Productivity
and Skills
CIMA bite-sized briefing:

Proposal
The Chartered Institute of Management Accountants® (CIMA®) urges the
government to adopt the following measures to increase U.K. productivity:
X Ensure training is mandatory in coronavirus job support packages.
X Make a new push on digital skills to make the U.K. post-pandemic ready.
X Expand the Apprenticeship Levy to become an ‘Apprenticeship and Skills Levy’
to allow employers to spend levy money not just on apprenticeships, but also
on recognised continuing professional development to re-skill the workforce.
X Change the rules of the apprenticeship scheme to allow providers to be
end-point assessors and tuition providers, which reduces complexity and cost.
X Maintain spending on higher-level apprenticeships.
X Introduce a ‘Rebuttable Right to Retrain’.
X Look to what lessons we can learnt from other countries on R&D
tax incentives.
X Create and invest in skills clusters across the U.K. and look at models such as
development corporations to help drive both public and private investment into
left-behind regions.
X Establish a British Infrastructure Bank, based outside London, with seed
capital to fund infrastructure development across the U.K.

Research
X Mind the Skills Gap
X Budgeting for Recovery and a Long-Term Economic Future for the UK

About CIMA
The Chartered Institute of Management Accountants (CIMA), founded in 1919,
is the world’s leading and largest professional body of management accountants,
with members and students operating in over 180 countries, working at the heart
of business. CIMA members and students work in industry, commerce,
the public sector and not-for profit organisations. CIMA works closely
with employers and sponsors leading-edge research, constantly updating
its qualification, professional experience requirements and continuing
professional development to ensure it remains the employers’ choice
when recruiting financially trained business leaders. CIMA's Chartered
Global Management Accountant® (CGMA®) is the most widely held
management accounting designation in the world. It distinguishes more
than 200,000 accounting and finance professionals who have advanced
proficiency in finance, operations, strategy and management.
CIMA is a member body of the Association of International Certified Professional
Accountants® (the Association), which combines the strengths of the American
Institute of CPAs® (AICPA®) and CIMA to power opportunity, trust and prosperity
for people, businesses and economies worldwide. The Associatioin represents
more than 650,000 members and students in public and management accounting
and advocates for the public interest and business sustainability on current and
emerging issues. In the U.K. alone, CIMA has more than 80,000 members working
across all sectors. With broad reach, rigour and resources, the Association
advances the reputation, employability and quality of CPAs, CIMA and CGMA
designation holders and accounting and finance professionals globally.
One of the core missions of the organisation is to develop research
and analytical thinking on the challenges our management accounting
professionals face and also the wider and global finance sector.

Contact
For further information about CIMA and its submission, please contact Ross Archer,
Lead Manager — Public Policy at ross.archer@aicpa-cima.com.

What is productivity?
Productivity, in its simplest form, is output per hour
worked. As the Office for National Statistics (ONS) states,
‘Productivity measures this rate of conversion.’1 Andrew
Haldane, Chief Economist at the Bank of England defined
productivity and its importance by stating:
‘[Productivity] is a terrible word, as it leaves most people
dazed and confused. Few are those who can define it and
fewer still those who can measure it. Yet, it has entered
the popular lexicon and with good reason: the one thing
we do know is that productivity is crucial to our pay and
living standards over the longer run. Productivity is what
pays for pay rises and puts the life into living standards’.2

X A Forbes article says ‘productivity is the most
important determinant of the standard of living of
a group of people, a nation or a planet’.5
X Nobel Prize winner Paul Krugman has stated,
‘Productivity isn’t everything, but, in the long run,
it is almost everything. A country’s ability to improve its
standard of living over time depends almost entirely on
its ability to raise its output per worker’.6
X An article by the Institute for Fiscal Studies in 2017
highlighted the importance of productivity to wage
growth and wider public finances by saying,
‘Slower productivity growth means, on average,
slower wage growth, which in turn depresses
government revenues’.7
What is the U.K. productivity gap?

