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Supporting Regional Investment and Growth

Executive Summary

1.

Labour productivity is unevenly distributed across the UK, with significant differences across and
within different regions. The majority of high productivity areas are in London and the South East
region, while predominantly rural areas in England and Wales are among the areas with the
lowest productivity levels.

Observed average aggregate productivity in an area can be derived from the presence of a
range of industries, or differences in firm productivity within the same industry. Analyses from
the past three years suggest that differences in firm-level productivity is the main determinant of
regional productivity differences.

Spatial concentration of employees within Great Britain is seen most prominently within
knowledge-intensive industries such as information and communication; and professional,
scientific and technical activities. The manufacturing industry displays a more varied spatial
distribution of jobs.

London had the highest public sector expenditure in the FYE 2018 and Northern Ireland had the
lowest. However, on a per-head basis, Northern Ireland had the highest public sector spending
of all regions, and the South East had the lowest.

Public sector revenue for the FYE 2018 on a per-head basis was highest in London and lowest
in wales. London also raised the highest revenue on a population-share basis and on a
geographic-share basis.

London and the South East region have the lowest net fiscal balance for FYE 2018, and the
North West region has the highest. This is a continued trend from FYE 2016.

Regional and sub-regional productivity

ONS regional and sub-regional productivity estimates show that economic performance in terms
of labour productivity, which is measured as Gross Value Added (GVA) per hour worked, GVA
per job or GVA per employment, is not evenly spread across the UK. There are significant
differences in aggregate average labour productivity between and within different regions and
countries of the UK. For example, productivity in Tower Hamlets in London is around 2.5 times
higher than productivity in the rural area of Powys in Wales.

However, there is a skewed distribution of labour productivity across the nation. Figure 1 below
shows that 15 out of 17 very high productivity areas are located either in London or west of
London along the M4 corridor in the South East region, while predominantly rural areas in
England and Wales were among the areas with the lowest levels of labour productivity in 2017.
The data also highlight that many subregions! of the UK have very similar productivity levels to
each other.

Geographical differences in labour productivity in the UK have been persistent over the last 13
years. Data show that spread in average productivity was increasing slightly as average

1 At Nomenclature of Territorial Units for Statistics (NUTS) 3 level



productivity differences between the areas were widening before the financial crisis of 2007.
However, after 2007, the spatial productivity differences at NUTS 3 level decreased slightly,
mainly due to lower productivity growth rates in the high-productivity areas of London.
Therefore, overall while productivity differences continue to exist between areas, these
differences have not increased over the past decade. It is also the case that there has not been
significant changes in the relative rankings of areas through the period.

Figure 1: Labour productivity (GVA per hour worked) distribution in the UK: standard
deviation of the UK average GVA per hour work for NUTS 3 subregions, 2017
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1. NUTS 3 data for Northern Ireland are not available, therefore GVA per hour worked in
Northern Ireland is presented at NUTS1 level.




Drivers of regional productivity differences

10. Observed average aggregate productivity in an area derives from two main sources:

¢ the areas can have a different industry mix. Therefore, a relatively high aggregate
productivity in a region may sometimes be a reflection of a relatively large share of more
productive industries (e.g., knowledge intensive service industries or advance
manufacturing) in that location.

o within the same industries, the firm productivities in one area can differ from those in the
same industry in other areas.

11. Our analyses from 20172, 20182 and 2019* show that differences in firm-level productivity within
industries are a bigger determinant of the geographical differences in productivity than the
different industry structures of the areas. Even within single industries we can observe large
differences in average productivity levels between different parts of the country, particularly in
services industries. Differences in productivity within service sectors of the economy between
London and other areas of the country are a particularly important source of the difference in
productivity levels. For Scotland, London and the South East, their industry compositions also
have some positive impact on their overall average productivity levels, however, the higher
average productivity of the firms in these regions play a more significant role than their industry
structures on their overall average aggregate productivity levels.

12. ONS also investigated the factors that are associated with firm-level productivity in more detail.
Particularly focussing on examining and contrasting factors that are internal to firms with those
that are external and associated with location. While obtaining conclusive evidence is difficult,
the available evidence suggests that while there are some important internal factors influencing
firm-level productivities, such as the ownership of a firm and whether it trades internationally, it
is also the case that to understand the larger geographical differences, for example, between
London and other areas of the UK, focus also must be placed on external geographical factors.

