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Executive Summary 

UK banks have helped to create a distorted economy. Lending is flowing into unproductive sectors.  

Financial stability has been compromised by an economy that is insufficiently geared towards 

productive lending and investment. 

The UKõs productivity performance is extremely poor by international standards. The UK runs the 

risk of being left behind by technological developments, which could and should enrich the whole 

country. R&D spending is low and not enough companies operate at the scale needed to deliver major 

increases in research spending. This has longer-term consequences for wages and living standards. 

A failure to keep up with the pace of innovation also has direct consequences for banks. Big data 

should be used to improve decision-making processes for lending. This will allow new lenders to track 

creditors effectively, providing timely intervention, advice and support to help businesses evolve and 

grow. 

A Strategic Investment Board will be needed to facilitate coordination between the Treasury, the Bank 

of England and the Department for Business, Energy and Industrial Strategy (BEIS). This will re-establish 

the link between the real economy and the banking sector. 

The Strategic Investment Board will bring together scientists, engineers, entrepreneurs and 

representatives of industry and trade unions. 

The Bank of England mandate should also be reviewed. 

Productive sectors are increasingly concentrated in a small part of the country. 

There is a risk that the disproportionate number of technology companies in London and the South 

East will increase, exacerbating regional inequality. Governments have a critical role in addressing these 

weaknesses, but that will require determined, strategic action. 

To drive investment across the country, this interim report makes a number of initial 

recommendations: 

- Locating the National Investment Bank in Birmingham. In the June 2017 manifesto, the Labour 

Party proposed the creation of a National Investment Bank.  

- Locating the Strategic Investment Board secretariat and research department in Birmingham. 

- Moving some Bank of England functions to Birmingham.  

- Establishing Bank of England offices in Glasgow, Cardiff and Belfast, and two smaller regional 

offices in Newcastle and Plymouth. In addition, regional offices for the Strategic Investment 

Board should be created in the same cities.  
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The regional offices of the Bank of England and the Strategic Investment Board would ensure that 

productive lending is geared towards the needs of local businesses. 

Relocating core economic institutions will provide a clear, visible example of a new governmentõs 

determination to promote growth and a rebalancing of the economy.  

Birmingham is Englandõs second largest city. Relocating institutions to Birmingham should also provide 

the opportunity to upgrade the regional railway and other transport networks.  
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Introduction 

The pace of technological change is accelerating, threatening established business models and creating 

an economy characterised by frequent ôdisruptiveõ episodes. As a central bank sitting at the heart of 

the UK financial system, the Bank of England needs to be playing an active, leading role, ensuring banks 

are helping UK companies to innovate. Flow of funds analysis shows that banks are diverting resources 

away from industries vital to the future of this country. 

Japan, the US, China, South Korea, Germany and now France are moving ahead of the UK. The UK is 

falling behind. UK banks have failed to support businesses, focussing on unproductive lending, such as 

consumer credit borrowing. The predictable failure of this model was recently recognised by the Bank 

of England and, belatedly, by the lenders themselves.  

The Financial Policy Committee at the Bank of England is currently òcharged with a primary objective 

of identifying, monitoring and taking action to remove or reduce systemic risks with a view to 

protecting and enhancing the resilience of the UK financial systemó. The Financial Policy Committee 

is not doing this. It is ignoring investment, which plays a critical role in preventing systemic risks.  

The Financial Policy Committee makes no distinction between unproductive and productive lending 

to companies (specifically to sectors that are technology-intensive and critical to boosting the potential 

growth path of the UK economy). Financial stability depends on a more desirable balance between 

unproductive and productive lending. 

The Financial Policy Committee is currently focussed on eliminating perceived ôrisksõ within the 

financial sector. However, it takes a narrow approach by concentrating on banking resilience 

(regulatory capital and liquidity), without sufficient regard to the wider second-round impact of its 

policies. The banking sector should be geared towards stimulating productive investment. Only this 

will truly reduce the systemic risks currently facing the UK. There is a clear need to re-establish the 

linkages between the real economy and the UK banks.  
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A distorted economy 
 

International and sectoral comparisons of labour productivity 

UK productivity has stagnated since the financial crisis of 2007/08. Real output per hour worked rose 

just 1.4% between 2007 and 2016 (chart 1). Within the G7, only Italy performed worse (-1.7%). 

Excluding the UK, the G7 countries have experienced a 7.5% productivity increase over this period, 

led by the US, Canada and Japan. 

In addition, the ôproductivity gapõ for the UK ð the difference between output per hour in 2016 and 

its pre-crisis trend ð is minus 15.8%. The productivity gap for the G7 ex-UK countries is minus 8.8% 

(chart 2). Since 2007, real GDP per capita in the UK has lagged both the US and Japan. The UK has 

been slightly ahead of the Eurozone. 

Chart 1 

 

The ONS has also published ôexperimentalõ statistics comparing productivity across countries and 

sectors. The UKõs poor productivity performance is not confined to manufacturing. Indeed, the UK 

underperforms in precisely those areas that are generally considered to be its strengths (see appendix 

1 for a full sectoral breakdown). The UKõs productivity (output per hour worked) in financial & 

insurance activities was ranked 23rd out of 29 countries covered by the ONS (EU plus Norway). For 

ôprofessional, scientific and technical activitiesõ and ôadministrative and support service activitiesõ 

combined, the UK only managed 24th place. 
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Chart 2 

 

Comparative advantage in services under threat 

Despite the weak services productivity data, it appears that the UK still maintains a competitive 

advantage in this sector. ONS current account data show that the services surplus totalled £99.04bn 

in the four quarters to Q2 2017, a record high (table 1). The two largest components of the UKõs 

services surplus are financial services (Ã50.79bn) and ôotherõ business services (Ã29.30bn).  

Table 1 

Sector Q4 2007 Q2 2017

Actual change 

(Q4 2007 - 

Q2 2017)

Overall services 51.81 99.04 47.23

Financial services 36.25 50.79 14.54

Other business services 18.07 29.30 11.23

Insurance & pension services 9.67 15.72 6.05

Telecomms, computer & information services 3.33 8.67 5.34

Transport -1.65 4.72 6.37

Intellectual property services 4.33 3.98 -0.35 

Manufacturing & maintenance services 0.20 2.71 2.51

Personal, cultural & recreational services 0.25 0.85 0.60

Construction services 0.20 0.53 0.33

Government services, N.I.E -1.15 -1.07 0.08

Travel -17.69 -17.15 0.54

Source: ONS

UK current account balance, services (£bn, 4-quarter moving totals)

 

Service sector exports rose to an all-time high of £259.13bn in the four quarters to Q2 2017, a 

£100.06bn increase since 2007 (table 2). The biggest contribution since 2007 has come from ôother 

business servicesõ, which hit a record Ã75.37bn in Q2 2017. Other business services are made up of 
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R&D, ôprofessional & management consulting servicesõ, and ôtechnical, trade-related & other business 

servicesõ. Almost half (46.2%) of ôother business servicesõ exports are left uncategorised: they are 

grouped under a separate ôother business servicesõ subcategory. It is possible that many new digital 

companies are in this category. 

Table 2 

Sector Q4 2007 Q2 2017

Actual change 

(Q4 2007 - 

Q2 2017)

Overall services 159.07 259.13 100.06

Other business services 40.25 75.37 35.13

Financial services 45.61 62.32 16.71

Travel 20.56 32.07 11.51

Transport 17.08 27.61 10.53

Telecomms, computer & information services 9.63 19.81 10.18

Insurance & pension services 11.70 15.92 4.22

Intellectual property services 8.92 13.26 4.34

Personal, cultural & recreational services 1.90 4.49 2.58

Manufacturing & maintenance services 0.29 4.10 3.82

Government services, N.I.E 2.13 2.59 0.47

Construction services 1.01 1.59 0.58

Source: ONS

UK current account, service sector exports (£bn, 4-quarter moving totals)

 

The widening services surplus has not been enough to prevent a deterioration in the current account 

deficit (chart 3). Furthermore, the competitive advantage of the UK is at risk, if the productivity 

numbers cited above by the ONS are correct (see appendix 1). The current divergence between the 

(wider) trade deficit for goods and the (rising) surplus for services may exacerbate the disparity in 

incomes across the UK. 

The biggest increase in the services surplus since 2007 has been in financial services. The UK was 

home to 10 companies in the KPMG Fintech100 report for 2017, behind the US (19), in line with 

Australia (10) and ahead of China (9). However, the UKõs edge in financial services may be challenged. 

The UK had only one company in the top 10 (Atom Bank, 8th). Chinese fintech companies, by contrast, 

occupied the top three spots and accounted for five of the top ten places. China is fast emerging as 

the leader in fintech.  
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Chart 3 

 

High-technology production falters 

UK manufacturing output is currently 3.8% below the peak reached over 16 years ago (Q4 2000). The 

decline in overall industrial production (i.e. manufacturing, mining & energy combined) has been even 

more pronounced over this period (-10.4%). The UKõs manufacturing production figures compare 

unfavourably to the rest of the G7, EU, Eurozone and OECD averages (table 3 and chart 4). Germany 

and South Korea are racing ahead. German manufacturing production has climbed 25.2% since Q4 

2000. South Korea has registered an impressive increase in output of 105.3% over this period. The 

UK trails the US too. Despite being pulled down by weak production statistics from the peripheral 

countries and France, total Eurozone manufacturing production has also risen well ahead of the UK. 

Chart 4 
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Table 3 

Country/Economic region Manufacturing
Overall industrial production 

(ex-construction)

South Korea 105.3 103.4

Germany 25.2 26.5

OECD 14.5 14.6

EU 28 10.5 7.9

Euro Area 6.7 5.5

US 5.2 9.8

G7 1.9 4.6

UK -3.8 -10.4 

Japan -4.3 -3.7 

Canada -10.6 2.5

France -13.5 -11.6 

Italy -21.3 -19.6 

Source: OECD

Industrial production for select countries/regions, percentage change (%) between 

Q4 2000 - Q2 2017

 

The picture remains the same when looking at the more recent history. The pre-crisis peak of UK 

manufacturing was in Q4 2006: output today remains 3.6% below this level.1 Again, the UK trails the 

OECD, European Union and Eurozone averages.  

If the UK was focussing on cutting-edge technology, then the overall decline in industrial production 

would be less of a concern. However, separate statistics from Eurostat show that the UKõs output of 

high-technology industries has in fact fallen by an average of 0.4% y/y over the past ten years. High 

technology industries are classified by their òtechnological intensityó, defined as R&D expenditures as 

a share of value-added.2 Out of the 20 EU countries for which this data is available, only Sweden has 

experienced a bigger decline (table 4).3 Average Eurozone production has increased by 3.3% y/y over 

the past ten years, while production in the EU has risen 2.4% y/y. 

