built up
a pattern of organisation, jobs and location which.ihhibifed
the fléw of information other than that necessary/tb carry
on the traditional industries. = When the shift in demand
came in the 20th century fiom the heavy capital goods
industries into the new industries, usiﬁg new téchnology
and fuels, the established firms weré'upprepared and unable
to change. The governmént infervened and in recent years
“has been successful in moderating the increase in unemploymént
Aby bringing about structural change. Rationalisation has
taken place in the oldindustries and new_gréwth industries
~ have been attracted to the area providing valuable jobs
and experience for the local population. But this experience

in many instances has been limited to the production process
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with 1little awareness gained of thefoverall_operation

of thé firm, of marketing orapurchaéing, or genéral
management services., The broader spectrum of jogbpportunities
Eas not been realised. If diversification and spin-off rely
upon a recognition of a market need then'ﬁany branch plants
and subsidiaries do not provide the answer. As a result the
region will be slow to react to changing consumer desires |
and lag in the establishment by indigenoﬁs entrepreneurs,

of growth-orientated industry. The region will remain
dependent upon government for‘support into the forseeable
-future and policy instruments will have limited effect.

The lessons learnt in stﬁdying the past and recent
developmehts in the Northern Region lead to the question of
whether'or not the same conétraihed conditions aré being
developed in those regions of the country.which at pregent’
are categorised as'proéperods. Should significant shifts
in demand tgke pléce out of.thé goods produced in the bésic
industries of the prosperous regions, e.g; motor cars, wouid
these regions be more capable of re-orientating produétion
to new growth areas more quickly than has proved pos?ible
in the North ovei the past half century or would they too
decline,énd become depresse&? In thecbncluding'chaptér,
Asome ways:of increasing the possibilities of greater
involvement of theAndigenous entrepreneur in future Northern
.developmehf are discusséd, which are not without rélevance

to industrialists in the prosperous regions;
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CONCLUSIONS.

‘ The term'entrepreneur' had been in use since‘the
Middle Ages and had been given various meanings over time
with the result that no consensus of opinion on a definition
‘existed at any one time. The study revealed that the
entrepreneur was regardedvas‘economically active rather
than passive and carried>out certain tasks which set him
apart from the rest of society., In an industrial nation
such as Britain; a large proportioﬁ of the male and female
population participated in the productiqn of economic goods
and services but the majority spent theif working lives
within traditional boundaries of skill and occupation making
only rare and short excursions from the paths of convention,
These people were totally dependent on others to provide
them withvopporthnities to use their factor endowment. The
agent who created such opportunities for them was the
entrepreneur. . _

Those persons possessing the highest degrée of
entrepreneurial talent actiyely sought alternative paths
to_tread; those of lesser talent responded tq circumstan§es,
_such'as the prospect.of unemployment, to avoid any penalties
‘ sﬁch changes might impose upon them. Both types chénged

existing factor combinations and through their activities
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hew methods of production, new products and new experiences
were introduced to séciefy} It ﬁas the entrepreneur who
brought about the activé shifts in resource allocafion
traditionally signalled by the price mechanisﬁ in a free
monetary econcmy. ' The result was greater output per unit
of input and a wider choice for consumers over the disposal
of an increased"inéoﬁe.

The entrépreneur had the courage to remodel the
activities of the firm in the 1l ight of new information,
basing his actions upon his own interpretation of the ‘data
and the opportunities he foresaw. The resultant activity
produced diversificétion and re-organisation of the existing

firm or. produced completely new enterprises to complement or

challenge existing units. On the basis of the extent of his

knowledge of costs constrained bypsychic influences the
entrepreneur would determine the site on which producfidn
would take place. To carry out his plans, the.entrepreneuf
would enter the market to demand the services of local and
national factors of production paying renf; interest and

wages in return, so transmitting the effects of entrepreheurial
activity throughout the regional and total economy. The
eﬁtrepreneuré formed,,thefefore,vthe dynamic elemént in
society and without them progress would be evolutionary

rather than revolutionary. In any region, ceteris paribus,
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the quantity and quality of unconstrained entrepreneurial
talent would largely determine the p ossible rate of
economic growth, If it was assumed that potential
entrepreneurs were evenly distributed throughout the
population, the crucial issﬁe would become one of the
quantity and quality of information available in any region,

