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Executive summary

Introduction

The aim of London’s Local Industrial Strategy (LIS) is inclusive growth - ensuring all of London’s places,
people and communities can contribute to and benefit from the city’s growth, both today and in the future.
As such, inclusive growth also requires growth to be sustainable.

It is widely understood that improvements in productivity underpin increases in living standards and
therefore are a necessary (although not sufficient) condition for inclusive growth. It is being increasingly
recognised though (by the OECD among others) that the relationship also runs in the other direction —
inequality can act as a drag on productivity. Policies that aim to address both inclusion and productivity -
maximising synergies while managing potential trade-offs - are therefore needed to make progress towards
the ultimate objective of inclusive growth'.

In order to inform LIS development and priorities, the LIS evidence base interim report seeks to:

e Reflect a wealth of evidence and analysis that the GLA has developed over the years, including for
example the Economic Evidence Base for London 2016, the draft London Plan 2017 and numerous
technical publications by GLA Economics.

e Consider future opportunities and challenges alongside the current strengths and weaknesses of
London’s economy and recent history.

e Provide, where feasible, more granular geographical detail to convey the complex and diverse nature of
London’s economy.

e (o beyond descriptive analysis to provide clear and useful policy insights.

We plan to continue to discuss our findings with external experts and to develop and refine our analysis in
the next few months as we finalise the LIS Evidence Base report. As we do this, we will be able to
incorporate the findings from several external research projects that have been commissioned to
complement in-house analysis. Finally — and importantly — we will be doing further work on developing and
refining policy insights, ensuring that there is a clear line of sight between the evidence base and the
strategic policy priorities articulated in the LIS.

The rest of the Executive Summary introduces the overall theme for the London LIS; supporting productivity
improvements to unlock more inclusive growth. It then provides an overview of the key findings on
productivity in London and on the national Industrial Strategy’s five foundations of productivity: Business
Environment, People, Infrastructure, Ideas and Places.

' See for example the blog by Gabriella Ramos (OECD Chief of Staff) for the OECD Forum 2016: http://www.oecd.org/social /productivity-
equality-nexus.htm
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London’s economic performance

London is a very successful economy; it has performed strongly over the past 20 years in terms
of output and employment growth and it is pivotal to the UK economy.

e London’s economic output (Gross Value Added - GVA) increased at an average rate of 3.1% per year
between 1998 and 2017. In 2017 London’s GVA totalled £426.2 billion; twice the size of the economies
of Scotland and Wales put together and accounting for 23.8% of UK GVA.

e London’s net contribution to the Exchequer in 2017/18 was around £34.3bn.

e London’s level of productivity has historically been higher than in the rest of the country — between 19%
and 31% higher than the UK average over the last 20 years’.

e The recession of 2008-09 was a serious hit for London’s economy given the contraction of key sectors in
its economic base (especially the finance and insurance sector). On the other hand, London’s economy
has shown a remarkable resilience in the post-recession years which other parts of the UK and of Europe
lacked, especially in terms of employment growth®.

e Employment and unemployment rates are currently at historical highs/lows respectively (although
unemployment rates in London have historically and consistently been above the UK average).

¢ Notwithstanding Brexit-related uncertainty, long-term projections still point to London as a growing
economy which will continue to create new employment.

However, productivity growth in London has stalled since the financial crisis, as in the rest of the
country. There are big differences in productivity performance between firms within sectors and
between different parts of the city.

e Running at just 0.3% per year on average, real productivity growth in London between 2010 and 2017
was more or less in-line with stalling productivity in the UK as a whole.

e While most industry groups in London exhibit high levels of labour productivity compared to the rest of
the UK, aggregate productivity benchmarks mask large variations in productivity performance between
firms (and workers) within the same sectors.

e GVA per hour worked in the most productive part of the capital (Inner London West) is over 42% higher
than in the least productive part of London (Outer London South). Since 2010 productivity in real terms
has actually declined in some parts of the capital®.

2 Based on output per hour relative to the UK average (1997-2017). Source: ONS (2019) Industry by region estimates of labour productivity:
2017

3 See Orellana (2018), Regional, sub-regional and local gross value added estimates for London, 1997-2016, GLA Economics Current Issues
Note 57.

4 Quter London South, Outer London East and North East and Inner London East. Source: ONS (2019) Regional and sub-regional productivity
in the UK: February 2019
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The challenge of inclusive growth in London

London has a major inequality problem, whether we look at wealth or income. Housing costs are
a significant factor in determining this outcome.

e New housing supply in London has failed to keep up with demand. Specifically, in the last two decades
the number of jobs in London has grown by 42% and the number of people by 26%, but the number of
homes by only 16%°>. This in turn has led to a housing affordability crisis, whose impact on the economy,
poverty, social and geographical mobility and wellbeing are of national significance.

e Household incomes in the bottom half of the distribution in London are lower than in the rest of the UK
once housing costs are taken into account. Median household incomes in London are broadly in line
with the UK average when measured on the same basis.

e London households in the bottom half of the wealth distribution own just 5% of total household wealth,
while households in the richest 10% own more than 60% of total household wealth.

e Housing wealth is a key driver of wealth inequalities in London. Between 2013 and 2018 average
housing wealth in London grew by £122,000 (34%), propelled by rapidly increasing house prices®. At the
same time, levels of home ownership in London remain significantly below the national average at 48%
in 2017 compared to 63% across England according to the English Housing Survey.

When accounting for housing costs, London also has higher rates of relative poverty and of child
poverty than any other part of the UK. A significant amount of poverty is concentrated within
households where at least one person works.

e 28% of London’s population lives in relative poverty once housing costs have been taken into account.
This percentage rises to 33% in inner London.

e When taking housing costs into account London also has a higher proportion of children living in
poverty than any other part of the UK — 37% of all London’s children live in poverty, rising to 44% of
inner London children.

e Low incomes are not just associated with households of people who are unemployed, economically
inactive or retired. Around half of low-income families in London have at least one member who is in
some form of employment’.

e The recent Survey of Londoners paints a picture of a widespread lack of food security® with 1.5 million
adults and 400,000 children in London having low or very low food security. Six out of ten adults
suffering from food insecurity are in full-time or part-time work.

> GLA (2018), Housing in London - The evidence base for the Mayor's Housing Strategy.

6 Breach, A. (2019), Capital cities- How the planning system creates housing shortages and drives wealth inequality

7 Based on DWP (2018), Household Below Average Income, 2014/15-2016/17.

8 Having food security means having access at all times to enough food for an active, healthy lifelA full definition of food security was provided
at the World Food Summit in 1996. See FAO (2006) Food Security: Policy Brief June 2016, Issue 2
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Key findings across the five foundations of productivity

Business Environment

London is a global business capital that has adapted and thrived in an era of structural change
and the increase in international trade since the mid-1990s. It attracts investment, skills and
visitors from all over the world.

e Between 2003 and 2015, London secured 39% of all foreign direct investment (FDI) projects in the UK
and 26% of all FDI project-related jobs in the UK.

¢ In the age of globalisation (since the mid-1990s) London has become increasingly specialised in high-
skilled services, led by finance and professional services. More recently, it has experienced strong growth
in the science and technology industry. Exports from these sectors are a key driver of London’s trade
surplus with the rest of the world®.

e Sectoral specialisation has been accompanied and reinforced by spatial concentration as these economic
activities have tended to locate in London’s Central Activities Zone (CAZ) and in the Northern Isle of
Dogs (NIOD) to benefit from ‘agglomeration effects’, i.e. the productivity benefits of concentration of
many businesses in geographical proximity to each other'.

London’s business environment is also diverse. Other supporting activities remain crucial in
providing employment opportunities, ensuring that the capital remains a well-functioning,
liveable city.

e While many globally competitive businesses locate in central London, other sectors (particularly those
serving local markets) are located closer to population centres, their growth driven by the capital’s
population growth as well as by demand from central London businesses.

e A wide range of “foundational” sectors play a significant role in the London economy. The wholesale and
retail trade, health, education and public administration sectors, for example, together account for over
1.9 million jobs in the capital, equal to a third of all jobs and around a fifth of economic output’.

e A number of Strategic Industrial Locations (SIL) identified in the draft London Plan accommodate
strategically important activities such as logistics, waste management and transport functions that
are crucial to running the capital.

The cost of business space in London is however a significant threat to competitiveness and
diversity.

e With high average prime office rents relative to most competitor cities and very high residential costs,
London’s business environment also risks becoming a victim of its own success, making it more difficult
for businesses to grow. The mix and affordability of workspaces will be crucial to maintaining London’s
sectoral diversity and resilience, particularly among the SME population'.

e London will continue to specialise in high-skilled services. However, rising living costs combined with the
potential loss of market access and recruitment issues post-Brexit risk making London a less attractive
place to do business.

9 GLA Economics (2019), The London Input-Output Tables, https://www.london.gov.uk/sites/default/files/london-input-output-tables-
working-paper-97.pdf

10 Agglomeration economies reflect a number of advantages (e.g. economies of scale, low-transaction costs, skills matching, knowledge
spillovers) that arise as business concentrate in proximity to their suppliers, customers, labour markets and even competitors.

T ONS (2019) Workforce jobs by region and industry; ONS (2018) Nominal and real regional gross value added (balanced) by industry

12 CAG consultants (2017) - London Industrial Land Demand, Final Report.
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Leaving the EU (in terms of its potential impacts on trade, investment and the availability of
labour and skills) remains one of the largest economic risks to London’s business environment
and broader economy.

e Research and analysis produced in January 2018 by Cambridge Econometrics (CE) for the Greater
London Authority (GLA) showed, in line with other analyses, that the more severe the type of Brexit, the
greater the negative impact on London was expected to be".

e The results showed that Brexit will not only reduce the size of the economy (compared to what it might
have been if Britain remained in the Single Market and customs union — Scenario 1), but also put it on a
slower long-term growth trajectory.

e The Government’s own impact assessments, published in November 2018, also found that all forms of
EU exit would reduce long-term GDP. Its estimates were higher than the CE work, and a no deal exit
might reduce GDP by 7.7% in the long term.

e This work argued that London would not necessarily be more resilient than the rest of the economy.
London would do comparatively less badly in scenarios which disproportionately affected goods exports
and be relatively worse off where service exports bore more of the impact.

People

The number of Londoners with higher level qualifications has increased considerably in recent
decades. This is partly because the capital attracts highly-qualified people to live here, but also
because more young people are progressing to higher education.

e In 2018, 58% of Londoners aged 25-64 held a ‘high” level qualification (NVQ4 or above), compared to
41% in the rest of the UK. This is up from 36% of London adults in 2004. In fact, London is now more
qualified than most places in Europe.

e Over half of young Londoners now enter higher education by age 19, the highest progression rate
among UK regions ™.

Overall school performance in London is strong, with some challenges around teacher
recruitment and retention. Transition to work and employee training have considerable scope for
improvement.

e The overall performance of London’s schools is strong'®; yet London has a higher rate of teachers
leaving the profession than in other areas and recruiting and retaining enough teachers to serve growing
numbers of pupils is a major issue for the education system.

e The transition from education to work can also be a challenge for school leavers. While the majority of
London employers find school leavers reasonably well prepared for work, a significant minority do not.
At the same time, participation in classroom-based further education in London has been falling,
coinciding with reductions in adult skills funding.

e Despite increasing in recent years, the volume of apprenticeship starts remains lower in London than
other parts of the country. Many London employers still lack good knowledge about what’s involved in
an apprenticeship'’, while there is notable under-representation of certain population groups, especially
when analysed by subject area.

13 GLA (2018). Preparing for Brexit January 2018.

14 See Exiting the European Union: Publications — GOV.UK

5 GLA Economics (2018), Skills strategy for Londoners: Evidence base .

6 GLA Economics (2018) Skills strateqy for Londoners: Evidence base

7.0nly 28% of London employers said they were aware of and had good/very good knowledge of what’s involved in an apprenticeship in 2016.
Source: Department for Education (2017) Employer perspectives survey 2016: England data tables
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As in the rest of the UK, there are also signs that the level and quality of workplace training is not being
maintained. Focusing on training quantity (one proxy for quality), training hours per person trained fell
by more than half (-62%) between 1997 and 2017.

The overall supply of skills in London is high, but employer surveys still show unmet demand. At
the same time London may have a problem with the under-use of skills.

Although demand for labour is increasingly met successfully, around 13% of employers still reported
either a skills gap or skills shortage vacancy in 2017 (compared to 17% nationally). In absolute terms,
more employers in London reported skills deficiencies than in most regions in England and more than in
any other local enterprise partnership area'®.

There are, however, considerable variations between occupations. Employers are most likely to
encounter skills deficiencies in skilled trades roles (e.g. chefs, electricians) and caring & leisure roles'.
At the same time, 10% of people working in London were considered by their employers to be ‘under-
utilised” in 2017. The proportion of staff identified as under-utilised has increased since 2015 (when it
was 8%) and tends to rise for smaller employers®. Measures to improve the supply of skills should be
combined with demand-side policies to ensure that skills are effectively utilised in the workplace®'.

Unlike in the rest of the UK, total jobs growth accelerated in the capital over the last decade.
However, there continue to be significant inequalities between different population groups and
insecure and low-paid employment is also rising.

Not all Londoners have the education or skills to access the opportunities that the capital has to offer.
For example, despite improvements, employment rates remain relatively low for women, people from
non-white ethnic groups and disabled Londoners.

There are also signs of falling job quality. One in ten people working in London were employed in
insecure work in 2017 (up from 8% in 2006), while a fifth of employee jobs in the capital now pay below
the London Living Wage (compared with 12% in 2006).

A combination of education, skills, transport accessibility, health, social and childcare barriers is
preventing many Londoners from fully realising their productive potential as individuals, which is likely
to have repercussions on the capital’s overall productivity.

Brexit and automation are some of the challenges facing London’s labour market in the near and
long-term future.

Around 14% of jobs in London in 2017 were held by workers born in the rest of the European Economic
Area (EEA). The comparable figure for the rest of the UK is 6%. This means that, post-Brexit, London is
more exposed to the risk of an unnecessarily restrictive immigration regime.

Longer term, automation will pose a significant challenge in terms of training and re-skilling, although
the sectoral and occupational structure of London’s economy means that job exposure to automation is
likely to be lower than in the rest of the UK.

'8 Source: Department for Education (2018) Employer skills survey 2017: England LEP summary data tables

19 Department for Education (2018) Employer Skills Survey 2017: England data tables

2 Under-utilised is defined as where an individual’s skill is not fully deployed in the workplace. For more information see: GLA Economics (2018)
Skills strategy for Londoners: Evidence base.

21 Felstead et. al. (2018) Skills and Employment Survey 2017
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Infrastructure

Looking ahead, London faces significant challenges resulting from the pressures of a growing
city on transport, housing and infrastructure, both city-wide and in specific geographical areas.

e London’s population has grown steadily since the late 1980s, driven by natural change and international
migration. It currently stands at around 8.9 million and the latest GLA projections have it reaching 10.72
million by 20427,

e More people and jobs in London mean that travel demand across all modes is expected to increase to
around 32 million trips on an average day in 2041, five million more than today. Without adequate
investments in transport infrastructure to boost capacity in London and in the Wider South East,
congestion will increase.

e Many of the areas with the greatest capacity for development have poor transport connectivity,
depressing values and hampering the market.

An integrated infrastructure response will be needed to address pressures that may limit
London’s economic dynamism, and to ensure that growth is inclusive and sustainable.

e Investment in public transport will be needed to unlock housing developments, to retain accessibility to
the Central Activities Zone (CAZ) and the northern part of the Isle of Dogs (NiOD), and to ensure that
parts of outer London can overcome poor transport connections that currently limit access to jobs,
education and training®.

e Relative to some other global cities, London is poorly served by next generation “full fibre” broadband
and mobile telecommunications. These are needed to support productivity growth, facilitate innovation
in the workplace, and to sustain London’s international competitiveness.

e London will need investment in its infrastructure networks to support the global and UK transition to a
low/zero carbon economy and to improve the city’s resilience to climate change. Achieving ‘clean
growth” should also create significant opportunities for London’s businesses.

e Maintaining and improving environmental quality by tackling London’s air quality crisis and preserving
and enhancing London’s green infrastructure, will also be important for competitiveness and the health
and wellbeing of Londoners.

ldeas

Ideas (or innovation) are a key foundation of productivity growth, while properly directed
innovation policy can help promote inclusive growth.

e There is now a substantial body of research linking innovation to productivity growth at the national
level, but also highlighting the importance of innovation for regional and local economic performance.

e Tackling the gap between innovative and less innovative firms is important in ensuring that growth and
productivity improvements can be achieved across the wider economy.

e As well as contributing to economic performance via productivity, innovation also has a direct effect on
the places where it is located. Innovation clusters can support local job creation, though different studies
reach different conclusions about the types of employment created and, therefore, on the impact of
cluster policies on inclusive growth.

22 GLA (2019), 2017-based Trend Projection Results
B TfL (2017), Mayor’s Transport Strategy: Supporting Evidence Challenges and Opportunities
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London is a highly innovative region compared with other European regions, and has become
more innovative over time (although it has lost position in overall European rankings in the last
few years).

e The 2019 Regional Innovation Scoreboard (RIS)** ranks London as Innovation Leader, with performance
more than 20% above the EU average®.

e Looking at successive iterations of the RIS, London’s scores have increased over time. However,
London’s ranking among European regions slipped from 24 in 2017 to 36 in 2019.

e London, the South East and the East of England make up the three most innovative regions in the UK
according to the RIS, and they may function together as an innovation system.

London has strong fundamentals for innovation.

e London has a very highly qualified workforce and strong, often world-leading, higher education
institutions (HEIs). These contribute to human capital formation as well as undertaking innovation
activities themselves.

e As one of the world’s leading financial centres and start-up hubs, London is a great place for innovative
businesses to access finance and business support.

e Standing at £5,548m in 2017, London’s R&D spending is lower than that of other highly innovative UK
regions. However, it has been growing strongly in recent years, with an average annual growth rate of
10%, more than twice the rate for the UK as a whole. This was driven by growth in business spending,
which in London tends to be dominated by the service sector.

Larger firms are more likely to be innovative in London, while innovation is most common among
firms in London’s knowledge-intensive industries.

e Micro firms are least likely to innovate in London, with 53% of firms surveyed in the London Business
Survey reporting being innovation active. This compares with 75% of SMEs and 88% of large
enterprises™.

e Businesses established between 2009 and 2012 were more likely than both older and younger
businesses to be innovating in 2014, with 66% innovation-active.

e The industries in London with the highest percentage of innovative companies are health, social work,
scientific R&D and veterinary services (75%), financial and insurance activities (67%), and digital
technologies (67%).

e Overall, the proportion of London businesses that are innovation active has increased over time, but at
47% it remains slightly lower than the UK average of 49%.

London is also home to a thriving knowledge economy, with international strengths in life
sciences, tech and digital, culture and creative industries, advanced urban services and low
carbon and environmental goods and services.

e The city has established or is establishing competitive strengths in these emerging and/or crosscutting
sectors (either across the piece or in specific industries or activities within them).

e These sectors are clearly future-focused, with rapidly growing and substantial potential demand for the
goods and services they produce.

2 The RIS is a basket of 18 indicators of innovation activity, collated from a range of sources and including a combination of inputs to and
outputs of the innovation process. See: European Commission (2017). RIS 2017 — Methodology report

2 European Commission (2019). Regional Innovation Scoreboard 2019

26 GLA Economics (2014). London Business Survey 2014: Main findings
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e They are sectors in which innovation has an important role to play in improving Londoners” wellbeing
and in helping address the large-scale challenges facing London, the rest of the UK and states and
citizens globally — climate change, ageing and low productivity among them.

e They often have a vital role to play in tackling the Government’s four Grand Challenges (artificial
intelligence and data, ageing society, clean growth and future of mobility), and the more specific
‘missions” within them.

e There is potential for appropriate, targeted policy interventions by the Mayor of London to assist these
sectors in overcoming the barriers they face, enabling them to fully realise their strengths and capitalise
on emerging market opportunities.

Going forward, London will need to take advantage of the opportunities offered by its leading
R&D-intensive sectors, while also stepping up the pace of innovation and innovation diffusion
across the broader economy.

e Asinthe rest of the UK, there is likely to be scope for London’s businesses to adopt existing
innovations, particularly digital technologies, closing gaps with European and international competitors®”

e Like the UK and the global economy, London could be significantly impacted by penetration of new,
transformational technologies such as Al. These offer the promise of considerable benefits beyond
productivity®.

e There is scope for public sector leadership (including at a regional level) to steer the impacts of
innovation in a direction that benefits society, both by managing technological transitions and
disruptions and by setting long-term goals for innovation.

Places

There are stark socio-economic inequalities between different parts of the city, with widespread
pockets of disadvantage.

e There is huge variation in levels of unemployment and inactivity between different London boroughs
(e.g. from 3.6% in Harrow to 6.3% in Lambeth). This reflects a mixture of historical legacy and more
recent socio-economic change.

e At a local level, variation in socio-economic outcomes is even greater. For example, Westminster includes
three of the five areas in London with the lowest employment deprivation® (below 1%) and two of the
five areas in London with the highest employment deprivation rates (above 30%).

e After accounting for housing costs, incomes™ in the richest areas of London — in parts of Wandsworth,
Kensington & Chelsea and the City of London - are more than three times the averages of the lowest
income areas - parts of Haringey, Enfield and Barnet.

e Small area differences can be even starker, even within the same borough. Low incomes, poor housing,
ill health, a lack of work and low education attainment tend to compound socio-economic disadvantage
in large pockets of inner and outer London.

%’ These have been highlighted among others by the Government’s 2017 Digital Strategy: Department for Digital, Culture Media and Sport
(2017). UK Digital Strategy: The wider economy — helping every British business become a digital business

28 McKinsey Global Institute (2019). Tech for Good - Smoothing disruption, improving well-being. May 2019.

2 Defined as the proportion of the working-age population in an area involuntarily excluded from the labour market.

30 The precise income measure is ‘equivalised household incomes” accounting for housing costs. Equivalised incomes are adjusted to account for
housing size and composition.
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London’s economic influence extends well beyond the administrative boundaries of Greater
London, with links to the wider South East (WSE) of England and to the rest of the UK.

e Around 800,000 commuters travel into London each day (more than half of the workforce in some of
the local authorities bordering London), making an important contribution to both London’s economy
and commuters’” own local economies when they return home.

e London is a key gateway to the rest of the UK for international investors and a great business
accelerator. While London’s business start-up rate is consistently above that of the UK, between 2012
and 2013 there was a net migration of firms moving out of London, with 1,600 more firms leaving
London than moving in*'. The main destination for these firms was the WSE.

e While trade is more important to London’s economy than the UK’s economy, this is not just or
predominantly about international trade — London trades more with the rest of the UK than it does with
the rest of the world™.

e The trade and supply chains linkages between London and the rest of the UK economy mean that for
every pound of consumption or investment in London, 24p of production is generated elsewhere in the
UK.

e Given these interactions, there are opportunities to collaborate with neighbouring regions on shared
challenges and to explore potential synergies with other cities and regions of the UK.

31 GLA Economics (2016), Economic Evidence Base for London 2016 .
32 Hope, M., & Wingham, M. (2019), The London input-output tables, GLA Economics Working Paper 97.
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Summary picture — approach and key findings of the interim report

e The figure below presents an overview of how the five foundations relate to London’s economy,
providing a very high-level summary of the report’s key findings on London’s strengths as well as
constraints, issues and risks.

London and the five foundations of productivity

Foundation of Productivity

BUSINESS ENVIRONMENT — Being the best
place to start and grow a business

PEOPLE — Securing good jobs and greater
earning power for all

INFRASTRUCTURE — Delivering modern and
accessible infrastructure that underpins
growth and prosperity

IDEAS — Maintaining and enhancing the
ability to innovate — to develop new ideas
and deploy them

PLACE — Building prosperous communities
across the UK

Source: GLA Economics

GLA Economics

London’s strengths

Unigue business ecosystem and competitive
strengths as a global city

Strong agglomeration economies
Specialisation in high-skilled activities
Diversity in business activities

London’s diverse and highly educated work
force
London’s strong labour market

London’s mature transport network and high
levels of radial connectivity

High level of infrastructure endowments
(physical, green)

London’s innovative assets (Higher Education
Institutions, global HQs)

Access to equity and loan finance (non SMEs)
London’s lead R&D sectors, including digital,

life sciences and creative

Clusters and local employment hubs
Interconnectedness between London’s
economy and the Wider South East
Interconnectedness between London’s
economy and the broader UK economy

traints, issues and risks

Availability and costs of business space

Diversity and inclusiveness of London’s business
environment

Global risks (e.g. Brexit, changes in international
trade)

Recruitment post-Brexit

Inequalities in skills and job market outcomes

Low pay/ insecure employment/underemployment
High living costs

Barriers to labour force participation

Risks from post-Brexit migration frameworks
Automation and risks of job displacement

Pressure from growing population on infrastructure
requirements (transport, housing)

Gaps in London’s digital connectivity and delay with
next generation mobile and broadband
Infrastructure needs for sustainable growth and
resilience

Inclusiveness of innovation activities (with people,
SMEs, non-frontier firms)

Barriers to growth for lead R&D sectors
Maximising opportunities and managing disruption
of transformative innovations

Difference in economic performance across London
(NUTS2, inner-outer)

Pockets of entrenched socio-economic disadvantage
(compounding drivers)

Pressures on regional infrastructure (radial and
orbital links)
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Developing the evidence base for London’s Local Industrial Strategy - Interim report

1 Overview
Michele Pittini

1.1  Introduction
This report presents a first cut of the evidence that has been informing and supporting the development of
London’s Local Industrial Strategy (LIS).

The aim of London’s LIS is inclusive growth - ensuring all of London’s places, people and communities can
contribute to and benefit from the city’s growth, both today and in the future. As such, inclusive growth
also requires growth to be sustainable.

It is widely understood that improvements in productivity underpin increases in living standards and
therefore are a necessary (although not sufficient) condition for inclusive growth. It is being increasingly
recognised though (by the OECD among others) that the relationship also runs in the other direction —
inequality can act as a drag on productivity. Policies that aim to address both inclusion and productivity,
maximising synergies while managing potential trade-offs, are therefore needed to make progress towards
the ultimate objective of inclusive growth™.

In order to inform LIS development and priorities, the report seeks to:

e Reflect a wealth of evidence and analysis that the GLA has developed over the years, including for
example the Economic Evidence Base for London 2016, the draft London Plan 2017 and numerous
technical publications by GLA Economics.

e Consider future opportunities and challenges alongside the current strengths and weaknesses of
London’s economy and recent history.

¢ Provide, where feasible, more granular geographical detail to convey the complex and diverse nature of
London’s economy.

e (o beyond descriptive analysis to provide clear and useful policy insights.

We plan to continue to discuss our findings with external experts and to develop and refine our analysis in
the next few months as we finalise the LIS Evidence Base report. As we do this, we will be able to
incorporate the findings from several external research projects that have been commissioned to
complement in-house analysis. Finally — and importantly — we will be doing further work on developing and
refining policy insights, ensuring that there is a clear line of sight between the evidence base and the
strategic policy priorities articulated in the LIS.

In the rest of this section we introduce the overall theme for the London LIS; supporting productivity
improvements to unlock more inclusive growth. We do this by looking in turn at London’s economic
performance (its many strengths and its issues with productivity growth in recent years) and at the
challenge of achieving inclusive growth in London. We then move on to introduce the structure for the rest
of the report.

3 See for example the blog by Gabriella Ramos (OECD Chief of Staff) for the OECD Forum 2016: http://www.oecd.org/social/productivity-
equality-nexus.htm
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1.2 London’s economic performance

London is a very successful economy which is pivotal to the UK’s economy, and has performed
strongly over the past 20 years in terms of GVA and employment growth.

e London’s economic output (gross value added - GVA) increased at an average rate of 3.1% per year
between 1998 and 2017 (Figure 1.1). In 2017 London’s GVA totalled £426.2 billion; twice the size of
the economies of Scotland and Wales put together and accounting for 23.8% of UK GVA.

e If London’s economy is ranked against other European countries (on a comparable basis) it is the eighth

biggest economy; London’s economy is larger than Belgium, Sweden, Austria or Norway for example.

e London’s level of productivity has historically been higher than in the rest of the country — between 19%

and 31% higher than the UK average over the last 20 years™.

e The great recession of 2008-09 (from now on, “the recession”) was a serious hit for London’s economy

given the contraction of key sectors in its economic base (especially the finance and insurance sector).

On the other hand, London’s economy has shown a remarkable resilience in the post-recession years
which other parts of the UK and of Europe lacked®.
e Interms of employment, the recession caused only a relatively short dip on a trend of strong growth

which has otherwise been observed consistently for the past 20 years. Since 2011 London has witnessed

robust growth in employment, with workforce jobs now standing at around six million (Figure 1.2) and
expected to continue to grow.

e Employment and unemployment rates are currently at historical highs/lows respectively (although
unemployment rates in London have historically and consistently been above the UK average).

e London’s net contribution to the Exchequer in 2017/18 was around £34.3bn.

e Notwithstanding Brexit-related uncertainty (including uncertainties about post-Brexit migration regimes)

long-term projections still point to London as a growing economy which will continue to see growth in
employment.

34 Based on output per hour chained volume measure on output per hour relative to the UK average (1997-2017). Source: ONS (2019) Industry

by region estimates of labour productivity: 2017
3 See Orellana (2018), Regional, sub-regional and local gross value added estimates for London, 1997-2016, GLA Economics Current Issues
Note 57.
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Figure 1.1: GVA Index — London, UK and Wider South East, 1999-2017
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Figure 1.2: London’s historical and projected employment (000s)
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London is a global city that has adapted and thrived in an era of structural change and the
increase in international trade since the mid-1990s. It attracts investment, skills and visitors
from all over the world and has a number of highly innovative sectors.

e London’s economy is specialised in a number of highly productive, export-oriented service sectors, such
as finance and insurance and advanced professional services (see Chapter 3). Exports from these sectors
are a key driver of London’s trade surplus with the rest of the world*®.

e London tops (or is near the top) of a number of international rankings for competitiveness (Box 1.1).

e Between 2003 and 2015, London secured 39% of all foreign direct investment (FDI) projects in the UK
and 26% of all FDI project-related jobs in the UKY.

e Approximately 3.1 million people living in London were born abroad (37% of the total population) at the
time of the 2011 Census, and 14% of jobs in London in 2017 were held by workers born in the European
Economic Area (EEA). The comparable figure for the rest of the UK is 6%.

e London is home to a thriving knowledge economy, with international strengths in life sciences, tech and
digital, culture and creative industries, advanced urban services and low carbon and environmental
goods and services. These sectors are all research and innovation intensive and are vital to solving the
challenges London and the wider UK faces.

Box 1.1: London in international competitiveness rankings

Leading global city in PWC’s Cities of Opportunity Ranking
2nd in the Global Financial Centres index

1st in Nesta’s European Digital City index

Tst in ARCADIS” 2018 Sustainable Cities Mobility Index

2nd most visited city in the world in 2017 according to the Mastercard Destination Cities index

However, productivity growth has stalled since the financial crisis, as in the rest of the country.
There are big differences in productivity performance between firms within sectors and between
different parts of the city.

e Running at just 0.3% per year on average, real productivity growth in London between 2010 and 2017
was more or less in line with (low) productivity growth in the UK.

e While most sectors in London tend to have higher productivity than the same sector in the rest of the
UK, average productivity benchmarks mask large variation in GVA per worker within sectors (see Chapter
2).

e In 2017 productivity in the most productive part of London (Inner London West), measured as GVA per
hour worked, was over 42% higher than in the least productive part of London (Outer London South).

e Between 2010 and 2017 productivity in real terms actually declined in Outer London South, Outer
London East and North East and Inner London East®.

3 GLA Economics (2019), The London Input-Output Tables, https://www.london.gov.uk/sites/default/files/london-input-output-tables-
working-paper-97.pdf

37 London and Partners (2017), Understanding London+ FDI

38 ONS (2019), Regional and sub-regional productivity in the UK: February 2019
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1.3  The challenge of inclusive growth in London

London has a major inequality problem, whether we look at wealth or income.

London households in the bottom half of the wealth distribution own just 5% of total household wealth,
while households in the richest 10% own more than 60% of total household wealth (Figure 1.3).
Housing wealth is a key driver of wealth inequalities in London. A recent report by the Centre for Cities™
found that between 2013 and 2018 average housing wealth in London grew by £122,000 (34%),
propelled by rapidly increasing house prices. At the same time, levels of home ownership in London
remain significantly below the national average (standing at 48% in 2017 compared to 63% across
England according to the English Housing Survey). Analysis by Savills UK shows that while housing
wealth in London is more evenly distributed across the different age groups of owner occupiers
compared to the rest of the UK, it is still the case that the over 50s account for the large majority of the
capital’s housing wealth. Specifically, they account for 65% of housing wealth held by owner occupiers,
while the under 35s own 11%%.

Household incomes in the bottom half of the distribution in London are lower than in the rest of the UK
once housing costs are taken into account. Median household incomes in London are broadly in line
with the UK average when measured on the same basis (Figure 1.4).

Figure 1.3: Wealth owned by households by decile 2014-2016
Percentage of total wealth owned by households in each decile

London Population % Rest of GB
Wealthiest
Wealth Wealth
Ownership Ownership

20%
16%

10% 135

5%

10%
4% 7%

O
O
O
O

Poorest

Source: Wealth and Assests Survey 2014-16, ONS

3 Breach, A. (2019), Capital cities- How the planning system creates housing shortages and drives wealth inequality
40 https://www.savills.co.uk/insight-and-opinion/savills-news /239639-0/over-50s-hold-75--of-housing-wealth--a-total-of-% C2 % A32.8-
trillion-(%C2%A32-800-000-000)
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Figure 1.4: Income inequality 2015/16 — 2017/18
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When accounting for housing costs, London also has higher rates of relative poverty and of child
poverty than any other part of the UK. A significant amount of poverty is concentrated with
households where at least one person works.

e 28% of London’s population lives in relative poverty once housing costs have been taken into account.
This percentage rises to 33% in inner London (Figure 1.5)

e When taking housing costs into account London also has a higher proportion of children living in
poverty than any other UK — 37% of all London’s children live in poverty, rising to 44% of inner London
children.

e Low incomes are not just associated with households of people who are unemployed, economically

inactive or retired. Around half of low-income families in London have at least one member who is in
some form of employment®'.

41 Based on DWP (2018), Household Below Average Income, 2014/15-2016/17.
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Figure 1.5: Population in poverty after housing costs, 2015/16 to 2017/18
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Many Londoners are still not able to benefit from the opportunities offered by London’s labour
market and dynamic business environment.

e While overall labour market outcomes have improved, headline measures conceal significant inequalities
between different population groups. For example, Londoners with disabilities are much more likely to
be unemployed than their counterparts without disabilities, while black and ethnic minority Londoners
are more likely to be unemployed than white Londoners (Chapter 4).