Why is productivity
growth so important?
Productivity growth is key for all stakeholders in the
economy — businesses, entrepreneurs, workers, the
government and wider public sector. Without a growth
in productivity, there is unlikely to be high wage growth.
This leads to people having less money to spend on
goods, products and services, which hinders business
growth. This in turn means fewer taxes are collected,
as there is less economic activity from both consumers
and businesses, which drive increased tax revenues.
Productivity growth is vital to sustainable
long-term economic growth.
X Science Minister Amanda Solloway has said:
‘Improving productivity is central to driving forward our
long-term economic recovery and ensuring that we
level up wages and living standards across every part
of the U.K’.3
X The U.S. Bureau of Labor Statistics says, ‘Productivity
growth is our opportunity to increase output without
increasing inputs and incurring these costs’.4 This
means with growth in productivity, an economy can
produce more goods, products and services for the
same amount or little increase in workload. This helps
generate economic growth’.

Andrew Haldane, Chief Economist at the Bank of England
notes three key facts that explain the U.K. productivity gap:
1. ‘U.K. productivity has flat-lined for a decade. This
means U.K. productivity is running almost 20% below
its level had it continued along its pre-crisis trend …
It is a gap that we are unclear if it will ever be closed.
2. ‘There is a second gap — perhaps as much as a third
— between levels of productivity in the U.K. and in our
main competitors, the U.S., Germany and France.
3. ‘The productivity gap between the top- and
bottom-performing companies is materially larger
in the U.K. than in France, Germany or the U.S.
In the services sector, the gap between the top- and
bottom-performing 10% of companies is 80% larger
in the U.K. than in our international competitors’.8
Of these issues, Haldane stated, ‘The U.K.’s international
productivity gap is, to a large degree, a long-tail problem’.
While the U.K. has a larger number of highly productive
firms than France and Germany, it has far fewer that are
doing a bit better than the average and a lot that are doing
far worse.9 He noted that ‘the fraction of firms who have
seen effectively no rise in productivity since before
the crisis’ in the U.K. as a whole ‘amounts to around half
of them. For some regions and sectors, the fraction
of firms that have stood still in the 21st century is closer
to two-thirds’.10

What is the productivity puzzle? - Office for National Statistics (ons.gov.uk)
The UK’s Productivity Problem: Hub No Spokes (bankofengland.co.uk)
3
Cambridge takes major role in initiative to help solve UK ‘productivity puzzle’ | University of Cambridge
4
https://www.bls.gov/k12/productivity-101/content/why-is-productivity-important/home.htm#:~:text=Productivity%20growth%20is%20our%20opportunity,inputs%20and%20incurring%20
these%20costs.&text=With%20growth%20in%20productivity%2C%20an,the%20same%20amount%20of%20work.
5
https://www.forbes.com/sites/billconerly/2015/05/19/productivity-and-economic-growth/?sh=11d230e45417
6
https://www.businessleader.co.uk/productivity-crisis-is-the-uks-lost-decade-at-an-end/93507/
7
https://www.ifs.org.uk/publications/10243
8
The UK’s Productivity Problem: Hub No Spokes (bankofengland.co.uk)
9
http://www.ft.com/content/442fb59c-d138-11e8-a9f2-7574db66bcd5
10
The UK’s Productivity Problem: Hub No Spokes (bankofengland.co.uk)
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U.K. productivity explored

The COVID-19 pandemic and productivity

The U.K. has long faced a problem with slow productivity
growth compared to other nations and has recovered
slower following the financial crisis. This problem is likely
to persist if not addressed, and the problem is that it leaves
a long tail of less productive firms.

The U.K. economy has suffered a severe downturn due
to the pandemic, and the government restrictions on
businesses made in the public health fight against the
pandemic. It will take us time to understand how the
pandemic has affected U.K. productivity, but the challenge
is clear: to ensure that a greater portion of the workforce
gravitates to higher productive firms and that less
productive firms raise their productivity.