                                                           
1 Timelier data from the ONS point to an uptick in industrial production in Q3: excluding construction, output in 

September climbed to the highest since October 2008. The Markit manufacturing PMI for November hit a 51-month high 

too: investment goods orders increased at the fastest pace since August 1994. For some companies, the weaker pound 

continues to boost export competitiveness. A synchronised global economic upswing is providing a tailwind for 

manufacturers too. Nevertheless, ONS statistics show that output remains 9.2% below the peak of November 2000. IMF 

Direction of Trade Statistics also show that the UKõs share of world exports fell to a low of 2.53% in the year to June 

2017, before edging up to 2.56% in the year to August 2017. 
2 See òGlossary: High-techó, Eurostat, http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:High-tech. The 

industries that qualify as òhigh-technologyó are the ômanufacture of basic pharmaceutical products and pharmaceutical 

preparationsõ; ômanufacture of computer, electronic and optical productsõ; and ômanufacture of air and spacecraft and 

related machineryõ. 

Similarly, the industries that qualify for òmedium-high-technologyó classification are: õmanufacture of chemicals and chemical 

productsõ; ômanufacture of weapons and ammunitionõ; ômanufacture of electrical equipmentõ; ômanufacture of machinery and 

equipment N.E.C.õ; ômanufacture of motor vehicles, trailers and semi-trailersõ; ômanufacture of other transport equipmentõ 

excluding ôbuilding of ships and boatsõ and excluding ômanufacture of air and spacecraft and related machineryõ; 

ômanufacture of medical and dental instruments and suppliesõ. 
3 Data are for EU 28 countries, except for Ireland, Slovakia, Slovenia, Malta, Cyprus, Luxembourg, Finland, and Croatia, for 

which there was insufficient data.  

http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:High-tech
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Table 4 

Estonia 30.1 Romania 15.1 Poland 5.5 Poland 4.5

Lithuania 14.0 Latvia 8.8 Lithuania 2.0 Lithuania 4.1

Latvia 13.8 Czech Rep. 6.2 Austria 1.0 Latvia 1.9

Belgium 8.9 Hungary 6.2 Romania 1.0 Estonia 1.3

Poland 5.6 Poland 6.1 Bulgaria 0.8 Belgium 0.8

Romania 5.3 Lithuania 5.8 Czech Rep. 0.7 Hungary 0.6

Austria 5.3 Bulgaria 4.1 Germany 0.7 Austria 0.1

Czech Rep. 4.9 Estonia 3.9 Latvia 0.6 Romania -0.1

Bulgaria 4.1 Austria 1.6 Hungary 0.4 UK -0.2

Denmark 3.6 Denmark 1.5 Belgium 0.4 Portugal -0.2

Germany 3.4 Netherlands 1.5 Estonia -0.0 Netherlands -0.3

Netherlands 2.9 Germany 0.8 Netherlands -0.1 Germany -0.5

France 1.3 UK 0.1 Portugal -0.8 Czech Rep. -0.8

Hungary 1.2 Belgium -0.4 UK -0.9 Sweden -1.4

Greece 0.6 Sweden -1.4 Sweden -1.4 Denmark -1.7

Italy 0.5 France -1.4 Denmark -2.0 France -1.7

Spain 0.5 Spain -1.9 France -2.1 Italy -1.9

Portugal 0.4 Italy -2.1 Italy -2.6 Spain -2.1

UK -0.4 Greece -3.5 Spain -3.6 Bulgaria -2.4

Sweden -2.6 Portugal -4.1 Greece -3.7 Greece -4.0

Source: Eurostat

High-tech Low-tech

Manufacturing output for select European countries, average annual 

percentage change (%) between Q2 2007 - Q2 2017

Medium high-tech Medium low-tech

 

The UK runs large and rising trade deficits in many strategically important sectors (appendix 2). 

According to the ONS, the manufacturing trade deficit widened to a record £128.0bn in the year to 

Q2 2017 (chart 5). Within this, the largest shortfall occurred in ôcomputer, electronic & optical 

productsõ (Ã22.9bn, chart 6). This includes a £9.4bn deficit in communication equipment, also a record. 

Other significant trade deficits for high-tech manufactures include ôelectrical equipmentõ (Ã9.0bn) and 

ômachinery & equipment N.E.Cõ (Ã3.4bn).4   

 

 

 

 

                                                           
4 N.E.C = Not elsewhere classified. 
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Chart 5 

 

Chart 6 

 

The trade deficit for ômotor vehicles, trailers & semi-trailersõ was Ã15.5bn in the four quarters to Q2 

2017. The shortfall in motor vehicles has narrowed from £10.5bn in Q1 2016 to £5.8bn. However, 

the deficit for ôparts & accessories for motor vehiclesõ continues to expand, hitting a record Ã9.1bn in 

Q2 (chart 7). Locally-sourced parts and components used in vehicle manufacturing are a critical 

variable: according to the Automotive Council, òmuch of the sectorõs value added is created at the 

start of the production process.ó5 The share of parts coming from UK suppliers is rising (up from 36% 

in 2011 to 44% in 2016). That said, it remains below estimates for Germany and France (around 60%). 

 

                                                           
5 See òGrowing the Automotive Supply Chain: Local Vehicle Content Analysisó, Automotive Council UK, June 2017. 
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Chart 7 

 

Capital investment remains low 

Investment in the UK continues to languish. Out of all the G7 countries, the UK has the lowest share 

of investment in GDP (16.7%, table 5). The data are in nominal terms, but the patterns seen below 

hold in real terms too: the UK remains in last place. 6 

Table 5 

Japan 23.1 Japan 5.6 Japan 7.3

Canada 23.0 France 5.3 Germany 6.5

France 22.0 US 5.1 US 6.4

Germany 20.0 Germany 3.8 Italy 6.2

US 19.5 UK 3.6 France 4.9

Italy 17.1 Italy 2.8 Canada 4.5

UK 16.7 Canada 2.6 UK 4.0

Source: OECD

Gross fixed capital 

formation 

Intellectual property 

products

Machinery & equipment & 

weapon systems

Gross fixed capital formation (GFCF) for G7 economies in 2016, % of GDP

 

This is part of a long-term trend of underinvestment. In the twenty years between 1997 and 2017, the 

UKõs gross fixed capital formation has accounted for an average of just 16.7% of GDP (nominal terms). 

                                                           
6 Important literature has highlighted the potential mismeasurement issues in high-tech goods and services. See, for 

example, òICT Services and their Prices: What do they tell us about Productivity and Technology?ó, David Byrne and Carol 

Corrado, Finance and Economics Discussion Series, Federal Reserve, September 2017. There is considerable evidence to 

suggest that the investment figures are in fact understated: the deflators may be too high, and real investment too low. 

However, these issues are likely to plague most of the countries in the G7. As such, the numbers provided above should 

still give a useful insight into the relative performance of UK investment.  
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This is the lowest share out of 34 countries displayed in table 6 (30 OECD countries plus Colombia, 

Lithuania, Costa Rica and South Africa).  

Table 6 

Country % Country %

South Korea 30.8 New Zealand 22.1

Estonia 28.3 Iceland 21.8

Czech Republic 28.0 Portugal 21.7

Australia 26.5 France 21.7

Slovak Republic 25.9 Colombia 21.5

Latvia 25.0 Lithuania 21.0

Japan 24.6 Netherlands 20.9

Spain 24.6 United States 20.8

Switzerland 24.1 Denmark 20.6

Slovenia 24.0 Germany 20.5

Ireland 23.7 Israel 20.2

Austria 23.5 Costa Rica 20.2

Sweden 22.4 South Africa 19.8

Belgium 22.3 Greece 19.7

Finland 22.3 Luxembourg 19.6

Canada 22.2 Italy 19.6

Norway 22.1 UK 16.7

Source: OECD, ONS

Gross fixed capital formation as a share of GDP (%), average between 

Q1 1997 - Q2 2017

 

Gross fixed capital formation can be broken down further into intellectual property products (IPP), 

machinery & equipment, dwellings, and ôother buildings & structuresõ. The UK fares marginally better 

than Italy and Canada in intellectual property products investment as a share of GDP. Nevertheless, 

this needs to be put into perspective: both Italy and Canada have notoriously underinvested in 

technology. Canadian investment in intellectual property products tumbled from a peak of 2.33% of 

GDP in Q1 2008 to just 1.49% in Q2 this year. The UK is salvaged by its relatively high computer 

software spending as a share of GDP (4th highest globally, according to the Global Innovation Index 

20177): R&D spending ð the other part of IPP investment ð remains chronically low. 

The erosion of the UKõs manufacturing capabilities is also evident from the low share of investment 

spending on machinery & equipment. The UK is last out of all G7 countries (table 5). The UK has 

                                                           
7 See òThe Global Innovation Index 2017ó, Cornell University, INSEAD and the World Intellectual Property Organisation, 

WIPO, October 2017, https://www.globalinnovationindex.org/.   

https://www.globalinnovationindex.org/
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slipped into a cycle of low investment and low productivity, which has contributed to the stagnation 

in real wages.  

Real average annual wages have fallen 2.6% since 2007, according to the OECD (chart 8). This 

deterioration in living standards has been amongst the worst in the 35-member group. Sterlingõs 

depreciation since the June 2016 referendum has contributed to a further decline in purchasing power: 

the y/y change in real average weekly earnings (excluding bonuses & arrears) turned negative in 

February 2017 and was -0.8% in September (chart 9). 

Chart 8 

 

Chart 9 
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Regional imbalances in the UK 

The recent growth in UK employment has been heavily skewed towards London and the South East. 

Since 2007, employment across the UK has risen by 2.71m. However, over half (1.38m) of these jobs 

have been created in London and the South East. Employment in London has jumped 26.0%. The 

increase in employment has been comparatively modest for most regions (see table 7). A full sectoral 

breakdown of employment across regions is available in appendix 3 of this document. 

Table 7 

Region 2007 Sep-17
% change between 

2007 - Sep 17

UK 29.347 32.059 9.2

England 24.648 27.156 10.2

London 1.160 1.234 26.0

South East 3.211 3.436 10.1

East 2.413 2.539 9.6

South West 2.138 2.237 7.3

North West 2.523 2.674 7.0

North East 2.774 3.040 6.4

West Midlands 3.694 4.657 6.0

Yorkshire & the Humber 4.200 4.623 5.2

East Midlands 2.534 2.719 4.6

Northern Ireland 2.544 2.652 4.5

Scotland 1.365 1.426 4.4

Wales 0.789 0.825 4.2

Source: ONS

UK employment by region (millions)

 

The growth in wages (in sterling terms) has been slower in London over this period, due to 

retrenchment in the financial sector. Nevertheless, average weekly earnings remain well above the 

national average (table 8). House prices have also risen more quickly in London and the South East 

since 2007. Faster employment growth in London and the South East is in danger of being choked by 

deteriorating affordability. The house price-to-salary ratio for London hit a record high in October 

(14.5 times average earnings).8 The Silicon Roundabout in London was recently described as the most 

expensive technology hub in the world.9 The regions that have seen the fastest employment growth 

since 2007 have also experienced the biggest increases in house prices (table 9). 