¢ Insecure and-low paid employment has also increased. Insecure employment stands at around 10%
(compared to 8% in 2006), while 20% of employee jobs in the capital now pay below the London Living
Wage (compared with 12% in 2006).

e A combination of education, skills, transport accessibility, health, social and childcare barriers is
preventing many Londoners to fully realise their productive potential as individuals, which is likely to
have repercussions on overall city productivity.

e Black, Asian and minority ethnic (BAME) business owners are more likely to operate in sectors where
productivity and wages tend to be lower, such as retail and wholesale and hospitality (Chapter 3), while
BAME groups are also underrepresented in highly innovative sectors in London’s economy such as the
creative industries (Chapter 6).
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There are also stark socio-economic inequalities between different parts of the city, with
widespread pockets of disadvantage.

e There is huge variation in levels of unemployment and inactivity between different London boroughs
(e.g. from 3.6% in Harrow to 6.3% in Lambeth). This reflects a mixture of historical legacy and more
recent socio-economic change.

e At a local level, variation in socio-economic outcomes is even greater. For example, Westminster includes
three of the five areas in London with the lowest employment deprivation — (below 1%) and two of the
five areas in London with the highest employment deprivation rates (above 30%).

e After accounting for housing costs, incomes™ in the richest areas of London — in parts of Wandsworth,
Kensington & Chelsea and the City of London - are more than three times the averages of the lowest
income areas - parts of Haringey, Enfield and Barnet (Chapter 7).

e Small area differences can be even starker, even within the same borough. Low incomes, poor housing,
ill health, a lack of work and low education attainment tend to compound socio-economic disadvantage
in large pockets of inner and outer London (Chapter 7).

4 The precise income measure is ‘equivalised household incomes” accounting for housing costs. Equivalised incomes are adjusted to account for
housing size and composition.
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1.4  Future challenges to London’s growth

Leaving the EU (in terms of its potential impacts on trade, investment and availability of labour

and skills) remains one of the largest economic risks to London’s economy.

Research and analysis produced in January 2018 by Cambridge Econometrics (CE) for the Greater
London Authority (GLA) showed, in line with other analyses, that the more severe the type of Brexit, the
greater the negative impact on London was expected to be®.

The results showed that Brexit will not only reduce the size of the economy (compared to what it might
have been if Britain remained in the Single Market and customs union — Scenario 1), but also put it on a
slower long-term growth trajectory (Figure 1.6)

The Government’s own impact assessments, published in November 2018*, also found that all forms of
EU exit would reduce long-term GDP, and this would depend on the decisions taken. Its estimates were
higher than the CE work, and a no deal exit might reduce GDP by 7.7% in the long term.

This work argued that London would not necessarily be more resilient than the rest of the economy.
London would do comparatively less badly in scenarios which disproportionately affected goods exports

and be relatively worse off where service exports bore more of the impact.

Figure 1.6: Potential impacts of alternative Brexit scenarios on London’s economy
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experience a loss of 3.0% (£54.5bn) in GVA by 2030 in Scenario 5 compared to Scenario 1, while London could experience a loss

of up to 2.1% (£10.8bn) in GVA.
Source: Cambridge Econometrics for the GLA

4 GLA (2018). Preparing for Brexit January 2018.
44 See Exiting the European Union: Publications — GOV.UK
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Beyond Brexit, London will need to adapt to a rapidly changing world economy in order to
preserve its economic dynamism and competitive edge as a global city.

London will need to react to competition from existing and emerging global cities, taking advantage of
changes in global value chains especially in relation to the growing role of services trade, as highlighted
in a recent McKinsey report®, and of the rise of the knowledge economy and of its international
connections.

It will need to react to external events and trends beyond Brexit (such as automation and population
ageing) that will affect its business environment and the supply and demand for labour and skills (see
Chapters 3 and 4).

Automation in particular will pose a significant challenge in terms of training and re-skilling, although
the sectoral and occupational structure of London’s economy mean that job exposure to automation is
likely to be lower than in the rest of the UK, while still posing challenges for certain groups of London
workers (Chapter 4). It will need to take advantage of the opportunities offered by its leading R&D-
intensive sectors, while also stepping up the pace of innovation and innovation diffusion across the
broader economy to unlock productivity gains and enhance living standards.

Given the depth and breadth of London’s economic links with the Wider South East, it will also need to
collaborate with neighbouring regions on shared challenges and make the most of potential synergies.

Looking ahead, London faces significant challenges resulting from the pressures of a growing
city on transport, housing and infrastructure, both city-wide and in specific geographical areas.

London population has been growing steadily since the late 1980s, driven by natural change and
international migration. It currently stands at around 8.9 million and was predicted to reach 10.72 million
by 2042 in the latest GLA projections®.

More people and jobs in London mean that travel demand across all modes is expected to increase to
around 32 million trips on an average day in 2041, five million more than today. Without adequate
investments in transport infrastructure to boost capacity in London and in the Wider South East,
congestion costs will increase (Chapter 5).

New housing supply in London has failed to keep up with demand. Specifically, in the last two decades
the number of jobs in London has grown by 42% and the number of people by 26%, but the number of
homes by only 16%*. This in turn has led to a housing affordability crisis (Figure 1.7), whose impact on
the economy, poverty, social and geographical mobility and wellbeing are of national significance.

With London’s average prime office rents looking distinctively more expensive compared to most
competitor cities and very high residential costs, London’s business environment also risks becoming a
victim of its own success, making it more difficult for businesses to grow and creating a barrier to
sectoral diversity (Figure 1.8 and Chapter 3).

% McKinsey Global Institute (2019), Globalization in transition: The future of trade and value chains
% GLA (2019), 2017-based Trend Projection Results
4 GLA (2018), Housing in London - The evidence base for the Mayor's Housing Strategy.
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Figure 1.7: Average house prices in London and England after adjusting for inflation, 1970 to
2017
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Figure 1.8: Average cost of office space and residential accommodation in global cities (USS per
worker, per year), 2017/18
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An integrated infrastructure response will be necessary to address pressures that may limit
London’s economic dynamism while ensuring that growth is inclusive and sustainable.

e Good public transport connections will be key to unlock housing developments, to retain accessibility to
the Central Activity Zone (CAZ) and Northern Isle of Dogs and to ensure that parts of outer London can
overcome poor transport connections that are currently limiting access to jobs, education and training®.

e London will need investment in next generation broadband and mobile telecommunications to support
productivity growth, facilitate innovations in the workplace and new ways of working and sustain
international competitiveness (see Chapter 5).

e London will need to investment to support the global and UK transition to a low/zero carbon economy,
while also investing in climate resilience and maximising the opportunities of clean growth for London
businesses (Chapters 5 and 6).

e Maintaining and improving environmental quality (including tackling London’s air quality crisis and
preserving and enhancing London’s green infrastructure) will also be important for maintaining London’s
competitive edge and supporting health and productivity (as well as improving Londoners” wellbeing
more generally).

4 TfL (2017), Mayor’s Transport Strategy: Supporting Evidence Challenges and Opportunities
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1.5  Structure of the LIS evidence base interim report
In Chapter 2 we take a closer look at London’s productivity as a key determinant of living standards and an
enabler of inclusive growth.

In Chapters 3 to 8 we then look at the evidence on London’s economy (its strengths and weaknesses) across
the five foundations of productivity identified in the Industrial Strategy White Paper. We consider future
trends where relevant and we highlight issues that could inform policy priorities, drawing on what we know
about what policy interventions can achieve.

Figure 1.9 presents an overview of how the five foundations relate to London’s economy, providing a very
high-level summary of the report’s key findings on London’s strengths as well as constraints, issues and
risks.

The material is organised in the rest of the report as follows:

e Chapter 3 looks at the business environment in London to identify ways in which the public sector can
intervene to make the business environment more inclusive while maintaining its dynamism.

e Chapter 4 takes a closer look at the people living in London to understand the extent to which London
residents have access to skills and good employment opportunities which allowing them to contribute to
and benefit from economic growth in the capital, now and in the future.

e Chapter 5 considers the key role of continuing infrastructure investments in supporting inclusive,
resilient and sustainable growth in London (looking across transport, digital, clean growth, resilient
growth and green infrastructure).

e Chapter 6 presents evidence on London’s innovation performance across a range of indicators, looking
at both inputs to and outputs from the innovation process, barriers to innovation and key innovative
sector strengths. It also looks at the inclusiveness of innovation in London and at the extent to which all
Londoners and London businesses can participate in innovation. Finally, it touches on how innovation is
likely to impact on London’s economy in the future.

e Chapter 7 considers inclusive growth in London and the five foundations of productivity from a
geographical perspective. It therefore looks at the distribution of economic activity, jobs and living
standards in London and at the evidence on policies that can help address local disadvantages.

e Chapter 8 completes the report by addressing the links between London, the Wider South East and the
rest of the UK. London’s economy does not stop at the administrative boundaries of the Greater London
Authority, therefore it is necessary to expand our analytical outlook in order to fully understand
London’s strengths, weaknesses and opportunities.
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Figure 1.9: London and the five foundations of productivity

Foundation of Productivity

BUSINESS ENVIRONMENT — Being the best
place to start and grow a business

PEOPLE — Securing good jobs and greater
earning power for all

INFRASTRUCTURE — Delivering modern and
accessible infrastructure that underpins
growth and prosperity

IDEAS — Maintaining and enhancing the
ability to innovate — to develop new ideas
and deploy them

PLACE — Building prosperous communities
across the UK

Source: GLA Economics

GLA Economics

Developing the evidence base for London’s Local Industrial Strategy - Interim report

London’s strengths

Unique business ecosystem and competitive
strengths as a global city

Strong agglomeration economies
Specialisation in high-skilled activities
Diversity in business a

London’s diverse and highly educated work
force
London’s strong labour market

London’s mature transport network and high
levels of radial connectivity

High level of infrastructure endowments
(physical, green)

London’s innovative assets (Higher Education
Institutions, global HQs)

Access to equity and loan finance (non SMEs)
London’s lead R&D sectors, including digital,

life sciences and creative

Clusters and local employment hubs
Interconnectedness between London’s
economy and the Wider South East
Interconnectedness between London’s
economy and the broader UK economy

Key constraints, issues and risks

Awvailability and costs of business space

Diversity and inclusiveness of London’s business
environment

Global risks (e.g. Brexit, changes in international
trade)

Recruitment post-Brexit

Inequalities in skills and job market outcomes

Low pay/ insecure employment/underemployment
High living costs

Barriers to labour force participation

Risks from post-Brexit migration frameworks
Automation and risks of job displacement

Pressure from growing population on infrastructure
requirements (transport, housing)

Gaps in London’s digital connectivity and delay with
next generation mobile and broadband
Infrastructure needs for sustainable growth and
resilience

Inclusiveness of innovation activities (with people,
SMEs, non-frontier firms)

Barriers to growth for lead R&D sectors
Maximising opportunities and managing disruption
of transformative innovations

Difference in economic performance across London
(NUTS2, inner-outer)

Pockets of entrenched socio-economic disadvantage
(compounding drivers)

Pressures on regional infrastructure (radial and
orbital links)
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2 Productivity in London
Christopher Rocks

2.1 Introduction

Increasing productivity is widely seen as a key enabler for improving living standards in the long term and as
a necessary condition for sustainable economic growth. At the same time, productivity growth on its own is
not sufficient for economic growth to be inclusive®. Job quality and inequalities between firms and workers
will, for example, shape how broadly the gains of growth are shared.

In this chapter we begin by looking at recent productivity trends in London’s economy. We go on to identify
aspects of productivity performance that the public sector could usefully target in sustaining economic
growth and ensuring that growth is inclusive.

We first present evidence on the relationship between productivity and living standards, highlighting the
importance of raising productivity for achieving inclusive growth. We then turn to key statistics on
productivity trends, drawing attention to the sharp slowdown in productivity growth in the capital in recent
years. We examine a number of comparisons of productivity by geography and sector. Finally, we summarise
different perspectives on London’s productivity performance, issues and solutions.

4 See, for example: IPPR Scotland (2019) How productivity could deliver inclusive growth in Scotland
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2.2 The two-way relationship between a more inclusive economy and higher
productivity

Obstacles standing in the way of broader productivity gains also contribute to wider inequality
while high inequality levels can limit productivity growth. Identifying win-win policies is
therefore key for inclusive growth.

e In the long run raising productivity is key to economic growth and increasing pay and living standards™.
The ONS, for example, estimates that market sector wages would now be £5,000 higher for the average
worker if productivity had grown in-line with its long-term trend since 2008 (assuming wages as a share
of income had remained constant)”'.

e There is little evidence of an overall employment-productivity growth trade-off over time®.
Nevertheless, traditional measures to boost productivity can have adverse impacts on inequalities. The
link between productivity and wages is also more complex than often thought, with relative pay growth
tending to lead productivity growth at the sector level>.

e At the same time, there is increasing recognition that high levels of inequality can undermine the
development of human capital and productivity growth — by, for example, limiting the ability of
individuals and firms to access finance or invest in education and skills.

e On this basis the OECD has advocated a focus on ‘win-win” policies that can both reduce inequalities
and support productivity growth>*. The emphasis is on measures to widen access to economic
opportunity such as improving education and adult skills, tackling labour market discrimination, and
reducing the productivity dispersion between firms>>. A recent IMF report, for example, underlines the
economic benefits of closing gender gaps™®.

%0 This follows from the fact that economic output can only rise sustainably by increasing the volume of inputs used in production or by using
inputs more efficiently.

T ONS (2019) Productivity economic commentary: January to March 2019

>2 Rather, in the long run, productivity and employment have tended to ‘grow hand-in-hand at the aggregate level’, but with local / sectoral
variations. Source: McKinsey Global Institute (2019) Tech for Good: Smoothing disruption, improving well-being

>3 For example, see: Tuckett, A. (2017) Does productivity drive wages? Evidence from sectoral data

>4 OECD (2018) The productivity and equality nexus

%5 OECD (2018) Opportunities for All: A Framework for Policy Action on Inclusive Growth

% IMF (2019) Economic Gains from Gender Inclusion: New Mechanisms, New Evidence
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2.3  Overall average labour productivity in London and trends over time

In economic terms London as a whole is by far the most productive place in the UK and one of the
most productive in Europe. Although the UK displays large regional disparities in productivity, this
is partly driven by structural changes (e.g. the rise of a ‘knowledge-based’ economy) common to
many advanced economies.

e London has the highest level of labour productivity of any UK region: gross value added (GVA) per hour
worked was one third above the UK average in 2017, with a relatively large gap to the rest of the
country. Excluding imputed rental incomes, such as rents capturing the wider value of housing services,
only makes a small difference™.

e London is one of the most productive places in Europe. According to recent analysis by the Office for
National Statistics, only Tle-de-France (which includes the city of Paris) has a higher level of GDP per
worker than London among 52 NUTS1 regions in Western Europe (see Figure 2.1)*®. Comparing urban
areas alone, London would still be the fifth most productive metropolitan area in Western Europe
according to OECD data.

e The UK is not unique in having a large gap between the performance of its first and second most
productive regions. Spatial disparities in productivity are partly driven by structural changes common to
many advanced economies, including the economic benefits accruing to large cities due to the rise of a
knowledge-based economy®.

As in the rest of the country, productivity growth in London has remained weak in the aftermath
of the 2007/08 financial crisis, partly down to recent weakness in business investment.

e Running at just 0.3% per year on average, real productivity growth in London between 2010 and 2017
was in-line with (low) productivity growth in the UK overall (Figure 2.2). Over the same period real wage
growth in London has also been significantly lower — averaging -1.0% per year from 2010-2017, down
from 2.2% per year from 1998-2007°".

e Overall, labour productivity in London is now about 24% below where it would have been had pre-crisis
trends continued, compared to 17% below for the UK as whole. Although productivity growth has
diverged from trend before, the recent deviation is more significant than in any period since 1971 (the
earliest year where data is available)®.

e As for most UK regions, growth in economic output has mirrored a similar growth in hours worked
recently, resulting in only small changes in labour productivity. Although London is unusual insofar as
growth in both GVA and hours have been higher than elsewhere in the UK — increasing by 27% (real
GVA) and 24% (hours worked) between 2010 and 2017.

e At a national level, business investment fell sharply during the financial crisis and has stalled again
recently, largely attributed to Brexit-related uncertainties®. Investment in ICT equipment and other
machinery has been particularly weak, while trends in gross-fixed capital formation appear similar in
London and other parts of the country®.

57 ONS (2019) Regional and sub-regional productivity in the UK: February 2019

>8 This analysis compares UK regions with regional productivity levels in France, Germany, Italy, Netherlands and Spain. Source: ONS (2018)
Regional and subregional productivity comparisons, UK and selected EU countries: 2014

> OECD.Stat [accessed 19/06/2019]. ‘Metropolitan areas’ are urban agglomerations with more than half a million inhabitants.

8 This profile of productivity performance between places looks even less unique when focusing on metropolitan areas alone. See: OECD (2018)
Reducing regional disparities in productivity in the United Kingdom

1 Median full-time weekly pay adjusted for CPI inflation. Source: ONS (2019) Annual Survey of Hours and Earnings

62 GLA Economics (2017) London labour market projections 2017 — see Box 1 for long-term productivity trends.

63 Bank of England (2019) Inflation Report: February 2019

64 ONS (2017) Regional Gross Fixed Capital Formation, NUTST and NUTS2, 2000 to 2016. Note: this is not official UK statistics and should only
be regarded as estimates.
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Figure 2.1: GDP per worker by NUTS1 regions, UK and selected EU countries, 2014 (Index
UK=100)
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Source: Office for National Statistics. Note: indexed data where the level of GDP per worker in the UK equals 100. Each marker
represents one of 52 NUTST regions in Germany, Spain, France, Italy, the Netherlands and the UK.

Figure 2.2: Real GVA per hour worked, London and UK, 2004 to 2017 (Index 2010=100)
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2.4 Productivity across sectors and compared to sector-level productivity in the
rest of the UK

London’s relatively high level of productivity is not just about having more firms in certain
industries. While the capital is more specialised in more productive service industries, a
productivity premium is evident across most sectors of the economy.

e London’s industry structure appears to play a relatively small role in productivity differences with other
parts of the country®. Firms in London have higher median levels of productivity in most industries
when compared to other regions (Figure 2.3). It is these ‘within-sector’ differences that are more
important for explaining London’s current high level of labour productivity, as well as its relatively strong
long-term performance®.

e Median GVA per worker in London’s knowledge-intensive services sectors is 24% higher than the next
most productive region in Great Britain; this compares to 10% higher than the next region in less
knowledge-intensive services®’. Although average productivity in manufacturing and construction firms
is not particularly high in London, these sectors account for a smaller share of economic activity in the
capital, which is comparatively orientated towards knowledge-intensive activities (see Chapter 3 for
more detail)®.

e These differences are in-line with evidence linking firm-level productivity with economic mass and
positive agglomeration effects. Knowledge-intensive sectors like Finance and insurance and Professional
services are thought to benefit more from agglomeration economies and large local markets,
highlighting the need for spatially-focused policies®.

Nonetheless there is considerable variation in productivity performance between firms in the same
industries in London.

e Looking at the distribution of firm-level productivity (Figure 2.3) the top 10% of local plants in terms of
GVA per worker in London are at least 2-3 times more productive than the bottom 10% in each industry
group. In some cases, such as Administrative and support services and Other services, the gap between
the highest and lowest performing plants is even wider.

e Local plants in less knowledge-intensive services account for the vast majority (91%) of firms in the
bottom fifth of London’s productivity distribution; while the top end is dominated by local plants in
knowledge-intensive sectors (73% of the top fifth)”.

55 See, for example: ONS (2018) Regional firm-level productivity analysis for the non-financial business economy, Great Britain: April 2018. It
should be noted that this analysis uses a special version of the Annual Business Survey (ABS) that apportions firms” output to their various sites
(also known as local units) across geographic locations where the economic activities take place. Where statistical techniques, such as
apportionment, are used to help derive regional estimates there is an increased risk that the methods used will introduce sampling error or
modelling imprecision to the data, with the possibility of producing misleading results. For more detail, see: ONS (2018) Analysis of the extent
of modelling and estimation in regional GVA

6 Martin et al. (2018) The city dimension of the productivity growth puzzle: the relative role of structural change and within-sector slowdown

57 Services are mainly aggregated into knowledge-intensive services (KIS) and less knowledge-intensive services

(LKIS) based on their share of tertiary educated workers at detailed industrial level. KIS sectors include telecommunication or information service
activities; market services such as architectural and engineering or legal and accounting activities; and other services such as veterinary activities.
LKIS sectors include accommodation and food services or wholesale and retail trade. For further information, see: ONS (2018) Regional firm-
level productivity analysis for the non-financial business economy, Great Britain: April 2018

6 Recent analysis by the ONS using the Krugman Specialisation Index indicates London was the region that had the most dissimilar industrial
structure to Great Britain as a whole. Also see: ONS (2018) Regional firm-level productivity analysis for the non-financial business economy,
Great Britain: April 2018

8 OECD (2018) Reducing regional disparities in productivity in the United Kingdom

70 ONS (2018) Regional firm-level productivity analysis for the non-financial business economy, Great Britain April 2018
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Despite these disparities between sectors, GLA Economics research confirms that London’s
productivity s/owdown has not been confined to specific sectors.

e London’s post-financial crisis productivity slowdown does not seem to be caused by changes in the
sectoral composition of employment:

o Most industry groups in London have seen productivity growth fall in the period from 2010-2017
compared to the pre-crisis period of 1998-2007 (Figure 2.4).

o The slowdown is especially pronounced in previously high-performing business services sectors —
consistent with evidence that the post-crisis productivity puzzle (in aggregate productivity growth) is
driven by more productive firms”'.

o Holding the sectoral composition of hours worked constant between 2070 and 2017 would only
make a small difference to London’s productivity shortfall.

e The sharp slowdown in the Finance and insurance sector is worth highlighting. The (direct) impact of the
financial boom/bust cycle was more significant for London than other parts of the country. This has
been attributed to deleveraging following unsustainable growth pre-crisis, which may help to explain the
depth of London’s productivity puzzle (see Section 2.7)"°.

71 Schneider, P. (2018) Decomposing differences in productivity distributions. Bank of England: Staff Working Paper No. 740. Note, however,
2004 to 2007 may have been a period of unusually strong growth at the top of the GB labour productivity distribution. See also: ONS (2019)
Firm-level labour productivity measures from the Annual Business Survey, Great Britain: 2017

72 Deleveraging includes repayment of bank debt and increased retention of earnings. It is likely to be linked to slower growth in loan volumes in
recent years. See, for example: McKinsey Global Institute (2018) Solving the United Kingdom’s productivity puzzle in the digital age.
Mismeasurement of financial services output may also have contributed to the measured slowdown, by overemphasising the effects of higher
leverage pre-crisis and the subsequent effects of deleveraging. Source: Bank of England (2019) Inflation Report: February 2019
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Figure 2.3: Median productivity levels within most industries are substantially higher for London
firms compared to the Great Britain average, especially in services sectors

Distribution of local plant GVA per worker in selected industries, London and Great Britain, 2014. Key: arrow
(Y) = median; bars (M=) = interquartile range; lines (I-—1) = 10" and 90" deciles.
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Figure 2.4: Change in productivity growth by selected industry group, London and UK, 2010-
2017 - 1998-2007 (percentage points)
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2.5 Productivity and firm characteristics

There are several firm-level characteristics associated with higher performing firms, including
exposure to international trade and foreign-ownership.

e The success of the local export base is a key determinant of productivity performance. London as a
whole accounts for a high share of international trade, including almost half (47%) of Great Britain’s
service exports”. Firms that export benefit from scale economies, competition and integration into
global supply chains and typically show higher levels of productivity than domestically-oriented firms, on
average by a third"*”>.

e But trading behaviour is also unequally distributed. Only a minority of firms trade internationally, and
the largest traders are responsible for the bulk of trade”®.

o In-line with these findings the value of service exports is highly concentrated in London’s economy.
Two NUTS3 areas — “Camden and City of London” and “Westminster’ — contributed half of the
capital’s service exports in 2016”".

o There are signs that world trade has slowed in recent years, with further risks on the horizon (e.g.
relating to Brexit and the broader geopolitical climate). Given the considerable productivity benefits
linked to external openness it is important to encourage exports, particularly in light of Brexit”®.

o ltis, however, unlikely that any firm can simply become an exporter to increase its productivity. More
likely is that the movement of already efficient, highly productive firms into the export market
explains more of the productivity differences observed between exporting and non-exporting firms”.

e Keeping other relevant factors constant, firms with inward foreign direct investment (FDI) are also 74%
more productive than non-FDI firms*. Among the benefits associated with receipt of FDI are access to
cheaper inputs, more structured management practices and access to more advanced technologies.
However, the productivity premia of FDI firms is not homogeneous across industries and is more
pronounced in a few capital-intensive industries®'. For more on FDI see Chapter 3.

e Firm ownership is another factor linked to productivity performance, with foreign-owned firms found to
have been 18% more productive (on average) than equivalent domestically-owned businesses from 2006
to 2017%. These firms may invest more in research and development or be more likely to promote the
diffusion of ideas. And, at 2.6%, the proportion of foreign-owned firms in London is double the UK
average®.

73 ONS (2019) International exports of services from subnational areas of Great Britain: 2016

74 Haldane, A. (2018) The UK’s Productivity Problem: Hub No Spokes

75 Controlling for size, industry and ownership status, firms which report goods exports or imports are 21% and 20% more productive than non-
traders; more productive firms also export more products and import from more destinations. Source: ONS (2018) UK trade in goods and
productivity: new findings

76 ONS (2018) UK trade in goods and productivity: new findings

77ONS (2019) International exports of services from subnational areas of Great Britain: 2016

78 OECD (2018) Reducing regional disparities in productivity in the United Kingdom

73 ‘Meanwhile, less-productive firms are more likely to remain only operating in the domestic market’. Source: ONS (2019) Understanding spatial
labour productivity in the UK

80 ONS (2017) Foreign direct investment and labour productivity, a micro-data perspective: 2012 to 2015

81 ONS (2019) Firm-level labour productivity measures from the Annual Business Survey, Great Britain: 2017

82 ONS (2019) Firm-level labour productivity measures from the Annual Business Survey, Great Britain: 2017

8 ONS (2019) Analysis of enterprises in the UK by region and UK and foreign ownership
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https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/understandingspatiallabourproductivityintheuk/2019-05-03
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/understandingspatiallabourproductivityintheuk/2019-05-03
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/articles/foreigndirectinvestmentandlabourproductivityamicrodataperspective/2012to2015
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Although there is some correlation between firm size and productivity, this is not a major factor
behind regional differences in productivity

e Enterprises in London that are older and larger — in employment terms — have relatively high levels of
average productivity compared to younger and smaller firms (see Chapter 3, Section 3.4). This is
consistent with the expectation that such firms have more scope to benefit from specialisation of
functions and economies of scope and scale®.

e Yet, according to ONS research, the role of these factors in explaining the productivity of the firm is ‘at
best partial®. Neither firm age nor size appears to have large effects on spatial differences in aggregate
average productivity between UK regions, with the distribution of local plants by these characteristics
being similar between geographies.

e On the other hand, separate ONS research shows a significant relationship between management
practices and labour productivity, with an increase in management score of 0.1 associated with a 9.6%
increase in productivity. This analysis found a greater prevalence of structured management practices
among firms which are larger, foreign-owned and that employ better-educated workers than among
firms that are domestically-owned, family-owned and employing less-educated workers®.

e While these firms may be well represented in London, the Business, Energy and Industrial Strategy
Committee has also noted that: ‘poor management is a problem for far too many SMEs’, which often
lack the resource or inclination to invest in training, while ‘others do not have the capacity to take
advantage of new digital technologies'®.

84 Albeit local plants belonging to the same enterprise can have very diverse characteristics and productivity levels. Source: ONS (2018) Regional
firm-level productivity analysis for the non-financial business economy: April 2018

85 ONS (2018) Regional firm-level productivity analysis for the non-financial business economy: April 2018

86 ONS (2018) Management practices and productivity in British production and services industries - initial results from the Management and
Expectations Survey: 2016

87 Business, Energy and Industrial Strategy Committee (2018) Small businesses and productivity
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2.6 Labour productivity across London

Headline statistics mask significant disparities in performance across the capital. Labour
productivity trends have been weak in most parts of London in the last five years, with outer
London and inner east London witnessing a decline in productivity.

e ‘Inner London-West” had the highest labour productivity in 2017 when the UK is broken down into 41
(NUTS2) subregions, at 50% above the UK average (Figure 2.5). Excluding imputed rental income only,
2 out of the 21 NUTS3 areas in the London region displayed productivity levels below the UK average in
2017%,

e Nonetheless there is also large variation in productivity performance between places within the capital.
Comparing the NUTS3 geographies with the highest and lowest levels of productivity within London
shows that aggregate labour productivity in Tower Hamlets (which includes Canary Wharf) is around 1.9
times higher than in Croydon®.

e This could reflect the relative impact of agglomerations or other location-related factors. While
variations in productivity at the sub-regional level continue to be led more by differences in firm
productivity within sectors (as compared to industry mix), this firm-productivity advantage is more
pronounced in inner than outer London. In the case of ‘Outer London — South” the average productivity
of firms is comparatively low.

e At the same time (and as we mentioned in Chapter 1), there are a number of London NUTS2 areas
(‘Outer London — South’, “Outer London — East and North East” and ‘Inner London — East’) that have
seen a reduction in productivity levels between 2010 and 2017 (Figure 2.6).

8 ‘Croydon’ and ‘Merton; Kingston upon Thames; Sutton’ had productivity levels around 5% below the average for the UK and 28% below the
London average in 2017. Source: ONS (2019) Regional and sub-regional productivity in the UK: February 2019. As note earlier: where statistical
techniques, such as apportionment, are used to help derive regional estimates, there is an increased risk that the methods used will introduce
sampling error or modelling imprecision to the data, with the possibility of producing misleading results.

8 Source: ONS (2019) Regional and sub-regional productivity in the UK: February 2019.
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Figure 2.5: Gross value added per hour worked by NUTS2 sub-regions in London, current prices,

2017 (index UK =100)

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Inner London - West 1150
Inner London - East 1129
Outer London - West and North West 1125
Outer London - East and North East 1114
Outer London - South 1105
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Source: ONS (2017) Regional and sub-regional productivity in the UK: February 2019

Figure 2.6: Scatter plot of total growth in real gross value added compared with total growth in
hours worked for NUTS2 sub-regions of the UK, 2010 to 2017
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2.7 Perspectives on London’s productivity performance, issues and solutions

A range of factors are likely to have influenced London’s poor productivity performance in
recent years. Exposure to slower global trade growth and weaker financial sector performance
compared to pre-financial crisis years are among them.

e The openness of the London economy and the size of its financial sector mean that global
developments, such as slower world trade growth and financial sector deleveraging, are likely to have
been particularly important in driving the slowdown in productivity growth.

e The McKinsey Global Institute previously found that a fifth of the UK’s productivity growth slowdown
could be attributed to the financial sector®. Analysis of ONS data suggests this is even higher in London
- with around a quarter of the capital’s productivity shortfall accounted for by Finance and insurance
alone. Although the sector’s performance should improve as deleveraging ‘runs its course’, productivity
growth is unlikely to return to pre-crisis rates since those were supported by excessive risk-taking®'.
Other sectors would have to make-up for this shortfall to recover pre-crisis growth rates®.

At the same time, it is unlikely that the sectoral composition and trade specialisation of London’s
economy can fully explain its productivity puzzle. The combination of strong employment growth
and weak investment growth in the recovery years have been another major factor.

e As shown in Section 2.4 productivity growth has slowed in most industries over recent years, suggesting
that wider factors operating ‘within” sectors must be at play. Several relevant factors — such as business
formation (Chapter 3), skills attainment (Chapter 4), diseconomies of scale (Chapter 5) and innovation
adoption (Chapter 6) — are discussed in more detail later in this report.

e What is generally noteworthy is that as demand has recovered after the financial crisis London firms have
hired labour nearly as fast as economic output (GVA) has increased — and this is despite higher output
growth than other parts of the country (Table 2.1)%.

o In the majority of industry groups in London the rate of growth in both hours worked and jobs
exceeded pre-crisis trends in the period 2010-2017%.

o This has been partly attributed to the UK’s flexible labour market facilitating a fall in real wages,
alongside a ready supply of potential workers — including from the rest of the European Economic
Area (see Chapter 4)*.

o It has also been linked to the high degree of economic uncertainty in the UK post-crisis, which may
have led firms to opt for labour recruitment over investments in new plant and machinery (since
investment in capital goods is harder to reverse).

e The other side of the jobs-rich recovery is that, as firms have met growth in demand through increased
hiring, investment has remained subdued due to a combination of low demand and persistent
uncertainty. This has created an unusually job-rich, investment-poor recovery (Figure 2.7). The resulting
weakness in the growth of capital used per hour worked (‘capital deepening’) has been widespread
across sectors” and can account for over half of the overall productivity slowdown at the UK-level® .

% McKinsey Global Institute (2018) Solving the United Kingdom’s productivity puzzle in the digital age

9 Tenyero, S. (2018) The fall in productivity growth: causes and implications

9 McKinsey Global Institute (2018) Solving the United Kingdom’s productivity puzzle in the digital age

% ONS (2019) Regional and sub-regional productivity in the UK: February 2019

% 1n 12 out of 16 broad industry groups in London the annual average growth rate in hours worked and jobs in the period 2010-2017 was
higher than in period 1998-2007. Source: ONS (2019) Regional and sub-regional productivity in the UK: February 2019

% See, for example: Pessoa, J. P. and Van Reenen, J. (2014) The UK Productivity and Jobs Puzzle: Does the Answer Lie in

Wage Flexibility?

% Ramsden (2018) The UK's productivity growth challenge

% Tenreyro, S. (2018) The fall in productivity growth: causes and implications
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Although the post-crisis productivity slowdown has been most pronounced at the top tail of the
distribution — among the highest-productivity ‘frontier’ businesses — there are long-term concerns
about slow productivity growth in other firms.

e Although London has a larger share of firms with higher levels of productivity than other UK regions,
there is still a substantial proportion of firms where productivity is clustered at lower (or negative) levels.
Section 2.4 of this Chapter highlighted the wide disparities in firm-level productivity performance
observed even within sectors in London.

e While it is unlikely that the post-financial crisis productivity puzzle can be attributed to this gap between
high and low productivity firms, there are concerns about the slow rate of productivity growth for firms
outside of the leading few: on average over the ten years to 2014, the top 1% of firms in London
experienced annual productivity growth of 8% per year, while the other 99% saw productivity grow by
only 2% per annum on average®.

e One possibility is that technology diffusion has slowed, with the UK now ranking 38" on one global
measure of knowledge diffusion, down from 18" in 2013%. OECD research has also cited the ‘uneven’
uptake of digital technologies as a key measure to improving productivity performance, recommending a
range of measures to stimulate efficient digital adoption and diffusion'®. Chapter 6 takes a closer look
at innovation in London.

Table 2.1: Growth in real gross value added, productivity hours and labour productivity by NUTS1
region, 2010 to 2017

Real GVA Productivity Hours Labour Productivity
UK (less extra region) 15% 12% 2%
North East 7% 2% 4%
North West 11% 9% 2%
Yorkshire and The Humber 9% 8% 1%
East Midlands 13% 11% 2%
West Midlands 18% 13% 5%
East of England 16% 16% 0%
London 27% 24% 2%
South East 13% 13% 0%
South West 10% 9% 1%
Wales 13% 8% 5%
Scotland 12% 8% 3%
Northern Ireland 13% 7% 5%

Source: Office for National Statistics'’

% Haldane, A. (2018) The UK’s Productivity Problem: Hub No Spokes

% Cornell University, INSEAD and WIPO (2017) The Global Innovation Index 2017

19 For example, see: Sorbe, S., et al. (2019) Digital Dividend: Policies to Harness the Productivity Potential of Digital Technologies. OECD.
19T ONS (2019) Regional and sub-regional productivity in the UK: February 2019
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Figure 2.7: Total business investment levels and selected components, chained volume measure,
seasonally adjusted, UK, Q1 2008 =100
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In the next sections of this report we examine in turn each of the five foundations of productivity highlighted
in the Industrial Strategy White Paper (business environment, people, infrastructure, ideas and places), looking
at London’s current performance and future outlook through the lens of inclusive growth.