13. Such a focus on external factors recognises that each firm operates in its own locale with, for
example, a specific mix of local product and factor markets, local infrastructure, agglomeration
benefits, firm competition, consumer tastes and local spending power. These factors can affect
firm-level productivities and ultimately average productivity in an area.

Planned and possible future work on productivity:

14. In response to policy interest, we aim to continue further work in this area to increase our
understanding of the observed spatial labour productivity differences in the UK. In particular we
would like to investigate in more detail the external location-based factors that influence spatial
productivity differences.

2https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/regionalfirmlev
elproductivityanalysisforthenonfinancialbusinesseconomy/jan2017
Shttps://www.ons.gov.uk/economy/nationalaccounts/uksectoraccounts/compendium/economicreview/april2018
[regionalfirmlevelproductivityanalysisforthenonfinancialbusinesseconomygreatbritainapril2018
4https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/understandings
patiallabourproductivityintheuk/2019-05-03
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Spatial distribution of industries

15.

16.

17.

18.

19.

20.

Within Great Britain, a spatial concentration of employees is seen particularly in some of the
relatively high productivity knowledge-intensive service industries such as information and
communication; and professional, scientific and technical activities®®. Employee jobs in these
industries are particularly concentrated in London, South East and East of England

The scientific research and development sector is a particularly important sector within the
professional, scientific and technical activities industry. Employee jobs in this sector are highly
concentrated in Berkshire, Buckinghamshire and Oxfordshire in the South East, and East Anglia
in the East of England. In both areas the share of employee jobs in scientific research and
development was three and a half times greater than their share of all employee jobs in Great
Britain. Concentration of employee jobs in scientific research and development can also be seen
around Eastern Scotland and North Eastern Scotland, as well as Tees Valley and Durham, and
North Yorkshire NUTS 2 subregions.

London has a low relative share of employee jobs in scientific research and development.
However, it has relatively high concentrations of employee jobs in other knowledge intensive
services sectors, in particular the activities of head offices, advertising and market research and
financial service activities. Aside from a high concentration in central London, Eastern Scotland
and West Yorkshire NUTS 2 subregions also have a relatively high share of employee jobs in
the financial service activities sector.

The manufacturing industry has a more mixed spatial distribution of jobs. Employee jobs in
manufacturing are concentrated in the East Midlands, West Midlands, Wales and in the northern
regions of England but virtually absent from London.

Within the manufacturing industry, employee jobs in the manufacture of motor vehicles sector
are highly concentrated in the West Midlands region, which accounted for a third of all
employment in this sector nationally. In particular, Herefordshire, Worcestershire and
Warwickshire NUTS 2 subregion has a relatively high concentration of employee jobs in the
manufacture of motor vehicles, with four point six times its share of employment in this industry
than its share of total employee jobs in Great Britain. The North East, Northumberland and Tyne
and Wear NUTS 2 subregions within the North East region also has a relatively high
concentration of employees in the manufacture of motor vehicles.

The manufacture of chemicals displays a different spatial distribution to the manufacture of
motor vehicles. Employee jobs in the manufacture of chemicals are mainly concentrated in the
north of England, particularly in Tees Valley and Durham in the North East. Four of the five
NUTS 2 areas in the North West are also among the NUTS 2 areas with the highest
concentration of jobs in this sector. In the south of England, the NUTS 2 areas with relative
concentrations in the manufacture of chemicals were Kent, East Anglia, and Dorset and
Somerset.

Shttps://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/articles/th

espatialdistributionofindustriesingreatbritain/2015#the-spatial-distribution-of-industries

https://www.ons.gov.uk/economy/nationalaccounts/uksectoraccounts/compendium/economicreview/april2018

/examiningregionalgrossvalueaddedgrowthintheuk1998t02016
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Country and regional public sector finances

21. The country and regional public sector finances are published annually by ONS, aiming to
provide users with information on what public sector expenditure has occurred, for the benefit of
residents or enterprises, in each country or region of the UK; and what public sector revenues
have been raised in each country or region — as well as the balance between them. The country
and regional public sector finances are consistent with the UK public sector finances.