 

 

                                                           
8 See òLondonõs house price ratio has hit a record highó, City AM, November 28th 2017, 

http://www.cityam.com/276507/londons-house-price-salary-ratio-has-hit-record-high.  
9 See òLondon is home to the worldõs most expensive technology hubó, The Telegraph, September 28th 2017, 

http://www.telegraph.co.uk/business/2017/09/28/london-home-worlds-expensive-technology-hub/.  

http://www.cityam.com/276507/londons-house-price-salary-ratio-has-hit-record-high
http://www.telegraph.co.uk/business/2017/09/28/london-home-worlds-expensive-technology-hub/
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Table 8 

Region Apr-07 Apr-17
% change between 

Apr-07 and Apr-17

UK 376.0 448.6 19.3

England 463.6 555.8 19.9

London 586.3 692.5 18.1

South East 481.9 574.9 19.3

East 450.5 545.5 21.1

South West 429.6 520.0 21.0

West Midlands 430.1 514.9 19.7

North West 434.9 514.0 18.2

North East 404.3 504.1 24.7

Yorkshire & the Humber 422.6 502.5 18.9

East Midlands 421.6 499.4 18.5

Scotland 441.7 547.3 23.9

Northern Ireland 400.3 501.2 25.2

Wales 404.3 498.4 23.3

Source: ONS

Average weekly earnings by region (£)

 

Table 9

Region 2007 Q3 2017
% change between 

2007 - Q3 2017

England

London 294,907 471,761 60.0

Outer Metropolitan 254,029 365,584 43.9

Outer South East 211,798 277,519 31.0

East Anglia 181,394 222,080 22.4

South West 201,135 240,832 19.7

East Midlands 155,284 177,825 14.5

West Midlands 163,753 183,018 11.8

North West 157,786 156,193 -1.0 

Yorkshire & the Humber 154,453 151,482 -1.9 

North 132,909 127,213 -4.3 

Scotland 148,295 146,022 -1.5 

Wales 153,397 149,970 -2.2 

Northern Ireland 220,512 133,659 -39.4 

Source: Nationwide

House prices by region (£)

 

A sizeable number of UK households (10%) are still without internet access in their homes (table 10). 

The North East, North West, Midlands, South West and Wales all have a share above 10%: London 

and the South East are well below average.  
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Table 10 

Region 2006 2011 2016 2017

Great Britain 57 77 89 90

London 63 82 94 94

South East 66 80 94 94

Yorkshire & the Humber 52 74 86 90

Scotland 48 77 87 90

North West 54 78 89 89

West Midlands 53 71 84 89

East of England 64 76 88 89

South West 59 78 88 88

East Midlands 55 77 85 87

Wales 52 71 85 84

North East 54 70 92 82

Source: ONS

Households with internet access (%)

 

Table 11 

Region 1991-1993 2012 - 2014
Percentage 

point change

UK 76.1 80.9 4.9

England 76.3 81.2 4.9

London 76.3 82.3 6.0

South East 77.5 82.3 4.8

East 77.6 82.1 4.6

South West 77.6 82.1 4.5

East Midlands 76.4 81.2 4.9

West Midlands 76.0 80.9 5.0

Yorkshire & the Humber 75.9 80.6 4.7

North West 75.2 80.0 4.8

North East 74.7 79.9 5.1

Wales 76.0 80.3 4.3

Northern Ireland 75.6 80.3 4.6

Scotland 74.3 79.1 4.8

Source: Office for National Statistics

* equal-weighted average of females and males

Average life expectancy* at birth by region, years

 

Regional spread of tech companies 

The distribution of technology companies is heavily concentrated in London or cities and towns with 

proximity to the capital. The KPMG Tech Monitor for December 2015 listed 30 local authorities with 
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the most technology enterprises. Twelve were in the South East, led by Reading, and eleven were in 

London. Six were in ôEast Englandõ ð but all were close to London. There was one in the South West 

(Swindon ð one hour by train from London) and one in the ôWestõ Midlands (Warwick).10  

In London, 31 out of the 33 local authorities have a higher proportion of tech enterprises in the local 

business population than the national average. The Tech Nation 2017 report highlights the dominance 

of the South East.11 

Chart 10 

 

Cambridge and Oxford have benefitted from their respective universities, which rank highly for 

research. Nevertheless, according to the Tech City 2017 report, average house prices have topped 

£500,000 in Oxford and Cambridge. Oxford suffers from a chronic lack of homebuilding.12 

London has benefitted from the proliferation of fintech companies and the headquarters of tech 

companies. This reflects a multitude of factors ð such as talent, culture, political power and transport 

links. Facebook announced last year that it would boost its London payroll to 1,500 people in 2017. 

Last week, the tech company pledged to hire an additional 800 employees at its new London office in 

2018.13  

Google has submitted plans for a £1bn facility in Kings Cross. This will form its UK hub and will house 

7,000 employees. Chief Executive Sundar Pichai said in November 2016, òHere in the UK, itõs clear to 

                                                           
10 See òTech Monitoró, KPMG, December 2015, https://assets.kpmg.com/content/dam/kpmg/pdf/2015/12/tech-monitor-

december-2015.pdf  
11 LQ = location quotient. The higher the LQ, the greater the concentration of tech firms in the local business population 

relative to the UK average. 
12 See òOxford encapsulates UK housing challengeó, Financial Times, April 27th 2015, https://www.ft.com/content/eaa786ca-

ea64-11e4-a701-00144feab7de. See also òOxford and Cambridge: tale of two cities shows housing disparityó, Financial 

Times, July 1st 2015, https://www.ft.com/content/ddda1eda-1d7c-11e5-aa5a-398b2169cf79.  
13 See òFacebook creates 800 jobs as it opens new London officeó, BBC News, December 4th 2017, 

http://www.bbc.co.uk/news/business-42213942. 

https://assets.kpmg.com/content/dam/kpmg/pdf/2015/12/tech-monitor-december-2015.pdf
https://assets.kpmg.com/content/dam/kpmg/pdf/2015/12/tech-monitor-december-2015.pdf
https://www.ft.com/content/eaa786ca-ea64-11e4-a701-00144feab7de
https://www.ft.com/content/eaa786ca-ea64-11e4-a701-00144feab7de
https://www.ft.com/content/ddda1eda-1d7c-11e5-aa5a-398b2169cf79
http://www.bbc.co.uk/news/business-42213942
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me that computer science has a great future with the talent, educational institutions, and passion for 

innovation we see all around us. We are committed to the UK and excited to continue our investment 

in our new Kingõs Cross campus.ó  

Amazon has a large presence in the UK. Alongside several fulfilment centres dotted around the 

country, the company boasts three development centres in Cambridge, Edinburgh and London. The 

centre for UK Amazon Web Services is in London. Amazonõs R&D investment in the UK is focussed 

in the companyõs development centres. The e-commerce behemoth has recently announced additional 

R&D staff for London and Cambridge.14 The centres in Edinburgh and Cambridge are focussed on 

cutting-edge innovations, including drones and machine learning. 

The KPMG Tech Monitor 2015 delved into 16 different areas of technology to ascertain which region 

has the highest concentration of companies. London, the South East and the East of England were top 

in twelve of the 16 categories.  

Table 12 

Sector
Greatest regional 

concentration
LQ*

All tech sectors London 1.4

Other financial service activities, ex. Insurance & pension funding, n.e.c. London 2.2

Other information services n.e.c. London 1.7

Data processing, hosting & related activities; web portals London 1.6

Computer programming, consultancy & related activities London 1.5

Other telecommunications activities London 1.3

Satellite telecommunications activities South East 1.6

Software publishing South East 1.5

Wireless telecommunications activities South East 1.4

Research & experimental development on biotechnology East of England 2.0

Manufacture of computer, electronic & optical products East of England 1.5

Other research & experimental dev. on natural sciences & engineering East of England 1.4

Manufacture of other parts & accessories for motor vehicles West Midlands 2.9

Manufacture of electrical & electronic equipment for motor vehicles West Midlands 2.4

Manufacture of air & spacecraft & related machinery Northern Ireland 2.1

Engineering design activities for industrial process & production North East 2.0

Manufacture of electrical equipment East Midlands 1.3

Source: Markit calculations, based on IDBR snapshot 2015.

Concentration of tech companies in the UK, by sector and by region

* LQ = location quotient. The higher the LQ, the greater the concentration of tech firms in the local business population relative to the 

UK average
 

                                                           
14 See òAmazon to double number of R&D staff in Londonó, The Guardian, July 25th 2017, 

https://www.theguardian.com/technology/2017/jul/25/amazon-double-number-research-development-staff-london. See also 

òDrone home: Amazon to triple R&D staff at Cambridge baseó, The Guardian, May 5th 2017, 

https://www.theguardian.com/technology/2017/may/04/amazon-to-boost-rd-staff-in-cambridge.  

https://www.theguardian.com/technology/2017/jul/25/amazon-double-number-research-development-staff-london
https://www.theguardian.com/technology/2017/may/04/amazon-to-boost-rd-staff-in-cambridge
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Further evidence of the regional disparities can be found in data collected by the Centre for 

Entrepreneurs. According to their figures, 657,790 start-ups were founded in 2016. Of this, 31.2% 

were in London (205,325). Londonõs total count for start-ups was more than double the next 19 cities 

combined.  

The answer for some ð to rebalance the UK ð  has been to build faster train lines. HS2 was partly 

conceived for this reason. High Speed 3 (HS3) or the Northern Powerhouse Rail has been advanced 

for this purpose too. However, without a change in the current economic policy, faster train lines just 

make it possible to commute further. This has been happening with existing reductions in train times 

to London.15  

Clusters 

A disproportionate number of the UKõs fastest growing technology companies are located in London 

or towns and cities with relatively close proximity to the capital (e.g. Bristol, Oxford, Cambridge and 

in Berkshire). The cluster maps in appendix 4 illustrate some of the examples. It is possible that 

technological change will favour these towns and cities even more in the coming years. This needs to 

be considered when deciding where to site the National Investment Bank, and by extension the 

Strategic Investment Board.  

The development of new software for many companies is an important priority. According to PwC, the 

software and internet industry (global) recorded by far the biggest increase in R&D in 2016            

(15.4% y/y).16 Indeed, òCompanies that reported faster revenue growth than their competitors 

allocated more R&D investment to softwareó.  

This big shift will also favour the South East, which already has the largest concentration of tech 

enterprises in software publishing. Globally, òThe average allocation of R&D spending for software and 

services increased from 54% to 59% between 2010 - 2015 and is expected to grow to 63% by 2020ó.17 

The top three reasons given by companies for this shift are: 1) the need to stay competitive, 2) the 

need to increase revenue generation/growth and 3) a wish to keep up with customer expectations. 