X The ONS found that ‘The U.K. has the largest
“productivity puzzle” — the difference between
post-downturn productivity performance and the
pre-downturn trend in the G7; this was 15.6% in 2016,
around double the average of 8.7% across the rest
of the G7’.11
X A 2018 report by McKinsey Global Institute on the U.K.’s
productivity puzzle showed that the U.K.’s productivity
growth slowdown post-2008 financial crash was more
comprehensive than that of France, Germany and
Spain, and occurred across all regions and 83% of
sectors in the U.K. economy.12
X Annual productivity growth plummeted from average
annual rates of about 2.3% before the collapse of
financial firm Lehman Brothers, to 0.4% in the past
decade. In 2018, the Resolution Foundation found
that ‘Had the pre-crisis growth trend continued, then
productivity would be more than 25% higher today’. U.K.
productivity growth in the last decade has been slower
than at any time since the Industrial Revolution.13
X The Deputy Chief Economist for the ONS stated in
April 2019 that it has taken the U.K. 10 years to achieve
2% productivity growth, which historically would have
been achieved in a single year.14 ONS figures show that
labour productivity growth was lower over the past
decade than at any time in the 20th century.”15
X U.K. productivity was around 16% below that of the
other G7 members in 2016. This was higher than
workers in Canada and Japan, but lower than countries
such as France and Germany.16 The last time the U.K.
was higher than France and Germany was in the
mid-1960s, although the U.K. has since made up for
some of that gap in the 1980s. Figures from McKinsey
and Co state that the U.K. will be a third less productive
than Germany by 2025.17
X In 2016, the OECD found that younger U.K. workers
were not much more skilled than older workers,
suggesting the U.K.’s weak productivity will continue
into the next generation and will not gradually decline.18

11
International comparisons of UK productivity (ICP), final estimates - Office for National
Statistics
12
https://www.mckinsey.com/~/media/mckinsey/featured%20insights/meeting%20
societys%20expectations/solving%20the%20united%20kingdoms%20productivity%20
puzzle%20in%20a%20digital%20age/mgi-productivity-in-the-uk-discussion-paperseptember-2018.ashx
13
UK productivity slowdown worst since Industrial Revolution – study | Productivity | The
Guardian
14
https://www.bbc.co.uk/news/business-47826195
15
http://www.theguardian.com/business/2019/apr/05/uk-productivity-grows-by-just-05-in2018-amid-brexit-uncertainty
16
Britain’s productivity crisis in eight charts | Financial Times (ft.com)

X Chancellor Rishi Sunak has recently stated that the
U.K. economy will get worse before it gets better
(January 2021).19 The OECD predicts that the U.K.
economy share will be 6% smaller at the end of 2021
than it was before the pandemic. Only Argentina will
do worse.20
X The ONS recognises that the pandemic poses
challenges for recording the U.K. productivity rate.21
Output per hour increased at the fastest rate since
2005 in Quarter 3 (July to September 2020) which
‘was driven by a decrease in hours in less productive
industries, creating a positive “allocation” effect as
more productive industries now represent a larger
share of the economy’.
X As the hours in less productive sectors increase, the
overall productivity rate will fall. Low-interest rates
are helping to sustain low productivity companies
stranding capital and labour in less productive
enterprises and preventing its reallocation to new more
productive enterprises.
X The mooted negative interest rates and support for
it by some of the Bank of England’s Monetary Policy
Committee members could increase this problem by
keeping low productivity firms in operation.22 The Bank
of England estimates that the pandemic ‘will reduce
TFP in the private sector by up to 5% in 2020 Q4, falling
back to a 1% reduction in the medium term’.23
The U.K. Government has recognised the productivity
problem and BEIS have set up a new productivity Institute
in Manchester, with partners including Cambridge
University, to help address the U.K.’s productivity issues.24
The U.K. Government’s Productivity Plan in 2015 noted
that ‘matching the productivity of the U.S. would raise
GDP by 31%, equating to around £21,000 per annum for
every household in the U.K.”25 This is the prize for the U.K.
if productivity is increased.

http://www.ft.com/content/442fb59c-d138-11e8-a9f2-7574db66bcd5
http://www.ft.com/content/442fb59c-d138-11e8-a9f2-7574db66bcd5
19
UK economy 'to get worse before it gets better' - BBC News
20
UK among hardest hit nations by pandemic, says OECD - BBC News
21
Coronavirus and the effects on UK productivity measures - Office for National Statistics
(ons.gov.uk)
22
Negative rates could save jobs and businesses, says MPC member (telegraph.co.uk)
23
The impact of Covid-19 on productivity | Bank of England
24
Cambridge takes major role in initiative to help solve UK ‘productivity puzzle’ | University
of Cambridge
25
Productivity plan launched - GOV.UK (www.gov.uk)
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How skills
affect productivity
Skills policy significantly affects the U.K.’s productivity
rate. A 2015 research report by the then Department for
Business, Skills and Innovation found that changes in
labour quality (skills) accounted for 18% of productivity
growth from 1981 to 2007.26 The same report found that
higher-level skills were the main driver of productivity
growth in the U.K. from 1981 to 2007.27
A 2018 research paper by the Economic and Social
Research Council found that, ‘There is a positive link
between high-skilled workers and turning external
knowledge into innovative output, but this link also
extends to intermediate skilled workers’.28 This shows
the value in skills development across all levels for
enhanced productivity.