192 ONS (2019) Business investment in the UK: analysis by asset
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3 Business Environment
Gabriele Piazza

3.1 Introduction

Productive and well-managed businesses and an open and dynamic business environment have a key role to
play in providing good employment opportunities for all Londoners, contributing to skills development and
supporting technology diffusion.

This section examines the business population in London. It aims to identify ways in which the public sector
can intervene to make the local businesses environment more inclusive while maintaining its dynamism.

First, we present key statistics highlighting the dynamism of London’s business environment and
international attractiveness as a place to do business. Second, we look at how London’s specialisation in
high-skilled, high value-added activities has increased over the last few decades, while sitting alongside a
diverse fabric of sectoral/spatial economic activities that help sustain London’s competitiveness and
liveability. We then look at the issues and challenges that businesses face both in terms of productivity and
inclusiveness to identify market failures and potential areas of focus for industrial policy. Finally, we look at
future trends and challenges.
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3.2 London’s business environment - key features

Overall London is a powerhouse for UK's business activity, with growth in its business stock
primarily driven by start-ups.

e In 2017, nearly a fifth of all UK private sector businesses (19%) were located in London. This has gone
up from 17% in 2013, suggesting that business activity is becoming more concentrated in the capital'®.

e This is not only a result of its size: London has the highest number of businesses per 10,000 residents
(1,563) of any UK region or country and this is higher than it was in 2013 (Figure 3.1).

e Business start-ups have driven this growth: research by TBR for the London Economic Evidence Base
2016 showed that between 2004 and 2013 only 0.2-1.2% of London’s firm population came from

business in-migration from elsewhere in the UK, compared to 10-12% from business start-ups'®.

Figure 3.1: Businesses per 10,000 adults, 2017

London
S wes
o
E. Midlands 946
N West
Yorks. & Humber 908
Wales 774
Scotland 735

Source: BEIS Business Populations Estimates

19 For background, see: ONS (2018) Business Demography, UK: 2017. Note: the term ‘business” is used here to represent an enterprise rather
an individual local unit. An enterprise can be comprised of one or more legal units.

104 Trends Business Research Ltd (2016) The changing spatial nature of business and employment in London. Working Paper 73. London: GLA
Economics.
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London’s business environment is dynamic and competitive, with a high number of business
births and closures - but its dynamism makes it more vulnerable to external factors.

e Urban regions (capital regions in particular) tend to be at the forefront when it comes to indexes of
business creation and destruction'®. London is no exception.

e London has a competitive business environment: it is the region with the second highest rate of business
births (15.2%), after the North-West'®. It also has the highest business closure rate (14.2%) in the
country.

e The competitive nature of the business environment also means that business survival rates in London
are relatively low. Data shows that for businesses set up in 2012, the one, three and five-year business
survival rates are lower in the capital than in the UK as a whole, with 39.3% of London businesses born
in 2012 still in operation five years later compared to 43.2% of UK businesses born in the same year.

e There has been a pronounced fall in the net start-up rate in London (see Figure 3.2). This is the result of
a continued increase in business closures and a fall in business births in 2017 and has been particularly
marked in the capital. Uncertainty related to the UK’s future relationship with the EU, subdued

economic growth and sterling depreciation have been cited as explanatory factors'”.

Figure 3.2: Annual business net-start up rate, London and the UK, 2012-2017
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Source: GLA Economic Calculations drawn from ONS Business Demography

105 OECD (2017) The Geography of Firm Dynamics: measuring business demography for Regional Development. Paris: OECD.

1% New business registrations are referred to as business births and the birth rate is calculated using the number of births as a proportion of the
active businesses in that year.

197 ONS (2018), Business demography, UK: 2017.
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The dynamism of the capital’s business environment makes a positive contribution to its overall
productivity but also brings benefits to the rest of the UK.

e TBR research shows that London is a net contributor of firms and employment to the rest of the UK
economy through outward migration. Between 2008 and 2013 (TBR’s study period), London has seen
1% of its business stock relocating elsewhere in the UK each year'®.

e Research by Centre for Cities shows that London-headquartered businesses in finance and professional

services accounted for almost 220,000 jobs in other British cities in 2017'%,

London continues to be a major attractor of international businesses looking to expand their
operations overseas, especially those high value-added activities.

e Intoday’s global economy multinational businesses tend to locate their higher value-added activities in
cities. This is because cities reduce the costs of distance by agglomerating advanced service providers
and facilitating knowledge flows'".

e Research also shows that investment location decisions by multinational businesses are driven by the
number of pre-existing investments in the same sector or in the same business function'"'.

e Civen these general trends, there are many reasons why multinational businesses may specifically decide
to locate in London. It offers a range of factors that are not found in combination in other places.

o Some factors that are also found in other UK regions include the UK’s well-established legal, political
and regulatory frameworks; the use of the English language as a means of international
communication; international transport links; and, a low rate of corporation tax.

o Other important factors however are specific to London. The capital offers a uniquely large pool of
high-skilled workers to recruit from (see Chapter 4) and the productivity benefits associated with

economic mass (the so-called ‘agglomeration economies’ — see Section 3.3).

The attractiveness of London as a place to do business is reflected in its overall performance in
attracting Foreign Direct Investment (FDI)

e Between 2011 and 2018 London secured 3,910 FDI projects, the highest among global cities (Figure
3.3). London tops this global list even in more recent years showing that, despite Brexit-related
uncertainties, London has so far remained an attractive destination for foreign investors.

e ‘Software & IT services’, ‘Business services’” and ‘Financial services” were the sectors with the highest
number of FDI projects between 2011 and 2018, accounting for 62% of the total.

e Looking at the type of business functions (arguably a more insightful lens to understand what may
attract multinational business to London) shows that the largest share of FDI projects were in ‘Sales,
Marketing and Support” (38%) followed by ‘Business services’ (28%). This is also what we see in other
European global cities, where services account for the vast majority of investments'".

e The largest proportion (44%) of investments into London are from North America. The Western Europe
and Asia-Pacific regions account for 32% and 15% respectively. While London is less reliant than the UK
as a whole on investments from Western Europe (40% of the total), this still accounts for almost a third
of all FDI projects in London.

198 Trend Business Research Ltd (2016) The changing spatial nature of business and employment in London, Working Paper 73. London: GLA
Economics.

199 Breach, A. & Piazza, G. (2018) London Links. London: Centre for Cities.

10 Goerzem, A. et al. (2013) Global cities and multinational enterprise location strategy. Journal of International business studies,44 (5), 427-
450.

M Crescenzi, R. et al (2014) Innovation drivers, value chains and the geography of multinational corporations in Europe. Journal of Economic
Geography, 14, pp. 1053-1086.

12 Shapiro, D. et al. (2018) Cities, Multinationals and Trade. Global investment and local development, [27 November 2018}
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Figure 3.3: Number of inbound FDI projects by global city, 2011 - 2018 (top 10)

London 3,910
Singapore 3,676
Dubai 2,363
Shanghai 2,272
Hong Kong 2,037
Paris 1,921
NYC (NY) 1,768
Sydney 1,331
Beijing 1,088

Tokyo

Source: GLA Economics calculations drawn from FDi Markets.

London is also a city of headquarters, representing an attractive business base for European and
global operations for a large number of multinational businesses

e Analysis by Deloitte found that London was the global or regional headquarters for 40% of Fortune 250
companies, far ahead of any other European city'".

e Between 2011 and 2018, 10% of the FDI projects into the capital were to establish either global or
regional headquarters. However, research indicates that multinational corporations” decisions about
where to locate their headquarters depend more on national context and pre-existing investments, and
less on regional features'™.

e Yet, when it comes to employment, headquarters may play less of a role than is officially reported.
Research by the OECD finds that the measurement of employment growth in multi-plant firms can be
susceptible to “headquarter bias’, leading to more employment being attributed to capital-city regions

(where headquarters are often based) than is actually located there'".

13 Deloitte (2014) London Futures: London crowned business capital of Europe.

14 Crescenzi, R. et al (2014) Innovation drivers, value chains and the geography of multinational corporations in Europe. Journal of Economic
Geography, 14, pp. 1053-1086.

15 OECD (2017) The Geography of firm Dynamics: measuring business demography for regional development. Paris: OECD.
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3.3 Change, specialisation and diversity in London’s business environment

Over recent decades, the composition of London’s economy has seen a significant shift towards
services.

e Looking at jobs by sector between 1971 and 2015 shows the rise of high-value added service activities
and the decline of Manufacturing (Figure 3.4).

e There has been a significant rise in the number of jobs in ‘Professional, Real Estate, Scientific and
technical activities” (which more than trebled over the past 40 years) and more generally a rise in service
sector activity. In contrast, there has been a fall in employment in primary sectors, with ‘Manufacturing’
falling by 85% over the period.

e Looking at economic output by sector, ‘Professional, Scientific and technical activities” accounted for
9.4% of London gross value added (GVA) in 1997, rising to 12.1% in 2016''®. The corresponding figures
for ‘Manufacturing” are 7.0% and 1.9% (whereas ‘Manufacturing” accounts for 10.0% of UK GVA)'"’.

Figure 3.4: Jobs by sector in London, 1971-2015
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Source: Workforce Jobs, Office for National Statistics; GLA Economics calculations

8 This category is not the same used for the workforce jobs statistics above. In addition, it was not possible to look at GVA data by industry
before 1997.
"7 ONS (2018), Nominal and real regional gross value added (balanced) by industry.
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Specifically, in the age of globalisation (since the mid-1990s) London has become increasingly
specialised in high-skilled services, led by Finance and Professional services.

e The 2016 index of specialisation indicator shows that sectors such as finance and professional services
have become particularly concentrated in London compared to the rest of Great Britain (Figure 3.5)"'®.
e Finance shows a number of specific areas of specialisation, including ‘Fund management activities’.

e Professional services show specialisations in legal, accountancy, management consultancy, advertising
and market research'"”.

Figure 3.5: Indices of Specialisation compared to output share, London, 2017
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service activities, 5.79%
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Source: GLA Economics calculations; drawn from Business Register and Employment Survey, and Regional Accounts, both ONS.

18 Index of specialisation is calculated as follows: (sector employee jobs in London / all employee jobs in London) / (sector employee jobs in
Rest of GB / all employee jobs in Rest of GB). Both GVA and employee jobs numbers refer to 2016.
119 GLA Economics (2016) Economic Evidence Base for London.
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But London’s specialisation is not confined to finance and related industries. In the last decade,
London has experienced strong growth in the science and technology industry and it is well-

equipped to develop specialisations in other industries'®.

e Inthe decade to 2013, there was a 14.6% rise in the number of employee jobs in this sector, playing an
important role in the rise of the ‘Professional, scientific and technical activities sector in the capital'".

e The fastest growth over this period was in the ‘Digital technology” sub-category — 29%. London has the
highest number of software companies of any city in Europe'”.

e Research by the University of Cambridge shows that three boroughs in London (Camden, City of London
and Islington) top the Economic Complexity Index ranking in the UK'*. According to this index, the
more complex a place’s economy, the stronger its productive capacity and the more adaptable it is to
market changes.

e There is an agreement in the literature that industry specialisation does not fully capture the differences
in type of activity within the same industry'**. As a result of changes in global value chains, many
industries now include firms that vary in the type of occupations and functions they perform.

The sectors in which London specialises are also the capital’s key exporting sectors.

e Three of the sectors in which London specialises account for 42% of the city’s exports, rising to nearer
50% for exports outside the UK. Data from London input-output analysis (Table 3.1) shows that in
2013:

o Financial and insurance activities accounted for £51bn of exports;
o Information, communications, arts, entertainment and recreation, accounted for £35bn;
o High value business support accounted for £20bn.

e Other sectors associated with the movement of people and goods accounted for another third of the

capital’s exports. Specifically:

o Wholesale accounted for £30bn of exports;

o Accommodation, food, travel and tourism for £28bn;
o Transport and storage for £22bn.

120 This category includes: Digital technologies; Life sciences and healthcare; Publishing and broadcasting; Other scientific/technological
manufacture; and Other scientific/technological services.

121 Douglass, G. & Hoffman, J. (2015) The science and technology category in London. Working Paper 64. London: GLA Economics.

122 Theseira, M. (2012) London’s digital Economy. London: GLA Intelligence Unit.

123 Mealy, P. & Coyle, D. (2019) Greater Manchester Independent Prosperity Review: Economic Complexity Analysis.

124 Martin, R. et al. (2018) The city dimension of the productivity growth puzzle: the relative role of structural change and within-sector
slowdown. Journal of Economic Geography, 18 (2018) pp. 539-570.

125 \Wingham, M, & Hope, M (2019) The London Input-Output Tables. London: GLA Economics.
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Table 3.1: London exports by sectors (excluding imports), by destination, 2013

SIC Code

Product classification

Description

EU

Rest of the world

Rest of the UK

I+79

J+R

K

L+71+81
M-71-72-75
N+S-79-81
Q+72+75

O+P
T

Primary & Utilities
Manufacturing

Construction

Wholesale (inc. motor trades)
Retail (exc. motor trades)
Transport and storage

Accommodation, food, travel and tourism

Information, communications, arts,
entertainment and recreation

Financial and insurance activities

Real estate, architecture, engineering and
building services

High value business support
Administrative and support services

Health, social work, scientific R&D and
veterinary services

Public administration & education
Households as employers
Total

£2bn
£33bn
£8bn
£30bn
£1bn
£22bn
£28bn

£35bn
£51bn
£8bn

£20bn
£6bn

£9bn

£1bn
£0bn
£253bn

£0bn
£7bn
£0bn
£7bn
£0bn
£5bn
£7bn

£8bn
£16bn
£2bn

£5bn
£2bn

£f0bn

£f0bn
£f0bn
£60bn

£1bn
£7bn
£0bn
£6bn
£0bn
£4bn
£6bn

£10bn
£13bn
£1bn

£4bn
£2bn

£1bn

£f0bn
£f0bn
£53bn

£1bn
£20bn
£7bn
£17bn
£0bn
£14bn
£15bn

£17bn
£22bn
£5bn

£11bn
£2bn

£7bn

£1bn
£f0bn
£139bn

Source: GLA Economics, London Input-Output Tables

Sectoral specialisation has been accompanied and reinforced by spatial concentration as these
economic activities have tended to locate in London’s Central Activity Zone (CAZ) and in the
Northern Isle of Dogs (NIOD) to benefit from “agglomeration effects’.

e As aresult of the pull factors discussed in Section 3.2, Central London has a very high concentration of
jobs. Most of London’s CAZ, NIOD and the Tkm fringe around them had employment densities of
between 25,000 and 165,000 employees per square km in 2014'%.

e London’s CAZ and NIOD has a particular attraction for many firms in the most productive sectors. For
example, looking at employment by sector, the CAZ and NIOD accounts for around 83% of all “Financial
and Insurance” employment in London and 61% of jobs in the ‘Professional, scientific and technical’

sector'”.

e Research indicates that these are the sectors that benefit most from ‘agglomeration economies’ — the
productivity benefits that occur when a high number of businesses co-locate at a particular location and
gain a number of advantages (e.g. economies of scale, low-transaction costs, skills matching, knowledge

128

spillovers) from proximity to their suppliers, customers, labour markets and even competitors'=".
e This suggests that the concentration of these types of businesses is not only the result of the large
number of highly skilled workers living in London (‘sorting”) and of tougher business competition

126 GLA Economics (2016) Economic Evidence base for London.
127 Douglass, C. (2015) Work and life in the Central Activities Zone, northern part of the Isle of Dogs and their fringes. Working Paper 68.
London: GLA Economics.
128 Graham, D. (2007) Agglomeration, productivity and transport investment. Journal of Transport Economics and Policy, 41(3).
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making it viable only for the most productive firms to operate in the capital’s market environment
(‘selection”)'®.

The value of being located in central London should be reflected in the cost of office space. Indeed,
office rental values are far higher in central London than in other parts of the UK; in the capital’s most
popular locations (the West End, for example) they are among the highest in the world"*°. Despite high
costs, office vacancy rates in London are generally lower than in other global cities'’, falling below 3%

in some core office areas'*.

Notwithstanding clear patterns of specialisation, London’s business environment is also diverse.
Other supporting activities remain crucial in providing employment opportunities, maintaining
London’s competitiveness, and ensuring that the capital remains a well-functioning, liveable city.

While many globally competitive businesses locate in central London, other sectors (particularly those

serving local markets) are located closer to population centres.

o Employment in sectors such as wholesale and retail trade, health, education and public
administration tends to be distributed more evenly across the capital.

o Hubs of employment are found across London; for example, the lower super output area with the
most jobs per square km is next to Heathrow airport (Figure 3.6).

A wide range of ‘foundational” sectors play a significant role in the London economy. The four industry

groups mentioned above, for example, together account for over 1.9 million jobs in the capital, equal to

a third of all jobs and around a fifth of economic output'®. In employment terms, wholesale and retail

trade is the second largest industry group; health and social work is fourth largest. Clearly, London is a

diverse economy'*.

Much of the demand for local services is driven by the capital’s population growth as well as by business

activity in central London through the multiplier effect. According to research by the “What Works

Centre” each additional high-skilled job creates on average 2.5 jobs in non-tradeable sectors, i.e. in local

shops and restaurants'®.

The size of the local economy also plays an important role in attracting FDI. "Retail” accounted for 16%

of all FDI projects in London from 2011 to 2018, the third largest business function share after ‘Sales,

Marketing and Support” and ‘Business services'.

Several Strategic Industrial Locations (SIL) identified in the draft London Plan accommodate strategically

important activities such as logistics, waste management and transport functions that are also crucial for

running the capital. These areas include Park Royal, the Thames Gateway SILs in Newham (Royals),

Charlton, and Barking and Dagenham (River Road)"*°.

129 For a discussion on agglomeration, sorting and selection in cities see here: Behrens, K. et al. (2014) Productive Cities: Sorting, Selection, and
Agglomeration. Journal of Political Economy, Vol. 122, No. 3, pp. 507-553

130 The West End, for example, was recently cited as the second most expensive office location in the world for ‘cost per workstation” ($22,665
per year). Source: Cushamn & Wakefield (2017) Office space across the world 2017

131 GLA Economics (2016) Economic Evidence Base for London.

132 Ramidus Consulting Limited (2017) London Office Policy Review 2017.

133 ONS (2019) Workforce jobs by region and industry; ONS (2018) Nominal and real regional gross value added (balanced) by industry.

134 GLA Economics (2016) Economic Evidence Base for London.

135 What Works Centre for Local Economic Growth (2019) Toolkit: Multiplier Effects.

136 GLA (2016) The London Plan.
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Figure 3.6: Number of employee jobs per square kilometre in 2017 in London, by Lower Super
Output Area (LSOA)

Heathrow City of London Canary Wharf
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Note: Heathrow airport is located in Hillingdon but many jobs which support the airport are in Hounslow. See GLA Economics
(2017), Labour Market Projections 2017, Appendix F, for more details.

Source: GLA Economics calculations; drawn from ONS BRES.
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3.4 Challenges for London’s business environment

While agglomeration brings benefits, it can also bring challenges by increasing the costs
(financial or external) of operating in London. If these are not addressed, there is a risk that
London may become a victim of its own success.

e As already mentioned in the section above, office occupancy costs in central London are higher than
many other global cities. This could be a barrier for the growth of SMEs and start-ups and make the
capital less attractive.

But it is not only SMEs and start-ups that will be affected: according to the Savills Live/Work 2017/18

Index, London is the most expensive place to accommodate a worker in Europe (see Figure 1.8)"’. This

can affect the decisions of both high-skilled individuals and businesses to locate in the capital.

The cost of living could be a reason for the high number of vacancies in some of London’s lower paid

sectors such as Transport and Storage (14% of the total) and Wholesale and Retail (10%)'*®.

e Moreover, population growth places additional demands on local services and transport infrastructure

which may increase the costs and/or affect the quality of service provision (see Chapters 5 and 7).

The mix and affordability of workspaces will be crucial for maintaining London’s business diversity and

resilience, particularly among the SME population'®. Yet differentials in land values can create pressures

to convert land away from industrial and related uses , with more than 1,300 hectares of industrial land
released to other uses in 2001-2015, well in excess of previous benchmarks'®.

o The draft London Plan addresses the need to retain sufficient industrial, logistics and related
capacity by seeking, as a general principle, no overall net loss of industrial floorspace capacity in
designated industrial locations''.

o The draft London Plan also highlights the need for provision of affordable workspace (in defined
circumstances) and the need for workspace to be designed to meet the needs of micro, small and

medium-sized businesses'*.

In-line with the rest of the UK, lack of good management practices is one of the main obstacles
to improving the productivity of London ‘s businesses, particularly SMEs.

e The ONS Management and Expectations Survey highlights the positive relationship between
management practices and labour productivity in UK firms'®. In-line with the idea that ‘managerial
capital’ is complementary to technological adoption, better management practices could support the
adoption and implementation of existing and new technologies'*. For example, the adoption of new
technologies (such as ICT) often requires organisational restructuring, which in turn benefits from
managerial capacity.

137 Savills (2018) Savills 2017/18 Live/Work Index.

138 Marsden, J., and Hitchins, H. (2016) Trends in the demand for labour and skills across London as a whole. Working Paper 75. London: GLA
Economics.

139 CAG consultants (2017) London Industrial Land Demand, Final Report.

140 Mayor of London (2019) New London Plan

41 The draft London Plan addresses the need to retain sufficient industrial, logistics and related capacity by seeking, as a general principle, no
overall net loss of industrial floorspace capacity in designated industrial areas. See: Policy E4 Land for industry, logistics and services to support
London’s economic function.

142 See: Policy E2 Low-cost business space and Policy E3 Affordable workspace.

43 ONS (2018) Management practices and productivity in British production and services industries - initial results from the
Management and Expectations Survey: 2016.

144 Bloom, N., R. Sadun and J. Van Reenen (2012) Americans Do IT Better: US Multinationals and the Productivity Miracle. American Economic
Review, 102(1): 167-201.
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e Another important finding from empirical studies is that smaller firms tend to have poorer management
practices, which could be one of the reasons why (beyond micro plants) smaller firms in London are
often less productive.

o Except for micro plants (1 to 9 employment) average GVA per worker generally increases with the
firm size, and this is true for all UK regions (Figure 3.7)'®.

o Bloom et al. find that the greatest constraint for improving management practices in the UK is an
inadequate supply of managerial human capital'**'*".

o Beaver and Prince also find that management in small businesses is too often driven by short-term
operational needs, pointing to a lack of managerial skills'*.

e The evidence in Chapter 4 shows that only 9% of organisations in London are regarded as high-
performance employers, and this is likely to be even lower among smaller businesses, leaving scope to

encourage take-up of better management practices'®.

Figure 3.7: GVA per worker, by firm size, 2015
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Source: Annual Business Survey (ABS), Office for National Statistics and Inter-Departmental Business Register (IDBR). ONS
Calculations.

145 ONS (2019) Regional firm-level productivity analysis for the non-financial business economy, Great Britain: April 2018.

146 Bloom, N., R. Lemos, M. Qi, R. Sadun and J. Van Reenen (2011) Constraints on developing UK management practices. BIS Research Paper
No. 58, Department for Business Innovation and Skills.

47 Simpson and Docherty also argue that one of the main reasons behind informal and obsolete management practices in small enterprises is a
lack of knowledge. Source: Simpson, M. & Docherty, A. (2004) E-commerce adoption support and advice for UK SMEs. Journal of Small
Business and Enterprise Development.

148 Beaver, G. & C. Prince (2004) Management, strategy and policy in the UK small business sector: a critical review. Journal of Small Business
and Enterprise Development, 11, 34-49.

149 For example, see: Department for Education (2018) Employer skill survey 2017.
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Maintaining and improving access to finance will also be key to supporting entrepreneurship,
innovation and productivity growth among London businesses.

LSE Research shows that, on average, issues with access to finance depressed labour productivity growth
by 0.3 percentage points (pp) per year over the period 2004-2012. Smaller firms were more affected,
with credit market frictions depressing productivity growth by 0.35pp (0.11pp for large firms)'°. This
could also stop firms from growing.

The London Business Survey found that 35% of SME business units attempted to access external
finance in the 12 months to mid-2014. Of these: 48% obtained all of the money they needed, 30%
obtained partial financing and the remaining fifth (22%) of SMEs seeking finance were unsuccessful or
their cases were unresolved™'.

The supply of finance may be more favourable for some highly innovative businesses in London
compared to elsewhere in the UK'*. For example, London is second only to New York in attracting
venture capital (see Chapter 6).

For the final LIS Evidence Base report, we are aiming to look more closely at evidence on the impact of
improving access for small businesses.

And not all groups of Londoners are able to access and contribute to the capital’s dynamic
business environment.

Women are still under-represented in some parts of the labour market. In 2011, 33.3% of self-
employment jobs were filled by women (up from 27.8% in 1996). However, across industries this share
ranges from 3.3% in construction to 76.6% in health/social work'>’.

Looking at business owners by sector and ethnic group shows that between 2014 and 2016, BAME
Londoners are more likely to operate in Retail /Wholesale, Hotels and Restaurants where productivity
and wages tend to be lower than in some of the most productive sectors like Business Services/Finance.
We are aiming to include further analysis on business ownership by gender and age groups in the final
LIS Evidence Base report.

150 Roland, I. (2018) Unlocking SME productivity. London: LSE Centre for Economic Performance.

151 GLA Economics (2014) London Business Survey.

152 Roland, I. (2018) Unlocking SME productivity. London: LSE Centre for Economic Performance.

153 Wickham, M. (2013) Self-employment in London. Working Paper 56. GLA Economics: London. Note: self-employment is more common in
the Construction industry than in other sectors. For further details, see:
https://researchbriefings.parliament.uk/ResearchBriefing/Summary /SNO0196#fullreport
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3.5 The future of London’s business environment

London will continue to specialise in high-skilled services but rising living costs, combined with
the potential loss of market access and recruitment issues post-Brexit (as well as other trends in
the global economy) risk making London a less attractive place to do business.

e GLA Economics’ projections suggest that London will continue to specialise in services. Just over a third
of projected employment growth is expected to come from the ‘Professional, real estate, scientific and
technical activities” sector. ‘Information and communication’, ‘Administrative and support services’, and
‘Accommodation and food” service activities are also expected to see large increases in employment
(Figure 3.8).

e As one of the most globally integrated parts of the UK economy (i.e. in terms of trade), London is more
exposed than other parts of the country to changes in the global economy. As discussed in Chapter 1,
Brexit remains one of the key future risks for London’s economy.

o Losing access to the Single Market could make the capital less attractive to investors. One of the
largest threats is the loss of passporting rights for firms based in the UK that provide financial
services to the rest of the EU™".

o Research commissioned by the GLA shows that London’s growth would suffer under any Brexit
scenario (Chapter 1)™.

o While different analyses point to different conclusions on London’s relative resilience compared to
the rest of the UK, the impact of proposed changes in the migration system may be stronger in
London. This is because of the far larger contribution of EEA workers in the capital™®. The possible
impact of the proposed new migration system is discussed in greater detail in Chapter 4.

e And there are also endogenous risks that are a result of its own success such as agglomeration costs, i.e
firms find that it becomes more expensive to do business in London.

154 GLA (2018) Preparing for Brexit. January 2018.
155 GLA (2018) Preparing for Brexit. January 2018.
156 GLA (2018) Preparing for Brexit. January 2018.
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Figure 3.8: Employment projections by sector in London (‘000s)
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4 People
Christopher Rocks

4.1 Introduction

It has long been recognised that education and skills are important drivers of economic growth and
productivity'™. However, skills attainment also matters for achieving an inclusive economy given the
positive links between qualifications and labour market outcomes. This chapter therefore looks closer at the
people living in London. It aims to understand to what extent our residents have access to the skills and
employment opportunities that allow them to contribute to and benefit from economic growth in the
capital, both now and in the future.

The chapter continues as follows. We first outline the headline statistics on qualifications and skills among
London’s resident population, highlighting significant improvements in higher level attainment in recent
years, but also stark inequalities in access to skills and training. We then present evidence on employment in
the capital, looking at both the quantity and quality of work, and what this means for inclusive growth.
Specifically, we examine differential labour market outcomes for diverse groups of Londoners and barriers to
participation. Finally, we review some of the trends which are most likely to impact on the future of
London’s labour market, including the post-Brexit immigration system, ageing of the workforce and
automation.

57 NIESR (2015) UK skills and productivity in an international context. BIS research paper number 202.
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4.2 Londoners’ qualifications and skills
4.2.1 Qualification levels

Skills are key to achieving an inclusive economy given the positive link between qualifications,
labour market outcomes and productivity (at both an individual and “‘macro’ level).

e Rising skills attainment has been a key driver of productivity growth. According to Holland et al., for
example, at least a third of the increase in UK labour productivity from 1994 to 2005 can be attributed
to the accumulation of graduate skills in the labour force'™®,

e The link between an individual’s skills and labour market outcomes is also well established: people with
higher qualifications are more likely to be in employment, and once in work are more likely to be in
skilled roles, earn higher wages, and enjoy greater job security'.

e At a London-level, the employment rate for residents aged 16-64 with degree level qualifications (NVQ
4+) is twice the level for people without formal qualifications (85% vs 42%)'®. Although socio-economic
background also influences labour market outcomes, two recent studies controlling for other factors

found positive returns from both degree and vocational qualifications'®'.

Recent decades have seen rising demand for higher level skills; during this time, the number of
Londoners with higher level qualifications has also increased considerably.

e In 2018, 58% of Londoners aged 25-64 held a ‘high” level qualification (NVQ4 or above), compared to
41% in the rest of the UK. This is up from 36% of London adults in 2004'%,

e In fact, London is now more qualified than most places in Europe. In 2017 London’s NUTS2 areas ranked
first, second, fifth, eighth and twenty-seventh out of all regions in Europe for the share of adults aged
25-64 with tertiary level education (Figure 4.1)'®.

e This is partly because the capital attracts highly-qualified people to live here, but also because more
young people are progressing to higher education (HE) — over half of young Londoners now enter HE by
age 19, the highest progression rate among UK regions'®.

8 Holland, D., Liadze, I., Rienzo, C. & Wilkinson, D. (2013) The Relationship Between Graduates and Economic Growth Across Countries.
London, UK: Department for Business, Energy and Industrial Strategy.

159 Cedefop (2017) Investing in skills pays off: The economic and social cost of low-skilled adults in the EU

160 GLA Economics (2018) Skills strateqy for Londoners: Evidence base

161 BIS (2011) ‘The returns to higher education qualifications” and BIS (2011) ‘Returns to intermediate and low level vocational qualifications’.
These studies estimated that degrees increase earnings by a quarter (compared to A-levels) and vocational qualifications at NVQ Level 3
increase earnings by between 10-20% (compared to NVQ2 qualifications).

162 GLA Economics (2018) Skills strategy for Londoners: Evidence base

163 There are 281 NUTS 2 regions in total. The figures for London’s five NUTS 2 regions were: ‘Inner London — West’, 72%; ‘Inner London East’,
60%; ‘Outer London — West and North West’, 55%, ‘Outer London — South’, 54%; and ‘Outer London — East and North East’, 46%. These
compare to the overall rate for the 28 EU countries of 32%, and the overall UK rate of 43%. Source: Eurostat (2019) Population aged 25-64 by
educational attainment level and NUTS 2 regions [accessed 18/04/19].

164 Department for Education (2018) Widening participation in higher education: 2018
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Figure 4.1: Population aged 25-64 with tertiary qualification, NUTS 2 regions (%)
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Despite strengths in higher level qualifications, there are still large parts of the capital’s
population with lower skills levels, with particular challenges in basic literacy and numeracy.

Around one in seven London residents aged 16-64 had low or no qualifications in 2018'®. Although this
rate is below the UK average, it still amounts to 811,900 people living in the capital — a higher number
of 16-64 year olds with low or no qualifications than in any other local enterprise partnership area and
the third highest among UK regions.

There is also a relatively high proportion of adult Londoners with lower proficiency in ‘basic skills’
compared to adults in England as whole. Of nine English regions, London ranks fifth for literacy and
seventh for numeracy'®. This is only partly explained by the fact that London is home to many people
who do not have English as a first language.

As a result, large skills inequalities persist in the capital based on people’s background. This is evident in
the disparities in qualification attainment between different population groups (as well as labour market
outcomes, see Section 4.2). For example, based on 2011 census data, the groups showing higher rates
with no qualification include the “other” ethnic group, longer-term migrants, and people without a UK
passport (Figure 4.2)

185 No qualifications or NVQ1 only. Source: ONS Annual Population Survey.
166 Department for Business Innovation and Skills (2013) Adult skills international survey 2012. See also: Department for Business Innovation
and Skills (2012) 2011 Skills for Life Survey.
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Figure 4.2: Percentage of 16-64 year-olds with no qualifications in London (2011)
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Source: ONS Census 2011. Note: disability is self-defined, and here means that day-to-day activities are limited. For disabled and
non-disabled groups the age range is 16+, unlike 16-64 for all other groups. For birthplace the ‘recent” and ‘long term” categories
refer to the time period of arrival for individuals born outside of the UK.

There is also considerable geographic variation in skills attainment within the capital, with stark
inequalities appearing between different London Boroughs.

e Within London the share of adults with low qualifications varies widely: from very low (6% of 25-64-year
olds in Richmond upon Thames) to very high (25% in Barking and Dagenham). In several boroughs in
the east and north-east of London the share of the adult population without formal qualifications is
above the UK average of 18%'*.

e Both unemployment levels and income follow similar spatial patterns, with areas of relative disadvantage
found in boroughs such as Tower Hamlets, Newham, and Barking and Dagenham (and elsewhere). Other
pockets of disadvantage sit alongside areas of relative advantage and are less visible at a borough level.
Section 7 of this report takes a closer look at socio-economic differences within London.

167 Note: the interaction between person-level and geographic inequalities is not clear. Person-level inequalities are likely to manifest spatially as
people ‘sort” into different areas. See: GLA Economics (2018) Skills strategy for Londoners: Evidence base.
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4.2.2 Skills shortages

The overall supply of skills in London is high, but employer surveys still show unmet demand for
skills, either in “skills shortage vacancies’ or “skills gaps’.

e While demand for labour is increasingly met successfully, around 13% of employers still reported either a
skills gap or skills shortage vacancy in 2017 (17% nationally). This means that, in absolute terms, more
employers in London reported skills deficiencies than in most regions in England and more than in any
other local enterprise partnership area'®.

e There are, however, considerable variations between occupations. Employers are most likely to
encounter skills deficiencies in Skilled Trades roles (e.g. chefs, electricians) and Caring & leisure roles
(Figure 4.3). The single most prevalent skills shortage reported by London employers is a lack of
specialist skills or knowledge needed to perform the role (the cause of 69% of skill-shortage
vacancies)'®.

e Recruitment of EU nationals is a common way of trying to fill hard-to-fill vacancies among employers in
London (with 50% of employers facing hard-to-fill vacancies relying on this recruitment route),
suggesting that skills deficiencies in the capital would be compounded were Brexit to result in a
reduction in labour supply (see Section 4.4 of this chapter).

Figure 4.3: Density of Skills Shortage Vacancies by occupation, 2017
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Source: Employer Skills Survey (ESS). Note: density refers here to skill-shortage vacancies as a proportion of all vacancies by
occupation.