R&D spending needs to shift away from London and the South East. In 2015, total government spending 

on R&D was £1.917bn. London and the South East received just over half (£1.021bn).18 R&D by higher 

education was also weighted disproportionately to London and the South East. Total R&D outlays by 

                                                           
15 See òInfrastructure alone is unlikely to solve all economic illsó, Financial Times, August 24th 2017, 

https://www.ft.com/content/fcfe1ec0-88ae-11e7-afd2-74b8ecd34d3b.   
16 See ò2016 Global Innovation Strategyó, PwC, p. 20, https://www.strategyand.pwc.com/media/file/2016-Global-Innovation-

1000-Fact-Pack.pdf 
17 Ibid, p. 5. 
18 See òUK gross domestic expenditure on research and development: 2015ó, ONS, March 16th 2017, 

https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/ukgrossd

omesticexpenditureonresearchanddevelopment/2015. 

https://www.ft.com/content/fcfe1ec0-88ae-11e7-afd2-74b8ecd34d3b
https://www.strategyand.pwc.com/media/file/2016-Global-Innovation-1000-Fact-Pack.pdf
https://www.strategyand.pwc.com/media/file/2016-Global-Innovation-1000-Fact-Pack.pdf
https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/ukgrossdomesticexpenditureonresearchanddevelopment/2015
https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/ukgrossdomesticexpenditureonresearchanddevelopment/2015
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the higher education sector was £8.009bn. London and the South East were responsible for £3.146bn 

of this spending.  

Total R&D in London and the South East ð including businesses ð was £11.166bn in 2015. This 

compares with a total of £31.626bn for the UK. The latest estimates by the ONS show that òThe 

South East and East of England continue to dominate where R&D expenditure takes place in the UK. 

These two regions combined accounted for 41% of UK business R&D expenditure in 2016. These 

regions combined also employed 79,000 full-time equivalent (FTE) staff, which made up 38% of total 

R&D employment in 2016.ó19 

Technology & concentration 

Technology is not creating even economic growth. Recent evidence from the US points to a 

concentration of well-paid jobs in a small number of cities. According to a report from one leading 

job-search website (Indeed), eight US cities accounted for 27% of job openings in the US technology 

sector.20 

Tech jobs with the highest salaries are even more centralised. Among jobs that typically pay over 

$100,000 per annum, nearly 40% of openings were in Seattle, San Francisco, San Jose, Austin, 

Washington, Baltimore, Boston and Raleigh.21 Seven of these cities have been identified by the 

Brookings Institute as knowledge capitals.22 

The report by Indeed added: òAmong some of the more specialized and fastest-growing tech 

occupations, such as engineering program managers, machine learning engineers or database engineers, 

more than half of the available jobs in the entire country are located in the hub citiesó. The report 

concluded that òThereõs been essentially no dispersion of tech jobs.ó Technology has reduced 

communication costs. However, it has not led to more even economic development.  

The divergence in labour market participation rates between different US states in 2017 also suggests 

that the jobs growth across the US has become more unbalanced.23 The participation rate has dropped 

in states that voted for President Trump in 2016. These states tend to have a higher proportion of 

retail and manufacturing jobs. By contrast, the participation rate has risen in states that voted for 

Hillary Clinton: these states (largely on the coasts) are often stronger in technology and life sciences.    

                                                           
19 See òBusiness enterprise research and development, UK: 2016, ONS, November 21st 2017, 

https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/business

enterpriseresearchanddevelopment/2016. 
20 See òThe Best $100,000+ Tech Jobs Are Increasingly Concentrated in Just 8 Citiesó, Wall Street Journal, July 26th 2017, 

https://blogs.wsj.com/economics/2017/07/26/the-best-100000-tech-jobs-are-increasingly-concentrated-in-just-8-cities/ 
21 These eight cities account for slightly less than 10% of all US jobs and about 13% of overall job postings. 
22 See òRedefining Global Cities: The Seven Types of Global Metro Economiesó, 2016, Brookings Institute, p. 30. 
23 https://blogs.wsj.com/economics/2017/11/28/why-are-people-in-red-states-dropping-out-of-the-labor-

force/?mod=djemRTE_h  

https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/businessenterpriseresearchanddevelopment/2016
https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/businessenterpriseresearchanddevelopment/2016
https://blogs.wsj.com/economics/2017/07/26/the-best-100000-tech-jobs-are-increasingly-concentrated-in-just-8-cities/
https://blogs.wsj.com/economics/2017/11/28/why-are-people-in-red-states-dropping-out-of-the-labor-force/?mod=djemRTE_h
https://blogs.wsj.com/economics/2017/11/28/why-are-people-in-red-states-dropping-out-of-the-labor-force/?mod=djemRTE_h
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The point was articulated by the Brookings Institute in its 2016 report Redefining Global Cities. It 

described how knowledge capitals benefit from their òsignificant stock of human capital, innovative 

universities and entrepreneurs, and relatively sound infrastructure connectivity.ó They compete in the 

highest value-added segments of the economy.  

London is classified as a global giant. These are cities with òextremely large, wealthy metro areas [that] 

are hubs for financial markets or major corporations, and serve as key nodes in global capital and 

talent flowsó.24 However, the UK does not have any other knowledge capitals to counter the pull of a 

global city.  

The Brookings Institute has also identified a diverse cluster of metro economies that it classifies as 

international middleweights. These have experienced òmiddling growthó. On the whole, these metro 

areas òhave not been able to draw on high-growth entrepreneurs to the same extent as the Knowledge 

Capitals.ó These cities suffer from a lack of economic policy that coordinates educated populations, 

universities and trading clusters. Birmingham is classified as a middleweight. The Brookings Institute 

warns that for these cities, the challenge is òno longer to find economies of scale or to optimise existing 

products and services, but rather to create new business models, products and ideasó.25 

Falling behind on R&D 

Successive governments have, for many years, failed to invest in the UKõs long-term future. R&D 

performed (i.e. undertaken) by the government (including research councils26) declined from 0.46% of 

GDP in 1981 to 0.11% in 2016 (chart 11).27 The UKõs share of government spending is well below the 

European Union average (0.23%), for example.  

According to ONS data, nominal R&D expenditures performed by government peaked in 2010 

(£2.513bn), before falling 16.6% to £2.097bn in 2015. The decline in real terms over this period has 

been more precipitous (22.4%). Since the start of the data in 1995, public sector R&D spending has 

experienced a 30.3% cut in real terms.  

There is an important distinction between R&D funded by government, and R&D performed (i.e. 

undertaken) directly by the government. R&D funded by government was much higher in 2015 

(£6.532bn, or 0.35% of GDP): £1.818bn of this was used by businesses to perform R&D. A further 

£2.654bn was used to fund higher education, while the governmentõs funding for its own R&D 

purposes equalled £1.169bn.  

                                                           
24 See òRedefining Global Citiesó, Brookings Institute, p. 2. 
25 Ibid, p. 44. 
26 Both the ONS and Eurostat classify spending by research councils as part of government expenditures. We follow this 

classification, unless otherwise stated. 
27 Source: Eurostat, Research and development expenditure, http://ec.europa.eu/eurostat/documents/2995521/7752010/9-

30112016-BP-EN.pdf/62892517-8c7a-4f23-8380-ce33df016818  

http://ec.europa.eu/eurostat/documents/2995521/7752010/9-30112016-BP-EN.pdf/62892517-8c7a-4f23-8380-ce33df016818
http://ec.europa.eu/eurostat/documents/2995521/7752010/9-30112016-BP-EN.pdf/62892517-8c7a-4f23-8380-ce33df016818
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Table 13 

South Korea* 4.23 South Korea* 3.28 South Korea* 0.50 Denmark 0.91

Japan* 3.29 Japan* 2.58 Germany 0.40 Sweden 0.87

Sweden 3.25 Sweden 2.26 Luxembourg 0.37 Switzerland** 0.83

Austria 3.09 Austria 2.20 Russia* 0.34 Austria 0.73

Switzerland** 2.95 Switzerland** 2.05 China* 0.33 Finland 0.69

Germany 2.94 Germany 2.00 United States* 0.31 Iceland 0.67

Denmark 2.87 United States* 1.99 Czech Republic 0.30 Norway 0.66

United States* 2.79 Denmark 1.89 France* 0.29 Netherlands 0.64

Finland 2.75 Finland 1.81 Norway 0.29 Portugal 0.57

Belgium 2.49 Belgium 1.73 Euro Area 19 0.27 Germany 0.54

France* 2.22 China* 1.59 Slovenia 0.27 Belgium 0.50

Euro Area 19 2.12 Slovenia 1.51 Japan* 0.26 Euro Area 19 0.46

Iceland 2.08 France* 1.44 Greece 0.25 Estonia 0.46

China* 2.07 Euro Area 19 1.37 Belgium 0.24 EU 28 0.46

Norway 2.04 EU 28 1.32 EU 28 0.23 France* 0.45

EU 28 2.03 Iceland 1.31 Netherlands 0.23 United Kingdom 0.42

Netherlands 2.03 Netherlands 1.16 Serbia 0.23 Japan* 0.40

Slovenia 2.00 United Kingdom 1.13 Spain 0.22 South Korea* 0.38

United Kingdom 1.69 Norway 1.09 Finland 0.22 United States* 0.37

Czech Republic 1.68 Czech Republic 1.03 Croatia 0.18 Turkey* 0.35

Italy 1.29 Hungary 0.89 Bulgaria 0.17 Czech Republic 0.34

Estonia 1.28 Ireland 0.83 Italy 0.17 Greece 0.33

Portugal 1.27 Italy 0.75 Slovakia 0.17 Spain 0.33

Luxembourg 1.24 Estonia 0.66 Hungary 0.16 Italy 0.33

Hungary 1.21 Russia* 0.65 Romania 0.16 Lithuania 0.33

Spain 1.19 Spain 0.64 Estonia 0.15 Serbia 0.32

Ireland 1.18 Luxembourg 0.64 Austria 0.14 Ireland 0.30

Russia* 1.10 Poland 0.63 Lithuania 0.14 Macedonia* 0.30

Greece 0.99 Portugal 0.61 Latvia 0.14 Poland 0.30

Poland 0.97 Bulgaria 0.57 Sweden 0.11 Croatia 0.28

Serbia 0.89 Turkey* 0.44 United Kingdom 0.11 Luxembourg 0.23

Turkey* 0.88 Greece 0.42 Iceland 0.10 Malta 0.22

Croatia 0.84 Slovakia 0.40 Turkey* 0.09 Slovenia 0.22

Slovakia 0.79 Malta 0.39 Montenegro* 0.07 Slovakia 0.22

Bulgaria 0.78 Croatia 0.37 Portugal 0.07 Cyprus 0.21

Lithuania 0.74 Serbia 0.33 Cyprus 0.06 Latvia 0.19

Malta 0.61 Lithuania 0.27 Denmark 0.06 Montenegro* 0.18

Cyprus 0.50 Romania 0.27 Macedonia* 0.06 China* 0.15

Romania 0.48 Cyprus 0.17 Ireland 0.05 Hungary 0.13

Latvia 0.44 Latvia 0.11 Switzerland** 0.02 Russia* 0.11

Macedonia* 0.44 Montenegro* 0.11 Poland 0.02 Romania 0.05

Montenegro* 0.38 Macedonia* 0.08 Malta 0.01 Bulgaria 0.04

Source: Eurostat. Note: Private non-profit R&D expenditures not shown

* 2015

** 2012

R&D expenditures as a share of GDP (%)

Overall R&D Business R&D Government R&D Higher Education R&D
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Chart 11 

 

Chart 12 

 

Based on these numbers, it could be argued that the state continues to provide support for innovation. 