An examination of a liﬁited.number of theoretical
growth and location models together with empirical studies
did not produce results that invalideted the role assigned
to the entrepreneur in regional development but illustrated
clearly the dangers of attributing too high a role to any
individual factor in isolation. The writers in general
concentrated upon the growth possibilities.obtainable frem
incredsed inputs of 1abour, capital and technology whilst
failing to enquire into what caused such increased to take
place.v The bresent study concentrated upon-ceusal factors
but actual growth was unlikely to take place without access
to other inputs to the prbduetive process., If land, labour,
capltal and technology were the vehicles of growth then the
entrepreneur was the driver.,

Information avallable on thé Northern Region
1ndlcated that entrepreneurshlp was low. relatlvevto the
nation taken as a whole, This conclusion was reached after

,examining the data on the social structure of the local



189

society and the level of pefformance qf funcfions suggested
as being carried out by the éntrepreneur; On the basis of |
McCGelland's work the social structure of the Northern Region
suggested that préportionally fewer.entrepreneurs would
exist and " he produced in the future than the propodtion

of national population would have predicted. The indigenous

firms had a relatively low rate of investment and job creation

despite considerable government subsidisation. Efficient .
utilization of resources was not reflectea in capital/output
ratios or incrementalVcapital/butput ratios, productivity
or return on capital employed. There exisfed a low rate of‘
new firm formation and relatively few péople in the region
wefe self-employed or worked in small firms. Regional
performance and the presént 1éve1 of prospérity appeared
to be heavily‘dependentAupon a few industrial sectors,
mobile plants and'ceﬁtral government assistance. That
dependence‘upon external support was in contrast 1o the
position in the 19th'cehtury when the region led the world
in inventiveness and enterprise. But the-natdre of development
in the'tfaditional industries inhibited change in the 20th
century which proved a per51stant handicap to regeneratlon
and self-sustained growth.

The major Northern industries reached their peak |

in the late 19th century at which tiﬁe the regioh was
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dominated by a few interdependent sectors made up frdm a
number of very large firms employing a majorApr0portion

of the local workforce. The experience associated with

the total operation of a business was limited to a small
group of owners and senior employees; the vast majority
of the labour force was restricted to experienée_within

their own,departﬁeht.

o Many jobs required specialistAkills which were of
little use outside the particular industry in which they
were employed whilst others performed unskilled tasks which
gave little training useful in alternative empioyment. The
products tended.to be of large unit size and of low technology
by mid 20th century standérds. They were marketed to a very
limited, if influential sector of the world coﬁmunity through
~ agents, factors or personal contact. When markets for the
products ceased to expand rapidly at home, other outlets
abroad were sought for the same product range. The general
iﬁpression was gained of a rather blinkered aﬁd sfecialized
outlook on the world. |

| In the 20th century due to technological change,
wars, rising personal incomes and increased compefition,
the demand in peace time for home-produced, heavy capital
goodsvdidvnot grow as rapidly as it has done in_the‘past..
The region faced a.recession which was exacerbated by the

loss of exporf markets and a return to the gold'standard
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with an over-valued currency,xprevenfing any possibility
of recapturing them. The recession-deepened'accompahied
by mass unempioyment in the o0ld industrial areas.

There were numerous explanations offered for the
catastrophic decline of the Northern region in the inter-war
period, amongst which was the disruption to trade brought
about by fhe war and the subseéuent moves abfoad fo protect
infant industries in the post-war years. Coﬁsideration .
should also be given to the natufe of much of the fixed
capital in traditional industries that could ﬁot easily
- be put to alternative use. The skillé of the work force
were in many instances obsolete and so‘unsuitable for
transference to new industry. But of greater importénce
than the availability of factors, entrepreneurs needed
information and experience of consumer requirements or
expected needs, and knowleage of the techniques necesséry
to produce 'mew' goods. This expertise was lacking iﬁ the
North and could not be bpilt up in the short term.