22. The statistics are neither reflective of the annual devolved budget settlements nor are these data
used when calculating devolved budget settlements. Furthermore, they do not provide
information on the spending and revenue of individual country or regional bodies such as the
Greater London Authority.

Expenditure

23. Public sector expenditure is the total capital and current expenditure (mainly wages and
salaries, goods and services, expenditure on fixed capital, but also subsidies, social benefits
and other transfers) of central and local government bodies, as well as public corporations.
Statistics published in May 20197 show:

¢ London had the highest public sector expenditure at £115.8 billion in the financial
year ending (FYE) 2018; the total for the UK was £794.8 billion.

o The lowest total public sector expenditure in the same year occurred in Northern
Ireland at £26.5 billion.

e Figure 2 shows public sector expenditure for all NUTS1 countries and regions from
FYE 2016 to FYE 2018.

24. When taking into account the population of each country and region, a different picture can be
seen for the FYE 2018:

o Public sector expenditure on a per-head basis in Northern Ireland was £14,195, the
highest of all regions.

¢ While the lowest per head expenditure occurred in the East Midlands and the South East
at £11,146 and £11,169 respectively.

e Figure 3 shows public sector total expenditure on a per head basis for each NUTS1
country and region.

25. The underlying data source for expenditure in the country and regional public sector finances is
HM Treasury’s (HMT) Country and Regional Analysis®. These data are presented on the basis
of the United Nation’s Classifications of Functions of Government, as are the expenditure data in
the ONS’ country and regional public sector finances.

"https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/publicsectorfinance/articles/countryandreg
ionalpublicsectorfinances/financialyearending2018
8 https://www.gov.uk/government/statistics/country-and-regional-analysis-2018
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26. Though no definition of expenditure on ‘investment’ exists in this framework, some categories of
expenditure can be considered to be related to investment, such as economic affairs and
housing.

27. Table 1 shows data from FYE 2016 to FYE 2018 for expenditure on economic affairs and
housing for each NUTS1 country and region — spending in value terms and per head. While
most expenditure for both categories in value terms occurs in London and the least in areas
such as Northern Ireland and the North East, this is not the case when considering the
population of each region. On a per head basis, the lowest expenditure generally occurs in
Yorkshire and the Humber for economic affairs, and the South East for housing. Further
breakdowns of data are available from the Country and Regional Analysis conducted by HMT.

Figure 2: NUTS1 public sector expenditure, FYE 2016 to FYE 2018

£bn NUTS1 Public sector expenditure, FYE 2016 to FYE 2018
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Figure 3: NUTS1 public sector expenditure, per head, FYE 2016 to FYE 2018

NUTS1 Public sector total expenditure, per head, FYE 2016 to FYE 2018
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Table 1. Expenditure on economic affairs and housing, FYE 2016 to FYE

2018, by NUTS1 countries and regions

Economic affairs (£ bn)

Economic affairs (Per head, £)

Redion 2015/16 2016/17 2017/18 2015/16 2016/17 2017/18
NO?’[h East 1,568 1,637 1,690 597 620 640
North West 4,452 4,451 5,724 619 615 791
Yorkshire & The Humber ~ 340 3,279 3,228 656 604 594
East Midlands 2,418 2,437 2,739 516 514 578
West Midlands 3,043 3,395 3,949 527 583 678
East of England 3,630 3,628 4,363 596 591 711
London 9,875 10,230 11,735 1,136 1,165 1,336
South East 5,160 5,826 6,769 575 644 749
South West 2,942 3,367 3,639 537 609 658
England 36,628 38,251 43,837 667 691 792
Wales 2,527 2,460 2,716 814 789 872
Scotland 5,721 6,281 6,735 1,063 1,161 1,245
Northern Ireland 1,609 1,623 1,632 868 871 875

46,484 48,615 54,920 712 739 835

UK



Housing (£ bn) Housing (Per head, £)

Region 2015/16 2016/17 2017/18 2015/16 2016/17 2017/18
North East 486 394 420 185 149 159
North West 626 725 745 87 100 103
Yorkshire & The Humber 728 848 882 135 156 162
East Midlands 560 518 526 119 109 111
West Midlands 435 753 676 75 129 116
East of England 638 611 633 105 100 103
London 2,002 2,006 2,620 230 228 298
South East 869 914 1,055 97 101 117
South West 509 526 510 93 95 92
England 6,852 7,295 8,068 125 132 146
Wales 702 712 714 226 228 229
Scotland 1,566 1,584 1,977 291 293 365
Northern Ireland 711 706 737 383 379 395
UK 9,832 10,296 11,496 151 157 175

Source: Office for National Statistics

28. For all regions, maost expenditure occurs in relation to social protection, namely expenditure on
pensions, but also on social benefits. Further information on expenditure for other categories are
published alongside the bulletin.