168 Overall, there are 150,100 people working in London who are considered by their employers to be under-skilled for their job (3% of
employment) and 29,200 vacancies proving hard to fill because of a lack of skills among applicants (16% of vacancies). Source: Department for
Education (2018) Employer skills survey 2017: England LEP summary data tables

169 Department for Education (2018) Employer Skills Survey 2017: England data tables
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And while employers competing for workers can be a sign of a healthy economy, the evidence
indicates that greater labour shortages are likely to have a negative impact on London’s
economic performance, including on employers’ capacity to innovate.

e According to the 2017 Employer Skills Survey, 44% of London employers struggling to fill vacancies due
to skills shortages reported a loss of business or orders to competitors'”.

e The latest UK Innovation Survey found that 10% of enterprises engaged in innovation said that lack of
qualified personnel was the most important barrier to innovation'”". London’s innovation performance is

discussed further in Chapter 6.

The performance of London’s schools is strong'’%; but London has a higher rate of teachers
leaving the profession than in other areas and recruiting and retaining enough teachers to serve
growing numbers of pupils is a major issue for the education system.

e Research by the National Audit Office shows that the proportion of both primary and secondary schools
with at least one vacancy increased in London between 20710 and 2015 — outer London now faces the
highest rates in the country on both measures'”.

e Skills shortages are likely to be a factor. Based on the Employer Skills Survey almost one in three hard-
to-fill vacancies in the capital’s education sector in 2017 was due to difficulties in finding applicants with
appropriate skills, qualifications or experience'’*.

e Areport by the National Foundation for Educational Research resolved that: ‘London’s teacher labour
market faces a particularly acute challenge over the coming decade’'”®. Housing and childcare costs are
among the main barriers to teacher retention, with 60% of young teachers expecting to leave London

within five years due to high living costs'’®.

School leavers’ transition from education into work is also a challenge. Though most London
employers find school leavers to be reasonably well prepared for work, a significant minority do
not.

e In 2016, 44% of London employers deemed their 16 year-old school leavers poorly prepared for work
and 35% for 17-18 year olds'”’. This was most commonly due to school leavers having a ‘poor attitude’
or a perceived lack of relevant experience.

e There is evidence that young people are not well informed when it comes to decisions about careers and
future study'”®, which could affect people from disadvantaged backgrounds in particular'”®. Yet, even
though the proportion of employers in London offering work placements is above average, the majority
of employers (54%) do not.

170 Department for Education (2018) Employer Skills Survey 2017: England data tables

71 Department for Business, Energy & Industrial Strategy (2018) UK innovation survey 2017: headline findings

172 GLA Economics (2018) Skills strateqy for Londoners: Evidence base

173 National Audit Office (2017) Retaining and developing the teaching workforce

174 Department for Education (2018) Employer Skills Survey 2017: England LEP summary data tables

175 National Foundation for Educational Research (2018) Teacher Supply, Retention and Mobility in London

176 National Union of Teachers (2016) London Young Teachers’ Housing Survey 2016

77 Department for Education (2017) Employer perspectives survey 2016: England data tables

178 A 2016 inquiry by a parliamentary subcommittee concluded that ‘too many young people are leaving education without the tools to help
them consider their future options or how their skills and experiences fit with opportunities in the job market... having a negative impact on the
country’s productivity’. Source: Sub-committee on Education, Skills and the Economy (2016) Careers advice, information and guidance inquiry
179 For more information, see: GLA Economics (2018) Skills strategy for Londoners: Evidence base
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Participation in classroom-based FE is falling, coinciding with reductions in adult skills funding,
while the volume of apprenticeship starts is still lower than in other parts of the country.

e The amount of public funding allocated to adult further education and skills in England fell by 14% in
real terms between 2010/11 and 2015/16. These reductions coincided with a 24% fall in participation in
further education (FE) in London, with a particularly sharp decline in the number of “‘adult” learners (age
19 and above) in classroom-based FE'®. Beyond funding issues, there are also long-standing concerns
about the quality of information available to potential FE learners'®'.

e Although apprenticeship numbers have increased since 2010/11, demand in London remains lower than
in the rest of the country. For example:

o The 37,000 starts in the capital in 2017/18 was below most English regions, particularly when
normalised by population size (Figure 4.4).

o At the time of the 2016 Employer Perspectives Survey 86% of London employers did not offer
apprenticeships, compared to 81% across England'®.

e This is partly explained by higher progression rates to HE, and partly because jobs in London are
generally weighted towards ‘low-apprenticeship employing” sectors. However, many employers also lack
awareness and/or good knowledge about what’s involved in an apprenticeship'® and there is notable
under-representation of certain population groups, especially when analysed by subject area. For

example, among women in IT apprenticeships and among ethnic minorities in engineering'®.

Figure 4.4: Apprenticeship starts by English Region, 2017/18
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In addition to shortages of skills, the greater problem may be a lack of demand or an ‘over’
supply of skills in London. Measures to improve the supply of skills should be combined with
demand-side policies to ensure that skills are effectively utilised in the workplace'®.

180 GLA Economics (2018) Skills strategy for Londoners: Evidence base

181 Department for Business, Innovation and Skills (2016) Understanding the further education market

182 Department for Education (2017) Employer perspectives survey 2016: England data tables

'8 Only 28% of London employers said they were aware of and had good/very good knowledge of what’s involved in an apprenticeship in 2016.
Source: Department for Education (2017) Employer perspectives survey 2016: England data tables

184 GLA Economics (2018) Skills strategy for Londoners: Evidence base

18 Felstead et. al. (2018) Skills and Employment Survey 2017
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e 10% of people working in London were considered by their employers to be ‘under-utilised” in 2017 —
three times the share with skills gaps. The proportion of staff identified as under-utilised has increased
since 2015 (8%) and tends to rise for smaller employers'®.

e International evidence shows that workers who use their skills less frequently earn lower wages.
According to the OECD, for example, overqualified workers in England earn about 15% less than workers
with the same skills proficiency in a well-matched job'. This is consistent with recent ONS analysis on
the pay penalty faced by overeducated workers'®.

e Employers making better use of skills are also likely to be more productive'®. Despite the fact that
adoption of ‘High Performance Working” practices can help firms make better use of workforce skills,
only 9% of organisations in London are regarded as high-performance employers, leaving scope to

encourage greater take-up of these practices'®.

4.2.3 Receipt of training at work

Training for staff is one means through which employers can help tackle skills shortages as well

as to develop workforce skills and productivity''.

e Addressing forthcoming skills challenges cannot be left to the education system alone. Analysis of GLA
population projections shows that over two-thirds (71%) of London’s working age population in 2030
will have left compulsory education by the year 2019'%*.

e Thus workforce training has an important role to play in improving productivity. According to Dearden et
al. raising the share of workers in an industry who receive training by one percentage point increases
value added per worker by 0.6% and average wages by 0.3% '>. International research also links on-the-
job training to better innovation performance'.

¢ In-line with the UK average, around two-thirds of employers in London (65%) provided some kind of
training for their staff over the past 12 months in 2017, with either off the-job training or on-the-job

training provided by around half of all employers in each case'®.

However, there are signs that the level and quality of workplace training is not being maintained
in London and the UK.

e UK employer investment in skills is low by international standards, and volumes appear to be declining
compared to training levels in past years'®. For example:
o Fewer than 18% of working age Londoners were in receipt of job-related training in the last 13
weeks in 2018, down from 20% of Londoners in 2004'".

18 Under-utilised is defined as where an individual’s skill is not fully deployed in the workplace. For more information see: GLA Economics
(2018) Skills strategy for Londoners: Evidence base.

187 OECD (2016) Skills Matter: Further Results from the Survey of Adult Skills. OECD Skills Studies, OECD Publishing, Paris

18 ONS (2019) Overeducation and hourly wages in the UK labour market; 2006 to 2017

189 OECD (2017) Better Use of Skills in the Workplace: Why It Matters for Productivity and Local Jobs

190 Defined as adopting at least 14 of the 21 High Performance Working practices covered in Employers Skills Survey. Source: Department for
Education (2018) Employer Skills Survey 2017

191 Department for Education (2018) Employer Skills Survey 2017

192 GLA (2017) Central Trend population, 2017-based

1% Dearden, L., Reed, H., & Van Reenen, J. (2006) The Impact of Training on Productivity and Wages: Evidence from British Panel Data

194 Dostie, B. (2014) Innovation, Productivity, and Training. Note: UK employers also report of improvements in employee performance following
(publicly funded) basic skills training. Source: BIS (2016) Impact of Poor Basic Literacy and Numeracy on Employers. BIS Research Paper No.
266.

19 Department for Education (2018) Employer Skills Survey 2017

19 GLA Economics (2018) Skills Evidence Base

97 ONS Annual Population Survey

GLA Economics 65


https://www.london.gov.uk/sites/default/files/skills-strategy-evidence-base.pdf
https://www.oecd.org/skills/piaac/Skills_Matter_Further_Results_from_the_Survey_of_Adult_Skills.pdf
https://www.ons.gov.uk/economy/nationalaccounts/uksectoraccounts/compendium/economicreview/april2019/overeducationandhourlywagesintheuklabourmarket2006to2017
https://www.ilo.org/wcmsp5/groups/public/---ed_emp/---ifp_skills/documents/publication/wcms_618785.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/746493/ESS_2017_UK_Report_Controlled_v06.00.pdf
https://data.london.gov.uk/dataset/projections/
http://cep.lse.ac.uk/pubs/download/dp0674.pdf
http://ftp.iza.org/dp8506.pdf
https://dera.ioe.ac.uk/25449/1/BIS-16-36-impact-of-poor-basic-literacy-and-numeracy-on-employers.pdf
https://www.london.gov.uk/sites/default/files/skills-strategy-evidence-base.pdf

Fig

10

N

N

Developing the evidence base for London’s Local Industrial Strategy - Interim report

o Focusing on training quantity (one proxy for quality), training hours per person trained fell by more
than half (-62%) between 1997 and 2017 (Figure 4.5).

As with the rest of the UK, there is also an inequality dimension to workplace training in London, with

more qualified individuals disproportionately likely to benefit. Almost three in ten working age

Londoners qualified at NVQ4+ received training in the past 13 weeks in 2018, compared to less than a

fifth of those qualified at NVQ3 or below (Figure 4.6)'%.

Although headline trends track the UK average, the share of staff trained to nationally recognised

qualifications is relatively low in the capital. Only 24% of employers offered training leading to

recognised qualifications in 2017 — the lowest for any UK region'®.

Increasing skills demand has an important role in boosting investment in training, with many employers

reporting that training is not needed or preferring to recruit to overcome skills challenges®®. At the same

time, almost half (44%) of London employers would like to deliver more training; lack of funds and staff

time are among the main barriers reported.

ure 4.5: Training hours per week per person trained, London and rest of UK, 1997 to 2017
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Source: ONS Labour Force Survey

198 T

his is despite evidence that those in mid-skilled roles receive a higher wage boost from training. Source: ONS (2019) Characteristics and

benefits of training at work, UK: 2017

199 For example, only 21% of training establishments in London provided training to Level 3 or 4 in 2017 compared to 26% in England as a

who

le. Source: Department for Education (2018) Employer Skills Survey 2017

200 For a discussion at the London level, see: GLA Economics (2018) Skills Evidence Base; also see: Department for Education (2017) Continuing
vocational training survey: CVTS 5

GLA

Economics 66


https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/articles/characteristicsandbenefitsoftrainingatworkuk/2017
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/articles/characteristicsandbenefitsoftrainingatworkuk/2017
https://www.gov.uk/government/publications/employer-skills-survey-2017-uk-report
https://www.london.gov.uk/sites/default/files/skills-strategy-evidence-base.pdf
https://dera.ioe.ac.uk/30307/1/Continuing_vocational_training_survey-main_report.pdf
https://dera.ioe.ac.uk/30307/1/Continuing_vocational_training_survey-main_report.pdf

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Figure 4.6: Percentage of 16-64 year olds who received job-related training in the past 13 weeks
by level of qualification attainment, London and UK, 2004-2018
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4.3 Quantity and quality of work

London has a dynamic economy and generally favourable business environment (Chapter 3).
Unlike in the rest of the UK, total jobs growth accelerated in the capital over the last decade,
with strong growth in self-employment and part-time work.

As noted in Chapter 2, London has seen remarkably strong employment growth in recent years. There
were 6.0 million workforce jobs in London in 2018 — 1.0 million more than in 2008, compared to jobs
growth of 650,000 in the preceding decade (1998-2008). Since 2008 over a third of UK (net) jobs
growth has been in the capital.

Most of the growth in the stock of jobs since the financial crisis has come from permanent employee
jobs, especially in more recent years (Figure 4.7). At the same time, self-employment has contributed a
disproportionate share of the net change since 2008 — accounting for 16% of the increase, despite
making-up just 12% of jobs overall*®'. The self-employed typically have lower earnings than employees
(albeit earnings are higher in London than in other UK regions and have increased over time)*®.
Part-time work has also increased considerably, accounting for half of the net change in self-employed
jobs and almost a third of employee jobs growth since 2008. Altogether 28% of jobs in London are now
part-time compared to 32% for the UK as a whole.

Figure 4.7: Cumulative jobs growth in London since 1998 by employment status (000s)

Thousands

1800
1600

1400 I |

1200

1000 I
800 I

600
N

400 = ]
200 m W

0

-200

1998 2002 2006 2010 2014 2018

m Full Time Employees Part Time Employees mFull Time Self-employed Part Time Self-employed

Source: ONS Annual Population Survey

201 Some rising self-employment could be linked to an increase in skilled freelancers and is often associated with higher levels of job satisfaction.

See,

for example: IPSE (2018) Exploring the rise of self-employment in the modern economy; CIPD (2018) More Selfies? A picture of self-

employment in the UK?

202, ONS (2018) Trends in self-employment in the UK
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Alongside significant growth in permanent employment, there are signs of increasing insecurity
in the capital’s jobs market.

e A growing share of employment in the capital can be characterised as insecure:

o As Figure 4.8 shows, 1 in 10 people working in London were employed in a job with a temporary
contract, working through an employment agency or self-employed in ‘insecure” occupations in
2017, up from 8% in 2006,

o Inaddition, there are signs of an increase in employees on ‘zero hours’ contracts (2.6% of
employment); while as noted above the number of part-time jobs also rose faster than full-time jobs
in the last decade (28% vs. 18%).

o Recent research for the Department for Business, Energy and Industrial Strategy found that a quarter
of adults involved in the ‘gig economy” live in the capital®®.

Figure 4.8: Percentage of workers in insecure employment, London and UK
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203 Sych as caring, leisure or other service occupations, process plant and machine operatives or in elementary occupations.
204 Department for Business, Energy & Industrial Strategy (2018) The Characteristics of those in the Gig Economy
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To some extent these trends could reflect a welcome move to more flexible working. However, a
significant minority of London’s part-time and temporary workers would rather have full-time or

permanent employment if given a choice®®.

e Part-time and temporary work can increase firms” productivity by allowing employers to adapt to
variations in demand; it can also provide a means to enter or re-enter the labour market for workers who
might otherwise drop-out of the labour force.

e Yet a significant minority of London’s part-time (15%) and temporary (26%) workers are simply unable
to find full-time or permanent employment respectively*®. There also are concerns about the impacts of
insecure work on wellbeing and productivity:

o Inthe UK research indicates that poor quality work can be just as detrimental to an individual’s
health and wellbeing as not being in work at all*”’.

o The presence of temporary agency workers has also been linked to lower job satisfaction and higher
job anxiety among employees; it could limit the build-up of firm-specific skills, which in turn can
reduce worker productivity®.

o At a sector level, there is some evidence of a negative relationship between productivity growth and
changes in the incidence of insecure employment, albeit the causal link remains undetermined?®.

Moreover, the flipside of rapid employment growth in the capital is a particularly acute post-
crisis pay squeeze, even more pronounced than at the national level.

e In real-terms full-time gross weekly earnings for employees in London were still 6% below 2008 levels in
2018, compared to 4% below for the UK as a whole (Figure 4.9). This pay squeeze has been especially
marked for those entering work for the first time”'°.

e Over a longer time, the proportion of Londoners in working households living in relative poverty
increased from 12% to 15% between 1994 and 2017 (after housing costs). Although in-work poverty
rose in every region in this period, the largest increase was in London, with rising housing costs for lower
income households playing a leading role”"".

¢ Indeed, while median wage levels in the capital tend to be higher than in the rest of the UK across
occupational groups, wages for lower earners (employee jobs in the bottom decile of earnings) are
similar once regional price differentials are taken into account?™.

e Reflecting the recent slowdown in earnings growth, one in five employee jobs in the capital now pays
below the London Living Wage, up from 12% in 2006 (Figure 4.10)*"*. Some groups are at greater risk
of low pay than others: with the incidence of low pay being particularly high for employees working in
hospitality (63%) and retail (51%) — sectors where the workforce is comparatively young, female and

non-UK born.

205 Garnero, A. (2016) Are part-time workers less productive and underpaid?

206 Annual Population Survey 2018

207 Chandola, T. and Zhang, N. (2017) Re-employment, job quality, health and allostatic load biomarkers: prospective evidence from the UK
Household Longitudinal Study

208 Bryson, A. (2013) Do temporary agency workers affect workplace performance? Journal of Productivity Analysis.

205 | earning and Work Institute (2017) What is driving insecure work? A sector perspective

210 According to Resolution Foundation analysis London’s pay squeeze has been especially pronounced for those entering employment for the
first time, i.e. from unemployment or after leaving education. This has reduced average pay levels in the capital, although the typical pay rise
earned by those staying in work remains relatively high. This is partly due to compositional changes in the workforce. Source: Resolution
Foundation (2018) London Stalling: Half a century of living standards in London.

211 Institute for Fiscal Studies (2019) Why has in-work poverty risen in Britain?

212 Annual Survey of Hours and Earnings (2018 provisional, gross hourly pay); Relative regional consumer price levels of goods and services, UK:
2016, ONS.

213 The London Living Wage is calculated independently and also accounts for changes in living costs.
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Figure 4.9: Index of real (CPIH-adjusted) median full-time gross weekly earnings, London and
UK, April 2005 to 2018 (April 2008 = 100)
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Figure 4.10: Employee jobs in London paid less than the London Living Wage, 2006-2018 (aged
18+)
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Strong labour demand combined with increasing living costs and changes to welfare policy have
been pull and push factors for attracting workers from disadvantaged groups into the London
labour market. Yet, headline labour outcomes for Londoners still trail the UK average and
conceal significant inequalities between groups.

e There is some evidence that people are working more to compensate for a loss of earning power (Figure
4.9) and a fall in other sources of income?'. For example, the (anticipated) loss of income for working
age Londoners due to cuts to welfare spending since 2010 is above the national average, especially in
poorer London boroughs®"”.

e According to the Resolution Foundation, employment rates for many ‘low activity-groups” — including
single parents, ethnic minorities, and people with disabilities — increased relatively quickly in London
between 2011 and 2017°'®. However, this research also found a disproportionate rise in ‘involuntary’
part-time and temporary work in the capital, calling for more attention to be given to the security and
standard of work®".

e Yet headline labour market outcomes for Londoners still trail the UK average®'®. This is partly down to
the large gap in participation rates for those with and without dependent children. Even though
Londoners with no children have employment rates above the UK average, employment rates among
parents remain far below the average (Figure 4.11).

o Accessibility and affordability of childcare, as well as the availability of local employment
opportunities, are potential barriers to (re)entering employment and progressing in-work for those
with caring responsibilities (often mothers)*".

o However, their labour market participation is also shaped by the ability to find work that fits around
childcare or school. Policies are therefore needed to encourage employers to offer employment with
‘family-friendly’ hours®®.

o Flexible working is one way to help achieve this**'. But just one in six workers in London currently
reports some form of flexible working arrangement — slightly below the rate of the UK as a whole

and with little change over recent years™.

221

214 Resolution Foundation (2019) Setting the record straight: How record employment has changed the UK

215 Although the overall (net) impact of welfare reform on employment is likely to be mixed with offsetting consequences. Source: Beatty, C. and
Fothergill, S. (2016) The uneven impact of welfare reform: the financial losses to places and people

216 Resolution Foundation (2018) London Stalling: Half a century of living standards in London

217 Resolution Foundation (2018) London Stalling: Half a century of living standards in London

218 |n terms of employment (1.2 percentage points below the UK average), unemployment (0.5 pps above the UK average) and economic
activity (1.0 pps above the UK average). See: GLA Economics (2019) Labour market update for London — June 2019

219 Note: there is insufficient childcare across a range of parental requirements of types of childcare, both in London and nationally. Source: GLA
Economics (2018) Demand for childcare in London - drivers and projections

220 Department for Work and Pensions (2011) Families and work: Revisiting barriers to employment

221 Reduced hours flexible work arrangements has, for example, also been linked to reduced levels of chronic stress among women who combine
work and family roles. Source: Chandola, T. et al (2019) Are Flexible Work Arrangements Associated with Lower Levels of Chronic Stress-Related
Biomarkers? A Study of 6025 Employees in the UK Household Longitudinal Study

22 GLA Intelligence (2018) Economic Fairness Indicators. See, also: Timewise (2018) Flexible Jobs Index 2018

GLA Economics 72


https://www.resolutionfoundation.org/app/uploads/2019/01/Setting-the-record-straight-full-employment-report.pdf
http://shura.shu.ac.uk/15883/1/welfare-reform-2016.pdf
https://www.resolutionfoundation.org/app/uploads/2018/06/London-Stalling.pdf
https://www.resolutionfoundation.org/app/uploads/2018/06/London-Stalling.pdf
https://data.london.gov.uk/apps_and_analysis/labour-market-update-for-london-june-2019/
https://www.london.gov.uk/sites/default/files/workingpaper94-childcare-demand.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/214503/rrep729.pdf
https://journals.sagepub.com/doi/full/10.1177/0038038519826014
https://journals.sagepub.com/doi/full/10.1177/0038038519826014
https://data.london.gov.uk/economic-fairness/labour-market/work-life-balance/
https://timewise.co.uk/wp-content/uploads/2018/07/Timewise_Flexible_Jobs_-Index_2018.pdf

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Figure 4.11: Employment rates by parental status, London and the UK, 2004-2017
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Moreover, significant inequalities in labour market participation persist across a range of other
characteristics.

e Overall employment rates are relatively low among women (68%) and people with lower qualifications,
particularly for those without formal qualifications (43%). People from “black’, ‘other’, ‘mixed” and
‘Pakistani / Bangladeshi” ethnic groups also have below average employment rates, as do disabled
Londoners (51%) (Figure 4.12).

e The rate of long-term unemployment in London has fallen considerably in recent years but remains
marginally above the national average®”. There is also considerable variation in the proportion of long-
term Jobseekers Allowance claimants at a sub-regional level — from 0.9% of working age residents in
Hackney, to 0.1% in Sutton and Hounslow?**.

e Among working age men those from black ethnic groups are more likely to be economically inactive,
while more than half of Pakistani or Bangladeshi women are economically inactive. One in four
economically inactive residents aged 16-64 say they would like a job but have been unable to participate
in the labour market.

223 Resolution Foundation (2019) Earnings Outlook
224 Source: ONS Nomis (2019) Jobseeker's Allowance by age and duration [accessed 25/06,/2019]. Note: the replacement of income-based JSA
with Universal Credit can affect local areas differently, so comparisons should be treated with caution.
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Figure 4.12: 16-64 employment rate (%) for select groups in London, 2017
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Despite some progress there are also considerable disparities in terms of pay in the London
labour market.

e The incidence of low pay in London is more prevalent among women than men, among employees from
an ethnic minority than from a white background (especially from Bangladeshi or Pakistani origin), and
among disabled over non-disabled employees®”.

e As aresult, pay gaps continue to exist between residents from different backgrounds in the capital. For
example, the gap in average pay between black and white groups is particularly pronounced and on
average female employees are paid less per hour than men (there is a 17% difference in median hourly
pay, rising to 21% for mean pay)”*®. London’s gender pay gap is, moreover, narrowing more slowly than
in other regions®”’.

e Some groups are also more likely to progress in-work than others. Recent Social Mobility Commission
research found that the proportion of people in London moving out of low pay and earning higher
wages for a sustained period is below the British average®*. On the other hand, London’s share of
‘cyclers” — those moving out of low pay, but not consistently escaping — was nearly 8 percentage points

above the average.

225 The low pay rate for Bangladeshi and Pakistani employees is more than double the rate for white British employees. Source: London’s
Poverty Profile (2017) London's Poverty Profile 2017

226 GLA Intelligence (2018) Economic Fairness Indicators. Note: to some extent headline differences in pay can be explained by factors such as
the proportion of these groups working part-time or in different occupations. For example, a higher proportion of women work in occupations
such as caring roles, which tend to offer lower salaries. For more information, see: ONS (2018) Understanding the gender pay gap in the UK.
227 ONS (2018) Gender pay gap in the UK: 2018

228 Social Mobility Commission (2017) The Great Escape? Low pay and progression in the UK’s labour market
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e Looking at UK data for the period between the years ending 2012 and 2016, regression analysis carried

out by the ONS shows that, holding other factors constant:

o anincrease in age decreases the likelihood of escaping relative low pay;

o women were less likely to escape relative low pay compared to men;

o increased household earnings is linked to better odds of pay progression; and,

o those of white ethnicity were more likely to move out of low pay than people of mixed, Asian or
other ethnicities — although those of black ethnicity showed the highest odds of moving consistently
out of low pay for the period analysed®”.

In addition to the skills and insecurity issues discussed above, many Londoners face multiple
barriers to securing good employment outcomes, particularly among those in the lowest income
groups.

e Difficulties with access to appropriate transport (including the time required to travel), employment
flexibility and scheduling of work (particularly where there are health or caring issues), and lack of job
security can all form barriers. As the OECD notes these kinds of inequalities can lock individuals (and
firms) in low-productivity traps®®.

e London is also an expensive city, with high land values driving up the costs of housing and a range of
other essential services. For example, the cost of formal childcare in London is typically around 30%
higher than for Great Britain as a whole; one in ten households in London are estimated to be in fuel
poverty”®'; and around one in fourteen family units in London is in arrears on at least one of their
household bills*?. Problems with debt can make obtaining or keeping employment a greater
challenge®®.

e In addition, low-pay combined with the high cost of living is also making it difficult for a large number of
Londoners to maintain acceptable living standards. The recent Survey of Londoners paints a picture of
widespread low food security, with 1.5 million adults and 400,000 children in London having low or very
low food security®**. Notably, 6 out of 10 adults suffering from food insecurity are in full-time or part-
time work””.

e Finally, poor health is also a major barrier to labour market participation. Despite improvements, there
are almost 290,000 Employment and Support Allowance claimants in the capital — the second highest
among regions in Great Britain, and equal to 4.8% of the capital’s working age population”®. Of this
group half (51%) have a mental health issue as their primary condition®’. Schemes such as the devolved
Work and Health Programme aim to provide personalised support to help disabled people return to

work.

225 ONS (2018) Young people’s earnings progression and geographic mobility, England and Wales: tax year ending 2012 to tax year ending
2016. Note: relative ‘low annual pay” is here defined as those with annual earnings of less than two-thirds of the aged 16 to 64 years employed
populations” median earnings for each tax year.

20 OECD (2016) The productivity and equality nexus

21 The government's Low Income High Costs measure defines a household as living in fuel poverty if they have required fuel costs above the
national average and would be below the official poverty line if they were to spend that amount.

232 GLA Intelligence (2018) Economic Fairness Indicators

233 National Audit Office (2018) Tackling problem debt

24 Having food security means having access at all times to enough food for an active, healthy life. Being “food insecure’” means that at times a
person’s food intake is reduced and their eating patterns are disrupted because of a lack of money and other resources for obtaining food. For
more detail, see: GLA (2019) Survey of Londoners Headline findings

25 GLA (2019) Survey of Londoners Headline findings

236 A fifth of economically inactive working age Londoners also report being either temporary or long-term sick.

27 ONS Nomis [accessed 27,/06/2019]
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4.4 The future of London’s labour market

Employment growth is expected to remain robust in the coming decades, with continued growth
in demand for degree level qualifications.

e According to GLA Economics’ trends-based projections, employment in London will reach 6.9 million by
2041, equal to an additional 49,000 jobs per year®®®. Much of this growth is set to come from sectors
where London is relatively specialised, with the largest increases expected in the Professional & Real
Estate and Information & Communication sectors (Figure 4.13).

e In-line with these headline trends, future jobs growth is also expected to be more prominent at the top
of the occupational distribution, in addition to limited jobs growth at the lower end and some job losses
in the middle®*. There is a concern that this could mean fewer opportunities for labour market
progression, although the relative growth of jobs requiring higher skills would not be a new occurrence
(see Section 4.2).

e As aresult of these shifts, demand for workers with degree level qualifications will continue to increase
in London over the coming decades, whereas demand for people with below-degree level qualifications
will increase only slightly**. Over half (54%) of jobs in London will require either an ordinary or higher
degree by 2041, with only 3% of jobs likely to require no formal qualifications whatsoever.

Figure 4.13: Projected jobs growth in London by industry group, 2016-2041 (000s)
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238 GLA Economics (2017) Long Term Labour Market Projections 2017
29 GLA Economics (2016) Long Term Labour Market Projections 2016
240 GLA Economics (2016) Long Term Labour Market Projections 2016
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But we are in a period of heightened economic uncertainty. The UK’s departure from the
European Union, in particular, is likely to impact on the supply of skills in London.

e Access to a diverse and skilled labour force is a notable feature of the capital’s labour market. With 14%
of jobs filled by workers born in the rest of the EEA in 2017, the economic contribution of EEA workers
born is far greater than in the rest of the UK*"".

e EEA workers play a particularly prominent role in certain industries. They account for a third of jobs in
London’s construction sector (34%) and over a quarter of jobs in the accommodation and food sector
(28%) (Figure 4.14), as well as making a significant contribution to the capital’s adult care workforce®*.
At the same time, EEA workers also hold a high number of jobs (in absolute terms) in high value-added
sectors such as Professional services, Finance and insurance and Information and communication®*.

e According to Campo et al. immigration has a positive and significant impact on productivity, as measured
at a geographical level**. While higher-skilled workers drive this finding, most EEA job holders in

London hold qualifications at NVQ level 4 or above.

The number of EEA workers in London appears to have stalled since the UK voted to leave the

EU in June 2016°”. There is a risk that replacing Freedom of Movement with a more restrictive

system could damage the capital’s supply of skills and potentially its productivity performance.

e Most employers do not recruit EEA workers in explicit preference to British workers®*®. The significant
role played by migrants in the London economy is more likely to reflect persistent labour shortages as
well as long-standing challenges in attracting UK-born candidates to fill certain jobs (e.g. due to their
precarious nature or lower rates of pay)*”.

¢ In this context, there is uncertainty about how employers would respond to a sharp reduction in the
supply of EEA workers. Employers have voiced concerns about the future immigration system: which
skills will be included and what salary thresholds will be set**.

o Involume terms London is the region ‘most affected” by the skilled worker policy proposal outlined
in the government’s Immigration White Paper, accounting for a third of the projected reduction in
long-term EEA worker inflows*®.

o A £30,000 minimum salary threshold would have a significant impact given the high share of
employee jobs which pay below this level in London, especially in sectors such as Construction and
Accommodation and food (Figure 4.14)*°.

o Employers recruiting for some roles will be more able to respond than others, including through
automation®'. Forthcoming GLA Economics research explores the potential impacts of the future
“skills-based” immigration system further.

e There are likely to be challenges to training Londoners to fill roles with a heavy reliance on EEA workers,
at least in the short to medium run. Despite concerns, Campo et al. find no evidence that immigration

241 This follows rapid growth in recent years: less than 8% of London’s jobs were held by EEA workers in 2004. A third of UK jobs held by EEA
workers was based in London in 2017. See also: GLA Economics (2018) EEA workers in the London labour market

242 Rolfe, H. (2018) It’s all about the Flex

283 For example, see: GLA Economics (2018) EEA workers in the London labour market

24 Campo, F., Forte, G., & Portes, J. (2018) The Impact of Migration on Productivity and Native-born Workers” Training

2% The latest long-term international migration statistics indicate a decline in net migration to the UK from the EU and the growth in London
jobs held by EEA workers is likely to have stalled in recent quarters (based on ONS Labour Force Survey).

2% Migration Advisory Committee (2018) EEA migration in the UK: Final report

247 For example: Rolfe, H (2018) It’s all about the Flex; Green, A. (2019) Low-Skilled Employment in a New Immigration Regime

248 See, for example: Migration Advisory Committee (2019) Full review of the Shortage Occupation List

249 HM Government (2018) The UK’s future skills-based immigration system

20 46% of employee jobs in London were paid below this level in 2017. Source: ONS Annual Survey of Hours and Earnings 2017

21 Home Office (2019) The UK's future skills-based immigration system
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has reduced training for UK-born workers®. There is a further risk that attempts to control lower-skilled
migration could, by increasing the bureaucratic burden, discourage the skilled migration required by

London’s employers®.

Figure 4.14: Total jobs held by workers born in the European Economic Area vs. employee jobs
paid below £30,000 per year, London, 2017
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Source: Office for National Statistics?**. Note: circle size relates to total employment by sector. The vertical and horizontal
represent the 2017 average proportions of jobs held by EEA workers in London (14%) and paid below £30,000 (46%).

Older people account for an increasing proportion of the London workforce, offering one
potential source of additional labour. This is driven in part by demographics, but also by
increasing rates of labour market participation among older individuals.

e London is a relatively young place compared to the rest of the country. But the capital is still home to
around 2.5 million residents aged 50 and over, with the number of people in this age group set to
increase by 24% to reach 3 million in 2030 (14% rise across the UK)*®°. These trends will have significant
labour market implications.

o Controlling for other factors, workplaces in London generally have a smaller proportion of older

workers than other UK regions — reflecting the age composition of the local population®®.

22 Higher-skilled migrants may even be associated with an increase in native workers” training. Source: Campo, F., Forte, G., & Portes, J. (2018)
The Impact of Migration on Productivity and Native-born Workers” Training

253 Migration Advisory Committee (2018) EEA migration in the UK: Final report

254 See: GLA Economics (2018) Jobs held by EEA-born workers earning less than £30,000 per year

25 GLA (2017) Central Trend population, 2017-based

2%6 Department for Work and Pensions (2017) Older workers and the workplace
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o However, even if employment rates were to remain constant, GLA Economics estimate that the
number of Londoners aged 50+ in employment is likely to rise from 1.15 million in 2018 to
approximately 1.4 million in 2030.

o Looking further ahead to 2041, this figure is expected to grow even further to approximately 1.6
million, with the number of people working beyond state retirement age also set to increase.

e Enabling more people to continue in work for longer can offer a wide range of benefits to individuals (in
terms of living standards and wellbeing), the economy (in terms of skills and workforce®’) and the state
(increased tax revenues and other fiscal benefits)?*® The Department for Work and Pensions, for
example, currently spends around £7 billion per year on the main out-of-work benefits for people aged

50 to state pension age™”.

Despite improvements, older workers often face a wide range of barriers to employment and in-
work progression.

e Older Londoners face several challenges to participating in the labour market, particularly in terms of the
quality of work on offer. For example:

o ONS analysis shows that older workers are generally at greater risk of redundancy, long-term
unemployment, and becoming stuck in low pay>****'.

o Controlling for a range of relevant factors, employees aged 50 and over are also less likely to receive
training in work than employees of other ages®.

O In London the 50 to 64 age group has the highest share of workers who would, given the
opportunity and same rate of pay, like to work shorter hours®®.

e Age discrimination could be a factor®®. Although there are signs that UK employers are keen to retain
their existing older workers, they are typically less likely to recruit them. This is especially true among the
smaller and younger workplaces that account for a relatively high proportion of the capital’s business
base (also see Chapter 3)*.

e Inequalities in terms of people’s choice over when they retire are also noteworthy, with lower earners
generally more likely to work longer from financial necessity*®. Yet many older people need to balance
work with family and other caring commitments. For example, an estimated 16% of older Londoners
provide care to other adults®®’.

e This chapter has highlighted a range of challenges related to pay, progression and job security in London
— the policy solutions that aim to tackle these issues should respond to barriers faced by workers of all

ages, as well as highlighting age-specific factors.*®.