The issue: Skills
Even before the pandemic, there already was a need
throughout the U.K. for a more skilled workforce. One
report from before the pandemic suggested that around a
third of vacancies across the U.K. were hard to fill because
of a lack of skilled candidates.29
This crisis likely exacerbated that problem, with
companies and organisations realising they need new
skills for their workforce to deal with changes the
pandemic brought. A recent report by the Confederation
of British Industry (CBI) highlights this point, with the
report stating that 90% of the U.K. workforce will need
new skills by 2030. It also suggests that a £130 billion
of additional investment is needed over the next 10 years
to upskill workers.30
Worryingly, before the pandemic, a 2019 Industrial
Strategy Council report already estimated that 20%
of the workforce will be significantly under-skilled for
their jobs by 2030.31 In addition, CIMA’s research in 2019
revealed that 37% of U.K. workers don’t feel that they
need to learn new skills despite a growing awareness of
the impact of technology on jobs.32 The Bank of England
notes that a Nick Bloom and John van Reenen survey
found that U.K. companies had management skills around
half a standard deviation lower than competitor countries,
such as the U.S. and this affected company productivity.33

The CIMA research mentioned above was conducted
before the economic crisis COVID-19 caused. Interestingly,
in research CIMA and Opinium conducted in September
and October 2020, 37% of U.K. SMEs that were rethinking
their operating model said they would require workers
to take on new responsibilities and expand their skill
sets.34 This shows that businesses require new and
updated skills now.
To contribute to informed policymaking on skills, CIMA
compiled the ‘Mind the Skills Gap’ report, described below.

CIMA Research:
Mind the Skills Gap
Mind the Skills Gap is an evidence-based piece of thought
leadership to highlight the challenges U.K. workers and
employers face in learning and upskilling, both now and
for future years. It also looks at the discrepancies between
what workers and employees expect to happen in the
workplace, as new technologies and an evolving economy
changes the shape and nature of workplaces and the
finance function.
CIMA conducted this research in each of the last three
years with the latest research released in the fourth
quarter of 2020. The key findings from that research were:
X Less than a quarter (21%) of U.K. SME employees feel
‘very prepared’ to operate in a digital workplace, with a
further 49% stating that they feel ‘somewhat prepared’.
In contrast, 10% stated that they do not feel prepared
to operate in a digital workplace.
X Nearly one-fifth (18%) said that they don’t have the
transferable skills needed to transfer industries.
Among this group who said they lack transferable
skills, 16% said that their job is at risk because their
skill set is becoming less relevant and a further 21%
are not sure if their job is at risk.
X Our research also showed that two-thirds (67%)
of SME workers are confident that their skills will
enable them to succeed in the digital workplace.
Again, 10% of respondents said they are not confident
that their skill set will enable them to fully operate in
the digital workplace.

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/486500/BIS-15-704-UK-skills-and-productivity-in-an-international_context.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/486500/BIS-15-704-UK-skills-and-productivity-in-an-international_context.pdf
28
https://esrc.ukri.org/files/news-events-and-publications/evidence-briefings/workforce-skills-at-all-levels-boost-innovation-and-productivity/
29
https://www.prospects.ac.uk/careers-advice/getting-a-job/skills-shortages-and-covid-19
30
https://www.cbi.org.uk/media/5723/learning-for-life-report.pdf
31
http://industrialstrategycouncil.org/sites/default/files/UK%20Skills%20Mismatch%202030%20-%20Research%20Paper.pdf
32
http://www.cimaglobal.com/Press/Mind-the-Skills-Gap/
33
The UK’s Productivity Problem: Hub No Spokes (bankofengland.co.uk)
34
https://www.cimaglobal.com/PageFiles/745308971/Economic%20Recovery%20Survey.pdf
26
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Our proposals
We believe enhancing skills training and development
in U.K. of the current and future workforce is crucial
to improving U.K. productivity, as well as enhancing
U.K.’s growth in the future. An investment and focus
on improving the skills of the workforce would not only
improve U.K. productivity, but help generate sustainable
economic growth and would likely create real wage growth
opportunities. This in turn would not only help businesses
as people have more money to spend, but also public
finances as more economic activity and tax revenue from
are received. We believe the U.K. government can help
improve skills and productivity in several ways.
Pandemic response:
Training to be mandatory in coronavirus job
support packages.
This crisis presents an opportunity to start upskilling
and reskilling the workforce. The Job Retention Scheme
missed this opportunity when it did not mandate continuing
professional development or skills training as part of the
requirement for employees to receive furlough pay.
We welcome the announcement of support for individuals
made redundant to continue with their apprenticeship
scheme, for those at least 75% through their apprenticeship.
In any scheme that supports job retention with public
finances supporting a proportion of the worker’s salary,
we believe that there should be a mandated requirement
to complete recognised skills and professional
development training.
The Lifetime Skills Guarantee is a good policy that we
support, but it is only available from April 2021. The
extended Coronavirus Job Retention Scheme should
mandate skills training as part of the support package.