Revenue

29. Public sector revenue is the total current receipts received by central and local government as
well as public corporations. These receipts predominantly relate to taxes, but also social
contributions, interest, dividends, gross operating surplus and transfers.

30. In the country and regional public sector finances, total public sector revenue in each NUTS1
country and region is presented, including North Sea revenue, on a population-share basis and
a geographic-share basis. Under the geographic-share basis, a greater share of North Sea
revenue is allocated to Scotland.

31. In the financial year ending (FYE) 2018:

¢ The most public sector revenue was raised in London at £150.2 billion on a population-
share basis and £150.3 billion on a geographic-share basis.

e The least revenue was raised in Northern Ireland at £17.3 billion on both bases of North
Sea revenue.



e On a per-head basis, London raised £17,110, the highest of all regions; while the lowest

per-head revenue was raised in Wales at £8,710.
e Table 2 shows these figures for FYE 2016 to FYE 2018.

Net fiscal balance

32. Net fiscal balance is the gap between total spending and revenue raised. At the UK level, this is
equivalent to public sector net borrowing. A negative net fiscal balance figure represents a
surplus, meaning that a country or region is receiving in revenue more than is being spent for
the benefit of residents or enterprises in that country or region. A positive net fiscal balance
represents a deficit, meaning a country or region is attracting more expenditure for the benefit of
its residents or enterprises than it is receiving in revenue. Figure 4 shows the net fiscal balance
for each NUTS1 country and region for the FYE 2018. Table 3 shows these figures for FYE

2016 to 2018.

Figure 4: Net fiscal balance for FYE 2018, by NUTS1 countries and region
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Table 2: Public sector revenue, FYE 2016 to FYE 2018, by NUTS1 countries

and regions
Population share (£ bn) Population share (Per head, £)
Region 2015/16 2016/17 2017/18 2015/16 2016/17 2017/18
North East 21,644 22,809 23,650 8,237 8,644 8,963
North West 62,392 66,071 68,516 8,681 9,135 9,473
Yorkshire & The Humber 46,761 49,541 51,309 8,661 9,121 9,446
East Midlands 42,842 45,257 46,924 9,136 9,554 9,906
West Midlands 49,473 52,322 54,318 8,576 8,985 9,328
East of England 67,160 70,943 73,409 11,029 11,556 11,958
London 136,046 145,468 150,283 15,651 16,562 17,110
South East 109,844 117,586 121,599 12,246 13,003 13,447
South West 53,969 57,166 59,180 9,843 10,342 10,706
England 590,131 627,163 649,188 10,748 11,330 11,728
Wales 24,736 26,100 27,142 7,973 8,376 8,710
Scotland 54,090 57,135 59,431 10,052 10,562 10,986
Northern Ireland 15,970 16,677 17,292 8,613 8,945 9,275
UK 684,927 727,075 753,053 10,498 11,059 11,454
Geographic share (Per head,
Geographic share (£ bn) £)
_ 2015/16 2016/17 2017/18 2015/16  2016/17 2017/18
Region
North East 21,635 22,781 23,583 8,234 8,634 8,938
North West 62,390 66,046 68,361 8,681 9,132 9,452
Yorkshire & The Humber 46,705 49,438 51,143 8,651 9,102 9,416
East Midlands 42,830 45,225 46,814 9,133 9,547 9,883
West Midlands 49,481 52,319 54,203 8,577 8,984 9,308
East of England 67,151 70,914 73,273 11,028 11,552 11,936
London 136,057 145,463 150,110 15,652 16,561 17,090
South East 109,854 117,576 121,418 12,247 13,002 13,427
South West 53,962 57,147 59,062 9,842 10,339 10,685
England 590,065 626,909 647,967 10,747 11,325 11,705
Wales 24,741 26,099 27,081 7,974 8,375 8,691
Scotland 54,149 57,391 60,750 10,063 10,609 11,230
Northern Ireland 15,972 16,676 17,255 8,614 8,945 9,255
UK 684,927 727,075 753,053 10,498 11,059 11,454