27 Note: despite often cited concerns that older workers staying in work could block opportunities for younger workers, analysis by the Institute
for Fiscal Studies finds that participation of older workers is positively correlated to employment of younger workers. Source: Institute for Fiscal
Studies (2008) Releasing Jobs for the Young? Early Retirement and Youth Unemployment

28 Centre for Ageing Better (2018) A silver lining for the UK economy?

259 DWP (2017) Fuller Working Lives: evidence base 2017

260 ONS (2017) Redundancies by industry, age, sex and re-employment rates

261 Yet, while older workers tend to earn less than employees in middle age groups, there is variation. In London median pay for part-time
workers aged 50-64 is higher than for employees in other age groups. Source: ONS (2019) Median and average hourly pay for employee jobs,
broken down by age and working pattern (full-time or part-time), in London and rest of the UK

262 Department for Work and Pensions (2017) Older workers and the workplace

263 ONS (2019) Number of persons wanting to work longer or shorter hours at current basic rate of pay

264 Centre for Ageing Better (2018) A silver lining for the UK economy?

265 Department for Work and Pensions (2017) Older workers and the workplace

266 As the Centre for Ageing Better has noted: ‘[a]lmost half of the highest fifth of earners retire before state pension age, while less than a third
of low and middle income earners do so’. Source: Centre for Ageing Better (2018) A silver lining for the UK economy? The intergenerational
case for supporting longer working lives

267 \Nith the average carer providing around 1,700 hours of care per year. Source: GLA Economics (2013) The Economic Contribution of Older
Londoners

268 Centre for Ageing Better (2018) A silver lining for the UK economy? The intergenerational case for supporting longer working lives
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Falling costs of computing power and the development of Al and other technologies are
increasing the range of tasks that technology can perform. But the evidence about the extent to
which jobs will be replaced by automation remains controversial.

e Because of its occupational structure, the exposure of jobs in London to automation is generally lower
than elsewhere. While a range of studies have estimated that between 5% and 33% of the capital’s jobs
could be at ‘high risk” in the coming decades™®.

o These results are sensitive to methodological assumptions and various economic, legal and other
factors will affect the pace of technology adoption.

o The overall impact of automation on employment also depends on the balance of job displacement
and creation.

e In the past automation has helped to create more jobs than it has displaced and there is little evidence
this will not continue in years ahead. PwC, for example, estimates that London will see a net increase of
138,000 jobs due to automation from 2017 to 2037°°. Still, tasks in almost every job will be changed as

interaction with technology increases®”".

With certain tasks more likely to be automated, some groups will be more exposed than others.
While automation offers a route to overcoming labour shortages and boosting productivity
growth (see Chapter 6), there is a need to ensure that both current and future London residents
do not lose out.

e Tasks are generally less susceptible to automation if they involve higher-level cognitive skills. In this way
the risk of automation remains — unsurprisingly — closely linked to education levels (Figure 4.15). Based
on ONS analysis, activities in the lower skilled or routine Retail and Accommodation and food sectors are
among the most automatable®”.

e The likelihood of working in “at risk” occupations is, moreover, not evenly distributed across the
population: women, younger and older workers, and those who work part-time — groups that already
face disadvantage in the labour market — are more likely to find themselves either displaced by new
technologies or less equipped to fill emerging roles””.

e The adoption of innovative technologies will also change the skills that employers require. The demand
for social, creative, and logical reasoning abilities is expected to rise, especially at more advanced
levels®”. This is in-line with evidence of increasing utilisation and (earnings) returns to analytic and
interpersonal skills in the UK in recent years*”.

e To prepare for the complex work transitions anticipated in the coming decades, there is a need to
promote and widen access to education and workforce development. As OECD research concludes: ‘the
likely challenge for the future lies in coping with rising inequality and ensuring sufficient (re)training
especially for low qualified workers’”®. Another upcoming GLA Economics paper will further assess the

impacts of automation in London.

265 OECD (2018) Job Creation and Local Economic Development

270 PwC (2018) July 2018 Economic Outlook

271 McKinsey Global Institute (2017) Jobs lost, jobs gained: Workforce transitions in a time of automation

272 ONS (2019) The probability of automation in England: 2011 and 2017

273 ONS (2019) Which occupations are at highest risk of being automated?

274 Deloitte (2014) Agiletown: The Relentless march of Technology and London’s Response

275Dickinson, A. and Morris, D. (2019) The Changing Demand for Skills in the UK. The Centre for Vocational Education Research
276 Arntz, M., Gregory, T. & Zierahn, U. (2016) The Risk of Automation for Jobs in OECD Countries: A Comparative Analysis
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Figure 4.15: Main jobs at risk of automation by education level, England, 2017
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277 ONS (2019) The probability of automation in England: 2011 and 2017
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5 Infrastructure
Matthew Daley

5.1 Introduction

Transport, water, energy, waste and digital infrastructure are all essential to our daily lives but often taken
for granted. Without services like potable water, electricity, or regular waste collections, the economy would
simply grind to a halt. Improvements to infrastructure like public transport and digital connectivity can also
boost productivity by reducing transaction costs, improving access to markets and supporting

agglomeration®’®,

Infrastructure is important for economic inclusion. The availability and cost of transport and digital services
affect peoples” ability to access the labour market and vital public services like healthcare and education.
Meanwhile, water, energy and waste policy and investment decisions impact on household bills and the cost
of living.

There is also growing recognition of the importance of London’s natural capital (its green spaces, parks,
trees and rivers) for their environmental and health benefits. Together with greener buildings (e.g. building
with green roofs and walls, and drainage systems that allow rainwater to flow back to rivers and streams
more naturally) these assets can be thought of and managed as ‘green infrastructure’, helping to make
London a city which is ‘liveable’, attractive to workers and investors from across the globe.

This chapter considers the state of London’s infrastructure today and future challenges facing the capital®”.
It first takes a brief look at the role that infrastructure played in shaping the evolution of London. It then
looks at the key role of investments in transport and digital infrastructure in ensuring that London can
continue to grow and prosper, as well as the importance of different kinds of infrastructure needed to
ensure that London’s growth is clean, resilient and beneficial to Londoners” wellbeing.

278 See the What Works Centre for Local Economic Growth for a review of the evidence on the economic benefits of transport and digital
infrastructure. See also GLA Economics (2019) ‘Productivity levers in London: A literature review to inform the LIS evidence base’.

273 The definition of infrastructure in this chapter includes transport, digital, energy, water, waste, green and social infrastructure. This is a
slightly broader definition than that in the National infrastructure Commission’s remit which excludes green and social infrastructure.
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5.2  The role of infrastructure in shaping the evolution of London

Infrastructure has both shaped and underpinned London’s emergence as a global city, but
population growth and climate change mean the city’s infrastructure networks are facing
growing pressure.

The Port of London, the Bazalgette sewerage system, the London Underground, the suburban railways, and
the Thames Barrier, are just some examples of infrastructure which underpinned London’s rise as the great
Victorian Metropolis®® and later its emergence as a global city and financial centre.

As London’s population and its economy continue to grow so its infrastructure networks - some of which
still date back to the Victorian era - are coming under increasing pressure. Coping with this rising demand
together with the need to ensure growth is equitable, clean and environmentally sustainable will require
major investment in new forms of infrastructure, in the maintenance and renewal of existing networks, as
well as policies to manage demand.

Without careful planning and investment, London’s infrastructure may begin to fail or underperform,
impinging on economic growth through declining levels of service or unacceptable price rises.

280 Heblich, S., Redding, S.J., and Sturm, D.M. (2018), ‘The Making of the Modern Metropolis: Evidence from London’. Their research shows
that steam railways dramatically reduced travel times and permitted the first large-scale separation of workplace and residence in the London
area.
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5.3 Transport infrastructure to keep London moving and unlock new homes

Major investment is needed in London’s public transport to maintain the network and provide
additional capacity.

e There is a well-established economic theory which links connectivity to agglomeration effects and
improvements in local productivity (as discussed in Chapter 1). In a study for the Department for
Transport, Venables, Laird & Overman concluded that the intense economic interactions fostered by
transport links can increase productivity, both within a narrowly defined area and by linking different
areas™'.

e London’s public transport network, particularly its rail network, helps to support agglomeration,
connecting businesses and people within London and to the wider south east and beyond. Rail-based
modes of travel make up 80% of the 1.3 million trips to central London in an average weekday morning
peak period®®.

e But if the comfort, safety, accessibility and affordability of London’s transport network were
compromised, it could impinge on labour supply and investment.

e There is already significant crowding on London’s tube network and mainline trains at peak times.
Currently at 60% of stations within Zone 1, Tube trains depart with crowding in excess of four people
standing per square metre®®,

e Even with new investments like the Elizabeth line opening, demand is expected to increase faster than
supply. By 2041, TfL projects one million additional daytime journeys to/from central London by rail
leading to a 50% increase in crowding on the Underground and a 90% increase on the National Rail
Network (Figure 5.1).

e Crowding in stations and on trains causes delays and frustration, affecting the wellbeing of
commuters”®. It also increases journey times as customers wait for less crowded trains leading to lost
economic output.

e As set out in the Mayor’s Transport Strategy, the London Underground needs significant investment to
modernise the network and increase capacity including new track, trains, signalling and other
improvements. Major new public transport schemes and line extensions are also needed to increase
capacity and extend the network, most notably Crossrail 2.

281 \Venables, A.J., Laird, J. & Overman, H. (2014). ‘Transport investment and economic performance: Implications for project appraisal”
Department for Transport, October 2014.

282 TfL (2018) ‘Mayor’s Transport Strategy’, p.164

283 |bid.

284 ONS, February 2014, ‘Commuting and Personal Well-being, 2014".

GLA Economics 84


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/386126/TIEP_Report.pdf
https://www.london.gov.uk/sites/default/files/mayors-transport-strategy-2018.pdf

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Figure 5.1: Crowding on London’s Rail Network in 2041 with funded schemes only
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An inclusive, accessible, affordable transport network benefits all Londoners, and is vital for
accessing employment opportunities

e The cost of travel is an important factor in peoples” ability to access employment. Between 2008 and
2015, single Tube and bus fares increased by around 60% (nominal terms). While this supported
investment in transport networks, those on the minimum wage saw their pay rise just 17% (nominal
terms), making travel costs a larger proportion of their spending®®.

e Despite significant improvements, only 41% of the public transport network meets TfL’s definition of
being fully accessible*® limiting employment and other opportunities for those with mobility
impairments.

e London’s bus services provide the most extensive public transport network in the capital, offering low
cost, accessible travel across London’s residential outer areas as well as a dense network of services in

285 TfL (2017) “Mayor’s Transport Strategy: Supporting Evidence’.
26 |hid.
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central London. Buses are a space-efficient and affordable mode of transport but congestion on the
roads and falling speeds affect the experience of users.

e While bus travel grew by 71% between 2000 and 2015, passenger volumes fell in recent years, largely as
a result of slowing speeds and changing travel patterns. Investment in the bus network is needed to
support sustainable travel particularly in outer London where buses can also help to support the
economic health of town centres.

London’s roads are some of the most congested in Europe contributing to road safety concerns,

poor air quality, carbon emissions and physical inactivity.

e According to Inrix, road users in London lost an average of 227 hours a year idling in traffic®®
their productivity and generating harmful vehicle emissions.

e The extent of congestion (Figure 5.2) on the roads highlights the need to manage road space more
efficiently so that people can travel on sustainable modes of transport such as by bus. Currently 75% of
congestion is caused simply by there being too great a demand for limited street space”®.

e Freight activity in London has been increasing, adding to congestion on the roads. Between 1994-2015
van traffic accounted for a minimum of 10% increase in traffic in 25 London Boroughs, and is expected
to continue growing due to trends in ecommerce, just-in-time deliveries, and lengthening supply chains.
In 2015, LGV vehicle kilometres were 20% higher and HGV vehicle kilometres 4% higher than the
average for 1994- 1999°%°,

e 1In2016/17, 2,501 people were killed or seriously injured on London’s streets. 80% of these were people
walking, cycling or on motorbikes.

reducing

287 Inrix (2019), ‘Inrix 2018 Global Traffic Scorecard’.
288 TfL (2018), ‘Mayor’s Transport Strategy’. p74
289 TfL Surface Transport in Mayor of London/TfL (2017) ‘Mayor’s Transport Strategy: Supporting Evidence’
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Figure 5.2: Car journey delays across London (2017)
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Encouraging more people to adopt active forms of travel (like walking or cycling) is needed to
tackle over-crowding on public transport, congestion on the roads and environmental and health
concerns.

e Adults need at least 150 minutes and children 420 minutes of physical activity a week to stay healthy
and reduce their risk of common preventable diseases. Currently a third of Londoners achieve the
recommended daily amount of physical activity from active travel”°. More people need to be
encouraged and supported to change their daily routine. TfL estimates that 2.4 million trips in London
could be walked all the way but aren’t at present.

e The Mayor’s Transport Strategy sets a target for 80% of all trips in London to be made on foot, by cycle
or using public transport by 2041, up from a baseline of 63% in 2015.

e In order to achieve this, streets need to be re-designed around the needs of people rather than motor
vehicles. Yet London’s streets do not currently meet people’s expectations. Figure 5.3 shows that
against all the criteria which define ‘Healthy Streets’, Londoners” experiences fall below their

expectations™'.

20 TfL (2017) ‘Mayor’s Transport Strategy: Supporting Evidence Challenges & Opportunities” p15. The recommended daily amount of active
travel is two sessions of walking or cycling for at least 10 minutes.
291 For more on the Healthy Streets Approach, see: TfL (2018) ‘Healthy Streets for London’
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Figure 5.3: Comparison of experience and expectation scores for Healthy Streets indicators
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London needs significantly more housing to support population and economic growth in the
capital.

e Asdiscussed in Chapters 1 and 3, housing costs in London have a significant, detrimental impact on
Londoners’ living standards. They are also a threat to London’s international competitiveness because
the costs of accommodating workers in the capital are among the highest of all global cities.

e Evidence for the draft London Plan found that London needs 66,000 new homes a year®* to support
population growth. According to the latest Annual Monitoring Report, a total of 45,500 dwellings were
completed in 2016/17%*. This is the highest single-year total completions recorded in recent years but
still significantly below the level of estimated need.

e Supporting inclusive growth will also mean providing more affordable housing. A net total of 7,350
conventional affordable units were completed in London in 2016/17, representing 18% of total
conventional completions.

292 TfL (2017) ‘Mayor’s Transport Strategy: Supporting Evidence Challenges & Opportunities’

29 Mayor of London (2017) ‘The 2017 London Strategic Housing Market Assessment’ Part of the London Plan evidence base. This includes
both conventional completions of self-contained houses and flats, and non-conventional student bedrooms, care homes, and non-self-
contained accommodation in hostels and houses in multiple occupation.

2% GLA (2018) ‘London Plan Annual Monitoring Report 14 2016/17°
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Investing in new transport infrastructure in London will help unlock new homes and jobs.

e Transport can unlock housing and commercial development sites by providing connections, and it can
enhance delivery rates and increase densities which all improve the viability of developments.

e Many of the areas with the greatest capacity for development have poor transport connectivity,
depressing values and hampering the market®”. Investing in new public transport capacity, cycling and
walking could therefore help to unlock the delivery of thousands of homes that may not otherwise come
forward for development.

e High density living close to public transport nodes can also help people to make more sustainable travel
choices. Evidence shows that car use in London rises as public transport accessibility falls. Housing
growth and public transport investment therefore need to go hand-in-hand both to unlock growth and
to ensure it is sustainable®®.

e Major schemes that could enable significant housing development, but which require funding, include:

Crossrail 2 (200,000 homes)

Metroisation (65,000 homes)

Bakerloo Line Extension (25,000 homes)

Elizabeth line extension to Ebbsfleet (55,000 homes)

Extension of the DLR to Thamesmead (17,000 homes)

West London Orbital line (20,000) homes

Sutton link (10,000 homes).

e Further information about these schemes can be found in the Mayor’s Transport Strategy.

O O O O O O O

Projections of future passenger and freight demand indicate that the south east of England
needs additional aviation capacity. However, whether airport expansions are compatible with
inclusive and sustainable growth crucially depends on whether the environmental and health
impacts can be fully addressed, including through adequate investment in new infrastructure.

e London’s major airports support vital trade, inward investment and tourism, and provide significant
numbers of jobs. They are vital to London’s continuing international competitiveness and world-city
status. The Airport Commission forecast the need for additional runway capacity in the south east to
meet demand (in line with Airports Commission forecasts)*”.

e At the same time the challenges associated with air travel must be addressed including carbon emissions,
air and noise pollution — as well as securing sustainable surface access without placing undue pressure
on existing transport networks.

e Specifically, TfL has estimated that an expanded Heathrow Airport would mean an additional 135,000
trips by passengers and staff each day and that for this to happen without extra road trips to and from
the airport the percentage of people using public transport to get there would need to increase from
39% to 66% .

e For significant airport expansion to be accommodated sustainably and not lead to additional road traffic
movements, it will require major investment in new infrastructure by airport authorities and central
Government, particularly rail, in order to deliver the necessary additional capacity and connectivity.

e The new draft London Plan sets out the Mayor’s policy on aviation®®.

2% TfL (2017) ‘Mayor’s Transport Strategy: Supporting Evidence Challenges & Opportunities’
296 |bid. p.45

297 Airports Commission (2015) “Airports Commission: Final Report”

2% TfL (2018) Heathrow third runway: Surface access analysis

2% Mayor of London (2018) ‘Draft New London Plan” Policy T8 Aviation.
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5.4 Social infrastructure for inclusive growth

Social infrastructure, such as schools and hospitals, is needed for a growing population
especially in areas of major housing development.

e Social infrastructure covers a range of services and facilities that are important for inclusive growth and
quality of life. It includes health services, education, community, play, youth, recreation, sports, faith,
and emergency facilities. Green infrastructure in all its forms is also a key component of social
infrastructure and discussed later in this chapter.

e The new draft London Plan sets out some of the social infrastructure challenges in London and planning
policies to ensure there is enough provision. Population growth means there is expected to be a
significant requirement for new social infrastructure. For example, there is an estimated need for 71,000
additional childcare places between 2016 and 2041°®. There is also projected demand for an additional
60,000-67,000 primary school places and 105,000-122,000 secondary school places in state-maintained
schools up to 2025

300 GLA (2017) ‘Childcare Demand Projections 2017
301 GLA (2015) "Projected Demand for School Places’
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5.5 Digital infrastructure to support productivity and growth

Fast and reliable digital connectivity is essential for most businesses and households.

e Benefits from fast and reliable digital connectivity include those to consumers of being able to access
new services, benefits to businesses from being able to access new markets, cost savings in the delivery
of public services, as well as wider indirect impacts such as enhanced labour force participation, potential
for innovation, and external impacts such as improvements in health, wellbeing, and inclusion®*.

e |tis widely recognised by Government and industry that full-fibre connections are needed to serve the
future needs of businesses, households and city infrastructure as more devices become connected to the
internet®®. The Government’s Future Telecoms Infrastructure Review sets a goal for universal Fibre to
the Premises (FTTP) coverage by 2033.

e Research commissioned by the National Infrastructure Commission®* (NIC) estimated net benefits from
investment in FTTP with 100% coverage of up to £28 billion (in present value terms) by 2050°®. This is
before taking account of the potential for FTTP to deliver wider economic benefits, for example,
improvements in productivity.

The capacity and speed of London’s fixed and mobile broadband networks need to keep pace
with the demands of the modern economy and to allow London to remain internationally
competitive.

e According to Ofcom in the year to June 2017, average monthly data use per residential fixed broadband
connection, and average monthly data use per mobile SIM, increased by more than 40% to 190GB and
1.9GB respectively®®.

e London’s superfast broadband coverage (speeds up to 30mb/s) has improved and according to Ofcom
data is available to over 96% of all premises in London®”. However, actual speeds achieved by
consumers may fall well below this due to local circumstances.

e Deployment of FTTP in the UK lags behind other countries. Four per cent of premises in the UK have
access to FTTP compared with current world leaders like South Korea (c.99%) and Japan (c.97%)*®.

e According to Ofcom data from September 2018, 11.5% of properties in London have access to FTTP
(Figure 5.4).

e While there is strong private sector interest and investment in FTTP in London, there are barriers that
could slow down deployment and increase costs, necessitating government intervention. Issues
identified by stakeholders in London include access to properties (wayleave agreements) and the ‘hold-
up’ problem whereby monopoly incumbent copper providers have little incentive to invest in full fibre®®.

302 Frontier Economics (2018) “Future Benefits of Broadband Networks’ for the National Infrastructure Commission.

303 Full-fibre technology is capable of delivering speeds up to 1 gigabit per second (Gbps). 1 Gbps is equal to 1000 Mbps.

304 Frontier Economics (2018) ‘Future Benefits of Broadband Networks’ for the National Infrastructure Commission.

305 The estimated benefits include only the benefits to consumers from being able to access new innovative services and cost savings in the
delivery of public services. There is no allowance for wider economic benefits associated with productivity improvements, greater scope for
innovation, enhanced labour force participation, or ‘externality” impacts related to improved health, wellbeing, inclusion or environmental
benefits.

306 Superfast broadband does not have a single definition. The UK Government defines it as speeds greater than 24Mbps, whereas Ofcom and
the European Commission define it as speeds greater than 30Mbps.

307 House of Commons Library (2018) ‘Superfast broadband in the UK. Briefing paper CBP06643, 13 November 2018

308 DCMS (2018), ‘Future Telecoms Infrastructure Review”

305 The “hold-up’ problem occurs in areas where the existing copper provider has little incentive to invest in FTTP unless it faces losing customers
to a rival FTTP network. However, a rival network contemplating investment in these areas will anticipate that if it invests the incumbent will
follow, with a headstart on existing infrastructure and customers. The incumbent, in turn, will be aware that this risk will be sufficient to deter
new providers from entering the area. As a result, there is no investment. See DCMS (2018) ‘Future Telecoms Infrastructure Review’.
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Figure 5.4: Availability of Fibre to The Premises in London
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The rollout of 5G Mobile will support mobile working and a smarter London

e More and more of London’s infrastructure and transport services (including driverless cars) will need fast
and reliable mobile internet connections in the future.

e 5G is expected to deliver faster and better mobile broadband services to consumers and businesses,
enabling innovative new services across many sectors of the economy.

¢ Insome parts of London where mobile 4G services are theoretically available, for example around
London’s mainline stations, networks can struggle to cope with demand at peak times. 5G should help to
increase the capacity and improve the resilience of mobile networks.

e While London represents an attractive market for Mobile Network Operators to invest, stakeholders have
identified some barriers to 5G deployment. These include access to sites and planning regulations which
need to facilitate the deployment of communications infrastructure like masts, and in future, small
cells™®.

e The London Underground has historically been difficult to serve with mobile and internet coverage but
TfL plans to offer mobile connectivity from all operators, and to deploy fibre through its network of
tunnels creating a fibre spine across the city to which broadband providers can connect.

310 For a discussion of the barriers to 5G deployment, see Ofcom (2018) ‘Enabling 5G in the UK’.
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5.6 Infrastructure to meet the clean growth imperative

Long-term economic growth will need to be clean, otherwise it could be constrained by higher
pricing of externalities, legal requirements, or changing business and consumer attitudes.

Air quality in many parts of London regularly exceeds the legal limits posing a risk to health and

productivity. Investing in transport infrastructure will be necessary to address the issue.

e London is the UK’s main air pollution hotspot. Nitrogen dioxide (NO,) concentrations are particularly

bad in central London, across much of inner London and along major roads, although there are locations

in every borough that exceed legal limits (Figure 5.5).

e The UK has a legal duty to protect the quality of air citizens breathe and faces the risk of EU fines for
breaching limit values for air pollutants concentrations under the Ambient Air Quality Directives.

e But the health problems resulting from exposure to air pollution also have a high cost to society
contributing to chronic health problems and in the worst cases premature deaths. Economic costs
include those to the health service through hospital admissions and also productivity as poor health
affects peoples” ability to work.

e Inthe UK the Royal College of Physicians and Royal College of Paediatrics and Child Health concluded

that overall exposure to air pollution is linked to around 40,000 early deaths in the UK each year, with an

associated annual social cost of £22.6 billion®".

e There are well-documented inequalities in the distribution of pollutants in the UK with poorer people
tending to live in lower-quality environments which are more exposed to air pollution.

e Road transport contributes to around half of air pollution emissions in London, including nitrogen oxides
NOx (NO,), and particulate matter (PM:o and PM,5). Investing in a cleaner transport infrastructure (e.g.

in charging infrastructure for electric vehicles and in zero emissions buses) is a key part of the Mayor’s
Transport Strategy plan to achieve zero emission transport in London by 2050.

311 Royal College of Physicians and Royal College of Paediatrics and Child Health (2016) ‘Every breath we take: The lifelong impact of pollution”.

This methodology uses the standard impact pathway approach, beginning with the source of pollution (e.g. road transport) to dispersion and
atmospheric conversion (e.g. from primary NOx to secondary pollutants such as ozone, Os) and the subsequent health impact (e.g. number of
hospital admissions, premature deaths) and monetisation by valuing the ‘life years lost” due to air pollution.

GLA Economics

93


https://www.rcplondon.ac.uk/projects/outputs/every-breath-we-take-lifelong-impact-air-pollution

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Figure 5.5: Annual average concentrations of nitrogen dioxide (NO,) across London, 2016
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Source: GLA mapping of London Atmospheric Emissions Inventory (2016).
Note: the legal limit is 40 ug m-3. All areas in yellow, orange and red exceed this limit.

The decarbonisation imperative means that London will need to make significant investments in
low-carbon energy infrastructure.

e Energy is a key input to the production process for businesses and access to power and heat is a basic
requirement for all residents and workers in London. The full social cost of the consumption of fossil
fuels, which generate carbon emissions and contribute to climate change, is not taken into account in
the decision making of most businesses and consumers hence the need for government intervention to
secure a more efficient market for energy.

e In 2016, London’s greenhouse gas emissions were estimated at around 31 MtCOe (million tonnes of
carbon dioxide equivalent)®'*. This represents a 32% reduction on 1990 levels.

e Scenarios developed for the London Environment Strategy show the possible pathways towards London
becoming a net zero carbon city by 2050 (Box 5.1). They will require a mix of national and local policy
interventions and investment to support a move away from power, heat and transport networks that rely
on fossil fuels.

e All of the scenarios also rely on a significant increase in energy efficiency building retrofits by 2030. Only
35% of homes currently achieve adequate energy efficiency performance (EPC C or above) and at least
70% need to achieve EPC C by 2030%".

312 London Energy and Greenhouse Gas Emissions Inventory (LEGGI).
313 Element Energy in Mayor of London (2018), “Zero Carbon London: A 1.5°C compatible plan’.
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At the same time, a fuel poverty programme targeting support for those less able to meet the
costs of energy consumption could help to address social inclusion.

In 2016, there were an estimated 341,000 London households living in fuel poverty®', 10% of all
households in the capital. This was slightly below the national average of 11% of English households
living in fuel poverty®".

In 2016, the fuel poverty gap - the amount needed to avoid falling into fuel poverty — in London was
estimated to be £298 compared to £326 nationally®'.

There is evidence that living in a cold home is associated with poor health, including an increased risk of
disease and death for all age groups. Health impacts include mental health issues, as well as respiratory
and circulatory problems’"’. These in turn impact on productivity through increased rates of morbidity
and mortality in the workforce.

For more detailed analysis on fuel poverty in London see The London Fuel Poverty Action Plan and

supporting evidence.

314 Fuel poverty in England is measured using the Low Income High Costs (LIHC) indicator. Under the LIHC indicator, a household is considered
to be fuel poor if: 1) they have required fuel costs that are above average (the national median level); and 2) were they to spend that amount,
they would be left with a residual income below the official poverty line.

315 BEIS (2018) Fuel Poverty Statistics Detailed Tables 2016 Table 6.

316 Mayor of London (2018) ‘London Fuel Poverty Action Plan’

317 1bid.
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Box 5.1: Pathways to net zero carbon by 2050

In 2015 the UK signed up to the Paris Agreement along with 178 other countries to try to limit the global
average temperature rise to 1.5°C above pre-industrial levels. Cities like London need to achieve a steady
decline in greenhouse gas emissions and the Mayor’s Environment Strategy is designed to be compatible
with the highest ambition of the Paris Agreement, committing London to becoming a net zero carbon city
by 2050.

In order to meet the Mayor’s net zero carbon target, the GLA has modelled a number of different scenarios
for London’s future energy systems. The four scenarios are:

e Decentralised energy — focused on heat networks.

e High electrification — heat pumps powered by a renewable electricity grid.

e Decarbonised gas — hydrogen replaces gas in the grid. Carbon capture and storage enabling hydrogen to
be made from natural gas.

e Patchwork — a combination of heat pumps, heat networks and a partial hydrogen network.

Figure 5.6 shows the projected level of carbon emissions in the four scenarios. All would achieve deep
decarbonisation, but some have higher cumulative emissions.

Figure 5.6: London’s projected emissions in different scenarios (MtCO,e) 2015-2050
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318 Element Energy in Mayor of London (2018), “Zero Carbon London: A 1.5°C compatible plan’.
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5.7 Infrastructure for resilient growth

To continue to grow, London will also need to meet the resource needs of a growing population
efficiently whilst also adapting to a changing climate.

e C(Climate change is expected to mean hotter, drier summers and extreme weather events. The Thames
Water area of London and the wider South East are already classed by the Environment Agency as
‘seriously water distressed’®'"®. Thames Water predicts that without action, the combination of climate
change and population growth in London, will lead to a shortfall between the amount of water available
and the amount needed of 864 million litres per day by 2100°*.

e C(limate change is also expected to increase the frequency of intense precipitation events that lead to
flash, surface and fluvial flooding. The combination of freshwater flow and rising tidal waters expected
to affect the Thames means that much of London is at risk from flooding®'. Currently 6% of London is
at high risk (1 in 30-year event) of tidal, river or surface water flooding and 11% at medium risk (1 in
100-year event) (Figure 5.7)*%.

Figure 5.7: Risk of flooding from multiple sources in Greater London, 2017
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Source: Environment Agency data in GLA (2018) Regional Flood Risk Appraisal
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maps in this RFRA)

319 The water stress method takes a long-term view of the balance between water availability and the demand for public water supply.

320 Thames Water (2018) ‘Draft Water Resource Management Plan’.

321 UKCPO9 Projections in Mott MacDonald (2018) ‘Technical Assistance to Deliver London’s Climate Action Plan’.. Climate Action Planning
Technical Assistance Programme Work Package 4: Impacts Assessment

322 GLA (2018) ‘Regional Flood Risk Appraisal’. This is based on Environment Agency mapping that combines tidal, fluvial and surface water
flood risk.
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A growing population in London also means more waste. The management and disposal of this waste
generates negative external environmental impacts such as greenhouse gas emissions, water pollution
and contamination of land. The full social cost of these impacts is not fully taken into account in the
consumption and production decisions of consumers and businesses®”. There is growing recognition of
these external environmental costs such as the damage caused by plastics entering the ecosystem.
Around seven million tonnes of waste are produced from London’s homes, public buildings and
businesses each year. Local authorities deal with about half of this waste and the rest is dealt with by the
private sector. Around two-thirds of Local Authority Collected Waste (LACW) is either incinerated or sent
to landfill. Both are undesirable, costly and an inefficient use of resources.

Relative to other regions, London has the lowest rate of household recycling at 27% of LACW compared
an average of 41% for the rest of England (Figure 5.8).

London manages around half the waste it produces, the rest is exported to other parts of the UK (mainly
the South East) or abroad. The capacity of landfills accepting London’s waste is expected to run out by

2026 and no new capacity is currently planned®**.

Figure 5.8: Regional Local Authority Collected Waste recycling rates™
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Infrastructure investments will need to play a role alongside creative approaches to demand
management in meeting these scarcity and resilience challenges.

e Thames Water’s draft Water Resource Management Plan has examined new water supply options
including new reservoir storage, water transfer, groundwater abstraction, river abstraction, water reuse,
desalination, aquifer recharge/storage and recovery. A major new water resource (likely to be a
reservoir) is needed by 2037 to meet demand.

32 For a longer discussion of the market failures in the waste market see Defra (2011) ‘The Economics of Waste and Waste Policy’.
324 GLA (2018), ‘London Environment Strategy: Evidence Base’.
325 Defra, LACW statistics 2016/17
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e Action is also needed to maintain and improve the resilience of the existing water supply network.
Around 25% of the water put into Thames Water’s supply is lost through leaks from supply pipes and
customers’ pipes. Reducing leakage will require a major programme to replace and repair water pipes.

e Londoners also need to use less water. On average, households that have a smart meter reduce their
water use by between 15-20%°*°. Rolling out smart meters to a large proportion of London’s population
will therefore be important to help them manage their consumption better.

e Whilst well protected against tidal flooding now by the Thames Barrier, climate change will make existing
defences vulnerable. The costs of a major flood to London’s economy would be severe in terms of
damage and disruption. Much of the current flood management infrastructure, constructed 30 years ago
and in some cases more, is gradually deteriorating and will come to the end of its useful life during the
period 2030 to 2060°”. The Thames Estuary 2100 Plan sets out future requirements for London’s tidal
flood defences.

¢ Alongside this, more of London’s surface water needs to drain to Sustainable Urban Drainage Systems
(SUDS) to prevent it entering the combined sewerage network.

e London’s waste infrastructure requirements in different scenarios are set out in the London Environment
Strategy and the supporting Evidence Base. These will depend on the amount of waste produced per
person, the amount of waste recycled, and how food waste is handled, London needs both to reduce the
amount of waste produced, and ensure it has access to sufficient capacity to recover value from more of
its waste and remove the reliance on landfill.

e Waste is also an input to economic activity from the recovery of material or energy from waste. The way
waste is managed, and materials reused, could support new forms of economic activity in the ‘low
carbon circular economy’. The “circular economy’ is one that seeks to keep products, components and
materials at their highest use and value at all times. Analysis by Amec Foster and Wheeler found that it
could contribute an additional £7bn per annum to the London economy based on the net financial

benefits in five areas of: the built environment, food, textiles, electricals and plastics®®.

Resilient and well-planned infrastructure also requires coordination between organisations and
greater acknowledgement of the interdependencies between infrastructure systems.

e The infrastructure market in London can suffer from coordination and information failures leading to
infrastructure providers maintaining or reinforcing their networks in silos®*. When streets are dug up
more than once unnecessarily it leads to social costs such as travel delays, carbon emissions and
pollution. Moreover, coordinating the necessary investment in infrastructure in parallel (or ahead of)
major development in London can be challenging, leading to delays or suboptimal development.

e Infrastructure systems are also increasingly interdependent; a catastrophic failure of one system (e.g.
digital) can have major knock-on impacts to another (e.g. transport). Research by the Infrastructure
Transitions Research Consortium (ITRC) highlights the need for Infrastructure to be understood, and
planned for, as an integrated system of systems if it is to be resilient and if it is to contribute to

sustainable development®*°.