The training should be from recognised sources of
education, such as online courses from U.K. universities,
colleges and chartered bodies. The employer could
monitor this training. We recognise that a full list of
courses funded under the National Skills Fund in England
from April will be made available. It is crucial that skills
development and training are provided by reputable
education providers if this plan is to work
We believe the funded courses should include professional
development and higher-level courses at level 5 and
above. Another way to ensure the funding is spent on
training and that the reskilling takes place is that there
must be clear key performance indicators for both the
workers receiving job support funds, and for the education
provider that training is completed in a set time period.
The funding and courses needs to be available now
to ensure people do not wait until April to undertake
skills development.
Review employment regulations to ensure they are
suitable for a new era of increased home working and
support productivity.
The pandemic has increased the trend towards home
working. The proportion of employees expected to work
from home regularly is predicted to more than double
from 18% pre-crisis to 37% post-pandemic and the
percentage working exclusively from home will increase
from 9% to 22%, according to a Chartered Institute of
Personnel and Development survey of U.K. employers.35
It also found that of employers increasing their support for
home working, 66% were making changes to their policies
to reflect a move to home working.
Employment law should be updated to reflect the new
situation with a recognition that increased home working
will be the new normal. The regulations should reflect this
to ensure flexibility and workforce productivity.

This would mean that when employees can return to work,
they would have new and more developed skills that could
help their employer on their path to recovery. If they were,
unfortunately, to lose their job due to redundancies, they
would have new skills to demonstrate in support of finding
a new career.
What we are not suggesting in this measure is that, for
their full working hours, they would be doing skills training.
Instead, a proportion of the non-worked hours should be
devoted to learning new skills. We would suggest that up to
a third of total hours employees are not working under the
extended furlough payments to be used for skills training.

35

https://www.peoplemanagement.co.uk/news/articles/home-working-set-to-double-post-coronavirus-crisis

Budgeting for Recovery Bitesize Briefings 7

A new push on digital skills to make the U.K.
post-pandemic ready
The impact of the pandemic on productivity is unclear36
and will be complicated by the fact that childcare was
patchy for long periods for many parents. Home working
is a tremendous positive force that will be of great value to
working parents. It presents challenges around motivating
workers, skills development, career progression and
maintaining productivity growth.

Currently, training providers provide the tuition for
apprentices, a different examination body completes
the final end-point examinations, and employers provide
on-the-job training and funding through the levy for the
apprenticeship. In this mix are also professional bodies,
including CIMA, for some apprenticeships such as
accountancy programmes. Bodies such as CIMA help
draw up the competencies for apprenticeships and ensure
the end-point exams offer a route to gaining a professional
qualification that is recognised by businesses.

What is clear, as a Trades Union Congress analysis has
shown, is that the average U.K. worker will have significant
additional free time each day as a result of these changes.
The total average U.K. commute takes up just less than
an hour per day (58.4 minutes), but there are regional
differences and Londoners commute for around 81
minutes per day.37 The government has developed a set
of courses available for free — we would advise that the
government launch a campaign to urge Britons to use
their extra hour to learn a new skill.

The number of touch points with different bodies in
the apprenticeship programme can create confusion
for businesses and apprenticeships, and has led to
inefficiencies in the system, which does not help enhance
apprenticeship uptake.