Source: Office for National Statistics
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Table 3: Net fiscal balance, FYE 2016 to FYE 2018, by NUTS1 countries and

regions

Population share (£ bn) Population share (Per head, £)
Region 2015/16 2016/17 2017/18 2015/16 2016/17 2017/18
North East 10,508 9,750 9,608 3,999 3,695 3,641
North West 21,892 19,579 20,705 3,046 2,707 2,863
Yorkshire & The Humber 14,094 12,067 11,586 2,610 2,222 2,133
East Midlands 7,706 6,238 5,873 1,643 1,317 1,240
West Midlands 14,529 13,562 13,128 2,518 2,329 2,254
East of England -2,455  -5,649  -6,066 -403 -920 -988
London -25,614 -33,604 -34,475 -2,947  -3,826 -3,925
South East -14,786 -19,175 -20,602 -1,648  -2,120 -2,278
South West 6,909 5,068 4,678 1,260 917 846
England 32,783 7,836 4,435 597 142 80
Wales 13,974 13,364 13,634 4,504 4,289 4,375
Scotland 15,566 14,384 14,584 2,893 2,659 2,696
Northern Ireland 9,516 9,303 9,171 5,132 4,990 4,919

71,840 44,887 41,823 1,101 683 636

UK

Geographic share (£ bn)

Geographic share (Per head, £)

Region 2015/16 2016/17 2017/18 2015/16 2016/17 2017/18
North East 10,517 9,778 9,675 4003 3706 3667
North West 21,894 19,604 20,860 3046 2710 2884
Yorkshire & The Humber 14,150 12,170 11,752 2621 2241 2164
East Midlands 7,718 6,270 5,983 1646 1324 1263
West Midlands 14,521 13,565 13,243 2517 2329 2274
East of England -2,446  -5,620 -5,930 -402 -915 -966
London -25,625 -33,599 -34,302 -2948 -3825 -3905
South East -14,796 -19,165 -20,421 -1650 -2119 -2258
South West 6,916 5,087 4,796 1261 920 868
England 32,849 8,090 5,656 598 146 102
Wales 13,969 13,365 13,695 4502 4289 4395
Scotland 15,507 14,128 13,265 2882 2612 2452
Northern Ireland 9,514 9,304 9,208 5131 4991 4939

71,840 44,887 41,823 1,101 683 636

UK

Source: Office for National Statistics
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Engagement through Devolution Programme

33.

34.

35.

Following the Spending Review in 2015, and the Independent Review of UK Economic Statistics
by Sir Charles Bean, ONS has conducted several projects under its Devolution programme.
These projects had explicit aims of producing lower geographic breakdowns of statistics,
including developments to Regional Accounts; Public Sector Finances; Sub-regional
Productivity; estimates of exports of services; and engagement with local area users of
statistics. Much of this work has now been completed and published on the ONS website.

In support of this programme, ONS created a Centre for Subnational Analysis which has been
increasingly engaging with users of statistics. Such engagement included discovery workshops
conducted with the new Mayoral Combined Authorities; meetings with City Regions and City
Growth Deals across the UK; presentations at conferences such as the Economic Forums; and
the instigation of a new Combined Authorities Liaison Group where we bring users together to
show and discuss statistical developments. It has also included direct involvement in the
production of Local Industrial Strategies in collaboration with the Department for Business,
Energy and Industrial Strategy, meetings with the What Works centres, and engagement with
partner organisations including the Local Government Association, Centre for Cities and Core
Cities.

This engagement has been supported by a continuous programme of work to improve current
channels of dissemination, create new insights through forthcoming publications and meet the
specific needs of authorities through targeted support. Bespoke projects have included analysis
of productivity to feed into Greater Manchester’s Independent Prosperity Review and of the
impacts of building the Midlands Metro, in collaboration with Ordnance Survey. We are currently
working to produce analytical articles and ad-hoc data tables which we expect to publish over
the coming months in direct response to the needs identified by City Regions through our
workshops. Those needs specifically included more information on economic growth, skills, the
labour market, productivity and low pay, among other social and economic topics.

Office for National Statistics, June 2019
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