326 Thames Water (2018) ‘Draft Water Resources Management Plan 2019’

327 Environment Agency (2012) ‘Thames Estuary 2100 Plan’.

328 See London Waste & Recycling Board, ‘Towards a circular economy — context and opportunities’.
323 Mayor of London (2018), ‘Infrastructure and Development Coordination Business Case’

330 UNOPS (2018) ‘Infrastructure: Underpinning Sustainable Development’.
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5.8 Green infrastructure for wellbeing and productivity

Continuing to invest in green infrastructure should also support Londoners’ health, wellbeing
and productivity, as well as helping to mitigate the impacts of climate change.

e Creen infrastructure can promote healthier living, enhance mental wellbeing, increase property values
and reduce the burden on other infrastructure such as the drainage and sewerage system. These benefits
are economically valuable but are not widely understood.

e Methodologies such as Natural Capital accounting have sought to address this by presenting the
benefits in a similar way to other capital assets. In London, a Natural Capital account for London’s Parks
and Green Spaces®' and an economic evaluation of London’s trees and woodlands showed that:

o Public parks and green spaces provide services, such as the improvement of public health, that are
valued at £5bn per year, with each £1 spent on public green space providing at least £27 of
economic value.

o London’s approximately eight million trees provide at least £133m of economic benefits a year by
removing pollution, storing carbon and reducing surface water flooding.

e The impacts of population growth and climate change in London will require the provision of more green
infrastructure to:

o Provide Londoners with sufficient open space (for their health, wellbeing and recreation needs).

o Increase London’s resilience to climate change.

o Ensure the conservation and enhancement of the natural environment.

The efficiencies that can be achieved through ‘clean growth’, and the political imperative of tackling climate
change, mean there are significant opportunities for growth in the environmental goods and services sector.
London’s strengths in these areas are set out in Chapter 6.

331 Vivid Economics (2017) ‘Natural capital accounts for public green space in London’. Report for the Greater London Authority, National Trust
and Heritage Lottery Fund.
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6 Ideas
Rachel Hesketh, Luigi Mosca, Michele Pittini

6.1 Introduction
Innovation is a critical driver of productivity growth, at the national and local level. The economic literature
points to the key role of technological change (brought about by innovation) in supporting long-term

productivity and economic growth, allowing output to be increased without requiring more inputs®*.

Innovation is also important from the perspective of inclusion, both in terms of the process - the extent to
which all individuals, social groups, firms, sectors and places can participate in innovation - and in terms of
whether and how innovation contributes to inclusive growth outcomes.

This chapter presents evidence on London’s innovation performance across a range of indicators. It
examines both inputs to and outputs from the innovation process, barriers to innovation and industry
research strengths. It also presents data on the inclusiveness of innovation in London — the extent to which
all of London’s businesses and all Londoners can participate in innovative activities. Finally, it touches on
how innovation is likely to impact on the London economy in the future.

The evidence presented in this chapter is indicative of London’s innovation performance rather than a
conclusive assessment. Data on innovation performance at the local level is not extensive and there are
important limitations associated with many of the main indicators. Externally-commissioned research into
innovation diffusion in London and the development of the next generation of productivity-enhancing
enabling technologies (which can be applied across firms and sectors) by London tech companies will help
to further develop this emerging picture of innovation in London.

332 See Huggins, R. (2018). ‘Innovation and Productivity: Towards a Research and Policy Agenda’ and Department for Business, Innovation and
Skills (2011). ‘Innovation and Research Strategy for Growth’ for an overview of the theory.
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Box 6.1: Defining R&D, innovation and inclusive innovation

Research and development (R&D) is defined by the OECD as comprising “creative and systematic work
undertaken in order to increase the stock of knowledge — including knowledge of humankind, culture and
society — and to devise new applications of available knowledge.” It covers three types of activity: research,

applied research and experimental development®*.

Innovation is typically thought of as a broader concept than simply R&D. The OECD for example defines

innovation as four activities®*:

1. Product innovation: A good or service that is new or significantly improved.
2. Process innovation: A new or significantly improved production or delivery method.

3. Marketing innovation: A new marketing method involving significant changes in product design or
packaging, product placement, product promotion or pricing.

4. Organisational innovation: A new organisational method in business practices, workplace organisation
or external relations.

Similar definitions are employed by the European Commission and in the UK?**>?%¢,

The criticism of this definition that it focuses heavily on degree of novelty as the mark of innovation, and
has nothing to say about the extent to which new innovations diffuse and are adopted. This is where the
potentially transformational impact of innovation lies*”. We need to take account of both new-to-market
and new-to-firm innovations.

The OECD defines inclusive innovation policies as: “those that aim to remove barriers to the participation of
individuals, social groups, firms, sectors and regions that are underrepresented in innovation activities. Their
objective is to provide all segments of society with equal opportunities to successfully participate in and
benefit from innovation.”

333 OECD (2015). ‘Frascati Manual 2015: Guidelines for Collecting and Reporting data on Research and Experimental Development’ (pp. 44-45)
334 OECD. ‘Defining Innovation”

335 Eurostat. ‘Glossary: Innovation activity”

336 Department for Business, Energy and Industrial Strategy. ‘The UK Innovation Survey: Headline Findings 2014 to 2016

337 Greater Manchester Independent Prosperity Review (2019). ‘Understanding Innovation and Innovation Ecosystems’
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6.2 The importance of innovation for local inclusive growth

There is now a substantial body of research linking innovation to productivity growth at the
national level, but also highlighting the importance of innovation for regional and local economic
performance.

e Hall concludes from her review of 25 studies that there is a positive relationship between innovation and
firm-level productivity, acknowledging the significant difficulties associated with measuring
innovation®®.

e Looking at the UK specifically, the Department for Business, Innovation and Skills (BIS) found a strong
correlation between product innovation (developing new products) and labour productivity, with a 1%
increase in firms’ innovation sales per employee associated with a 0.55% increase in productivity>>.

e BIS also found in a separate study that ‘regions” prosperity significantly depends upon their institutions’
capacity to support innovative firms, institutions and people”®.

¢ In line with this assessment, econometric analysis for the Greater Manchester Independent Prosperity
Review found that the proportion of science and technology jobs in a local economy — a proxy for

innovation — is highly correlated with productivity in the UK city-regions studied*'.

Innovation is also relevant from the perspective of inclusive growth. Tackling the gap between
innovative and less innovative firms is important in ensuring that growth and productivity
improvements can be achieved across the economy.

e Unequal participation in innovation is starting to be identified as a potential contributor to the widening
gap between “frontier firms and those that lag behind**.

e According to the OECD, while frontier firms invest, innovate and grow their productivity, the bulk of
firms that are less productive are unable to keep pace and increasingly unable to benefit from the
innovations created at the frontier®”.

e This growing gap in innovativeness and productivity between firms is linked to inequality between
workers, with employees in innovative, knowledge economy firms seeing their wages and opportunities
rise, while those in less productive firms see their wages and opportunities stagnate or decline.

e There is plenty of empirical evidence that more innovative or R&D intensive firms pay higher wages on
average. This appears to benefit both low and high-skilled workers within the firm, and perhaps
particularly the lower skilled. Aghion et al. find that the wage premium to working in a more R&D
intensive firm is higher for low-skilled workers than for high-skilled workers. They suggest that this is
because of the lower-skilled worker’s highly firm-specific skills, which strongly complement the other

production factors within the firm>*.

338 Hall, B. (2011). ‘Innovation and Productivity’

339 Department for Business, Innovation and Skills (BIS) (2011). “Innovation and Research Strategy for Growth’

340 Department for Business, Innovation and Skills (BIS) (2015). ‘Mapping Local Comparative Advantages in Innovation’ pp. 6.
341 Greater Manchester Independent Prosperity Review (2019). ‘Audit of Productivity’

342 See for example Nesta (2019). ‘Imagination Unleashed: Democratising the Knowledge Economy’

34 OECD (2017). Making Innovation Benefit All: Policies for Inclusive Growth

344 Aghion, D. et al. (2017). ‘The Innovation Premium to Low Skill Jobs’
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As well as contributing to economic performance via productivity, innovation also has a direct
effect on the places where it is located. Innovation clusters can support local job creation,
though different studies reach different conclusions about the types of employment created.

e Innovation is a place-based process given the clustering of innovation assets. There is an incentive for
universities, research institutes, innovative firms and other innovators to locate next to one another to
benefit from economies of agglomeration, including knowledge transfer and the sharing of ideas®®.

e These innovation clusters can have effects on the local labour market in terms of employment, the
composition of employment and wages. Employment effects can be direct (in institutions that are part
of the cluster), indirect (in businesses servicing the cluster) or induced (arising from the increased
demand for goods and services in the local economy generated by employees of the cluster)*®.

e The academic literature on the effects of innovation clusters on local labour markets does not point to
conclusive findings on either the direction of the overall effect on employment or differential impacts on
different types of employment (Box 6.2). As a result, it is difficult to draw general conclusions on the
inclusive growth impacts of policies aimed at promoting innovation clusters.

3% See Carlino, G. and Kerr, W. (2014). ‘Agglomeration and Innovation’
3% Tyler, P. et al. (2015). The Cambridge Bioscience Impact Assessment Study
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Box 6.2: Studies of the impact of innovation clusters on local employment

There are a number of recent academic studies that have considered the impacts of innovation clusters on
local employment. The question of whether jobs in high-tech/innovative clusters impact favourably
(through multiplier effects), neutrally or negatively on other forms of local employment is clearly important
for an inclusive innovation and from a place perspective.

A review of the literature by Ciarli et al. concludes that, in general, innovation activity leads to increased
employment (though not all studies find a positive relationship)**. Different studies however reach different
conclusions about the types of employment created.

Looking at the UK specifically, Lee and Clarke find that high-tech jobs have a positive employment
multiplier, with most of the jobs they create in located in low-paying services and going to low-skilled

residents®.

Tyler et al.’s assessment of the local economic impact of the Cambridge biosciences cluster, however, found
that most the employment generated by the cluster across the local economy was in high-skilled, R&D

roles®®.

Ciarli et al. find that the employment effects depend on the prior characteristics of the area. In areas with a
high share of employment in routinised jobs, increased R&D by local firms increases employment overall, but
employment in manufacturing falls while jobs are created in services (mainly non-tradable and personal
services). Meanwhile, in areas with a low proportion of routinised jobs, increased R&D has no overall impact
on employment, but creates high-skill jobs in manufacturing at the expense of low-skill**. Given London is
an area with a relatively low proportion of routinised jobs, this would imply that innovation by firms will tend
to shift the composition of employment towards high-skilled jobs.

The impacts of innovation clusters on local poverty and inequality are hard to pin down conclusively. A
review of the evidence for the Greater Manchester Independent Prosperity Review summarised that while
attracting high-tech, innovative industries can have a positive impact on employment and wages locally, it is

not a sufficient measure to address local poverty and income inequality®'.

Making innovation more inclusive could also contribute to improved innovation performance,
innovation that better meets citizens’ needs and stronger economic performance.

e Recent studies have suggested that higher levels of inequality and lower participation in the innovation
process can be detrimental to the quality of innovation outputs®?*>. Ensuring innovators are more
representative of the population can help to better ensure that innovations meet the needs of citizens.

e The OECD also argues that more inclusive innovation can support growth and job creation, with unequal

opportunities for participation representing a misallocation of resources®”.

347 Ciarli, T. et al. (2018). ‘The Impact of R&D on Employment and Self-Employment Composition in Local Labour Markets’

348 | ee, N. and Clarke, S. (2017). ‘Who gains from high-tech growth? High-technology multipliers, employment and wages in Britain’
3% Tyler, P. et al. (2015). The Cambridge Bioscience Impact Assessment Study

350 Ciarli, T. et al. (2018). ‘The Impact of R&D on Employment and Self-Employment Composition in Local Labour Markets”

351 Greater Manchester Independent Prosperity Review (2019). ‘Understanding Innovation and Innovation Ecosystems’

352 Greater Manchester Independent Prosperity Review (2019). ‘Understanding Innovation and Innovation Ecosystems’

353 Nesta (2019). ‘Imagination Unleashed: Democratising the Knowledge Economy’

354 OECD (2017). Making Innovation Benefit All: Policies for Inclusive Growth
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6.3 London’s overall innovation performance

London is a highly innovative region in pan-European comparison and has become more
innovative over time.

e The 2019 Regional Innovation Scoreboard (RIS) ** ranks London as Innovation Leader, with

performance more than 20% above the EU average™®.

London performs particularly strongly on tertiary education and collaboration by innovative SMEs, but
has a relative weakness in R&D spending by the business sector (Figure 6.1)*’.

Looking at successive iterations of the RIS, London’s scores have increased over time — by 10.6% since
the 2011 iteration of the RIS**® **°. However, London’s rank among European regions slipped from 24 in
2017 to 36 in 2019°.

It is also important to emphasise the innovation strengths of the Wider South East region. London, the
South East and the East of England make up the three most innovative regions in the UK according to
the RIS, and the South East ranks among the top 25 Regional Innovation Leaders in Europe™'. There is
substantial collaboration on innovative activity among institutions across these regions, and they may

function together as an innovation system to some extent.

3% The RIS is a basket of 18 indicators of innovation activity, collated from a range of sources and including a combination of inputs to and
outputs of the innovation process. See: European Commission (2017). ‘RIS 2017 — Methodology report’

3% European Commission (2019). ‘Regional Innovation Scoreboard 2019’

357 European Commission (2019). ‘Regional Profiles: United Kingdom’

38 Change over time is calculated as the difference between the performance in 2019 relative to that of the EU in 2011 and performance in
2011 relative to that of the EU in 2011.

359 European Commission (2019). ‘Regional Innovation Scoreboard 2019

360 European Commission (2019). ‘Regional Innovation Scoreboard 2019’

361 European Commission (2019). ‘Regional Innovation Scoreboard 2019’
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Figure 6.1: London’s innovation performance across key indicators, relative to the UK and to the
EU in 2019
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The following sections will outline this performance in more detail, assessing innovation inputs, outputs,
collaboration and barriers to innovation.
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6.4 Inputs to innovation in London

London has strong fundamentals for innovation, with a very highly qualified workforce and
strong, often world-leading, higher education institutions (HEIs). These contribute to human
capital formation as well as being innovation actors.

e In 2018, 58% of Londoners aged 25-64 held a ‘high” level qualification (NVQ4 or above), compared to
41% in the rest of the UK. This is up from only 36% of London adults in 20043,

e This is important for innovation. The UK Innovation Survey observes that innovative firms employ more
highly-qualified staff than businesses that don’t innovate®>.

e According to London Higher, 40 of the UK’s 172 higher education providers are located in London, and
16% of UK students studied at a London institution in 2017/18 — nearly 382,000 students®** **.

e This includes five of the ‘Russell Group” of research-intensive universities; Imperial College London,
University College London, the London School of Economics and Political Science, King’s College
London and Queen Mary University of London®*®.

e London universities secured 30% of all research grant funding (totalling £538 million) provided by

Research England to higher education providers in England in 2018-19°%.

As one of the world’s leading financial centres and start-up hubs, London is a great place for
innovative businesses to access finance and business support.

e According to data from PitchBook, London-based firms received almost £21.7bn in venture capital (VC)
investment between 2008 and 2018, 58% of the total invested in the UK as a whole in that period
(£37.2bn)*®,

e Looking at other international cities, London is second only to New York in terms of its ability to attract
venture capital (Figure 6.2).

e The vast majority of VC investment in London is in early stage and later stage VC (looking at total VC
investment in London over the period 2008 to 2018, 34.8% was classed as early stage VC, and 42.6% as
later stage). 5.2% was angel investment, and 5.8% was seed investment.

e The IT sector is the single most important destination for VC investment in London. Between 2008 and
2018, 43.8% of VC investment in London went into information technology. The next largest recipient
of VC investment was the business to consumer (B2C) sector, at 18.0% (Figure 6.3).

e London is home to a high concentration of accelerators and incubators, which can help to nurture
innovative start-ups (Table 6.1)°%.

362 GLA Economics (2018). “Skills strategy for Londoners: Evidence base’

363 Department for Business, Energy and Industrial Strategy. ‘The UK Innovation Survey: Headline Findings 2014 to 2016

364 London Higher (2019). ‘Students in Higher Education 2017/18

365 40 London HEls includes Royal Holloway, the University of London and University College of Osteopathy, but excludes the Open University.
366 Russell Group. ‘Our universities”

367 London Higher (2019). ‘Teaching and Research Recurrent Grants for 2018-19

368 Analysis of PitchBook data (not publically available)

369 Department for Business, Energy and Industrial Strategy (2017). ‘Business incubators and accelerators: UK directory”
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Figure 6.2: Total venture capital investment in selected international cities, 2008-2018
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Figure 6.3: Venture capital investment into London by primary industry sector, 2008-2018

0%

44% I

18%
1%
8%

» Business to Business (B2B) = Business to Consumer (B2C) = Energy
» Financial Services = Healthcare = [nformation Technology
= Materials and Resources

Source: GLA Economics calculations using data from PitchBook

GLA Economics

109



Developing the evidence base for London’s Local Industrial Strategy - Interim report

Table 6.1: Number of business incubators and accelerators (June 2017)

London Rest of the UK
Accelerators 80 92
Pre-accelerators 7 5
Incubators 33 183
Co-working spaces 17 34

Source: Nesta and Department for Business, Energy and Industrial Strategy Business Incubators and Accelerators: UK Directory

London’s R&D spending is lower than that of other highly innovative UK regions, but it has been
growing strongly in recent years.

e R&D spending is viewed by the OECD as a key indicator of a place’s innovative efforts®”®. The UK
Government has also highlighted the importance of spending on R&D to drive innovation, committing in
its Industrial Strategy to raising total spending on R&D to 2.4% of GDP by 2021, and 3% over the longer
term.

e 1In 2017, R&D spending in London totalled £5,548m, almost 16% of total UK R&D spending. This is
slightly less than the South East and the East of England®”’.

e However, R&D spending has grown fastest in London of any region over the last three years, with an
average annual growth rate of over 10%. This is more than double the annual growth rate in R&D spend
for the UK as a whole (Table 6.2).

Table 6.2: UK R&D expenditure 2015-17, regional breakdown

£ million

Current prices

United Kingdom 31,626 33,130 34,808 4.9%
London 4,539 4,899 5,548 10.6%
England 28,152 29,436 30,840 4.7%
North East 633 629 707 5.7%
North West 2,903 3,165 3,040 2.3%
Yorkshire and the Humber 1,439 1,401 1,641 6.8%
East Midlands 1,932 2,074 1,938 0.2%
West Midlands 2,648 2,782 2,965 5.8%
East Midlands and West Midlands 4,580 4,856 -

East of England 5,430 5,662 5,938 4.6%
South East 6,527 6,665 6,730 1.5%
South West 2,101 2,159 2,334 5.4%
Wales 663 716 744 5.9%
Scotland 2,150 2,331 2,529 8.5%
Northern Ireland 660 647 695 2.6%

Source: Office for National Statistics
Notes: CAGR is compound annual growth rate

370 OECD (2013). ‘Science and Technology: Research and Development’
371 Office for National Statistics (2019). ‘Gross domestic expenditure on research and development, by region, UK’
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R&D spending by higher education is more important in London than for other regions, and
business spending less so, but business spending has been the driver of growth in recent years.

e InLondon, as in the UK, R&D expenditure by the business sector is the single largest contributor to total
R&D spend. However, it is relatively less important in London than in the UK as a whole. Looking at the
average for the period 2015-17, business expenditure accounted for 46.7% of total R&D spending in
London, compared to almost 67.1% in the UK (Table 6.3)*".

e The flip side of this is the much greater significance of R&D spending by the higher education sector in
London.

e However, since 2015, growth in R&D expenditure in London has been driven by the growth in business
spending, with an average annual rate of growth of over 20%. Spending by the private non-profit sector
has also grown significantly, but from a low base, while spending by the higher education sector has
declined.

e Similar patterns are observed in the UK as a whole (with the exception of the growth in spending by the
higher education sector at the UK-wide level). However, the growth in R&D spending by the business
sector in London has been much faster.

e R&D spending as a proportion of GDP rose in London between 2015 and 2017, from 1.24% to 1.29%°".
As described above, this was driven by an increase in business spending. This implies London has a role
to play in helping the Government to meet the 2.4% of GDP target for R&D spending.

Table 6.3: R&D expenditure by sector of performance, 2015-17

£ million UK London
e O T R
Government 2,158 6.5 2.3 442 8.8 2.1
Higher education 8,072 243 1.0 1,978 39.6 -0.6
Private non-profit 696 2.1 9.1 241 48 304
Business 22,265 67.1 6.5 2,335 46.7 20.9
Total 33,191 100 49 4,996 100 10.6

Note: CAGR is compound annual growth rate

R&D spending by London businesses is disproportionately carried out by the services sector. This
is in contrast with the UK as a whole, where manufacturing dominates.

e Looking at broad sectors across the UK, R&D spending by manufacturing industries is relatively more
important than spending by services industries. This pattern is reversed in London, reflecting the
capital’s greater orientation towards services (Table 6.4).

e While growth in R&D spend by manufacturing sectors in London between 2015 and 2017 has been
comparable to growth in the UK as a whole, growth in spending by the services sector has been
significantly higher (almost 24% per annum in London compared to 13% per annum in the UK). This
might imply that services in London are relatively more research intensive and innovative than in the
wider UK.

372 Office for National Statistics (2019). ‘Gross domestic expenditure on research and development, by region, UK’
373 Calculated using data from Office for National Statistics (2019). ‘Gross domestic expenditure on research and development, by region, UK’
and Office for National Statistics (2018). ‘Regional economic activity by gross value-added (balanced) , UK: 1998-2017"
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e Alternative data on R&D spending in London shows that London businesses both invest in internal R&D
and acquire it from external sources. Specifically, the London Business Survey found that around a fifth
of businesses surveyed were investing in internal R&D while 5% acquired it externally (Figure 6.4)*"*.

Table 6.4: R&D expenditure by broad product groups, 2015-17

£ million UK London
Average CAGR Average

rTOTAL 22,265 6.49% 2,335 20.9%
Manufacturing: Total 15,202 3.7% 427 4.7%
Chemicals 5117 2.0% 262 -3.1%
Mechanical engineering 1,142 3.5% 8 48.3%
Electrical machinery 1,695 -1.9% 80 12.5%
Transport 3,640 14.4% 11 44.4%
Aerospace 1,709 -5.4% 15 30.8%
Other manufacturing 1,899 2.8% 55 14.9%
Services 6,342 13.1% 1,837 23.7%
Other: Total 721 9.1% 70 68.6%
}Agriculture, hunting & forestry; Fishing 138 1.8%

Extractive industries 185 -11.3%

Electricity, gas & water supply; Waste management 173 -1.4% 21 -9.1%
Construction 225 47.8% 44 118.6%

Source: Office for National Statistics
Notes: CAGR is compound annual growth rate

374 GLA Economics (2014). ‘London Business Survey 2014: Main findings’
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Figure 6.4: London businesses investing in innovation by type of activity, 2014
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There is evidence that fiscal incentives can be effective at increasing R&D spending, but the
effect on innovation is uncertain.

e Areview of high-quality evidence by the What Works Centre for Local Economic Growth found that both
R&D grants, loans and subsidies and R&D tax credits can increase firms” R&D expenditure®”.

e R&D grants, loans and subsidies were found to sometimes raise innovative activity in recipients, but the
effects are not always positive and the effect is stronger for self-reported measures of innovation.
‘Sector neutral” approaches were found to be more successful at raising R&D spending and innovation
than those targeting specific sectors.

e R&D tax credits too were found to sometimes increase R&D spending. The review found a lack of

evidence on the impact of tax credits on innovative activity.

Increasingly, innovation research indicates that it is not only the quality of the inputs to the
innovation process that matters, but the effectiveness of the system in which they are brought
together.

e (Cities tend to have stronger innovation systems compared with smaller places, though innovative
performance also varies substantively across cities®”®.

e There is a lack of research focusing specifically on the strengths and weaknesses of the London
innovation ecosystem, though Athey et al. point to the innovative strengths of the London fashion
cluster, fueled by high and diverse market demand, cultural dynamism and extensive informal networks

among those working in the sector.

375 What Works Centre for Local Economic Growth (2015). ‘Evidence Review 9: Innovation’
376 Athey, G. et al. (2009). ‘Innovation and the city’
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6.5 Innovation activities and outputs in London

Innovation activity can result in a range of outputs, including new products and processes, the
introduction of new approaches to marketing, or organizational or operational improvements.
London firms carry out many types of innovation, at similar rates to firms across the UK.

e The UK Innovation Survey (UKIS) is the main source of data on the innovative activities of UK
businesses, though data is also available for London from the 2014 London Business Survey.

e Looking at data from the UKIS 2017, the percentage of enterprises engaging in different types of
innovation activity is similar in London to the UK as a whole (Table 6.5)*".

e Most common are wider innovation activities, involving improving forms of business organisation and
marketing strategies; and investments to support innovation (for example in R&D, training or machinery
and equipment). Product innovation (including the introduction of both new or significantly improved
goods and services) is more common than process innovation.

Table 6.5: Enterprises engaging in innovation activity by type of activity, 2014-16, London and
UK

Type of activity per cent London
Broader innovator3’® 50.3 48.5
Innovation active 49.0 46.9
Product innovator 23.7 215
Process innovator 15.8 14.4
Wider innovator 36.0 36.8
Ongoing innovation projects 16.8 15.7
Scaled back innovation projects 47 4.6
Abandoned innovation projects 3.8 3.3
Investment activities linked to innovation 442 41.2

Source: UKIS 2017

Notes: The UKIS defines innovation as four activities®”.
1 The introduction of a new or significantly improved product (good or service) or process;
1I. Engagement in innovation projects not yet complete, scaled back, or abandoned;
1II. New and significantly improved forms of organisation, business structures or practices, and marketing concepts or
strategies;
. Investment activities in areas such as internal research and development, training, acquisition of external knowledge or
machinery and equipment linked to innovation activities.

A business that engages in I-1ll is considered ‘innovation active’, a business conducting any of the activities under Ill is described
as a ‘wider innovator’, while a business that conducts any of I-IV is a ‘broader innovator.

377 Department for Business, Energy and Industrial Strategy. ‘UK Innovation Survey 2014-16: statistical annex’
378 The category “broader innovator’ includes both firms that are ‘innovation active” and those investing in activities linked to innovation
379 Department for Business, Energy and Industrial Strategy. ‘The UK Innovation Survey: Headline Findings 2014 to 2016
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Larger firms are more likely to be innovative in London, although there is no clear relationship
between firm age and innovation activity. What is clear is that innovation is most common
among firms in London’s knowledge-intensive industries.

Micro firms are least likely to innovate in London, with 53% of firms surveyed in the London Business
Survey reporting being innovation active. This compares with 75% of SMEs and 88% of large
enterprises’.

Businesses established between 2009 and 2011 were more likely than both older and younger
businesses to be innovating in 2014, with 66% innovation active.

The industries in London with the highest percentage of innovative companies are health, social work,
scientific R&D and veterinary services (75%), financial and insurance activities (67%), and digital
technologies (67%).

Overall, the proportion of London businesses that are innovation active has increased over time,
but it remains slightly lower than the UK average.

Between the 2013 and 2017 iterations of the UKIS, the proportions of UK businesses that were
innovation active increased from 44.4% to 49.0%. Among London businesses over the same period, the
proportion identified as innovation active increased from 42.2% to 46.9% (Table 6.6)" 38 38 3%

The 2017 UKIS reported a general decline in innovative activity across the UK since 2015, with the
proportion of firms considered innovation active falling from 53.0% to 49.0%. London experienced a
smaller decline than most other regions; from 48.0% in 2015 to 46.9% in 2017.

The slightly lower rate of reported innovative activity among London businesses than businesses across
the UK is likely to be driven more by the sectoral composition of the London economy than by the
innovativeness of its individual firms — manufacturing firms tend to be slightly more innovative than
services firms, and the London economy is dominated by services®.

Additionally, innovation can be more difficult to measure in some service industries, particularly where
the service is highly individualised such as consultancy and ICT, both of which are important industries in
London* 3%

It is worth noting however that the London Business Survey reports higher levels of innovation activity in
London than the UKIS, finding that 58% of businesses were ‘innovation active” in 2014. This compares

to 46.9% in the 2017 UKIS.

380 GLA Economics (2014). ‘London Business Survey 2014 - Innovation”

381 The UKIS defines a business as being ‘innovation active” if it engages in: 1. The introduction of a new or significantly improved product (good

or service) or process; 2. Engagement in innovation projects not yet complete, scaled back, or abandoned; 3. New or significantly improved
forms of organisation, business structures or practices, and marketing concepts or strategies. (see

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/700472/ukis_2017_headlines_final.pdf)

382 Department for Business, Energy and Industrial Strategy. ‘UK Innovation Survey 2014-16: statistical annex’

383 Department for Business, Energy and Industrial Strategy (2016). ‘UK Innovation Survey 2015: interactive report and statistical annex’
384 Department for Business, Innovation and Skills (2074). ‘UK Innovation Survey 2013: statistical annex’

385 Comments from Professor Stephen Roper, Enterprise Research Centre

38 Comments from Professor Stephen Roper, Enterprise Research Centre

387 Greater Manchester Independent Prosperity Review (2019). ‘Understanding Innovation and Innovation Ecosystems’

GLA Economics


https://data.london.gov.uk/dataset/london-business-survey-2014-innovation
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/700472/ukis_2017_headlines_final.pdf
https://www.gov.uk/government/statistics/uk-innovation-survey-2017-main-report
https://www.gov.uk/government/statistics/uk-innovation-survey-2015-statistical-annex-and-interactive-report
https://www.gov.uk/government/statistics/uk-innovation-survey-2013-statistical-annex
https://www.greatermanchester-ca.gov.uk/media/1907/gmipr_tr_understandinginnovationandinnovationecosystems.pdf

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Table 6.6: Enterprises that are innovation active by region, 2013-2017

Per cent 2013 2015 2017 CAGR
UK 44 4 53 49 5%
London 42.2 48 46.9 5.4%
North East 46.6 52.8 42 -5.1%
North West 41.8 52.6 48.7 7.9%
Yorkshire and The Humber 43 64.7 49.3 7.1%
East Midlands 48.8 56.3 51.6 2.8%
West Midlands 434 55 52 9.5%
Eastern 46 56.4 51.6 5.9%
South East 45.8 56.9 51.1 5.7%
South West 47.2 434 52.5 5.4%
Wales 46.6 50.8 46.5 -0.2%
Scotland 433 50.4 45 1.9%
Northern Ireland 39.4 447 38.8 -0.8%

Source: UK Innovation Survey 2017
Notes: CAGR is compound annual growth rate

More work is needed to establish effective policy levers for increasing innovation activity.

e A review for the Productivity Insights Network points to evidence on the role of entrepreneurship in
innovation, with entrepreneurs acting as ‘knowledge filters” that turn the knowledge generated by
researchers into commercial opportunities®®. This might imply that policies to support entrepreneurship
could also positively impact on innovation.

e This review also finds that evidence on the effectiveness of regional innovation policy is mixed. There is
limited evidence, for example, showing that the channelling of public funding to weaker regions is
successful in raising innovation and productivity.

e Local institutions may be important in determining the innovativeness of a region. Studies have found
that there is a strong relationship between regional government quality and patent activity across the
EU**, and that investments in innovative functions by multinational corporations are strongly influenced
by a region’s economic, social, political and institutional characteristics®®.

e There also appears to be support in the literature for the ‘smart specialisation” approach to regional
innovation, advocated by the EU in recent years®' *** This involves prioritising innovation that builds
from a region’s existing assets and competitive strengths”.

e Others have suggested that innovation policy has tended to be developed implicitly with manufacturing
in mind, and that a different approach may be merited to promote innovation in services and the
creative economy. Such approaches might include using public procurement to drive innovation in
services, supporting skills development, promoting the mobility of skilled labour between companies and

encouraging the use of Knowledge Exchange Partnerships between businesses and universities®*.

38 Huggins, R. (2018). ‘Innovation and Productivity: Towards a Research and Policy Agenda’

389 Rodriquez-Pose, A. and Di Cataldo, M. (2014). ‘Quality of government and innovative performance in the regions of Europe’

3% Crescenzi, R., Pietrobelli, C. and Rabelotti, R. (2014). ‘Innovation drivers, value chains and the geography of MNCs in Europe’

391 Greater Manchester Independent Prosperity Review (2019). ‘Understanding Innovation and Innovation Ecosystems’

3% Crescenzi, R. and Gagliardi, L. (2018). ‘The innovative performance of firms in heterogenous environments: The interplay between external
knowledge and internal absorptive capacities’

3% European Commission. ‘What is Smart Specialisation?”

3% Greater Manchester Independent Prosperity Review (2019). ‘Understanding Innovation and Innovation Ecosystems’

GLA Economics 116


https://productivityinsightsnetwork.co.uk/app/uploads/2018/11/Evidence-Review_Innovation-and-Productivity.pdf
https://academic.oup.com/joeg/article-abstract/15/4/673/2412411
http://eprints.lse.ac.uk/51482/1/Crescenzi_etal_Innovation-drivers-value-chains_2013.pdf
https://www.greatermanchester-ca.gov.uk/media/1907/gmipr_tr_understandinginnovationandinnovationecosystems.pdf
https://www.sciencedirect.com/science/article/pii/S0048733318300313
https://www.sciencedirect.com/science/article/pii/S0048733318300313
http://s3platform.jrc.ec.europa.eu/what-is-smart-specialisation-
https://www.greatermanchester-ca.gov.uk/media/1907/gmipr_tr_understandinginnovationandinnovationecosystems.pdf

Developing the evidence base for London’s Local Industrial Strategy - Interim report

6.6 Collaboration on innovation

Innovation today is not an isolated process conducted in laboratories, but involves collaboration
with different actors to draw in external ideas®”. London appears to be relatively strong at
facilitating collaborative innovation.

e The UK Innovation Survey includes a question on whether the business cooperated on innovation
activities with other actors, including other businesses, higher education institutions, the public sector or
consultants.

e According to UKIS 2017, 58% of innovation-active businesses in the UK reported having cooperation
agreements, up from 40% in the 2015 survey>*.

e Cooperation with almost all types of partners is more common among London innovators than in the UK
as a whole (Table 6.7).

e Both UK-wide and in London specifically, cooperation with all types of partners increased between the
2015 and 2017 surveys.

e The Higher Education Statistics Agency also collects data on the cooperation of universities with
businesses via its Business-Community Interaction Survey®”.

e According to this survey, London higher education providers have increased their income from
collaborative research involving public funding with non-academic organisations over the last few years,
from almost £250m in 2015-16 to £322m in 2017-18 (Figure 6.5).

e London institutions” share of all income earned from collaborative research by UK higher education
providers has also increased over time, from 19.4% in 2015-16 to 23.5% in 2017-18.

e Asof 2017-18, London HEls had 242 active spin-off companies®®, with 1512 in the UK as a whole®®.

Table 6.7: Cooperation frequency (broader innovators, collaborative firms only) by type of
partner, percentages, 2012-2014 and 2014-16

London UK London UK

2012-2014 2012-2014 2014-2016 2014-2016

Other businesses within enterprise group 56.6 43.7 74.0 66.5
Suppliers of equipment, materials, services or software 69.5 67.4 83.0 81.4
Clients or customers from the private sector 59.8 58.2 78.1 73.2
Clients or customers from the public sector 27.6 30.7 56.3 543
Competitors or other businesses in your industry 35.2 31.4 54.0 54.8
Consultants, commercial labs or private R&D institutes 31.9 24.7 54.4 493
Universities or other HEIs 22.8 21.0 41.9 39.5
Government or public research institutes 16.9 14.2 379 35.3

Sources: UKIS 2015 and UKIS 2017

3% Huggins, R. (2018). ‘Innovation and Productivity: Towards a Research and Policy Agenda’

3% Department for Business, Energy and Industrial Strategy (2018). ‘The UK Innovation Survey - Headline Findings 2014-16
3% Higher Education Statistics Agency. ‘Business and community services’

3% Including both spin-offs with some higher education provider ownership and those without.