Apprenticeships:

This would mean businesses and apprentices would have
more streamlined contact, which would make it easier
for both to engage and understand the apprenticeship
system. It is also the system that is used in universities,
which both provide the courses and set the examinations
and which Ofsted also oversees.

We suggest that the Apprenticeship Levy be made into
an ‘Apprenticeship and Skills Levy’, where employers can
spend the levy money not just on apprenticeships, but
also on recognised continuing professional development
for re-skilling of the current workforce.
We believe that the Apprenticeship Levy could be changed
to help support more lifelong learning and improve U.K.
productivity by reducing skills gaps. This could be done
by making the levy an ‘Apprenticeship and Skills Levy’,
where levy money can be spent by employers both on
apprenticeships, but also on recognised continuing
professional development to keep their employees’
current knowledge, or to upskill or reskill them through
professional development and education programmes.
Figures show that only around 10% of levy funds are being
drawn down to create apprenticeships. By allowing other
training to be funded through the levy, we believe more
employers would be able to take advantage and utilise
this scheme, and this would increase productivity across
the U.K..38 39
The rules of the apprenticeship scheme to change to allow
providers to be end-point assessors and tuition providers,
reducing complexity and cost.
We believe that employers, candidates and the
government could get more out of the apprenticeship
programme if changes were made to who can provide
both tuition and end-point exams.

We recommend that there should be changes to who
can provide training and end-point examinations of
apprenticeship standards. Professional bodies should be
allowed to both provide tuition and
end-point exams under the apprenticeship scheme.

This change would drive efficiencies in the system and
lead to more apprenticeships being started.
Maintain spending on higher-level apprenticeships.
We believe higher-level apprenticeships are the key to
increasing skills and productivity levels in the U.K.
Higher-level apprenticeships allow candidates to gain the
required knowledge, skills, expertise and qualifications to
seek employment in professions, such as accountancy
and audit. They also allow a different route into
accountancy and other professions and allow greater
access for those who may have never considered a career
in accountancy or other professional services.
These apprenticeships are a fantastic way to open the
professions and increase social mobility.
The U.K. currently has productivity and skills gaps.
Higher-level apprenticeships give individuals enhanced
skills that businesses require and help close both
these gaps. Therefore, more investment in higher-level
apprenticeships is needed to help to improve U.K.
productivity and improve the skills of the current and
future workforce.
The higher-level apprenticeships are also a route to
increasing social mobility and act as another access
point to higher-level education for many students from
diverse backgrounds.

https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/articles/coronavirusandtheeffectsonukproductivitymeasures/2020-05-19
https://www.tuc.org.uk/news/annual-commuting-time-18-hours-compared-decade-ago-finds-tuc
38
http://www.cps.org.uk/files/reports/original/200623000907-CPSAFTERTHEVIRUS1.pdf
39
http://commonslibrary.parliament.uk/research-briefings/sn03052/
36
37
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Skills and productivity:
Introduce a ‘Rebuttable Right to Retrain’
Post-crisis, the creation of a rebuttable right to retrain as
part of any package of recovery measures could increase
the investment in U.K. workers’ skills development.
It would also fulfil the ‘ultimate ambition’ to establish
a ‘right to retrain’ that the Conservative Party included in
its 2019 manifesto.
This would allow U.K. workers to increase their skills
while maintaining their employment and income, and
boost opportunities to train where employers are currently
sceptical about offering this (and where employers do not
offer schemes themselves).
A right to retrain would make it easier for employees
to start conversations on training with their employer.
It resets the question by making the default position
to be the approval of extra training and skills development.
The right could be rebuttable because there will be
cases where the employee is urgently needed for a
core business need.
The government to create and invest in skills clusters
across the U.K. and look at models, such as development
corporations, to help drive both public and private
investment into left-behind regions.
The government should look to create skills clusters
across the country. To an extent, this model is already
operating in the U.K. For example, Barrow/wider Cumbria
has an economy somewhat focussed on the nuclear
submarine and nuclear power industry, London has
finance and the professions, and South East England has
motorsports. This model also works in other countries,
for example, the Silicon Valley in the U.S.