| The specialisafion which had bréught prosperity
in the past hadvdevelbped particular information netﬁorks
to link technology, producer and consumer but in the 20th
century the sectors of growing importance‘demanded a'completely'
different set of goods and technology requiring information

the old channels did not convey. The old links were obsolete



and until new ones and information flows could be developed,
llocal entrepreneurs-would find it difficult to bring about
change. The unceftainty associated with rationalisation

and ﬁoveménts to increase efficiency would be less than that
associatgd with radical changes into new technology, products
and markets. |

When entrepreneurs failed to bring about change in
the region‘the government sfepped in to rélieve the distress
this caused and to create work for the unemployed. In the
post-war years, attention has beeh devoted 1argely.towards
encouraging firms to move from the prosperous and congested
areas of the South and Midlands to locate in the peripheral
regions of the North and West, bringing with them new job
‘<opportunities, expertise and technicél knowledge., If
linkages befween the mobile units and existing or new industry
could be formed this would have regional multiplier effécts
and through the flow of information entrepreheurs would see
opportunities to diversify or spin-bff to participate in or
to form‘the growth units of the future.

The main instruments of policy have been the control
of factory building (I.D.C.) in the prosperous areas and
subsidisétion of the factors of production in the development
regions. (1) I.D.C. control has had its main impéct in the
grbwth industries, more specifically on those firms~wishing‘

to expand and on those firms displaced from existing premises.

(1) TFor a brief and concise summary of incentives
see N, R.S.T. Technical Report No. 2 App. A
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Mobile units have received capital incentives, wage and
rent subsidies and many ha#e been.accommodéted in new
premises built on trading estates, _

The policies have proved successful in moving
many new plants to the Northern Region whilst theleffectiveness
of individual folicy meaéures remained the subject of
considerable debate.{2) The 'mobile! firms have provided
new jobs that otherwise would not have been available in
the region while the locallabour force hgs proved'very
adaptable in transferring from heavy to light engineering
and from mine to the factory floor when adequate training
and the opportunities have been provided., These growfh-
oriented plants have formed a dynamic group within the
regional econoﬁy and with their assistance regional -economic
recdvery was expected to take place leading to eventual
independence from government éupporf. Unfortuhately these
hopes have not beep realised and government aid will continue
to be needed'if the region is not to face further economic
decline., - »

The main objective of government policy has always.
been the creation éf employmént in the devélopment‘areas'
and the mobile plant has proved. the major vehicle through
which success has been achieved. (3) The longer term

objectives of regional policy are less clearly defined,

(2) See Moore, B & Rhodes, J. A 'Quantative Analysis of
the Effects of the Regional Employment Premium and
Other Regional Policy Instruments, Economic Journal (1973)

Mackay, R.R. The Impact of the Regional Employment Premium

in The Economics of Industrial Subsidies, A. Whiting (Ed.)
H.M.S.0. 1976

(3) N.R.S.T. Technical Report No. 2 (1975) App.4
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aﬁd_not always 6vertiy publicised with some being taken
for‘granted. (4) Similarly, the expected impact of 'mobile!'
plants upon the local economy is not explicitly stated,

except in terms of empkﬁment, but implicitly people believed
there would be a substantial amounf of secondary_development,(S)
with the new plants forming linkages with other firms and
introdﬁcing‘hew concepts and ideas to indigenous entrepfeneurs
stimulating diversification and growth.

A significant difference between mobile firms and
most indigenous plants is that the former are, in genéral,
from the growth sectors of industry. The new firms are thus
the result of entrepreneurs perceiving a use'fo Which local
factors can be put, a fact which largely escapes indigenous
enterprisers, If the local entrepreneurs could learn this
essential expertise'irom incoming plants the longer term
results obfainéd‘by government interventioh might be more
substantial and more raﬁidly achieved.