Nevertheless, as a share of GDP, government-funded R&D has also been trending lower, falling by 

seven basis points from a high of 0.42% in 1995 (the start of the data series). This is less than the 

decline in government-performed R&D (-13 basis points to 0.11% over this period), but still significant. 

In addition, the ONS argues that òR&D performed is regarded as a more accurate measure than 

funding received by an organisation, as not all funds received may be used on R&D as intended.ó28  

                                                           
28 See òUK gross domestic expenditure on research and development: 2015ó, ONS, March 16th 2017, 

https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/ukgrossd

omesticexpenditureonresearchanddevelopment/2015. 

https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/ukgrossdomesticexpenditureonresearchanddevelopment/2015
https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/researchanddevelopmentexpenditure/bulletins/ukgrossdomesticexpenditureonresearchanddevelopment/2015
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The private sector has not compensated for the stateõs retrenchment as hoped. Business enterprise 

R&D also experienced a secular decline relative to GDP during the 1980s and 1990s, dropping from 

1.41% in 1981 to a low of 0.96% in 2005 (chart 12). The public sector, it turns out, was not crowding 

out entrepreneurs: rather, the two forms of investment are complementary.29 Government-backed 

research in the US has driven the development of core technologies subsequently commercialised by 

Apple and Google. The emergence of technology giants in the US highlights the importance of basic 

research and ôblue-sky thinkingõ.  

This model is being replicated by China today (see Global Technology Trends). According to R&D 

Magazine, òChinaõs R&D is mostly funded by the governmentó and is òmanaged and directed by the 

Chinese Academy of Sciences (CAS).ó30 Formed in 1928, òCAS has 124 direct-report institutions 

consisting of 104 research institutes, five universities and supporting organizations and 12 management 

organizations. There also are 25 legal affiliations and 22 CAS-invested holding enterprises.ó 

In mitigation, ONS data for 2016 reveal a 5.6% y/y increase in private R&D spending. This was ahead 

of the average annual growth rate of 4.3% since 1992. Business enterprise R&D is steadily creeping 

higher as a share of GDP too (from 1.02% in 2012 to 1.13% last year). 31 This nudged total R&D 

expenditure in the UK to 1.69% of GDP in 2016, the highest since 2009. However, some perspective 

is required: the latest figure remains well down from the high of 2.24% of GDP in 1981, and even 

further below the current OECD average (2.38%, table 13). 

There is another worrying trend: businesses are increasingly outsourcing their R&D. R&D funded by 

UK businesses, but performed overseas, surged to a record £7.423bn in 2015, up from £2.164bn in 

2012. This would be less of a concern if businesses were investing at home at an equal rate. However, 

the rise in overseas R&D (£5.259bn) has been much larger than the increase in R&D funded and 

performed by businesses in the UK (£2.860bn) over this three-year period.  

It is vital that the right incentives are put in place for companies to invest domestically. The latest tax 

incentives announced in the 2017 budget may potentially have a positive impact: the Government will 

increase the rate of the R&D expenditure credit for large businesses from 11% to 12% starting January 

1st next year, as well as introduce an Advanced Clearance Service for R&D expenditure credit claims. 

This is part of the Governmentõs new Industrial Strategy, unveiled on November 27th 2017. The paper 

focusses on four òGrand Challengesó that the UK economy faces, and need prioritising. These are 1) 

                                                           
29 See The Entrepreneurial State: Debunking Public vs. Private Sector Myths, M. Mazzucato, 2013, Anthem Press. 
30 See ò2017 Global R&D Funding Forecast, R&D Magazine, Winter 2017, 

http://digital.rdmag.com/researchanddevelopment/2017_global_r_d_funding_forecast?pg=22#pg22  
31 Source: Eurostat, Research and development expenditure in the EU Member States by performing sector, 2016, Business 

enterprise sector, http://ec.europa.eu/eurostat/documents/2995521/8493770/9-01122017-AP-EN.pdf/94cc03d5-693b-4c1d-

b5ca-8d32703591e7.  

http://digital.rdmag.com/researchanddevelopment/2017_global_r_d_funding_forecast?pg=22#pg22
http://ec.europa.eu/eurostat/documents/2995521/8493770/9-01122017-AP-EN.pdf/94cc03d5-693b-4c1d-b5ca-8d32703591e7
http://ec.europa.eu/eurostat/documents/2995521/8493770/9-01122017-AP-EN.pdf/94cc03d5-693b-4c1d-b5ca-8d32703591e7
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AI & Data Economy; 2) Future of Mobility; 3) Clean Growth; 4) Ageing Society. There are some 

positives in the Governmentõs latest proposed framework to tackle these issues.  

For a start, there is an acknowledgment that the public sector has a role to play in directing the 

economy towards productive sectors, when private enterprise is failing to do so. The Government 

has committed to reach 2.4% of GDP investment in R&D by 2027 and to achieve 3% of GDP over the 

long run. This follows the firm recommendation of the House of Commons Science and Technology 

Committee who, back in 2016, were clear about the path the Government should take:  

[The Government] should use the opportunity of the Autumn Statement later this month to commit, 

as we have previously recommended, to raising the UKõs expenditure on science R&D to 3% of GDP. 

This would demonstrate a determination not only to negotiating a post-Brexit relationship with the EU 

that is good for science but also to secure opportunities for science collaboration with markets beyond 

Europe.32 

In a bid to meet these targets, the Autumn Budget 2017 confirmed an increase in public R&D spending 

per annum to £12.5bn by 2021/22, up from approximately £9.5bn in 2015/16. The money will come 

from the National Productivity and Investment Fund (NPIF). Extra R&D funding had already been 

pledged in the Autumn Statement 2016: R&D increases would accelerate from £425m in 2017/18 to 

£820m in 2018/19, £1,500m in 2019/20, and £2,000m in 2020/21. An additional (newly announced) 

£2.345bn will be spent in 2021/22 (out of a total budget for the NPIF of £6.475bn for that year). The 

NPIF was also granted an extra £7bn in 2022/23, although this money is yet to be allocated between 

different initiatives.  

In summary, an extra £7.090bn will be invested over the next five years on R&D, over and above current 

departmental spending plans. Public R&D spending will total £12.5bn in 2021/22, £2.345bn more than 

previously projected.  

The Industrial Strategy claims that public investment in R&D was òaround Ã9.5bn last year (2016/17)ó.33 

The figure for public R&D spending differs significantly from that provided by Eurostat, which calculates 

government R&D spending to have been £2.104bn in 2016. It is likely that the £9.5bn figure relates to 

government-funded, not government-performed R&D. Even so, the ONS calculated government-funded 

R&D (including research councils) as £6.532bn in 2015: a £3bn jump over one year is implausible. The 

Industrial Strategy paper, in all probability, uses a broader definition of government-funded R&D that 

                                                           
32 See òLeaving the EU: implications and opportunities for science and research: Government Response to the 

Committeeõs Seventh Reportó, Parliament, February 1st 2017, 

https://publications.parliament.uk/pa/cm201617/cmselect/cmsctech/1015/101502.htm  
33 See òIndustrial Strategy: Building a Britain fit for the futureó, HM Government, November 2017. 

https://publications.parliament.uk/pa/cm201617/cmselect/cmsctech/1015/101502.htm
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includes higher education councils as well, bringing the total to £8.750bn in 2015, much closer to the 

£9.5bn figure provided by the Government for 2015/16. 

Nominal GDP is projected to grow by an annualised 3.0% over the next five years to £2.2756tr by 

2021, according to the latest (downwardly revised) growth forecasts provided by the OBR. Converting 

fiscal year estimates into calendar years (i.e. assuming £9.5bn was spent by the public sector on R&D 

in 2016, not 2016/17) we can estimate that public sector R&D spending will rise from 0.48% to 0.55% 

of GDP in 2021 (a 7-basis point rise). The Government is clearly relying on a significant increase in 

R&D outlays by the private sector to meet its targets. 

The Industrial Strategy figures imply that £23.65bn in R&D was funded by the business, private non-

profit, or overseas sectors last year. Assuming 1) public R&D expenditures remain at 0.55% of GDP 

until 2027; and 2) nominal GDP continues to grow by 3% per annum, then private sector funded R&D 

will have to grow by an annualised 7.1% over the next eleven years for the Government to reach its 

target (of 2.40%). This would represent a significant acceleration on the average y/y rise over the past 

30 years (5.6%). 

There are some positive signs. Business spending on R&D (using their own funds) expanded 9.5% y/y 

in 2016, following a 9.6% y/y rise in 2015 (note: this does not include funding from overseas and non-

profits, which are growing at a slower rate).  

It remains to be seen whether the recent acceleration above the long-term average will be sustained. 

Investment intentions have recovered somewhat from the post-referendum low of August last year.34 

Spending on intellectual property products grew 2.3% q/q and y/y in real terms in Q3 2017 (not broken 

out between R&D and software). However, overall business investment slowed to 1.3% y/y in Q3, the 

lowest since Q2 2016.  

The Governmentõs ambition to reach the OECD average for R&D spend is admirable. However, aside 

from the overly optimistic forecasts for private sector spending, they are trying to hit a moving target. 

It is conceivable that by 2027, the OECD average will have risen further. In the ten years to 2015, 

OECD R&D investment as a share of GDP climbed from 2.14% of GDP in 2005 to 2.38% in 2015, and 

is likely to keep on rising as the global competition intensifies (chart 13). Direct competitors are not 

standing still: South Korea (4.23%); Japan (3.29%); Germany (2.93%); US (2.79%) and China (2.07%) 

are already ahead and will continue to move up the innovation curve. The CDU in Germany pledged 

                                                           
34 See òAgentsõ summary of business conditions ð November 2017 updateó, Bank of England, November 8th 2017, 

http://www.bankofengland.co.uk/publications/Documents/agentssummary/2017/nov.pdf. 

http://www.bankofengland.co.uk/publications/Documents/agentssummary/2017/nov.pdf
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to boost total R&D spending to 3.5% of GDP by 2025 in the most recent elections.35 The Europe 2020 

goals include a target of 3% of EU GDP to be invested in R&D (currently 2.03%).36 

Chart 13 

 

Ironically, the US government is cutting back on R&D. The recent increase in R&D spending in the US 

has been driven by the private sector instead. Nevertheless, the US is reaping the rewards of higher 

R&D outlays undertaken by its government in earlier decades. The emergence of large, profitable 

technology companies is partly responsible for the sizeable rise in private sector spending on R&D 

reported by the Bureau of Economic Analysis.37  

Indeed, according to the latest PwC Global Innovation 1000 report for 2017, 13 out of the top 20 

companies for spending on R&D were headquartered in the US (table 14).38 Eight out of the top ten 

global innovators were US companies too: a Chinese company (Alibaba) made the top 10 for the first 

time since the inception of the survey (table 15).39 No UK companies made the top 10 global 

innovators, or the top 20 R&D spenders: AstraZeneca (18th in 2016) dropped to 21st place. Just three 

of the top 100 global R&D spenders were headquartered in Britain (AstraZeneca, GlaxoSmithKline 

and Fiat Chrysler Automobiles N.V.). 