Since the time of this report, we believe the situation for
some regions has likely got worse and the current crisis
will be negatively affecting many regional economies
within the U.K.
Bank of England data from May showed that more
labour-intensive industries have been hardest hit by the
lockdown. Sectors that are more knowledge- or capitalintensive have been least hit by the lockdown, due to many
of these roles being able to be done remotely. Many of
these jobs are in the South East and London.41
The government must focus on driving up regional
investment to spread productivity across the U.K. The
government should look to see what lessons can be learnt
from the London Docklands Development Corporation/
Canary Wharf Group, which helped transform a very
deprived area of London and turned it into a globally
renowned finance and employment hub. These bodies
contained both elected officials, local officials and
businesses. If development institutions are to work,
they need a mix of people from business, industry and
government who are steeped in the locality to be involved
— and not just Whitehall officials.
Investment in infrastructure and skills in left-behind
regions is crucial to increasing the productivity and
economic growth in the regions. The Centre for Policy
Studies recently called for the establishment of a British
Infrastructure Bank based outside London with seed
capital to fund infrastructure across the U.K..42 We support
this aim and believe it will help generate growth and
investment in the U.K. regions.

This regionalisation of expertise should and could be built
upon so that each area of the U.K. has a highly skilled field
in their local economy that can support jobs through their
supply chain and wealth generation.
One area the government should look at with this model
is linking education to the local economy — exploring
how schools, colleges and universities can support
employment in these skilled sectors in their localities.
The No Stone Unturned: In Pursuit of Growth report,
which the Coalition government commissioned,
showed the huge differences and disparities in regional
growth and gross value added by regions in the U.K.40
It showed London and the South East had the highest
GVA (gross value added) by some distance compared
to other regions of the U.K.

http://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/34648/12-1213-no-stone-unturned-in-pursuit-of-growth.pdf
http://www.bankofengland.co.uk/-/media/boe/files/monetary-policy-report/2020/may/monetary-policy-report-may-2020
42
http://www.bankofengland.co.uk/-/media/boe/files/monetary-policy-report/2020/may/monetary-policy-report-may-2020
40
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R&D incentives and investment
Look to what lessons can be learned from other countries
on R&D tax incentives
Several countries, including Argentina, Canada, Chile,
China, Italy, Korea and Poland, have implemented strong
and innovative tax measures such as more generous R&D
tax credits, investment incentives as well as collaborative
tax credits.43
In the U.K., a recent report from the Tax Foundation
quoted studies showing small business use of R&D
credits had little impact on innovations, and that tax credit
claims are concentrated in London, the South East and
the East of England.44 More needs to be done to ensure
better use by SMEs of R&D tax credits. Businesses need
to better utilise R&D needs across the U.K. and not just
concentrated in London and the South East.

Conclusion
The U.K. has a productivity gap with other advanced
nations and a huge disparity between its most
productive companies and a long tail of unproductive
ones. Addressing this requires that the government
invest in upskilling the U.K. workforce and put together
a comprehensive plan to plug the skills gaps and
boost productivity. This should include policies such
as expanding the apprenticeship levy to become an
apprenticeships and skills levy, making training
mandatory in the coronavirus job support packages,
introducing a rebuttable right to retrain, investing in
skills clusters across the U.K., and establishing a
British Infrastructure Bank.

Encouraging greater use of R&D by SMEs, especially
those in different regions of the U.K., would help increase
productivity in those regions.
In a speech by the Chief Economist of the Bank of England
in 2018, the development side of U.K. R&D was identified
as a particular weakness. In the speech he said:
Typically, we think of ‘Research and Development’ |
(R&D) as a rhyming couplet. In the U.K.’s case, the R and
the D do not seem to rhyme. The U.K. does R well, as a
world-leading innovation hub. But it does D poorly, where
the D refers not just to development but the diffusion and
dissemination of innovation...’.45
The U.K. government should ensure that the U.K.
improves on the development side of R&D to make sure
it matches the U.K.’s world-class research. Doing this
would help improve productivity and would help generate
economic growth in the future.
A review of the actions all OECD nations took to stimulate
R&D investment would help gather ideas for the U.K.
to act on.

http://itif.org/publications/2019/06/13/national-innovation-policies-what-countries-do-best-and-how-they-can-improve
https://files.taxfoundation.org/20201023134831/A-Framework-for-the-Future-Reforming-the-UK-Tax-System-PDF.pdf
45
https://www.bankofengland.co.uk/-/media/boe/files/speech/2018/the-uks-productivity-problem-hub-no-spokes-speech-by-andy-haldane
43

44
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