‘ -Mobile units employ local labour and bring workers
into contact with successful ventures, new methéds, new
products and new techniques. However, the 1aﬁour employed
in many plants is predominantly female and not noted in the

past, for its entrepreneuriai behaviour. A large number of -

(4) Sant, M. Industrial Movement & Regional Development.
Pergamon. (1975)

(5) McCrone, G. Regional Policy in Britain.
Allen & Unwin (1969).
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these jobs are in production and demand a relatively low
level of skill. There is; theréfore, the danger of
developing a section of‘the local working population with
"more modern skills but without broadening their commercial
experience. 'The greater proportion of the mobile units
moving to the region were branch plants or subsidiary
companies of 1argér-organisations based outside of the
Northern Region and many did not bring the functions of
marketing, purchasing or management'servicing with then,
thus further restricting the cognizance of employees.

The small range of functions devolved to regional
plants might refleét the stage of the technological or
product cycles at which secondary production unité would
be established. Vernon maintained that in the early stages
of product development, production would be retained close to
or within the parent unit so that any probleus arisiﬁg could
be dealt with rapidly. (6) Only when production had beeh,
to a large degree, standardised and when technological change
was not taking place very rapidly would it be devolved to
regional plants. Standard products did not need to'be'v
accompanied by sophisticated management or purchasing servicés;
fhey could be retained with mafketing at some céntral-servicing
-site where economiés of agglomeration or of scale might be

exploited. This hypothesis also raises the question of

(6) Vernon R. Sovereignty at Bay, Penguin (1971)
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whether the most advanced technologies are seht to any
‘peripheral area from which the local p0pu1ation might
gain experience or were they only the tried and tested
' technigues, The experience gained By operatives was hot,
therefore,nthe van of technological advance but rather in
the<matﬁre stage with fewAproblemﬁ-soiving requirements.
Branch plants would appear to have fewér intra-
regional purchasing linkages than does established industry.(7)
The impact upon the 1 ocal industry and economy is therefore
less substantial in encouraéement of growth +terms than was
implicitly expected by many observers. Another consequence
of few linkages is that the.channels by which information
might be transferred fromtthe newcomers.to indigenous plants
ié restricted. Sales are relatively high from branch plants
to the region, however, and information might be passed to
recipient firmé'in'the form of the products theméelves or
'thro@gh the technical support certain sales might require.

_ Regional policy has attempted to stimulate the
.Northern,economy by offering subsidies andvinqéhtives to
indigenous and mobile industry thus reducing the costs of
operation in the area. In‘addition, public work schemes
have improved the infrastructure and environment of the
locality meking it & more pleasant place in whiéh'to reside

and work, besides creating employment and adding to regional

(7) N.R.S.T. Final Report (1977) Vol.II
- Economic Development Policies. p.44
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incoﬁe. But. the information on mérketipg,ltechnology énd the
experience of operating a firm S0 necéééafy to entfepieneurial
development has, in many cases, notimateriaiised; Go#ernments
have paid relatively little attention to fhe quantiti and
quality of knowledge necessary to'entrefréneurial éctivity
and consequently self-suatained growth may be consﬁrained.
The valuable information channelsAcontiﬁue to by-pass-the
region to the cdllection points in othe?:a}éas and there

is a danger that because of this fhe rééidn could beqome

a centfe for productive units only. )

With suitable modification of existing policy,

government could imﬁrove the quantity andperhaps quality

of information reaching plants established in the .development
regions. Some form of additional inceniije could be offered
to firms moving to the area in an effort go persuade fhem

to bring marketing, purchasing and tebhniéél serviées with
them. There is also. the added possibiii%y'of'persuédihg

firﬁs with branches Or,éubsidiaries alréady in the'region

td devolve some of their functions thét:bave difect rele&&nce.
to the operating plants such aé problémisolving sefvices,

as well as buying and selling departmentéf Such acfiyities
if carried out locally, may neceésitateftﬁe mobile plaht
'plugging-in' to local information netwofks to‘incfease the
flow of knowledge and to stimulate‘reSpbﬁées fromldther
establishments. Greater effort should be directed tdward'
encouraging the established firm to improﬁe its peffqrmance.
Govermment agencies, already-existent in the region, could

more actively promote their services instead of being purely'
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responsive elements in the local economy and where possible
they could're—interpret their information on government

éid in specific rather than general terms. This requires
more contact with individuals and with firms in an attempt
to 'sell' them government aid rather than take advertising
space in national newspapers in the hope that the message
will get across. | i

The government might»also involve itself in the
collection and dissemination of information on market
opportunities or capacity.(S) Trade missions, exchange
visits and exhibitions should receive additional support
whilst directories of local firms' productive capabilities
should be made more COmprehensive and the quality of the
information contained in them subject to regular re-appraisal.
The implications for entrepreneurship of the trend towards
larger corporate units by aquisition and merger should also
be examined in a regional context which might call for
policy re-appraisal and modification.

