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The unfolding economic crisis requires us to address the results and prospects of the economic changes which have taken place in the North East over recent decades. We should recall that the pattern of spatial disparities and the North East’s position in the economic hierarchy of regions was established in the inter-war period.
 The region shared in full employment after the Second World War, but since the 1960s, the North East region — measured in terms of the percentage deviation from real UK Gross Value Added per head — has consistently underperformed and remains at around 20 per cent below the UK average (see Chart 1). In a national economy still ranked the 6th largest internationally and in a northern European context, this is a relatively large gap. 
Huge changes have occurred in the regional economy since the 1960s. Notwithstanding the attraction of some high profile manufacturing investments, during the 1970s and 1980s and even into the 1990s the story of the region continued to be one of relative economic decline as the traditional industries (coalmining, steelmaking, shipbuilding and heavy engineering), which underpinned the rapid growth of the region in the 19th century, either shrank or disappeared and even newer manufacturing industries contracted or closed. Paradoxically, manufacturing continues to contribute an above average share of regional GDP partly reflecting some enduring strengths, but also a consequence of the slow rate of growth of service sectors — notably financial services— which underpinned the expansion of London, the South East and East of England (Greater South East or GSE). The relative size and growth of the public sector mitigated some of these impacts in employment terms, but the North East, with Northern Ireland and Wales form a group of regions which performed relatively worse even than other regions outside the GSE
.
Since the 1960s, regional policy has been concerned with addressing the growing geographical disparities within the national economy, although there has been a marked policy shift from the redistribution of economic activity away from the GSE towards a strategy of stimulating growth in each and every region. Drawing inspiration from European experience and from Scotland and Wales, the Regional Development Agencies were rolled-out across the English regions in the late 1990s. The creation of One NorthEast in 1999 represented a new approach to improving the performance of the regional economy based on the case for more coordinated forms of public intervention, cross-boundary working, a business-led economic focus and flexibility to respond to economic shocks. There is a strong theoretical justification for coordinated regional intervention through development agencies in order to shape economic development notably in fields such as innovation and enterprise and there is evidence of the practical value of such an approach from around the world
. 
Given the entrenched nature of regional disparities in the UK and the fact that it controls less than 1% of public expenditure within the region, it is unreasonable to expect One NorthEast to have closed the gap between the region’s performance and that of the UK. But, the development of a Regional Economic Strategy represented a major step forward in achieving more effective public interventions in the economy, while more recent proposals to integrate Regional Economic Strategies and Regional Spatial Strategies (concerned with land use) and for Local Authorities to prepare their own Economic Assessments represents the desire for a stronger evidence base for public intervention and for RDAs to work more closely with Local Authorities within their region (Clarke Chapter). A capacity for joint working to plan and develop effective strategies is likely to be vital in the economic circumstances that are unfolding and will impact in particular ways on the North East. Recent suggestions that One NorthEast should either be abolished, or merged into a super RDA for the whole of the North, are likely to disadvantage the region
.
During the mid-2000s there was some evidence that long-term regional trends were being modified. The relative performance of the region, especially its city-regions, began to improve across a series of measures, notably GVA per head (see Chart 1). The region’s performance on key labour market measures such as employment rates also improved, although these changes were relatively modest when measured against the size of the gaps. Given the current context, we are now compelled to ask: did these improvements — which, it appears, were to be short-lived — signal the first signs of the successful restructuring of the regional economy, or do we need to reassess them in light of what we now know about the nature of the “growth” occurring during this period, which created an economy based upon debt-fuelled speculative property development, leisure and shopping? 
The relatively positive performance of the North East on some key economic measures prior to the current crisis, at least in some popular accounts, contained the danger of obscuring enduring structural problems such as weak productivity. In addition, in terms of broader measures of regional wellbeing such as health and educational attainment, although there was evidence of some improvement, overall the region continued to lag well behind most national averages. Notably, the region continued to lose population except briefly when it benefitted from immigration from central and eastern Europe — a phenomenon which, although it excited much attention from some policymakers at the time, appears now to have passed. Finally, despite many investments and some improvements, the region’s economic performance occurred along a low skill trajectory marked by low levels of qualification, innovation and enterprise (Dawley Chapter; Bates Chapter).
It is becoming more evident that the current crisis is one of historic proportions. The region has been severely affected by its fallout, notably through the consequences of the failure and nationalisation of the Northern Rock bank but also by waves of job losses in other sectors such as manufacturing and retail as the crisis has widened. Despite initial optimism that the fall in Sterling might aid the export-oriented businesses in some regions, in the initial stages of the downturn job loss grew at a faster rate in the northern regions than the south and has affected parts of the North East severely. The scale and nature of the crisis are still unfolding; it is a complex conjuncture of events and it is nigh impossible to say what precisely its particular impact will be on the future of the North East, although. It is very likely to be linked to major geopolitical shifts and restructuring of the international division of labour. Moreover, responses to the global financial crisis are likely to intersect with a series of other challenges, notably climate change and looming energy shortages — a process which has been termed the “Triple Crunch” — which will require coordinated and integrated policy responses, that is  a Green New Deal
. Second guessing the implications of such unprecedented conditions is fraught with danger. However, some things look likely to change and it is worth sketching out what these might be as a prelude to thinking about the future of the North East. 