3% Higher Education Statistics Agency. ‘Intellectual property, start-ups and spin-offs’
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Figure 6.5: Income from collaborative research involving public funding, London and UK higher
education providers, 2015-16, 2016-17, 2017-18
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Source: HESA Business and Community Interaction Survey

In terms of promoting collaboration and knowledge exchange, clustering alone may not be
enough - firms’ internal capabilities and the innovators’ personal networks may matter more.

e There has been a considerable policy focus on enabling the clustering of firms to promote knowledge
spillovers. However, there is also more recent evidence suggesting geographical proximity to other
innovators may not be enough. Crescenzi and Gagliardi find that firms” internal capabilities exert a
strong influence on whether they become more innovative from the presence of knowledgeable
individuals around them*®,

e Harris and Yan find that London firms exhibit greater ‘absorptive capacity’ than other regional centres,
meaning they are more able to utilise knowledge from the external environment. Other firm
characteristics related to absorptive capacity include firm size, involvement in R&D or innovation and
exporting“®".

e Crescenzi, Nathan and Rodriguez-Pose meanwhile find that organisational proximity (being part of the
same organisation) and external networks founded on social connections are far more important

determinants of innovative collaborations than simply being close to other innovators*”

400 Crescenzi, R. and Gagliardi, L. (2018). ‘The innovative performance of firms in heterogenous environments: The interplay between external
knowledge and internal absorptive capacities’

401 Harris, R. & Yan, J. (2017). ‘Absorptive Capacity and Productivity’

402 Crescenzi, R. Nathan, M. and Rodriguez-Pose, A. (2015). ‘Do inventors talk to strangers? On proximity and collaborative knowledge creation’
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6.7 The barriers to innovation by firms in London

London firms do not seem to be being held back by significant barriers to innovation, but there
is a lack of evidence on which to reach firm conclusions.

e According to findings from the UKIS 2017, the percentage of companies in London reporting potential
barriers to innovation is low, and in most cases slightly lower than UK average.

e The most commonly reported barriers for both UK and London-based companies relate to the financing
of innovation. The direct cost of innovation was cited by 13.6% of UK companies and 11.9% of London
companies as a barrier, 13.5% and 12.8% respectively cited the cost of finance, while 13.3% and 14.8%
were concerned about the availability of finance. The outcome of the EU referendum was more
commonly identified as a barrier to innovation by London-based firms compared with firms across the
whole of the UK (12.1% vs 9.2%)"*®.

e Research by the National Institute for Economic and Social Research argues that the UK needs to do
more to develop the skills needed for innovation. These include technical and Science, Technical,
Engineering and Maths (STEM) skills, at both higher and intermediate level, as well as management and
leadership skills™*. It is likely that London is not exempt from this problem, which may be holding back
innovation.

e Looking specifically at management skills, there is a strong body of literature linking better management
to higher productivity in firms*®. It has been suggested by Andy Haldane of the Bank of England,
among others, that better management can facilitate the adoption of new technologies, products and
processes®. Evidence collated by the Department for Business, Innovation and Skills shows the UK lags
behind many key international competitors in terms of the quality of its management practices*”.

e New research is currently being conducted by the GLA on the barriers to the diffusion of innovation
among London firms, and the adoption of new technologies and ways of working.

403 Department for Business, Energy and Industrial Strategy. ‘UK Innovation Survey 2014-16: statistical annex’

404 National Institute for Economic and Social Research (2014). 'Skills and training for a more innovation-intensive economy’

405 Bloom et al. (2014). ‘The new empirical economics of management’

4% Haldane, A. (2018). ‘The UK’s Productivity Problem: Hub no Spokes’

407 Department for Business, Innovation and Skills (2012). ‘Leadership and Management in the UK — The Key to Sustainable Growth’
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6.8 London’s sectoral innovation strengths

We have identified five sectors as key London innovation sectors: advanced urban services, life
sciences, tech and digital, cultural and creative industries and low carbon and environmental
goods and services. There are economic, social and policy reasons behind this list.

e These sectors (some of which are emerging and/or crosscutting with respect to typical ONS definitions)
are sectors in which the city has established or is establishing competitive strengths (either across the
piece or in specific industries or activities within them).

e They are also clearly future-focused, with rapidly growing and substantial potential demand for the
goods and services they produce.

e They are sectors in which innovation has an important role to play in improving Londoners’ wellbeing
and in helping address the large-scale challenges facing London, the rest of the UK and states and
citizens globally — climate change, ageing and low productivity among them.

e They often have a vital role to play in tackling the Government’s four Grand Challenges (artificial
intelligence and data, ageing society, clean growth and future of mobility), and the more specific
‘missions” within them.

e There is potential for appropriate, targeted policy interventions by the Mayor of London to assist
these sectors in overcoming the barriers they face, enabling them to fully realise their strengths and
capitalise on emerging market opportunities.

The five sectors identified here are all among the seven priority sectors identified in the Mayor’s Economic
Development Strategy (EDS), signaling the Mayor’s ongoing commitment to them*®. Key areas of disruptive
and productive innovation related to a sixth priority sector - financial and business services- are reflected in
the appropriate sector among our five. For example, fintech and carbon finance are reflected in the tech and

digital and low carbon and environmental goods and services sectors respectively*®.

The Appendix to this chapter provides more details on the definition of London’s key R&D sectors and
about each sector’s strengths, opportunities and rationale for intervention.

408 Greater London Authority (2018). ‘The Mayor’s Economic Development Strategy for London”

405 The seventh priority sector in the EDS, tourism, is economically important in London and a significant employer but it is not at the cutting
edge of transformational innovation in the same way as sectors highlighted here. While there is a good case for policy intervention to help
address challenges the sector faces, for example around skills and low pay, there is much less scope for intervention to support radical new
innovations or the emergence of industries of the future.
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6.9 Participation in innovation in London

There is a lack of diversity in the innovation process in the UK, which is likely to represent a drag
on innovation rates and on the ability of innovation to meet citizens’ needs.

e Research indicates that diversity can help to drive innovation and problem-solving*'®*"". Ensuring
innovators are more representative of the population can help to better ensure that innovations meet
people’s needs.

e According to data from the Intellectual Property Office, just 7.4% of patents filed in Great Britain
between 2000 and 2015 were filed by women*'.

e London performs better than the rest of UK in terms of female inventors; seven of the top ten postcode
areas in Britain by the proportion of patent applications filed by women were in London. Ilford was the
highest-scoring London location, with 15.1% of patents filed by women between 2000 and 2015.

e Of all the Nobel prize winners born and educated in the UK, almost two thirds (63%) attended private

schools, and a further 28% attended grammar schools*”.

BAME groups are underrepresented in highly innovative sectors of the London economy.

e Across the London economy in 2017, 30.8% of jobs were held by people of a non-white ethnic
background*'.

e Compared to the London economy, people of Black, Asian and Minority Ethnic (BAME) backgrounds are
underrepresented in key innovative sectors.

e Looking at the creative industries, just 22.4% of jobs were held by BAME workers in 2016, up slightly
from 20.8% in 2012,

e In the science and tech economy™'®, BAME workers held 28% of all jobs in London in 2018*74'®, This is
significantly higher than the UK average of just 13.3%, but also obscures substantial differences across
industries. Under 20% of jobs in publishing and broadcasting were held by people of a BAME
background in 2018, for example (Figure 6.6).

e |tis also important to note that this data looks at sectors rather than professions, so may not accurately
capture the representation of people of ethnic minority backgrounds in innovative roles within sectors.
There is more work to be done to understand the diversity and inclusiveness of innovative activities in
London.

410 Forbes Insights. ‘Fostering Innovation Through a Diverse Workforce’

41 McKinsey (2015). ‘Diversity Matters’

412 Intellectual Property Office (2016). ‘Gender Profiles in UK Patenting’

413 The Sutton Trust (2016): ‘Leading People 2016: The educational backgrounds of the UK professional elite”

414 Office for National Statistics (2018). ‘London jobs broken down by various characteristics, 2017

415 GLA Economics (2017). ‘London’s creative industries — 2017 update’

416 The “science and technology’ ONS category includes digital technologies, healthcare and life sciences, publishing and broadcasting, other
scientific/technological manufacture and other scientific/technological services

417 Office for National Statistics (2019). ‘Number of jobs in London and the UK by Science and Technology category, 2010 to 2018, by ethnicity
and sex of worker’

418 The total for BAME employment was derived by summing employment for the ‘Asian’, ‘Black/African/Caribbean/Black British” and ‘Any
other ethnic group” categories from ONS data.

GLA Economics 121


http://images.forbes.com/forbesinsights/StudyPDFs/Innovation_Through_Diversity.pdf
https://www.mckinsey.com/%7E/media/mckinsey/business%20functions/organization/our%20insights/why%20diversity%20matters/diversity%20matters.ashx
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/514320/Gender-profiles-in-UK-patenting-An-analysis-of-female-inventorship.pdf
https://www.suttontrust.com/wp-content/uploads/2016/02/Leading-People_Feb16.pdf
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/008540londonjobsbrokendownbyvariouscharacteristics2017
https://www.london.gov.uk/sites/default/files/working_paper_89-creative-industries-2017.pdf
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/010089numberofjobsinlondonandtheukbyscienceandtechnologycategory2010to2018byethnicityandsexofworker
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/010089numberofjobsinlondonandtheukbyscienceandtechnologycategory2010to2018byethnicityandsexofworker

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Figure 6.6: BAME representation in science and technology industries in London and in the UK as
proportion of workforce in 2018
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Women are also underrepresented in some innovative sectors, and hold less senior roles.

e Across the London economy in 2017, 44.1% of jobs were held by women*”.

e Again, there is evidence of the underrepresentation of women in innovative sectors. To take the creative
industries, 36.9% of roles were held by women in 2016*%.

e While women'’s representation in the science and tech economy is broadly in line with their
representation in the economy as a whole (holding 45.4% of jobs in 2018), this obscures substantial
differences across industries. While women hold 69.5% of jobs in healthcare and life sciences, the
equivalent figure for digital technologies is just 22.2%*".

e There are also indications that, within innovative sectors, women hold less senior positions. To take the
creative economy, women’s underrepresentation is greater in higher-paid occupations. 70.1% of roles as
managers, directors and senior officials were held by men in 2016, and 69.9% of professional
occupations*?. While not London-specific, PwC reported that just 5% of leadership positions in the

technology industry are held by women**.

419 Office for National Statistics (2018). ‘London jobs broken down by various characteristics, 2017

420 GLA Economics (2017). ‘London’s creative industries — 2017 update’

421 Office for National Statistics (2019). ‘Number of jobs in London and the UK by Science and Technology category, 2010 to 2018, by ethnicity
and sex of worker’

422 GLA Economics (2017). ‘London’s creative industries — 2017 update’

42 PwC. ‘Women in tech: time to close the gender gap’
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In terms of increasing diversity in the innovation process, there are some insights from other
countries as to what works.

A review for Innovate UK looked at policy responses in eight countries in Europe and North America,
including the UK, to promote diversity and inclusion in innovation. It identified several examples of best
practice for the design and implementation of policies, include supporting role models and champions,
training those running programmes in unconscious bias and providing coaching and mentoring. Ensuring
programmes are targeted at the specific challenges or barriers facing target groups was also found to be

important**.

There is substantial scope for businesses in the UK, including London, to adopt existing
innovations, particularly digital technologies.

Innovation is wider than inventing new ways of doing things; adoption of existing technologies and ways
of working is an important way in which all businesses can innovate.

While very limited information is available on technology adoption in London specifically, there is
information on the performance of the UK. The Government’s 2017 Digital Strategy found that while UK
businesses were comparable with their European peers on access to the internet and having a web
presence, they are less likely to have digitised their back-office functions, such as managing customer
relations and supply chains (Figure 6.7)*”.

Similarly, analysis by McKinsey found that UK businesses are lagging in investment in more advanced
technologies such as Internet of Things and Al**®.

Looking at cloud computing services specifically, data from Eurostat for 2018 finds that almost 42% of
enterprises in the UK use them. While significantly above the average for the EU28 of 26.2%, adoption
in the UK is lower than in Ireland, the Netherlands, Denmark, Sweden and Finland (which leads with
adoption over 65%)*.

424 Klingler-Vidra, R. (2018) ‘Global review of diversity and inclusion in business innovation”

425 Department for Digital, Culture Media and Sport (2017). ‘UK Digital Strategy: The wider economy — helping every British business become a
digital business’

4% McKinsey Global Institute (2018). ‘Solving the United Kingdom’s Productivity Puzzle in a Digital Age’

427 Eurostat. ‘Cloud computing - statistics on the use by enterprises’
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Figure 6.7: UK adoption of digital technologies in comparative perspective
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There is also more research to be done looking at the extent to which different parts of London participate
in innovation.
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6.10 The impact of innovation on London’s economy and society in the future

Like the UK and the global economy, London could be significantly impacted by the take up of
new, transformational technologies. These offer the promise of higher productivity and wider
benefits.

¢ High-tech, data-driven technologies such as artificial intelligence (Al), augmented reality, cyber security
and the internet-of-things are thought to have the potential to deliver significant productivity increases.

e According to an independent report for the Government %, productivity gains from Al could be as high
as 30% in the medium term in some sectors, while McKinsey sees Al and automation as having the
potential to reverse the post-recession decline in productivity over the next decade®”.

¢ In a recent forward-looking analysis, McKinsey argue that the development and adoption of smart
automation and Al has the potential to improve wellbeing in several ways (e.g. by increasing health,

longevity and leisure time)*.

There is scope for public sector leadership (including at a regional level) to steer innovation in a
direction that benefits society, both by managing technological transitions and disruptions and
by setting long-term goals.

e McKinsey point to the importance of appropriate policy frameworks in maximising the benefits of new
technologies while managing disruption during technological transitions, including job displacement.
Specific sectors and locations can experience negative effects even if the overall impacts are significant
and positive.

e As discussed in Chapter 4, estimates from the OECD and the ONS point to a lower percentage of jobs at
high risk of automation in London compared to in the rest of the UK, but impacts are unlikely to be
uniform across London or across different groups of Londoners. This suggests a need for targeted but
potentially large-scale interventions (depending on the level of realised job displacement) to support
London workers, including through training and re-skilling.

e Mazzucato has argued that innovation has a direction as well as a rate, where direction is the extent to
which, as well as fuelling growth, innovation contributes to social, environmental and wider goals. This
direction is something that policymakers can shape. The setting of ‘missions” is one way to achieve this;
clear, measurable objectives that activate innovation across sectors and disciplines to tackle a social,
environmental or wider challenge®'.

e The Industrial Strategy White Paper picks up this theme through its ‘Grand Challenges’, which as
mentioned above the key London R&D sectors are well-placed to contribute to (see Appendix).

428 Hall, W. and Pesenti, J. (2018), ‘Growing the Artificial Intelligence Industry in the UK
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/652097/Growing_the_artificial_intellige
nce_industry_in_the_UK.pdf

425 McKinsey Global Institute (2018), “Al, automation, and the future of work: Ten things to solve for’, Executive Briefing, June 2018.

430 McKinsey Global Institute (2019). ‘Tech for Good - Smoothing disruption, improving well-being’. May 2019.

41 Mazzucato, M. (2018). ‘Mission-Oriented Research and Innovation in the European Union’
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6.11 Further research to inform the ‘Ideas’ sections of the LIS and LIS Evidence
Base

Two external research projects have been commissioned to address identified knowledge gaps around
innovation in London and to aid policy development. They will be available later in the year to inform the
LIS and the final LIS Evidence Base report:

1. Enabling technologies and London’s economy. This research will improve our understanding of the
technologies that will underpin future productivity growth, and their current stage of development in
London. It will look at the barriers to the commercialisation and deployment of these technologies across
the London economy, and what the Mayor can do to help surmount these barriers.

2. Innovation diffusion in London. This research will explore how innovations diffuse to firms in London
that do not directly innovate themselves (including from frontier businesses and universities), what the
barriers to and facilitators of innovation diffusion are and what policy levers are available to the Mayor
to promote innovation diffusion. There will be a particular focus on how the diffusion of innovations to
lower-productivity firms, especially those in less R&D-intensive sectors, can be encouraged.
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7 Places in London
Rachel Leeser, Laurence Durham, Gordon Douglass, Michele Pittini, Melisa Wickham, Eduardo Orellana

7.1  Introduction
This chapter is a cross-cutting chapter, looking at evidence on inclusive growth in London and at the five
drivers of productivity from a geographical perspective. Specifically:

e Section 7.2 looks at the distribution of economic activity and jobs in London. It looks at how economic
activity and jobs are distributed geographically across London and how this has changed over time as
well as patterns of business clustering and of commuting.

e Section 7.3 looks at living standards in London. Specifically, it examines the combination of low incomes,
poor housing, ill health, a lack of work and low education attainment in large pockets of inner and outer
London.

e Finally, Section 7.4 looks at the policies that the GLA, London Boroughs and sub-regional partnerships
have put in place to deliver inclusive growth across London.

This chapter considers differences within London at different spatial levels. The 33 local authorities vary
considerably in geographical, population and employment size, but even at this level, borough-wide figures
often mask huge underlying differences. Evidence within this chapter is therefore presented at different
levels of spatial analysis, according to availability and robustness of information, but may not show the full
range of variation that exists.

London, however, does not stand isolated from the rest of the UK as shown quite easily by its large
commuter flows both to and from the capital. Chapter 8 thus builds on this chapter by looking at London’s
place in the context of the Wider South East and the UK as a whole.

Several sections of this chapter refer to the evidence and policies in the draft London Plan (Box 7.1).

Box 7.1: The draft London Plan and Good Growth policies.

Under the legislation establishing the Greater London Authority (GLA), the Mayor is required to publish a
Spatial Development Strategy (SDS) and keep it under review. The SDS is known as the London Plan. As the
overall strategic plan for London, it sets out an integrated economic, environmental, transport and social
framework for the development of London over the next 20-25 years.

The draft London Plan®? was published in December 2017 and has recently been subject to Examination in
Public.

The Plan sets out Good Growth Policies, which are intended to promote the strength and potential of the
wider city region by ensuring diversification of London’s economy, spreading growth more equitably across
London and providing the social and physical infrastructure — including housing- required to achieve these
objectives. London’s spatial features are key to Good Growth objectives and evaluating progress towards
achieving them.

432 https://www.london.gov.uk/what-we-do/planning/london-plan/new-london-plan/download-draft-london-plan-0
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7.2 Economic activity and jobs across London

The presence of unique agglomeration economies has led to a large concentration of economic
activity in London, particularly in the area of the Central Activities Zone (CAZ) and the Northern
Isle of Dogs (NloD).

The output of the CAZ, Northern Isle of Dogs and a Tkm fringe around them stood at just under £228bn
in 2017, accounting for nearly 53% of London’s output and just under 13% of UK output from an area
of land covering just 0.03% of the UK*®,

By borough, Westminster and the City of London were the local authorities (LAs) with the highest
output in London in 2017 (£62.5 and £59.6 billion, respectively). These two boroughs plus the central
boroughs of Tower Hamlets, Camden, Islington, and Southwark accounted for 51.2% of London’s total
output in that year while the other 27 boroughs in London made up the remaining 48.8% of the total
output (Figure 7.1).

With just under 2 million employee jobs in 2016, projected to grow to around 2.5 million by 2041, the
CAZ and NloD** together are and will likely remain the most significant employment centre in the
Greater South East region, with exceptionally high employment density figures (see Chapter 3, Figure
3.6).

Another area of significant agglomeration which overlaps but extends beyond the CAZ is Tech City. In
2017 the output of this area plus a Tkm fringe around it stood at just under £146 billion and accounted
for over 0.8 million employee jobs.

433 Source: GLA Economics calculations based on ONS (2018). ‘Regional gross value added (balanced) local authorities by NUTST region” and
Business Register and Employment Survey data for 2017. For further details on the calculation methodology see: Douglass, G. (2015). ‘Work
and life in the Central Activities Zone, northern part of the Isle of Dogs and their fringes’. GLA Economics, Working Paper 68.

434 These areas are defined here without the 1km fringe around them
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Figure 7.1: Contribution of London’s boroughs to total output in London in 2017
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However, other areas of London have significant concentrations of workplaces. This includes the
west of London as well as various town centres and high streets across the whole of London, and
several urban business parks, Strategic Industrial Locations (SIL) and Locally Significant
Industrial Sites (LSIS).

e Significant centres of employment are found across the whole city (Figure 7.2)*°. The West End and
Knightsbridge have around 70,000 people working in town centres, while around 25,000 work in town
centres across London.

e 47% of businesses outside Central London are on a high street and 1.45 million employees work on or
within 200 metres of a high street™’.

e There are also significant clusters of industrial activity in outer London. The largest property market
areas are Park Royal and Thames Gateway, making up 50% of industrial land take-up between them.
From 2009-2015 these areas saw jobs grow by around 15,000 and 7,000 respectively*®.

4% The local authority GVA(B) data used to calculate these percentages can be found at:
https://www.ons.gov.uk/economy/grossvalueaddedgva/datasets/regionalgrossvalueaddedbalancedlocalauthoritiesbynuts1region
4% For more on the distribution of employment in London, see figure 3.6

47 GLA (2017) “High streets for all’
438 GLA (2017) ‘London Industrial Land Demand”
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Figure 7.2: Workplaces in London in 2018 by MSOA
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A number of boroughs that used to have a strong manufacturing presence have fewer jobs now
than they had in the early 1970s. What has distinguished the more successful areas is their
ability to attract jobs in business services.

Underneath a general long-term trend of growth in jobs across the city, there are ten boroughs which by
2015 had not recovered the level of employee jobs seen in 1971, namely: Barking and Dagenham; Brent;
Croydon; Ealing; Greenwich; Hammersmith and Fulham; Haringey; Lewisham; Newham; and, Waltham
Forest. With the exception of Croydon, each of these boroughs has seen some jobs growth in recent
years (Figure 7.3).

Despite mixed fortunes over the period of 1971-2015, boroughs with a part in the CAZ have grown
strongly in the period 2008-2015. These boroughs are: Camden; Hackney; Islington; Kensington and
Chelsea; Lambeth; Southwark; Tower Hamlets; Wandsworth; and, Westminster.

Manufacturing jobs have declined in every London borough since 1971, with an average rate of decline
of 83.4%. However, between 2010 and 2015, 13 boroughs — primarily in outer London — saw modest
increases in manufacturing jobs.

Jobs in business services have grown by at least 1,000 in each borough. In each of the 10 boroughs that
form the CAZ, jobs in business services have grown by an average 8,500 per annum, compared to an
average of 144 for those boroughs outside the CAZ.

Westminster, the City of London, Camden, Southwark and Islington have seen the greatest increase in
business service jobs. With the exception of Camden, these are also the boroughs that have seen the
highest overall growth.
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Figure 7.3: Borough change in London employee jobs, 1971-1989 and 1971-2015, compound
annual growth rate

Barking and Dagenham
Croydon

Haringey

Waltham Forest

Brent

Newham

Lewisham

Ealing

Greenwich

Hammersmith and Fulham
Hackney

Kingston upon Thames
Enfield

Hillingdon

Westminster

Bexley

Camden

Total

Wandsworth

Merton

City of London

Havering

Lambeth

Kensington and Chelsea
Islington

Harrow

Redbridge

Bromley

Sutton

Hounslow

Barnet

Southwark

Richmond upon Thames

I ‘JJJI]”J

|'Irl1!llllll|||||lll1-

Tower Hamlets

-3.0% -2.0% -1.0% 0.0% 1.0% 2.0%
m1971-1989 m1971-2015

Source: GLA Economics calculations®

439 GLA (2017) ‘London’s boroughs: borough by sector jobs, data and methodology”
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As discussed in Chapters 1 and 2, headline productivity for London statistics mask significant
disparities in performance across the capital. Between 2010 and 2017, most London sub-regions
experienced a decrease in productivity.

ONS productivity estimates excluding rental incomes show Tower Hamlets, which includes Canary Wharf,
as having the highest productivity level in 2017.

The lowest levels of labour productivity in London were in Lewisham and Southwark, with labour
productivity at 2% above UK average.

As discussed in Chapter 2, there are a number of London regions (Outer London South, Outer London
East and North East and Inner London East) that have seen a reduction in productivity between 2010
and 2017 (Chapter 2, Figure 2.6).

Businesses and employment show a clustered pattern in London, with particular types of
industries tending to group together spatially. Areas of similar characteristics are, however,
more dispersed than this might suggest.

Maps of London clusters by industry and employment type in the CAZ, NloD and 1 km fringe around
them based on Census 2011 data tend to confirm a picture of sectoral clustering that one may expect in
London, e.g. a strong agglomeration of Financial and Insurance in the City and in Canary Wharf, a main
education hub around Bloomsbury/University of London/Holborn, a main retail cluster in the West End,
etc. (Figure 7.4).

More recent clustering analysis for the draft London Plan has identified further specialist clusters of
activity within the CAZ, which contribute towards the capital’s international and national roles. These
clusters include significant concentrations of activity in arts and culture, state, health, law and education
(Figure 7.5). For example, this analysis highlights a creative industries cluster in Soho and South
Kensington’s museum hub, which are not picked up in Figure 7.4.

Analysis conducted on behalf of the GLA has expanded on previous work by looking at the dominant
employment sectors in Greater London’s workplace zones. By examining data on industry and employee
characteristics it highlights the importance of certain types of clusters (e.g. Transportation and
communication sector) in outer London, as well as the importance of local clusters of Public
administration, Education and Human health activities (Figure 7.6). It shows some clusters of employee
characteristics, revealing clusters of high-status jobs/sectors throughout London*®.

40 Singleton et al (2017) “London Workplace Zones Classification, Technical Report’
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Figure 7.4: Clustering by industry employment type in the CAZ, NIOD and an approximately Tkm
fringe around them in 2011%
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41 Note that the definition of the NloD used in this figure is different to geography currently used, which covers a smaller area.
The clusters in this figure were calculated using GIS Hot Spot Analysis. Given a set of weighted features, it identifies statistically significant hot
spots and cold spots using the Getis-Ord Gi* statistic. For more detail, see ‘Work and life in the CAZ, north part of the Isle of Dogs & fringes”

GLA Economics 134


https://www.london.gov.uk/business-and-economy-publications/wp-68-work-life-caz-north-part-isle-dogs-fringes
https://www.london.gov.uk/business-and-economy-publications/wp-68-work-life-caz-north-part-isle-dogs-fringes

Developing the evidence base for London’s Local Industrial Strategy - Interim report

Figure 7.5: Specialist clusters in the CAZ
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Figure 7.6: London Workplace Zone Classification Group distribution
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Commuting patterns are complex within London and to and from areas outside. People working
in London travel on average nearly ten miles to reach their workplace.

e Around 650,000 Londoners work at or from home, 4.5 million travel to work elsewhere within London
and 800,000 people commute in from outside London, while 300,000 travel to work outside London*43.

e The central area of London (the boroughs forming the CAZ plus Tower Hamlets - which contains the
NloD) is a clear “attracter” for workers from other boroughs and from neighbouring regions. More than
half of the 800,000 residents from outside London that work in Greater London work in these boroughs,
with Westminster and the City of London attracting a particularly high number of commuters.

e On asmaller scale, the Heathrow area has a similar attraction function with over 80,000 commuters from
outside London into Hillingdon and Hounslow.

e In most boroughs, between around 25% and 40% of residents work in the same borough, rising up to
over 40% in Hillingdon and over 50% in the Westminster/City area. However, residents make up a small
proportion of those employed in Westminster and in the City.

e Other than commuting to the central area, Census 2011 data show that the largest flows are generally
to/from neighbouring boroughs, including to/from areas outside London (Figure 7.7).

442 The data used to generate this map can be found at: https://data.london.gov.uk/census/Iwzc
43 ONS (2014) "Place of Residence by Place of Work, Local Authority’
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Figure 7.7: Commuting flows map for London residents, borough level, 2011
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London Squared by After The Flood, based on previous work by @robradburn
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There are clear differences in professional and pay profiles when looking at different types of
London workers by place of residence. People from disadvantaged and lower occupational groups
tend to commute much shorter distances.

e Commuting from outside London tends to be associated with higher professional status while people
from disadvantaged groups and on lower income tend to commute much shorter distances, being limited
in their ability to take full advantage of the opportunities of London’s labour market.

e Census 2011 data analysed by GLA Intelligence** showed that workers in the higher occupational
groups (managerial/professional and associate professional occupations) were more likely to commute in
from outside London than to live in London (Figure 7.8). In-commuters are more likely to be older
workers and to be male than their London-resident counterparts.

e The reverse is true for the lower occupational groups (e.g. in caring, personal services and sales), where
workers are more likely to be London residents or from disadvantaged groups than commuters.

e The average distance travelled to work in London is 9.1 miles. Managers directors and senior officials
travelled 12.1 miles on average. Professionals and Associate Professionals also had commutes above the
London average, although workers in health and education travelled shorter distances in general than
workers in other associate/professional occupations. Workers in medium and lower-skilled occupations
generally have commuting distances below the London average (Figure 7.9).

Figure 7.8: London workers by NS SEC and place of residence
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444 GLA Intelligence (2015),’Characteristics of Commuters — Census Information Scheme'.
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Figure 7.9: Average commuting distance by occupation group (miles)
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7.3 Living standards across London

There is huge variation in levels of unemployment and inactivity in different areas of London.
This reflects a mixture of historical legacy and more recent socio-economic change.

e Unemployment is estimated to range between around 3.6% of the economically active population in
Harrow to 6.3% in Lambeth. This compares to a national variation between 1.8% and 9.0% at local
authority level*®.

e For smaller geographical areas, variation is even greater (Figure 7.10). The employment deprivation
domain of the Indices of Deprivation captures the numbers of people involuntarily out of work, including
because of illness or disability or caring responsibilities. This shows high levels of variation even within
boroughs.

e Westminster includes three of the five areas in London with the lowest employment deprivation rates —
all below 1% — and two of the five areas in London with the highest employment deprivation rates —
above 30%**. The Neighbouring Royal Borough of Kensington and Chelsea shows similarly stark
contrasts between its most and least deprived areas.

Figure 7.10: Employment Deprivation levels in London
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Crown Copyright and database right (2019). Ordnance Survey 100032216 GLA

Source: Index of Multiple Deprivation 2015, DCLG

45 Source: ONS modelled unemployment estimates Jan-Dec 2018
46 DCLG, Indices of Deprivation 2015
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As mentioned in previous chapters, housing affordability is a key challenge for London and this
is true across the capital. At the same time, there is huge variation in rents within London and
between the top and bottom of the market in the most expensive boroughs.

e The median rent for a privately rented home in London (excluding any cases where the tenant receives
Housing Benefit) is £1,433, more than twice as high as the median in England as a whole (£675).

e Looking at boroughs, the lowest median monthly rent for a two-bedroom home is £1,050 in Bexley,
while the median rent in Kensington and Chelsea is around three times higher at £2,925 (Figure 7.11).

e Richmond-upon-Thames was the outer London borough with the highest median private rent for a two-
bedroom home (£1,500). Lewisham was the inner London borough with the lowest median private rent
for a two-bedroom home (£1,300).

e 23 boroughs had medians within £500 a month of each other (£1,050 in Bexley, £1,550 in Southwark).
The remaining 10 boroughs had a gap of over £1,300 between their medians (Lambeth £1,600 and
Kensington and Chelsea £2,925).

Figure 7.11: Lower quartile, median and upper quartile monthly market rents for a two-bedroom
home by London borough, 2017

£4,000 o Upper quartile
£3,500 ® Median
£3,000 © Lower quartile
£2,500
£2,000 } ; ; I
£1,500 8§§;8§§§§§§§§;§§§
£1,000 GQSGQGGG
£500
£O I 1 1 I I 1 1 I I I 1 1 I 1 1 I I I 1 1 I I I 1 1 I 1 1 I I I 1 1 1
eﬁo%o SAARE AR A S AL BRSNS B S @ R 2 A R 50 A 2P
R A A Y S O I A R R A
TGRS Gl N AR NN
@ N R R NEENS RN
D 3 S S
2 & & & &
Q & @& \2@& ¥

Source: GLA, Housing in London 2018
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Income, wealth and health levels show huge variation across London.

e It is well known that incomes vary widely across London. Taking averages, even across small areas of
London hides a lot of the variation between households, but even so, there is considerable variation in
the income available to households in different parts of the capital (Figure 7.12).

e Average equivalised* incomes after housing costs in the richest areas of London - in parts of
Wandsworth, Kensington & Chelsea and the City of London - are more than three times the averages of
the lowest income areas, in parts of Haringey, Enfield and Barnet.

e The distribution of housing wealth across the city is also subject to large geographical variation. At £1.35
million, the median price of a house in the most expensive borough (Kensington and Chelsea) in 2017
was nearly four and a half times more expensive than the median price of a house in the least expensive
borough (Barking and Dagenham)*®.

e Health Inequalities are also apparent in many different ways across London and different issues are more
prevalent in different areas. Child obesity rates are correlated with deprivation levels (Figure 7.13),
healthy life expectancy follows income levels (Figure 7.14), while mental health issues are more
widespread (Figure 7.15).

Figure 7.12: Average (mean) equivalised annual income in London 2015/16
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Crown Copyright and database right (2019). Ordnance Survey 100032216 GLA

Source: Model-based income estimates (MSOA), year ending 2016, ONS*#

47 Equivalisation is a process that adjusts incomes to take account of household size and composition to allow comparison of living standards
for different types of households.

448 | ondon Datastore: https://data.london.gov.uk/average-house-prices/

49 Calculated using data from the DWP Family Resources Survey. See the London Datastore for more details.
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Figure 7.13: Child Obesity prevalence in London by deprivation decile at Reception and Year 6
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Notes: Child obesity: BMI greater than or equal to the 95 percentile of the UK90 growth reference. 95% confidence intervals are
displayed on the chart. Data are grouped over 3 years. Region-specific deprivation deciles are also displayed.

Source: National Child Measurement Programme 2015/16-2017/18, analysed by Public Health England, Population Health
Analysis

Figure 7:14: Whole life and healthy life expectancy by borough
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Figure 7.15: Mood and anxiety disorders indicator
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Note: Composite measure based on the rate of adults suffering from mood and anxiety disorders, hospital episodes data, suicide
mortality data and health benefits data. Source: Index of Multiple Deprivation 2015, DCLG

Combinations of low incomes, poor housing, ill health, a lack of work and low education
attainment in large pockets of inner and outer London tend to compound each other and may
limit the ability of part of the population to fulfil their productive potential and improve their
quality of life.

e While there is much variation in levels of poverty, low levels of education, health and housing quality
across London, there is a degree of overlap in the areas where a number of these disadvantages are more
prevalent. The Index of Multiple Deprivation (IMD) shows this by combining a range of indicators. This
reveals a ‘crescent of disadvantage” going from North to North East London, as well as concentrations of
relatively deprived areas in large parts of South East and North West London (Figure 7.16).

e Healthy life expectancy in London varies across boroughs, as illustrated above, but also varies within
boroughs. ONS research has shown that healthy life expectancy can vary by more than 20 years, even
within a borough®®.

e Certain areas such as north-east and inner south London show high levels of deprivation across domains
of the IMD. More granular analysis shows that London does perform better on some domains of the IMD
than others. For example, many Lower Layer Super Output Areas (LSOAs)®' rank as less deprived on

indicators of educational outcomes than on employment deprivation®”.