 

                                                           
35 See òMerkelõs party pledges to push Germany into R&D spending leadó, Times Higher Education, July 6th 2017, 

https://www.timeshighereducation.com/news/merkels-party-pledges-push-germany-rd-spending-lead  
36 See òThe Europe 2020 Strategyó, Eurostat, http://ec.europa.eu/eurostat/statistics-

explained/index.php/Europe_2020_headline_indicators. 
37 Source: US Bureau of Economic Analysis (BEA). Real investment in research & development hit a record of 1.71% of real 

GDP in Q2 2016, but has since slipped to 1.69% (Q3 2017). 
38 See ò2017 Global Innovation Strategyó, PwC, p. 26, https://www.strategy-

business.com/media/file/sb89_17407_Will_Stronger_Borders_Weaken_Innovation.pdf  
39 Ibid, p. 28.  

https://www.timeshighereducation.com/news/merkels-party-pledges-push-germany-rd-spending-lead
http://ec.europa.eu/eurostat/statistics-explained/index.php/Europe_2020_headline_indicators
http://ec.europa.eu/eurostat/statistics-explained/index.php/Europe_2020_headline_indicators
https://www.strategy-business.com/media/file/sb89_17407_Will_Stronger_Borders_Weaken_Innovation.pdf
https://www.strategy-business.com/media/file/sb89_17407_Will_Stronger_Borders_Weaken_Innovation.pdf
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Table 14 

RankCompany Country Industry 2016 2017

Annual 

percentage 

change

1 Amazon.com, Inc. US Consumer Discretionary 12.54 16.09 28.3

2 Alphabet Inc. US Information Technology 12.28 13.95 13.6

3 Intel Corporation US Information Technology 12.13 12.74 5.0

4 Samsung Electronics Co., Ltd.South KoreaInformation Technology 11.95 12.72 6.4

5 Volkswagen AktiengesellschaftGermany Consumer Discretionary 12.51 12.15 -2.9

6 Microsoft Corporation US Information Technology 12.05 11.99 -0.5

7 Roche Holding AG Switzerland Healthcare 9.43 11.35 20.4

8 Merck & Co., Inc. US Healthcare 6.70 10.12 51.0

9 Apple Inc. US Information Technology 8.07 10.05 24.5

10 Novartis AG Switzerland Healthcare 9.47 9.57 1.1

11 Toyota Motor Corporation Japan Consumer Discretionary 9.47 9.31 -1.7

12 Johnson & Johnson US Healthcare 9.05 9.10 0.5

13 General Motors Company US Consumer Discretionary 7.50 8.10 8.0

14 Pfizer Inc. US Healthcare 7.69 7.87 2.4

15 Ford Motor Company US Consumer Discretionary 6.70 7.30 9.0

16 Daimler AG Germany Consumer Discretionary 6.31 6.86 8.7

17 Oracle Corporation US Information Technology 5.79 6.82 17.8

18 Cisco Systems, Inc. US Information Technology 6.21 6.30 1.4

19 Honda Motor Co., Ltd. Japan Consumer Discretionary 5.89 6.20 5.3

20 Facebook, Inc. US Information Technology 4.82 5.92 22.9

Source: PwC 2017 Global Innovation 1000

Top 20 global R&D spenders ($ bn)

 

The top US companies are pulling even further ahead. Amazon and Alphabet (the top two) have both 

ratcheted up their R&D so far in 2017 by 28.3% y/y and 13.6% y/y, respectively. Amazon, Alphabet and 

Intelõs combined R&D expenditures totalled $36.95bn last year, well above the total R&D performed 

by UK businesses in the whole of 2016 ($27.76bn, 2016 exchange rates). Apple was not in the top 20 

R&D spenders in 2014: by 2017, it was 6th. 

The absence of large companies able, or willing, to undertake large-scale R&D suggests government 

spending on R&D needs to rise more quickly in the UK, to compensate for a weak private sector 

(table 16). Indeed, the Industrial Strategyõs optimistic forecast of a rapid increase in business investment 

needs to be put into context: the UK currently lacks the technology companies with the scale to 

compete globally and deliver the requisite growth. 

The UK must contend with the rise of China too. The latest data from the Chinese National Bureau 

of Statistics suggest that R&D spending hit a new record of 2.11% of GDP in 2016. R&D Magazine 

estimates that òat its current rate of growth for R&D, Chinaõs total R&D is expected to surpass that 
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of the U.S. by 2026. Chinaõs R&D has already surpassed that of all 34 countries of Europe combined 

in 2016.ó40 

Table 15 

Rank Company Country Industry

1 Alphabet Inc. US Information Technology

2 Apple Inc. US Information Technology

3 Amazon.com, Inc. US Consumer Discretionary

4 Tesla, Inc. US Consumer Discretionary

5 Microsoft Corporation US Information Technology

6 Samsung Electronics Co., LtdSouth KoreaInformation Technology

7 General Electrics Company US Industrials

8 Facebook, Inc. US Information Technology

9 IBM US Information Technology

10 Alibaba Group Holding China Information Technology

Source: PwC 2017 Global Innovation 1000

Top 10 global innovators

 

According to the PwC Global Innovation 1000 survey for 2017, R&D spending in China fell 3.3% y/y. 

However, the decline was concentrated in industrials (-11.4% y/y). Excluding industrials, R&D spending 

rose 16.0% y/y to $29.58bn. Alibaba increased R&D expenditures by 24% y/y to $2.48bn, Tencent by 

32% to $1.71bn and JD.com by 54% to $0.77bn. Huawei is not included in the PwC survey because it 

is a private company, but its R&D expenses totalled RMB 76.39bn in 2016 ($11.77bn), putting it on a 

par with the worldõs top R&D spenders. Huawei is aggressively investing in the development of 5G.41 

Alibaba is looking to spend $15bn on R&D over the next three years, a 134% increase on the $6.4bn 

spent over the previous three years.  

The UK Government is moving in the right direction, but there is a danger that their ambitions do not 

match the scale of the task in hand. The bulk of the public-sector R&D funding will be delivered from 

2019/20 onwards: by this time, China and the US will have moved even further ahead in the fields of 

AI and big data. Furthermore, it takes time for òcrowding-inó effects to work: there will be an inevitable 

lag between initial public-sector investment and private sector spending.  

  

                                                           
40 See ò2017 Global R&D Funding Forecastó, R&D Magazine, Winter 2017, 

http://digital.rdmag.com/researchanddevelopment/2017_global_r_d_funding_forecast?pg=22#pg22. 
41 See p. 6 of accompanying Global Technology Trends. See also òChinaõs Huawei Battles to Own the Next Generation of 

Wireless Technologyó, Wall Street Journal, February 26th 2017, https://www.wsj.com/articles/chinas-huawei-battles-to-

own-the-next-generation-of-wireless-technology-1488114002?mg=prod/accounts-wsj. To develop 5G, Huawei has 

deployed an R&D staff of 80,000.  

http://digital.rdmag.com/researchanddevelopment/2017_global_r_d_funding_forecast?pg=22#pg22
https://www.wsj.com/articles/chinas-huawei-battles-to-own-the-next-generation-of-wireless-technology-1488114002?mg=prod/accounts-wsj
https://www.wsj.com/articles/chinas-huawei-battles-to-own-the-next-generation-of-wireless-technology-1488114002?mg=prod/accounts-wsj
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Table 16

Rank Company Industry 2016 2017

Annual 

percentage 

change

21 AstraZeneca PLC Healthcare 6.00 5.89 -1.8 

35 GlaxoSmithKline plc Healthcare 4.40 4.48 1.9

44 Fiat Chrysler Automobiles N.V. Consumer Discretionary 3.02 3.46 14.3

121 Delphi Automotive PLC Consumer Discretionary 1.20 1.20 0.0

124 Rolls-Royce Holdings plc Industrials 1.01 1.13 12.2

167 CNH Industrial N.V. Industrials 0.86 0.86 0.5

182 BT Group plc Telecommunication Services 0.72 0.80 11.1

288 Travelport Worldwide Limited Information Technology n/a 0.43 n/a

304 BP p.l.c. Energy 0.42 0.40 -4.3 

432 Micro Focus International plc Information Technology 0.16 0.28 71.8

439 BAE Systems plc Industrials 0.21 0.25 22.6

457 Dialog Semiconductor Plc Information Technology 0.22 0.24 8.1

466 Johnson Matthey Plc Materials 0.24 0.24 -2.0 

480 Smith & Nephew plc Healthcare 0.22 0.23 3.6

481 GKN plc Consumer Discretionary 0.19 0.23 18.5

514 Atlassian Corporation Plc Information Technology 0.14 0.21 47.9

568 The Sage Group plc Information Technology 0.18 0.19 2.0

577 Reckitt Benckiser Group plc Consumer Staples 0.17 0.18 6.4

590 British American Tobacco p.l.c. Consumer Staples 0.18 0.18 -2.7 

638 Cobham plc Industrials 0.17 0.16 -5.7 

677 Sky plc Consumer Discretionary 0.11 0.15 34.5

678 Smiths Group plc Industrials 0.14 0.15 5.6

743 Axovant Sciences Ltd. Healthcare 0.08 0.13 75.8

755 Pentair plc Industrials 0.12 0.13 10.6

765 GW Pharmaceuticals plc Healthcare 0.10 0.13 30.0

786 Hikma Pharmaceuticals PLC Healthcare 0.04 0.13 250.0

812 LivaNova PLC Healthcare 0.08 0.12 58.8

817 Spectris plc Information Technology 0.11 0.12 11.0

834 Indivior PLC Healthcare 0.15 0.12 -19.6 

840 Sophos Group plc Information Technology 0.10 0.12 18.3

877 Spirent Communications plc Information Technology 0.12 0.11 -5.6 

887 BTG plc Healthcare 0.10 0.11 13.7

924 Wm Morrison Supermarkets PLC Consumer Staples 0.11 0.10 -4.6 

925 Renishaw plc Information Technology 0.08 0.10 23.6

929 Imagination Technologies Group PlcInformation Technology 0.18 0.11 -36.8 

993 TechnipFMC plc Energy 0.09 0.10 10.7

Source: PwC 2017 Global Innovation 1000

Top UK R&D spenders in the Global Innovation 1000 ($ bn)
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Creating value 

The UK fares much better when it comes to the application of existing technologies. In this regard, 

the UK is a ôleaderõ in innovation, ranking 5th in the 2017 Global Innovation Index (GII), an annual 

report tracking the performance of countries globally.42 That said, the UK has slipped down the 

rankings in recent years, falling from 2nd place in 2015. It is unclear whether this is the start of a longer-

term decline.  

The UKõs biggest strengths are in creative outputs (4th), infrastructure (5th) and market sophistication 

(5th).43 Within creative outputs, the UK performed exceptionally in ICTs & business model creation 

(1st) and ICTs & organisational model creation (2nd). The UK is adept at applying existing technologies 

to create new business models and streamline operations. Computer software spending as a share of 

GDP (4th) was another notable strength. The willingness and ability of UK companies to use ICT is a 

big positive. 