By these means it is hoped quality information will.
begin to flow in sufficient quantity, inter- and intra—
regionally that ehtrepreneurs will perceive linksAbetween
technology and market oppbrtunity that will permit expansion

of existing industry, diversification and rapid new firm

- formation. Only when this situation is achieved in the

Northern Region will self-sustained growth become a realistic

aim.

(8) N.R.S.T. Final Report (1977) Vol II p. 126.
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These results will not-be achieved in the
short term but are of avlong term nature. However, time
is of the essence and changes in policy should be considered
and initiated as soon as poss@ble.A The urgency’ariées from.
the suggestion that the government approach to industry
and the regions is being éompletely re-thought together .
with the likelihood that the number of mobile plants, the
basis of poliby success, mbving tq the Northern Region
might be lower in the future.

Governments have been depen&ent largely upbn
growth of firms and industries to provide 'mobilef units
which are likely to be more plentiful in a situatioﬁ of
aggregate economic expansioh,rather than that of stagnation
or decline. In the latter situation the firm is limited %o
the pqssibilities arising out of substitution or exports.
Because of the present and short term eébnomid pbsition in
Britain the number of units availabie for transfér'to the
peripheral areas is_likely to be low in the future.

ARising unemployment levels havg been features of
all :egions; both prosperous and depressed, in recent years
which has added a new dimensibn to jobvtransference; With
relatively high unemploymeht existing iﬁ those areas that
traditionally have supplied the majority of 'mobile' units,

mounting pressure is exerted upon government to relax
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development control in the prosperous regions. In the

past I.D.C. control has been relaxed in times of mild
economic recession and may be once again reducing the

number of plants available to the North and other development
regions.

If in the short term there are fewer mobile plants
avallable for transfer there is likely to be increased
competitlon for their favours amongst the development‘regions.
In addition in the short and longer term mobile firms may be
‘able to choose from a greater number of locations all of
which are to some degree in competitidn with each other.

The first, and perhaps most serious senrce of
competition is the European Economic Community (E.E.C.).

. By the Treaty of Rome, members of the Community are committed
to reducing.barriers to mobility of capi#al and labour
between‘each member cbuntry. ' The refusal to grant an I.D.C.
:in the prosperous_regiong of the U.K. does not wegn, automatically,
that a firm will set up in one of fhe U.K. peripheral areas;
if it bnilds a new unit at all, it maytjust'as easily do so
on the continent ofAEurope. The balance of investment
between.Britain and its E.E.C. partners has grown worse

since the U. K. joined the Cormunity. In 1973 and 1974,

U.K. net direct investment in the E.E. C., excluding oil,
totalled £886 milllon,_of which £440 million was in

‘manufacturing industry. In the same period'E;E.C. net
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direct investment in the U.K. excluding oil and insurance
was £177 million of which‘£53 million wés in manufacturing
industry. (9)

Secondly, in recent months, there has been
considerable concern expressed in Parliament and the
country  as to the plight of the Inner City Areas. The
traditional centres of employment and economic activity
in the older urban areas have suffered from considerable
job loss as the city centres have been cleared, suburbs
expanded and néw towns created. New or replacement industry
haé.been encouraged to set up on specific, predetermined
greenfield sites to the detriment of the city centre. It
is now realised that high unemployment exisfs in the old
urban centres, many of which lie in the heart of prosperous
regions. |

- The government has committed itself, in advance of

. any committee report, to assisfing those areas of déprivation

and has exhorted local authorities to encourage small businesses

and job creation,wherevef they can to relieve the problems of

the inner cities. (10) The cities may not wish to compete

‘with the deveiopment areas for the 1arger‘mobi1e unit,'but

they may do so for the small and completely new units and

cértainly for funds from a limited resource pool,

(9 ) Hansard, Vol 923, Cols.-1023-5, 10.1.1977.