In the short run, the credit crisis has had a particularly severe impact on regeneration, with projects in regions like the North East shown to be at greater risk than those in the South East
. Beyond this immediate impact, however, it is clear that we are moving toward a new regulatory environment which, at the very least, will recast the relationship between finance and the real economy, although in ways that are difficult to predict. The model of regeneration based on city centre property development is likely, however, to be profoundly challenged by these developments. The growth of debt and private consumption has underpinned the recent regeneration of the major northern cities and it is questionable whether this model will be sustainable in the future. Moreover, regeneration in northern cities has been underpinned by inflows of foreign investment and it seems uncertain whether such flows will be available in the future.
There have been increasing suggestions that the banking and finance sector should be shrunk and that the key challenge in the UK will be to rebalance the economy by growing the manufacturing sector and tradeable activities, more generally
. The idea of manufacturing as the ‘flywheel of growth’ because of its potential for productivity growth is being given a new hearing
. Notably, Peter Mandelson, the Secretary of State for Business, has called for “a new industrial activism” to help promote manufacturing industry to make up for the inability of other sectors to provide employment and output.
 This case is by no means universally accepted, but despite the daily news of job losses, the argument in favour of “reindustrialisation” to create a more sustainable development model and green-collar jobs is powerful. Moreover, given the enduring relative importance of manufacturing to the North East this might present an opportunity for the region. The region has continued to place a value on manufacturing when elsewhere it has been derided as smokestack. The task is to develop advanced manufacturing activities, ideally linked to the region’s knowledge base. The nature of the opportunity and what would be needed to meet it need careful analysis, although some of the proposals discussed by Kevin Rowan in relation to manufacture of renewable energy equipment certainly justify attention has part of a Green New Deal (Rowan Chapter).
The potential importance of manufacturing for a region like the North East is heightened given the prognosis for public services. The region remains disproportionately dependent on the public sector for over a third of its jobs. The impacts of the bank bailouts on public finances are likely to lead to further pressure for efficiency savings and these will have uneven regional implications. Local government, in particular, will face straitened conditions
. In the midst of a public finance squeeze, any Keynesian-style boost for effective demand from the public sector is likely to be derailed by rationalisation and retrenchment just as demands upon its services increase. The North East looks particularly vulnerable on the jobs front and in terms of welfare impacts, which are likely to hit the poor hardest. 
It has been common over recent times to describe the region as one experiencing improvements in economic performance, but still characterised by “pockets of deprivation” with problems of “worklessness”. The issue for the North East, of course, was that these “pockets” were relatively large and “worklessness” seemingly intractable. It’s now evident that the region will experience very large increases in unemployment in 2009. This new group of unemployed is likely to look different: it is likely be better qualified and probably more feminine than the existing “workless”. Such newly redundant workers may displace the existing unemployed in the competition for vacancies, bumping them further down the labour market. This throws up profound questions about how we deal with the “pockets of worklessness”, which may in fact be augmented in the current recession. By contrast, the phenomenon of migration from central and eastern Europe, which had less impact on the North East than other regions, but which stimulated what now appear to be overly optimistic growth projections, is likely to be a diminishing factor in economic change for the foreseeable future.
In addition, the challenges of the current economic crisis, which are likely to bring structural not merely cyclical change, are a number of other issues. Of global importance is the threat of climate change, which calls forth not just a shift to a low carbon economy, but radical changes in the way our economy and society is organised and how we think about the nature of production, consumption and regulation (Murphy Chapter). The threats posed by climate change and credit induced economic crisis both require us to place questions of sustainability more firmly and deeply at the heart of thinking about the future of the North East. The framework of sustainability is also a useful one for thinking about security threats in relation to markets for energy, water and food. What are our endogenous energy resources and how should we best use relative abundance of water? How can our green spaces and quality of life attributes be valued and managed in sustainable ways? Where and how should we source our food? How can we construct an approach to development that focuses on human wellbeing rather than simply consumerism?
The economic crisis is a global one, but its impacts will be uneven. It will affect social groups and places differently. While the pain will be universal, the weakest in society are the most vulnerable. In the UK context, there are reasons to think that the North East is especially vulnerable and that the outcome of the recession may be a widening of social and economic gaps within and between regions but in perhaps new and anticipated ways. The scale and nature of the economic crisis, together with the additional challenges mentioned above, means the current juncture should be one in which we ask profound questions about what kind of development we want and for whom
.
There is a growing consensus that the theories and approaches to understanding the operation of the economy — and its geography — which dominated debates in the last quarter of the twentieth century are in crisis along with the economy they sought to explain. Problems of regional development and problems of climate change have all been conceived as forms of ‘market failure’, but the way we think about markets is likely to change significantly. Similarly, government intervention and regulation have hitherto been characterised as sources of bureaucracy and ‘government failure’ but are now being understood as vital stabilisers and leaders in shaping the responses to the crisis. It seems likely that the approach to economic policy and the nature of economic activity will draw on new ideas and revitalise some old ones, including macroeconomics. This presents us with opportunities to think anew about how we develop the North East is ways which economically, social and environmentally sustainable in the future. In short, we should be asking, what should the “Green New Deal” look like in the North East?
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Chart 1: Relative (headline) GVA per head, 1968-2005, UK regions

•confirms NE has consistently underperformed (GVA per capita)

•currently around 20% below UK average
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