However, the decline in real wages in the UK since 2007 shows there is a danger that ICT simply 

becomes a tool to cut costs. The UK requires a stronger R&D base. This is critical for the countryõs 

long-run economic performance and the development of domestic industries.44 Real value can only be 

generated through innovation. An important study by the Enterprise Research Centre concluded that 

the multiplier effect of R&D ð the boost to real GDP ð was òmore than fiveó.45 

Low R&D spending has also contributed to the drop in the proportion of knowledge workers in the 

UK. According to the GII, the number of researchers as a share of the population has been in steady 

decline since 2013, falling from 10th in the global rankings to 18th in 2017. Employment in knowledge-

intensive industries ð a subcomponent of ôbusiness sophisticationõ ð has fallen gradually since 2013, 

from 2nd place to 8th. 

Education 

In this context, the UK needs to do more to raise education attainment. The PISA education rankings 

are based on a triennial survey of 15-year-olds. Students are asked to complete a two-hour test, 

assessing mathematics, science and reading skills.46 The latest survey was conducted in 2015 and the 

                                                           
42 See òThe Global Innovation Index 2017ó, Cornell University, INSEAD and the World Intellectual Property Organisation, 

WIPO, October 2017, https://www.globalinnovationindex.org/.   
43 The GII is broken down into 7 major sub-pillars: institutions, human capital & research, infrastructure, market 

sophistication, business sophistication, knowledge & technology outputs and creative outputs. 
44 Note also that the development of new software is classified within R&D spending, not software spending. 
45 See òThe taxpayer tech dividend: R&D grants provide Ã43bn economic boost, study findsó, Economic & Social Research 

Council, September 7th 2017, http://www.esrc.ac.uk/news-events-and-publications/news/news-items/the-taxpayer-tech-

dividend-r-d-grants-provide-43bn-economic-boost-study-finds/. 
46 See òWhat is PISA?ó, OECD, http://www.oecd.org/pisa/aboutpisa/. 

https://www.globalinnovationindex.org/
http://www.esrc.ac.uk/news-events-and-publications/news/news-items/the-taxpayer-tech-dividend-r-d-grants-provide-43bn-economic-boost-study-finds/
http://www.esrc.ac.uk/news-events-and-publications/news/news-items/the-taxpayer-tech-dividend-r-d-grants-provide-43bn-economic-boost-study-finds/
http://www.oecd.org/pisa/aboutpisa/
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results were published in December 2016. The survey covered all 35 OECD countries, as well as 

ôpartnerõ countries, and some city-states such as Singapore and autonomous regions such as Macao.47  

The UK was ranked 9th in the OECD for science, 19th for reading and 20th for mathematics. The UK 

performed above the OECD average in science (scoring 509 points) and reading (498 points), but 

roughly in line with the OECD average for mathematics (table 17).  

Out of all the participants (73), the UK was ranked 27th in mathematics (down one place from three 

years ago). The UK was ranked 22nd for reading, up one place from 2012. The UK jumped six places 

to 15th in science, despite recording a much lower score.  

Singapore topped the rankings for reading, mathematics and science amongst the 73 countries/regions. 

Hong Kong, Macao and Taiwan performed strongly too: Hong Kong scored 2nd place in reading and 

mathematics. Japan scored 2nd place in science, and 5th in mathematics. Indeed, the Asian economies 

of Singapore, Hong Kong, South Korea, and Macao ranked above the UK on all three scores. Taiwan 

and the Chinese provinces of Beijing, Shanghai, Jiangsu, and Guangdong were ahead of the UK in 

mathematics and science too, but not in reading.  

It should be noted that there are many criticisms of PISA.48 There are inherent difficulties in cross-

country education comparisons. Others have argued that these rankings shift attention to short -term 

fixes, and away from longer-term enduring changes in education practice that can take decades to have 

a positive effect.49  

Nevertheless, the rankings may be used to get a sense of where the UK is falling behind. In particular, 

the rankings are better suited to measuring performances within the UK, given the cultural similarities 

of England, Scotland, Wales and Northern Ireland and comparable education systems.50  

For example, Wales lags behind the rest of the UK in the PISA rankings, while England ranks first on 

all three measures (science, mathematics, reading). The disparity in science education between Wales 

and the rest of the UK has been widening.  

Scotlandõs performance in the rankings has deteriorated sharply too. In 2012, it was ranked 1st in the 

UK on scores of mathematics and reading. However, it slipped to 3rd in 2015 in both subjects. It also 

fell from 2nd to 3rd in science. Addressing regional disparities in education outcomes will be critical to 

addressing the uneven economic performance across the UK. 

                                                           
47 A full list of 2015 participants is available here: http://www.oecd.org/pisa/aboutpisa/pisa-2015-participants.htm  
48 See òThe Pisa methodology: do its education claims stack up?ó, The Guardian, December 3rd 2013, 

https://www.theguardian.com/news/2013/dec/03/pisa-methodology-education-oecd-student-performance. 
49 See òOECD and Pisa tests are damaging education worldwide ð academicsó, The Guardian, May 6th 2014, 

https://www.theguardian.com/education/2014/may/06/oecd-pisa-tests-damaging-education-academics. 
50 See òPisa tests: UK lags behind in global school rankingsó, BBC News, December 6th 2016, 

http://www.bbc.co.uk/news/education-38157811. 

http://www.oecd.org/pisa/aboutpisa/pisa-2015-participants.htm
https://www.theguardian.com/news/2013/dec/03/pisa-methodology-education-oecd-student-performance
https://www.theguardian.com/education/2014/may/06/oecd-pisa-tests-damaging-education-academics
http://www.bbc.co.uk/news/education-38157811
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Chart 14 
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Table 17 

Rank Country Score Rank Country Score Rank Country Score

1 Canada 526.7 1 Japan 532.4 1 Japan 538.4

2 Finland 526.4 2 South Korea 524.1 2 Estonia 534.2

3 Ireland 520.8 3 Switzerland 521.3 3 Finland 530.7

4 Estonia 519.1 4 Estonia 519.5 4 Canada 527.7

5 South Korea 517.4 5 Canada 515.6 5 South Korea 515.8

6 Japan 516.0 6 Netherlands 512.3 6 New Zealand 513.3

7 Norway 513.2 7 Denmark 511.1 7 Slovenia 512.9

8 New Zealand 509.3 8 Finland 511.1 8 Australia 510.0

9 Germany 509.1 9 Slovenia 509.9 9 United Kingdom 509.2

10 Poland 505.7 10 Belgium 507.0 10 Germany 509.1

11 Slovenia 505.2 11 Germany 506.0 11 Netherlands 508.6

12 Netherlands 503.0 12 Poland 504.5 12 Switzerland 505.5

13 Australia 502.9 13 Ireland 503.7 13 Ireland 502.6

14 Sweden 500.2 14 Norway 501.7 14 Belgium 502.0

15 Denmark 499.8 15 Austria 496.7 15 Denmark 501.9

16 France 499.3 16 New Zealand 495.2 16 Poland 501.4

17 Belgium 498.5 17 Sweden 493.9 17 Portugal 501.1

18 Portugal 498.1 18 Australia 493.9 18 Norway 498.5

19 United Kingdom 498.0 19 France 492.9 19 United States 496.2

20 United States 496.9 20 United Kingdom 492.5 20 Austria 495.0

21 Spain 495.6 21 Czech Republic 492.3 21 France 495.0

- OECD average 492.7 22 Portugal 491.6 22 Sweden 493.4

22 Switzerland 492.2 - OECD average 490.2 - OECD average 493.2

23 Latvia 487.8 23 Italy 489.7 23 Czech Republic 492.8

24 Czech Republic 487.3 24 Iceland 488.0 24 Spain 492.8

25 Austria 484.9 25 Spain 485.8 25 Latvia 490.2

26 Italy 484.8 26 Luxembourg 485.8 26 Luxembourg 482.8

27 Iceland 481.5 27 Latvia 482.3 27 Italy 480.5

28 Luxembourg 481.4 28 Hungary 476.8 28 Hungary 476.7

29 Israel 479.0 29 Slovakia 475.2 29 Iceland 473.2

30 Hungary 469.5 30 Israel 469.7 30 Israel 466.6

31 Greece 467.0 31 United States 469.6 31 Slovakia 460.8

32 Chile 458.6 32 Greece 453.6 32 Greece 454.8

33 Slovakia 452.5 33 Chile 422.7 33 Chile 447.0

34 Turkey 428.3 34 Turkey 420.5 34 Turkey 425.5

35 Mexico 423.3 35 Mexico 408.0 35 Mexico 415.7

Source: Programme for International Student Assessment (PISA)

Reading Mathematics Science

2015 PISA Rankings, OECD Countries

 

The UK has a comparative advantage in universities. Tech City 2017 argues that: òUniversities are 

essential to all digital economies. They generate skills and innovation while attracting investment and 

talentó.51 

                                                           
51 See òTech Nation 2017: At the forefront of global digital innovationó, TechCity, 2017, p. 19, 

http://technation.techcityuk.com/. 

http://technation.techcityuk.com/
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According to the Times Higher Education Varsity Rankings for 2016-17, the UK has eight out of the 

top 20 universities in Europe. However, academic activity is also highly concentrated: four are in 

London, while the top two are Oxford and Cambridge.  

The QS ranking of universities paints a similar picture. Of the top 20 universities in the world, 3 are 

in the UK (Oxford, Cambridge and UCL). The highest ranked university outside of the ôgolden triangleõ 

is Edinburgh, at 28. Manchester follows on 33. Birmingham was 97th, while Leeds was 100th.  

The RUR Research Performance world rankings follow this tune. Of the top 20, four are in the UK 

and all are in the South. Edinburgh and Manchester are 56th and 66th, respectively. Birmingham is 100th. 

Universities are enjoying more success in leveraging their intellectual property. Income from 

intellectual property amongst UK universities increased 18.5% y/y during 2014-15, according to data 

from the Higher Education Funding Council for England. In many cases, the different skill sets of 

academia and industry are highly complementary. Closer collaboration between the two sectors will 

generate significant value by transferring world-class research into practical applications. This has 

positive commercial, social and economic benefits.  

Dissecting bank lending 

However, sectors that are critical to the potential growth path of the UK economy are not being 

supported by the banks. These include manufacturing, professional scientific & technical activities, 

information & communication and administrative & support services. Administrative & support 

services cover many digital companies that the ONS has struggled to classify correctly in the past.52 

Deposits from these four sectors ð and many others ð are effectively being recycled into lending that 

damages the long-run growth prospects of the UK economy.  

Table 17 shows all the sectors where lending is less than deposits (i.e. ôdeposit surplusõ).53 The 

combined deposit surplus of the first four ôproductiveõ sectors in table 18 is £115.19bn. This nearly 

matches the deficit in deposits for the four sectors listed in table 19 (£115.52bn).54  

The most notable sector with a deposit deficit ð buying, selling & renting of real estate ð attracts the 

lionõs share (Ã84.79bn, chart 16). Note: the pressure on banks to reduce their reliance on wholesale 

                                                           
52 See òMeasuring the UKõs digital economy with big dataó, National Institute of Economic and Social Research, July 2013, 

https://www.niesr.ac.uk/publications/measuring-uk%E2%80%99s-digital-economy-big-data  
53 The lending numbers include all sterling and foreign currency loans.  