(fo) Hansard, Vol 929, Cols. 1226-9, 5.4.1977
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The present economic climate and predictions
for the future are likely to brihgbut the conservative
element in any businessman contemplating expansion of
capacity. Recent government acfivities have perhaps
‘increased uncertainty with regard to choice of location
in the form of the Devolution Bill now before Parliament}(ll)
If Scotland or Wales were'to achieve autonomy over a
substantial portion of expenditure they may decide to
devote more resources to attracting new industry in which
case additional rewards may come to those firms who cén_
delay location decisions, - If devolution for Scotland is
seen as a stepping stone to independence with North Sea
0il, a firmmy wish to reconsider its'expansion plans in
the light of this possibility. Whilst the above remains
conjecture the conclusion is that the businessman has an
increased number of'unknowns' to consider, uncertéinty is
greater, and unless the need for additional piant is
pressing those benefits of delay.may outweigh the costs
of inactivity.

Uncertainty and the present economic climate will
probably reduce the number of mobile units in thé short term;
‘'whilst in both the short and longer'term,lgovernment controls
are likely to be less effective in directing industry to the

peripheral regions of the U.K., So far as the North is

(11) House of Commons Bill 1976/77, No. 7. Scotland & Vales.
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'cencerned, the tools of regional‘policy-have become blunted
. and iﬂ;the abeence of remedial action may deteridfate further
.-wifh'the reSuit that few firms‘will remave of-set up
sﬁbsidiary or branch plants within the regionf

Governments, in the past, have expended considerable
sums on regional aid but with national economic difficulties
increasing, thefe:afe now fewer resourees avaiiablelwith
".whlch to stlmulate 1ndustr1a1 develapment in the U.K..
There are 1nd1cations that the government is moving away
from indiscriminate‘support of emplgment, except on a
temporary basis, and toward selective assistance of schemes
which are seen ﬁo be viable in the future. The aeolition of
*R.E.P. and the eetting up of the National Enterprise Board,
Selective Fineneial_Assistance Scheme, Foundry'Aid Schemne,
Machine Tool Aid Scﬁeme are'examples of this movement. Ih
the future uniess regional firms take positive steps to .
improve their compefitive position, or'cen-showutﬁat,they
“‘willvbe viable inithe future they may be barred from |
| receiving goverﬁment assiStance; One means of increasing
the possibilities of as31stance and 1mprov1ng firm and
reglonal performance is through entrepreneurial activity.

All of the above con81deratlons tend to thrust more
responslbllity upon those firms that ex1st at present, in
the reglon,lndependent, subsidiary and branch plant, for
future economic growth and job opportunities. The cqncept

of self;sustained growth necessarily implies that the firms
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in a region are fﬁlly caﬁable of meeting competition inv
the market.place af present and in the future. This can
only be achieved through active entrepreneurs who are in
receipt of, and‘wiiling to act upon, new information.
Policy needs to_bé re-examined, perhaps re-oriented and
revitalised in the immediate future because theretare
inherent dangers in delay.»

I1

This thesis was based upon an exploratory view'
of the complex problems_assoeiated wifh regional development.
It appears unlikely that the regional problem will be
resolved in the short term as some had hoped and others
had demanded. In the analysis thére are lessons to be
learnt not only by the depressed areas but in the prosperous
éreas too,.in that they shpuld beware of failing into the
same traps.. The problemsAdiscussed require research on a
wider.Basis than that of traditional economics so that the
reasons and conditions forAentrepreneurial action and
motivation can be identified. Such analysis méy require a
fuller understanding of the implications for thé futufe
of occupational; or organisational struetﬁres and the
formation of information channels. An attempt has been
made to step outside of the more conventional interpretations

of regional phenomena and to suggest alternative iines of

enquirj¢
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