The Bank of England provides lending data extending back to 1987 for the majority (but not all) industries.  

However, these ôlong-runõ lending numbers relate to sterling lending only (i.e. exclude foreign currency lending). 

http://www.bankofengland.co.uk/boeapps/iadb/index.asp?Travel=&levels=1&XNotes=Y&B6951XBMX6815X6937X6948.x=

1&B6951XBMX6815X6937X6948.y=8&XNotes2=Y&Nodes=X6937X6948X6951X6952X6953X6232X6267X32089X3209

7X6255X6259X6010X6012X6013X6014X6815&SectionRequired=C&HideNums=1&ExtraInfo=#BM. 
54 For total non-financial corporations, there is a deposit surplus. In short, the banks take in more deposits than they lend: 

the gap is £85.30bn. This gap has widened in recent years. Overall, the gap between deposits and lending for all UK 

residents (financial & non-financial business and individuals & individual trusts) has widened to £163.1bn in Q3 2017. 

https://www.niesr.ac.uk/publications/measuring-uk%E2%80%99s-digital-economy-big-data
http://www.bankofengland.co.uk/boeapps/iadb/index.asp?Travel=&levels=1&XNotes=Y&B6951XBMX6815X6937X6948.x=1&B6951XBMX6815X6937X6948.y=8&XNotes2=Y&Nodes=X6937X6948X6951X6952X6953X6232X6267X32089X32097X6255X6259X6010X6012X6013X6014X6815&SectionRequired=C&HideNums=1&ExtraInfo=#BM
http://www.bankofengland.co.uk/boeapps/iadb/index.asp?Travel=&levels=1&XNotes=Y&B6951XBMX6815X6937X6948.x=1&B6951XBMX6815X6937X6948.y=8&XNotes2=Y&Nodes=X6937X6948X6951X6952X6953X6232X6267X32089X32097X6255X6259X6010X6012X6013X6014X6815&SectionRequired=C&HideNums=1&ExtraInfo=#BM
http://www.bankofengland.co.uk/boeapps/iadb/index.asp?Travel=&levels=1&XNotes=Y&B6951XBMX6815X6937X6948.x=1&B6951XBMX6815X6937X6948.y=8&XNotes2=Y&Nodes=X6937X6948X6951X6952X6953X6232X6267X32089X32097X6255X6259X6010X6012X6013X6014X6815&SectionRequired=C&HideNums=1&ExtraInfo=#BM
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funding and increase liquidity ratios partly explains why, on an aggregate basis, deposits have risen 

relative to lending (see chart 17). 

Table 18 

Sector £ bn, Q3 2017

Total 206.63

Professional, scientific & technical activities 68.54

Information & communication 23.55

Manufacturing 15.75

Administrative & support services 7.35

Public administration & defence 21.89

Personal & community activities 16.36

Mining & quarrying 15.91

Education 12.41

Recreational, cultural & sporting activities 8.48

Construction 6.93

Wholesale & retail trade 3.89

Transport & storage 3.18

Human health & social work 2.29

Fishing 0.12

Source: Bank of England. A positive number implies lending is lower than deposits in this sector.

Sectors with a deposit surplus / lending deficit

 

 

Table 19 

Sector £ bn, Q3 2017

Total -115.52

Buying, selling & renting of real estate -84.79

Agriculture, forestry & fishing -11.44

Electricity, gas & water supply -4.97

Accommodation & food service activities -14.32

Source: Bank of England. A negative number implies lending is higher than deposits in this sector.

Sectors with a deposit deficit / lending surplus
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Chart 16 

 

 

Chart 17 

 

 

 

 

 

 



 

40 
 

Chart 18 

 

In total, there are 14 sectors (in table 18) that are generating deposits over and above lending. In strict 

accounting terms, they all contributed to a deposit surplus. A proportion of this is effectively used to 

lend on to sectors listed in table 19.55 

Manufacturing, professional scientific & technical activities, information & communication and 

administrative & support services are emphasised because, globally, these sectors have been at the 

forefront of rapid technological change.  

Of course, companies that are growing quickly could experience a strong rise in deposits and may 

have less requirement for lending. Lending has fallen in manufacturing, professional scientific & technical 

activities and information & communication, while deposits have risen.  

In administrative & support services, lending has risen, but this has been outstripped by faster growth 

in deposits. Furthermore, professional scientific & technical activities, information & communication 

and administrative & support services have seen strong jobs growth since the crisis of 2007/08.56 From 

this perspective, it appears that banks are not starving companies of the required funds to invest and 

expand. 

                                                           
55 Examining the gap between deposits and lending should not be confused with the concept of a ôfunding gapõ. For 

example, a report by the Business, Energy and Industrial Strategy Committee defined the funding gap for SMEs as òThe 

difference between the funding required by SMEs and the funding availableó. See òHouse of Commons, Business Energy and 

Industrial Strategy Committee, Access to financeó, Business, Energy and Industrial Strategy Committee, October 25th 2016, 

p. 5, https://publications.parliament.uk/pa/cm201617/cmselect/cmbeis/84/84.pdf.  

The funding gap is difficult to calculate in practice. The funding needs of a business are subjective and can be endogenous. 

Surveys may be unreliable. For example, if a company realised that it could acquire more cost-effective funding, then it 

would alter its aspirations accordingly, which would in turn change the financing it requires. 
56 Source: ONS. Employment has risen strongly in professional scientific & technical activities (25.2%), administrative & 

support services (22.6%) and information & communication (21.5%) since Q1 2009. Jobs growth in these sectors has 

outpaced the overall increase in workforce jobs over this period (9.4%). Together, these three sectors account for 21.3% 

of total workforce jobs in the UK (table 19). 

https://publications.parliament.uk/pa/cm201617/cmselect/cmbeis/84/84.pdf
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Table 20 

Industry

% change 

since Q1 

2009

Employment, 

millions (Q2 

2017)

Share of total 

employment 

(%)

Total 9.44 34.95 100.00

Professional, scientific & technical activities 25.24 3.00 8.58

Administrative & support service activities 22.58 2.99 8.54

Information & communication 21.48 1.48 4.24

Source: ONS

Employment by industry

 

However, productivity across these three industries remains weak by international standards (see 

appendix 1). A dearth of lending to critical industries indicates that banks are failing to help UK 

businesses to invest. In a competitive global environment, it is imperative that small companies have 

sufficient access to finance to enable them to scale-up.57. The outstanding stock of loans to SMEs has 

dropped from £197.8bn in April 2011 (start of data) to £165.4bn in October 2017. Even if company 

balance sheets appear healthy, a lack of investment in key technologies will compromise their 

performance and ability to compete over the long run. It will undermine the potential growth path of 

the economy, damage productivity and reduce the ability of companies to increase salaries. 

Table 21 

Sector
Deposits 

(£ bn)

Lending 

(£ bn)

Deposits 

minus lending 

(£ bn)

Lending as 

a share of 

deposits

% change 

in lending 

since Q1 

2009

Manufacturing 58.2 43.0 15.2 73.9 -26.6

Food, beverages and tobacco  5.7 10.6 -4.9 186.6 -25.6

Textiles, wearing apparel and leather 1.7 1.3 0.3 80.9 -10.9

Pulp, paper, and printing   2.0 2.3 -0.4 117.8 -74.5

Chemicals, pharmaceuticals, rubber 

and plastics 
11.1 9.2 1.8 83.3 48.1

Non-metallic mineral products and 

metals
7.5 4.9 2.6 65.7 -39.6

Machinery, equipment and transport 

equipment 
15.6 8.0 7.6 51.2 -18.9

Electrical, medical and optical 

equipment 
8.4 3.0 5.4 36.2 -20.9

Other manufacturing   6.4 3.6 2.8 56.5 -36.6

Source: Bank of England

Manufacturing deposits and lending, Q3 2017

 

Indeed, real wages have still fallen across the economy since 2007. The Bank of England has recognised 

the risk that jobs will be lost to robotics, a trend that could increase the downward pressure on 

                                                           
57 See òThe Scale-Up Reportó, Sherry Coutu, November 2014, p. 32, http://www.scaleupreport.org/scaleup-report.pdf. 

http://www.scaleupreport.org/scaleup-report.pdf
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wages.58 In this context, banks need to be channelling funds into sectors that offer the best chance of 

combatting these big shifts. They should be recycling deposits into areas that offer growth 

opportunities: instead, they are doing the opposite. 

The reduction in lending to manufacturing companies is an indictment of the banksõ skewed priorities 

(table 21). One of the biggest declines has been in electrical, medical & optical equipment: lending has 

fallen from a high of £9.58bn in Q2 1999 to £3.04bn in Q3 2017. Deposits exceeded lending by £5.36bn 

in this sector by Q3 2017 (chart 19). This sector includes industries that, globally, have seen big 

innovations in recent years. The failure of banks to support companies in this sector should be a major 

consideration for the Bank of England. The gap between lending and deposits for electrical, medical & 

optical equipment companies is the largest in relative terms within manufacturing (see table 21).  

 

Chart 19 

 

The banks also have a deposit surplus of £7.59bn with machinery, equipment & transport equipment 

(appendix 5). This is the largest surplus within manufacturing in absolute terms. Along with electrical, 

medical & optical equipment, these two sectors account for well over half of the deposit surplus within 

manufacturing. One other sector with a surplus ð non-metallic minerals & metals (£2.58bn) ð is 

significant given the difficulties faced by this industry in recent years (appendix 5). 

Loans outstanding to agriculture, hunting & fishing have risen from £6.48bn in Q4 1997 to £18.63bn 

in Q3 2017 (chart 20). This has resulted in a big rise in the deposit deficit for this sector (£11.44bn, 

appendix 5). The growth in lending could be viewed as a positive if it was being used for investment 

to raise productivity in agriculture.  

                                                           
58 See òLabourõs Shareó, Andrew Haldane, Bank of England, November 12th 2015, 

http://www.bankofengland.co.uk/publications/Documents/speeches/2015/speech864.pdf. òérarely a week passes without 

evidence of jobs and industries being fundamentally reshaped by globalisation and technology, be it the digital economy, the 

sharing economy or even the Second Machine Age.ó 

http://www.bankofengland.co.uk/publications/Documents/speeches/2015/speech864.pdf
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However, it is possible that this increase in lending has simply been deployed for buying agricultural 

land. The deterioration in the trade deficit for food, beverages & tobacco since 1997 ð despite the 

increase in lending to agriculture over this period ð is also striking (chart 21).59 Indeed, lending to the 

food, beverage & tobacco industry has dropped from a high of £21.3bn to £10.6bn. It is hard to avoid 

the conclusion that banks have been happy to help investors acquire agricultural land, but not to invest 

in food production.   

Chart 20 

 

Chart 21 

 

                                                           
59 Source: Bank of England. Bank Stats (Monetary and Financial Statistics), Table C1.2, Industrial analysis of monetary 

financial institutions' lending to UK residents. 




































































































