450 ONS (2015) How long will you live in good health?
4T | ower Layer Super Output Areas are a geographic hierarchy designed to improve the reporting of small area statistics in England and Wales.
42 GLA (2016) English Indices of Deprivation 2015
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Figure 7.16: Index of multiple deprivation
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Source: Index of Multiple Deprivation 2015, DCLG
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7.4 Policy interventions across London

The GLA, the London Boroughs and London’s sub-regional partnerships have implemented a
number of place-based interventions to support a more spatially balanced and inclusive growth
across the capital and to maximise the opportunities of local areas.

e LEAP - the Local Enterprise Partnership for London — runs the Good Growth fund, a £67m regeneration
programme. With three funding rounds between April 2017 — March 2022, the programme provides
funding, expert regeneration advice, design support and knowledge sharing opportunities to a broad
range of place-based, community, cultural and green infrastructure projects across the public, private
and third-sector.

e The LEAP also has a strategic oversight role for the Royal Docks Enterprise Zone, attracting businesses
to the area through Business Rates relief, enhanced capital allowances, simplified planning and improved
broadband connectivity. The LEAP is due to retain business rates growth generated within the Royal
Docks for at least 25 years for reinvestment in local economic growth.

e The Croydon Growth Zone is a partnership between Central Government, Croydon Council, the Greater
London Authority and Transport for London. It will allow Croydon to retain business rates growth
generated within a designated area, which in turn will enable borrowing to deliver infrastructure to
support 23,500 new jobs, at least 10,000 new homes of different tenures and the wholesale renewal of
the retail core.

e And several boroughs have funded local initiatives to promote inclusive growth. For example, Merton
council has launched a business support programme, which supports start-ups and existing small
business with business planning support, including financial and recruitment advice. The programme has
supported 171 businesses, creating around 454 jobs.

Looking at London’s planning horizon to 2041, housing development will be key to accommodate
London’s population growth and to tackle London’s accommodation crisis.

e London is estimated to need around 66,000 new homes a year to meet the needs of a growing
population and to address existing shortages™>.

e Sites in designated Opportunity Areas (OA) account for 68% of London’s estimated overall capacity on
large sites between 2017 and 2041, potentially providing for around 460,000 new homes.

e Thames Gateway, the Lee Valley, Old Oak and the Isle of Dogs are some of the largest development
opportunities over the next 25 years, bringing new homes, population and employment growth to these
areas.

e The London Riverside OA (which forms the largest part of the Thames Gateway development) is
expected to provide 44,000 new homes between 2019 and 2041. The Isle of Dogs, Old Oak and Lee
Valley OAs are expected to provide 29,000, 25,000 and 21,000 new homes respectively.

e London Riverside is expected to support 29,000 jobs, with Isle of Dogs, Old Oak and Lee Valley
supporting 110,000, 65,000 and 13,000 jobs respectively.

e All boroughs in West London include designated OAs alongside other identified regeneration priorities.
The 11 West London opportunity areas identified in the draft London Plan are expected to deliver over
100,000 homes and workspace for over 140,000 jobs.

43GLA (2017) Draft London Plan
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8 London’s place in the UK
Laurence Durham, Gordon Douglass, Michele Pittini, Melisa Wickham, Eduardo Orellana, Mike Hope

8.1 Introduction

This chapter is a cross-cutting chapter that expands on the evidence presented in the rest of the LIS
evidence base interim report, with a particular focus on complementing the spatial evidence provided in
Chapter 7.

As the economy of a global city and the UK’s main city, London’s economy does not stop at the
administrative boundaries of the Greater London Authority. In order to understand its strengths, weaknesses
and opportunities it is therefore necessary to expand the outlook and consider the links between London,
the wider South East and the rest of the UK. This can also help identify ways in which inclusive growth in
London and in the rest of the country can be mutually supportive.

The rest of this Chapter is organised as follows:

e Section 8.2 highlights that London has wide and deep economic linkages beyond its administrative
boundaries. In particular, it examines the economic linkages between Greater London’s economy and the
economy of the wider South East of England and the opportunities for cross-regional collaboration to
promote inclusive growth.

e Section 8.3 builds on this and looks at the linkages between London’s economy and the broader UK
economy in terms of trade, investment and people.

e Section 8.4 briefly sets out an external research project that has been commissioned to further our
understanding of these links, with a view to inform the LIS and LIS evidence base.

As in the previous chapter several sections of this chapter refer to the evidence and policies in the draft
London Plan.
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8.2 London’s economy and the economy of the wider South East

London’s economic influence extends well beyond the administrative boundaries of Greater
London, with links to the wider South East (WSE) of England from which the whole region
benefits. Commuting is a primary example.

e Based on standard ONS definitions, London’s Travel to Work Area (TTWA) includes parts of Berkshire,

Essex, Hertfordshire, Kent and Surrey. It extends eastward and northwards beyond the capital’s

administrative boundaries and the M25. There is a separate Slough and Heathrow TTWA, half of which

includes the most western parts of London (Figure 8.1).

¢ In recent research the ONS has highlighted that in the case of workers that commute by train the TTWA

“covers close to the entire East and South East of England”**.

e Around 800,000 commuters travel into London each day (more than half of the workforce in some of

the local authorities bordering London) and make an important contribution to its economy as well as to

the commuters” own local economies when they return home.

e London’s Functional Urban Area (a definition that allows international comparisons by cities and covers
the wider area over which London’s economic impact is thought to extend) covers a large portion of the

WSE (Figure 8.2)*".
e In 2016, commuters from outside London held 16% of London’s jobs, and earned £70bn worth of
wages™®. Figure 8.3 shows the reach of London’s labour market into the WSE.

44https: //www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/articles /traveltoworkareaanalysisingre

atbritain/2016
45 ONS (2016) Major Towns and Cities Boundaries
46 https://www.centreforlondon.org/wp-content/uploads/2018/01/Centre-for-London_Next-doors-Neighbours-Report_Compressed.pdf
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Figure 8.1: London’s and Slough and Heathrow’s 2011 Travel to Work Areas
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Figure 8.2: Map of Greater London’s Functional Urban Area and administrative boundaries®”
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47 The definition has three steps. First, an urban core of Tkm2, and at least 1,500 inhabitants per km2. Second, two urban cores are considered
integrated if more than 15% of the residence population of any of the cores commutes to work in the other core. The third step is to identify
the worker catchment area, which is all municipalities with at least 15% of their employed residents working in a certain urban core. See, OECD
Definition of Functional Urban Areas.

GLA Economics 150



Developing the evidence base for London’s Local Industrial Strategy - Interim report

Figure 8.3: Workers in London based workplaces by residence origin in the Wider South East
(excluding London), 2011, absolute numbers
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Box 8.1: The Wider South East — a large and dynamic economy.

There are 130 authorities in the WSE outside London. Although London is significantly larger than other
centres in the WSE, it is part of an extensive and complex network of centres of different sizes and
functions. Some are of considerable strategic importance in their own right and the focus of their own sub-
regional networks of centres.

The network as a whole and the orbital and radial linkages which hold it together, comprise the most
productive region in the UK accounting for nearly half its output and making by far the biggest net
contribution to the national exchequer.

The WSE is home to 24.2 million people (8.9 million in London), 10 million households (3.6 million in
London) and 13.7 million jobs (5.7 million in London)*®. It is projected to grow more rapidly by 2041 than
other parts of the UK — in population terms by 21% in London and 17% in the WSE outside London.
Household numbers are expected to increase by 32% in London and 23% elsewhere in the WSE.

Source: Draft London Plan, 2018

Continuing to invest in efficient and reliable regional and national transport infrastructure will
be key to ensuring prosperity across the WSE.

e The draft London Plan emphasises the importance of ensuring that growth in the WSE contributes to
local vibrancy and economic activity at all times of the day and week, and that the scale of planned
growth is proportional to public transport capacity in the area.

e 13 WSE Strategic Infrastructure Priorities have been endorsed by the WSE partners for initial delivery
(Figure 8.4). Eight of these are radial priorities that connect directly to Growth Corridors within London.
The remaining five are orbital priorities that can help reduce transit through London and stimulate the
WSE economy beyond the capital.

48 Data refers to the period 2016/17.
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Figure 8.4: Strategic infrastructure priorities in the Wider South East
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Strategic infrastructure priorities

1. East West Rail and new Expressway road link (Oxford - Cambridge), 2. North Down Rail Link (Gatwick - Reading) including
extension to Oxford, 3. A27 / M27 / A259 and rail corridor (Dover - Southampton), 4. West Anglia Mainline, Crossrail 2 North
(London - Stansted - Cambridge - Peterborough) and M11, 5. Great Eastern Mainline (London - Ipswich - Norwich) and A12,

6. Essex Thameside, A217 and A13 corridor, 7. Thames Gateway Kent: Elizabeth Line Extension and HS1 (London - North Kent -
Channel Tunnel), 8. Lower Thames Crossing, 9. Brighton Mainline (London - Gatwick - Brighton), 10. South West Mainline,
Crossrail 2 South West (London — Surrey / Southern Rail Access to Heathrow) and A3, 11. Great Western Mainline (London -
Reading / Western Rail Access to Heathrow), 12. Midlands and West Coast Mainline (London - Luton - Bedford / Milton Keynes),
13. Felixstowe - Nuneaton / Midlands and A14
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But the links between London and its hinterland are not just about commuting. Business links
are also very important.

e While London’s business start-up rate is consistently above that of the UK, between 2012 and 2013
there was a net migration of firms moving out of London, with 1,600 more firms migrating out of
London than migrating in*®°. The main destination for these firms was the WSE.

e Analysis of industrial land use has found that companies moving out of Strategic Industrial Locations
(SILs) typically move to elsewhere in London or move out to the WSE. When business owners were asked
about the factors affecting their choice of site, cost was a prominent reason. Respondents in
warehousing and manufacturing were especially likely to cite cost as an important factor*®.

e The amount of land used for industrial purposes has fallen in London over the last decade, while staying
largely unchanged in the WSE. This reflects some businesses preferring to service the London market
from locations in the WSE and beyond*°!.

e Jobs in the South East are projected to grow by approximately 54,000 (0.98%) per year, while jobs in
the East of England are projected to grow by around 32,000 (0.92%) per year. In percentage terms this
is faster than London’s projected growth of 49,000 (0.78%) per annum, possibly reflecting trends in
business migration.

Given these interactions, there are opportunities to collaborate with neighbouring regions on
shared challenges and making the most of potential synergies.

e There are mutual benefits for authorities across the WSE in working together to tackle regionally
important matters, including factors that influence economic prosperity. Historically, a formal regional
structure was in place to coordinate approaches to these matters.

e Asset out in the draft London Plan, a non-statutory strategic structure is now in place to address the
need for pan-regional coordination. This is facilitated by South East England Councils, the East of
England Local Government Association, London Councils and the Mayor*”.

e The Mayor will also work with willing partners to explore strategic collaboration opportunities. The
promotion of good links to/from potential employment locations outside London by the Mayor to help
realise corresponding employment opportunities within and outside London is an example of how
mutual benefits can be achieved. Exploring the scope for the substitution of business and industrial
capacity is another example.

49 GLA (2016) ‘Economic Evidence Base for London 2016”

460 Peter Brett Associates (2017) ‘Industrial Land and Transport Study’

41 CAG consultants (2017) 'London Industrial Land Demand', AECOM (2015) ‘'London Industrial Land Supply and Economy Study'
42 https://www.london.gov.uk/about-us/organisations-we-work/policy-and-infrastructure-collaboration-across-wider-south-east
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8.3 London’s economy and the broader UK economy

As noted in Chapter 1, London represents just under a quarter of the UK's GVA. Over the past 20
years, when London has grown the rest of the UK has also grown. Small and medium sized cities
with good connections with London have tended to do particularly well.

e In 1998 London accounted for around 19.2% of UK real GVA (B), while by 2017 this had increased to
23.8%".

e Over the past 20 years there has been a general correlation in GVA trends between London and the rest
of the UK (Figure 8.5).

¢ Inarecent report, the Centre for Cities found that “the more productive a city, the better the
employment outcomes of the towns around them. This is most clearly seen for cities in the Greater
South East”***.

e Recent ESRC-funded™® research on past economic performance of British cities found that employment
growth between 1981 and 2015 has been faster in both high and low skill occupations in cities closer to
London. They also found some evidence that distance from London may influence speed of recovery
after a recession, with cities that are closer to the capital recovering more quickly.

Figure 8.5: Annual real GVA growth for London and the rest of the UK, 1999 to 2017, three-year
rolling averages
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Sources: ONS real regional gross value added (balanced) & GLA Economics calculations

463 GLA Economics calculations based on: ONS (2018). ‘Nominal and real regional gross value added (balanced) by industry’.

44 Source: Swinney, P. et al. (2018). ‘Talk of the Town: The economic links between cities and towns’. Centre for Cities.

45 Martin R. et al. (2019). ‘The Economic Performance of Britain’s Cities: Patterns, Processes and Policy Implications’, Summary report from the
ESRC-Funded Research Project Structural Transformation, Adaptability and City Economic Evolutions, February 2019.
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Trade is more important to London’s economy than to the UK’s economy. But this is not just or
predominantly about international trade - London trades more with the rest of the UK than it
does with the rest of the World**.

London trades more with the rest of the UK than it does with the rest of the world. Input output tables
for London show that in 2013 exports to the rest of the UK were £158bn, compared to £126bn to the
rest of the world (Table 8.1), of which £67bn was with the EU.

London’s trade was slightly in deficit with the rest of the UK by £2bn, but in surplus with the rest of the
world to the value of £60bn, of which there was a surplus with the EU of £35bn.

The rest of the UK had a surplus with London of £2bn and a trade deficit with the rest of the world of
£99bn, of which £89bn was with the EU.

The UK as a whole had a trade deficit of £39bn.

Of the £226bn of imports to London, half (£113bn) formed part of exports. A fifth (£23bn) of the
imports that formed part of exports were exported directly as part of final demand, while the remaining
four fifths (£90bn) were an input to the production of goods and services for export. Overall, 56%
(£64bn) of exports of imported goods or services were to the rest of the UK (Table 8.2).

Despite these findings it should however be noted that currently, there is no national data source on
regional trade flows, and so it is not possible to fully understand the links between London and the rest
of the UK. London and Scotland are the only administrations that publish sub-regional Input-Output
Tables.

Table 8.1: Trade flows for London, the rest of the UK, and the UK, £bn, 2013

London Rest of the UK UK
Exports £158bn £160bn
Rest of the UK Imports £160bn £158bn
Net exports -£2bn £2bn
Exports £126bn £392bn £518bn
Rest of the world Imports £66bn £491bn £557bn
Net exports £60bn -£99bn -£39bn
Exports £284bn £552bn
Total Imports £226bn £649bn
Net exports £58bn -£97bn

Source: GLA Economics calculations

46 Hope, M., & Wingham, M. (2019), ‘The London input-output tables’. GLA Economics, Working Paper 97.
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Table 8.2: Use of imports to London, £bn, 2013

use of imports intermediate demand final demand all demand
household and government consumption £65bn £20bn £85bn
investment £18bn £10bn £28bn
exports to the rest of the UK £50bn £14bn £64bn
exports to the EU £21bn £5bn £27bn
exports to the rest of the world £18bn £4bn £22bn
total £173bn £53bn £226bn
o/w exports £90bn £23bn £113bn

Source: GLA Economics calculations*”
London is a key gateway to the UK for international investors and a great business accelerator

e Analysis by London & Partners reveals that between 2003-15 over 12% of FDI projects in the rest of UK
stemmed from an investment in London, creating over 38,000 jobs*® and £7.6 billion in GVA (Figure
8.6).

e Only 0.2-1.2% of London’s firm population came from in-migration from elsewhere in the UK, compared
to 10- 12% from business start-ups.

e Onein every 13 overseas companies who first invested in London went on to invest somewhere else in
the UK, generating £7.6 billion gross value. The top sectors for this investment were Hotels and tourism,
Textiles, Financial services, and Software and IT services.

More businesses migrate out of London than into London, taking jobs with them and spreading
prosperity.

e Analysis by TBR for GLA Economics points to a net loss of firms from London to the rest of the UK in
2012/13, with a net loss of 10,470 jobs.

e While net firm migration is volatile, London has had a net loss of firms and employment to the rest of
the UK since 2007 (Figure 8.7).

e Between 2008 and 2014, Primary & Utilities was the industry that drew in the most migration as a share
of existing stock. This was followed by Information & Communication, Manufacturing, Administrative
services and Construction. These sectors also saw high rates of outward migration, suggesting a high
churn of firms.

e In2012-2013, 65.8% of firms migrating out of London moved to the Wider South East (WSE). In
contrast, 48.9% of outwardly migrating employment moved to the WSE, suggesting that larger firms
were more likely to move to the rest of the UK than the WSE.

467 Calculations based on: Wingham, M., & Hope, M. (2019). ‘The London input-output tables’. Working Paper 97 GLA Economics.
48 | ondon & Partners (2017) ‘Foreign Direct Investment report, 2006-2016'
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Figure 8.6: Top 5 destinations of FDI stemming from London
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Figure 8.7: Destination of outward migrating firms from London, 2008-2014, by local authority
(percentage of all outward migration)
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Source: TBR Observatory 2015. QGIS Development Team, 2015. QGIS Geographic Information System. Contains National Statistics
data and Ordnance Survey data © Crown copyright and database right 2015. (TBR ref: W11/MT).
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Domestic migration flows point to a dynamic equilibrium with net flows of people changing from
positive to negative for different age-groups. London is particularly attractive to new graduates.

e ONS data reveal that only 5% of young people (18-29) actually moved to a city region like London over
the period 2011 to 2015 (Figure 8.8)*".

e Centre for Cities research highlighted that six months after graduation, London employed 22% of those
graduates who moved city and were now in work, and 38% of those new graduates who have a first or
upper second class degree from a Russell Group university*”°.

e The overall net inflow to London of 19-29 year olds is relatively small, particularly compared to the net

outflow of 30+ year olds (Figure 8.9).

Figure 8.8: Movement of people who were aged 18-29 in 2011, between the tax year ending 2012
to 2016

= Move to a non-city region m Greater London = Other city region = Non-mover

Source: ONS (2018) Young people’s earnings progression and geographic mobility, England and Wales: tax year ending 2012 to
tax year ending 2016

49 Source: ONS (2019). “Young people’s earnings progression and geographic mobility, England and Wales: tax year ending 2012 to tax year
ending 2016".
470 https://www.centreforcities.org/publication/great-british-brain-drain-where-graduates-move-and-why/
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Figure 8.9: Net inflows into London from the Rest of the UK, 3-year averages, adult population
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8.4 Further research on the economic relationship between London and the rest
of the UK

An external research project has been commissioned to deepen our understanding of the relationship
between the economies of London and the rest of the UK. This will be available in the autumn to inform the
LIS and LIS Evidence Base reports.

Specifically, the research will explore the nature of the economic interactions between London’s key sectors
and clusters in other city-regions, both in terms of cross-sectoral synergies and in terms of functional
specialisation. The aim is to improve our understanding of what conditions need to be in place for positive
spillovers from London to other cities and what the Mayor could do (alone or in partnership) to strengthen
these links.
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Appendix to Chapter 6: London’s innovative sectors - strengths,
opportunities and rationale for intervention

We have identified five sectors as key London innovation sectors: tech and digital, advanced urban services,
life sciences, cultural and creative industries and low carbon and environmental goods and services.

There are economic, social and policy reasons behind this list which are set out below.
1 Tech and digital

1.1 Sector definition
Represented by the “digital technologies” sub-categories of the ONS-defined ‘Science and technology’
category.

1.2 Key strengths of the London tech sector

e The London tech sector is nationally significant. According to data from TechNation, London
accounts for close to half of total annual turnover of the UK tech sector, and almost 30% of UK tech
businesses are based in London*"*?,

e The productivity of digital tech in London is high. The value of output per worker in the London
tech sector is £201,000 per worker per year>.

e The sector is growing fast. Jobs in digital technologies in London have grown rapidly in the last two
decades. There was a 29% increase in employee jobs in digital technology industries London between
2003 and 2013, the fastest growth in any area of science and technology®*.

e London is the top city in the world for foreign direct investment from overseas tech
companies. It attracted 91 tech investment projects in 2018, compared to 79 in Singapore, 46 in Paris
and 32 in New York®”. Over the last 10 years London has secured 916 tech FDI projects, more than any
other city globally, and worth £9.5bn in total*®.

e London is the best place in Europe for tech companies to raise venture capital. According to
London & Partners and PitchBook, London’s tech companies received £1.8 billion in venture capital
funding in 2018, almost double the amount raised in Berlin, the next best city in Europe for venture
capital for tech®”’.

e London is home to 45 of the UK’s 70 tech unicorns (start-ups valued at $1bn or more) and
produces 1in 5 of all Europe’s tech unicorns*’®.

e There is a supportive start-up environment. Tech.London identifies 89 incubators and accelerators
in London supporting businesses operating across the tech sector*”.

e London has expertise in commercialising tech R&D, including via the Digital Catapult.

e There are significant and emerging clusters of tech activity across London, and tech has been
identified as an important driver of borough level economic growth. For example, research by

Regeneris for South London Partnership identifies four established tech centres and five areas with

471 Analysis of regional data from Tech Nation (2019). ‘UK Tech on the Global Stage’

472 |t is important to note that TechNation uses a different definition of the tech sector to the ONS defined ‘digital technologies’ category.
473Tech Nation. ‘London’

474 GLA Economics (2015). ‘Working Paper 64: The science and technology category in London’

475 London and Partners (2019). ‘Global tech investors look to London for international growth’

476 London and Partners (2019). ‘Global tech investors look to London for international growth’

477 London and Partners (2019)._‘London and UK top European tech investment tables”

478 City AM (2019). ‘London leads Europe’s tech unicorn herd’

479 Tech.London. ‘Incubators and Accelerators’
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substantial potential for tech growth across the five boroughs. It also finds that the South London tech

sector is growing rapidly, with the number of digital technology businesses increasing by almost 50%

over the past five years™.

¢ London has clear strengths in fintech, cyber security and artificial intelligence, and is a leader
in most other tech verticals and horizontals.

o Fintech: London’s status as a global centre for financial services makes it a natural home for
innovation in the fintech sector. London is home to 7 of the world’s 29 fintech unicorns, second only
to San Francisco (which claims 9)*'. In 2018, London-based fintech firms raised over £1.08bn from
venture capital investors, over 90% of the total raised by UK fintech firms*®.

o Cyber security: London has significant assets for cyber security innovation, including GCHQ's
National Cyber Security Centre, the Plexal Cyber Security Innovation Centre in East London and four
Academic Centres of Excellence in Cyber Security Research (Imperial, UCL, King’s and Royal
Holloway)*®. Proximity to London’s financial services sector is also important, as this sector is a
major source of demand for cyber security products worldwide®’.

o Artificial Intelligence (Al): According to research produced for the Mayor of London by
CognitionX, there were 758 Al companies in London in 2018, with a rate of new supplier formation
of 42% per annum®. This research identified the demand for Al products from London’s leading
industries as a key strength of the London market. Many leading companies working on Al are
located in London, and London’s HE research base is also strong; Imperial, UCL and King’s all have
significant Al and machine learning groups*®. The Knowledge Quarter Science and Innovation Audit
identified Al and machine learning as a key strength of the cluster, by virtue of its pre-eminent
university strengths (with UCL, City, University of London and Birkbeck all possessing strong data
science capabilities), wider research base and commercial assets. The Audit also identified strong
links between the research community and data sciences businesses within the area®”’. London is also
a leader in research into the ethics of Al, with the Centre for Data Ethics and Innovation, the Alan
Turing Institute, the Ada Lovelace Institute and industry initiatives all located in the city.

1.3 Future opportunities for the sector to seize

e Global tech giants are choosing London as a place to invest to innovate*®.

o Apple is set to open a new London campus in 2021 at Battersea Power Station for 1,400 staff.

o Google will open a new HQ in Kings Cross to house up to 4,500 staff.

o Facebook announced in 2018 that it will be leasing three new offices in King’s Cross to double its
London headcount. The company also announced it has chosen London as its base to develop
Whatsapp payments.

o LinkedIn moved into its new UK HQ in Farringdon in January 2019

o In April 2019, Spotify announced a new research and innovation hub in London, creating 300 new
jobs.

o In 2018, Microsoft announced a $20m investment to open its ‘Reactor” accelerator space in
Shoreditch for global start-ups.

480 Regeneris (2017). ‘The South London Tech Sector: A Framework for Growth”

481 City AM (2019). ‘London startups to take fintech unicorn crown from San Francisco’

42 London and Partners (2019). ‘London and UK top European tech investment tables’

483 National Cyber Security Centre. ‘Academic Centres of Excellence in Cyber Security Research’
484 Department for International Trade. ‘Cyber Security Export Strategy’

485 CognitionX (2018). ‘London: The Al Growth Capital of Europe’

486 Hall, W. and Pesenti, J. ‘Growing the Artificial Intelligence Industry in the UK”

47 Knowledge Quarter (2018). ‘Knowledge Quarter Science and Innovation Audit’

48 |ondon and Partners (2019). ‘Global tech investors look to London for International Growth’
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e Government is committed to ensuring the UK is a world leader in Al and data through the Al
sector deal and Al and data Grand Challenge, the creation of national-level bodies within government
aimed at overseeing the deployment of Al in society and government, and the medium-term funding
provided to date.

1.4 Rationale for public sector support for the tech and digital sector in London

e The positive spillovers innovation in the tech sector has the potential to generate in terms of raising
productivity across the economy.

e The potential to involve more of the economy in the R&D process and encourage the adoption of
technologies across the economy.

e Tech’s potential contribution to addressing all four of the UK Grand Challenges, and other social,
economic and environmental challenges affecting London and other places.

e The existence of market failures in the provision of risk capital to facilitate the long-term growth of tech
firms, and the exploration of potential new technology areas.

e The need for coordination and the establishment of data standards to ensure that public services can
utilise big data and digital technologies for the benefit of Londoners.

e The need from a social inclusion perspective to manage the potential adverse social impacts of disruptive
technologies.

2 Advanced urban services (AUS)

2.1 Sector definition
There is not yet a formal definition for the sector.

The Royal Institution of Chartered Surveyors (RICS) submitted a response to the UK Government’s Industrial
Strategy Green Paper on behalf of the AUS sector. RICS stated that the sector comprises firms across
traditional sectors including finance, planning, engineering and consultancy, design, delivery and operation

of urban services, infrastructure, service design, construction, software, data management and modelling*®.

The Connected Places Catapult sees the advanced urban services sector as ‘improv[ing] life in cities by
redesigning public services, creating new products and services, and overhauling existing governance

structures’, responding to rapid urbanization and technological change*®.

2.2Key strengths of the London AUS sector

e London’s strengths in tech are critical to the current performance and future development of
the AUS sector. Along with the strengths outlined above, London also has important clusters of
activity in tech ‘verticals’ related to the management of cities and the built environment, including
future mobility, digital health, cleantech, govtech and proptech.

e London has clear and growing strengths in architecture and urban design. The London
architecture sector grew on average 7.7% per annum in real terms between 2009 and 2016 -
significantly faster than the London economy as a whole®'. Overall, more than two-fifths of the GVA of

489 Royal Institution of Chartered Surveyors (2017). ‘“The Advanced Urban Services Sector: A Sector Response to the UK Government’s Green
Paper ‘Building Our Industrial Strategy”” [Unpublished]

4%0 Future Cities Catapult. ‘Advanced Urban Services’

41 GLA Economics (2018). ‘London’s Architecture Sector — Update 2018’
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the British architecture sector in 2016 was generated in London. By the value of services, London and
Greater South East urban design firms accounted for three of the largest 15 firms worldwide in 2017,

¢ London has a large construction and project management industry (including civil engineering),
with 14% of the UK construction workforce employed in London, and a further 15% in the South East
according to ONS data. London and the South East also made the largest contributions to UK
construction employment growth in 2017

¢ London’s universities have teaching and research strengths in key areas relevant to the AUS
sector. 16.5% of undergraduates and 34.7% of postgraduates studying architecture, building and
planning in the UK did so in London during the 2015-16 academic year®*. UCL is first in the world in
architecture and the built environment and Imperial College sixth in civil and structural engineering
according to the QS World University Rankings*>**.

e Specialist research centres, incubators and accelerators have been set up in London to
support AUS innovation. For example, the Bosch Connectory and the London RoadLab are incubators
for approaches to addressing London’s urban mobility and logistics challenges. The Ordinance Survey
and Land Registry has set up the Geovation Accelerator for start-ups using locational or property data,
and Siemens’ “Crystal” Urban Sustainability Centre is home to the world’s largest exhibition on the future
of cities™.

e London is the top European city for digital social innovation. Nesta found that London was far
ahead of other cities in using technology to tackle social challenges*®.

e London, through TfL, is a leader in transport data and innovation. The release of open data by
TfL is generating annual economic benefits and savings of up to £130m for travellers, London and TfL
itself*®. TfL is also preparing to trial on-demand bus services in Sutton>®.

e London is taking steps to make the data available for innovation in AUS. TfL is leading this
agenda, via its provision of free, accurate and real-time open data. This has led to the development of
more than 600 apps. The Smarter London Together Roadmap commits London to further increase data
sharing and collaboration for the benefit of Londoners™'.

e Major global corporates working in the built environment sector are based in London.

e The market for smart city technologies is growing in London. A 2016 study by Arup for the GLA
estimated that the market for smart goods and services could reach $13.4bn by 2020, with almost half
of this attributable to smart energy, water and waste management, transport and health and assisted

living®®.

2.3 Future opportunities for the sector to seize

e Urbanisation is a global trend. The UN estimates that, by 2050, 68% of the world’s population will

be living in cities or urban areas, up from around 55% today>®.

492 Engineering News Record (2017). ‘ENR 2017 Top 225 Design Firms 1-100

493 Office for National Statistics (2018). ‘Construction statistics: Number 19 — 2018 edition”
494 GLA Economics (2018). ‘London’s Architecture Sector — Update 2018’

4% Top Universities. ‘Engineering — Civil and Structural’

4% Top Universities. ‘Architecture/Built Environment’

47 Siemens. ‘The Crystal’

4% Nesta (2019). ‘Launching the European Digital Social Innovation Index’

499 Deloitte (2017). ‘Assessing the value of TfL’s open data and digital partnerships”
%0 Transport for London (2019). ‘On-demand bus services set to be trialled in Sutton’
T Greater London Authority (2018). ‘Smarter London Together’

92 Arup (2016). ‘Smart city opportunities for London’

93 UN (2018). ‘68% of the world population projected to live in urban areas by 2050
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e London’s population is also projected to grow, from around 8.9m residents today to 10.72m by
2042 according to the latest GLA projections®*.

¢ Population growth and climate change present huge challenges to cities. These challenges
include air quality, congestion, meeting the water and energy needs of residents and dealing with waste,
all of which the AUS sector can help to solve. Both London and the UK are also committed to being
zero-carbon by 2050, and the built environment has a major role to play in achieving this. The global
market for urban infrastructure is huge®®.

e Even the most advanced cities in the world have only partially adopted existing smart
technologies, according to research from McKinsey>®. There is therefore clear potential for market
growth. MarketsandMarkets estimates the size of the global smart cities market was $308.0bn in 2018,
and is expected to rise to $717.2bn by 2023°%.

e Government is committed to ensuring the UK is a world leader in mobility innovation via the
Future of Mobility Grand Challenge. Automated driving technology is advancing rapidly, and the UK
market for connected and autonomous vehicles is forecast to be worth up to £52 bn by 2035, out of a

global market of £907bn*®.

2.4 Rationale for public sector support for the AUS sector in London

e The scope for positive externalities from making London operate more efficiently and sustainably,
including economy-wide productivity benefits and the improved health of Londoners.

e The need to both enable the availability of relevant data in a standardised format for use by innovators,
and ensure this data is handled responsibly and securely to protect the privacy of Londoners.

e The existence of coordination failures and asymmetric information between public and private sectors,
which prevents the more effective use of digital technologies by the public sector in London.

e The cross-cutting nature of the sector and the variety of potential applications means it is relevant to all
the Grand Challenges.

e The unclear pathways to market for many smart technologies that can improve the way cities operate,
and difficulties attracting the investment needed to scale them®®.

e The value of developing common standards in smart infrastructure procurement and delivery to minimise
duplication or waste.

3 Life sciences

3.1 Definition
Represented by the “life sciences and healthcare” sub-categories of the ONS-defined “Science and
technology” category (cross-cutting with respect to SICs).

According to the Department for Business, Energy and Industrial Strategy (BEIS), the two core life sciences
sectors are biopharma (core sector and service and supply sector) and medtech (core sector and service and
supply sector). Biopharma produces therapeutics, while medtech covers medical devices and includes digital
health. The “core” sector covers discovery, development and marketing activities, while service and supply

%4 GLA (2019). '2017-based Trend Projection Results’

305 PitchBook (2018). ‘Smarter cities: How private markets are reshaping the urban landscape’

3% McKinsey Global Institute (2018). ‘Smart cities: digital solutions for a more liveable future’

507 MarketsandMarkets. ‘Smart cities market worth $717.2 billion by 2023"

%8 Transport Systems Catapult (2017). ‘Market forecast for connected and autonomous vehicles’
99 Arup (2016). ‘Smart city opportunities for London’
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sectors supply materials, equipment and specialist services. BEIS analysis also includes a new cross-cutting

classification designed to identify businesses operating in genomics®'°.

The Life Sciences Industrial Strategy defines ‘health life sciences” as referring to “the application of biology
and technology to health improvement, including biopharmaceuticals, medical technology, genomics,
diagnostics and digital health".”

3.2 The key strengths of the London life sciences sector

¢ Life sciences is a significant component of the London economy. According to data collected by
MedCity, there are currently 1,365 life sciences companies based in London, with a UK-wide turnover of
£14.4bn and employing over 60,000 people UK-wide’™.

e London is a part of the “‘Golden Triangle’ of London, Oxford and Cambridge — the strongest
biosciences cluster in Europe. Taken together, the Greater South East is home to 3,467 life sciences
businesses, with a combined turnover of over £50bn UK-wide".

e Life sciences and healthcare in London have grown rapidly in terms of employee numbers, with
jobs growing by 27% between 2003 and 2013°'™,

e Strong and emerging life sciences clusters are present across London. These include the
Knowledge Quarter around Euston and King’s Cross, Imperial College London’s new campus at White
City, the Whitechapel Life Sciences Centre and the London Cancer Hub at Sutton.

e Three of the UK’s six Academic Health Science Centres (AHSCs) are based in London, with a
remit to draw on their world-class research to improve patient care (King’s Health Partners, Imperial
College AHSC and UCLPartners)°"™.

e Major research centres and funders are based in London, including the Institute for Cancer
Research, the Francis Crick Institute, the Translation and Innovation Hub at Imperial White City and the
Wellcome Trust. London also has a key asset in MedCity, an organisation part-funded by the Mayor of
London to promote and grow the life sciences sector in London and the Greater South East®'®.

¢ London has clear strengths in genomics, advanced therapies, digital health and neuroscience.
o Genomics: A Deloitte study for the Office for Life Sciences in 2015 found that London was home to

14% of UK genomics companies, second only to Cambridge in terms of the size of its cluster””. The
same study pointed out that the golden triangle is responsible for a significant amount of genomics
research, in terms of both securing translational research grant funding and conducting clinical trials.
London is home to three Genomics England Genomic Medicine Centres, and London universities are
significant contributors to research in precision medicine — UCL launched its Institute for Precision
Medicine in 2018, and Queen Mary University of London and Barts Health NHS Trust have partnered
with King’s College London, UCLPartners and others in the East London Genes and Health
Programme, designed to better understand disease in the Bangladeshi and Pakistani community”'®.
o Advanced therapies: London is Europe’s leading centre for Advanced Therapies research, with
London Academic Health Science Centres conducting approximately 80% of the UK’s clinical trials in
advanced therapies. This activity spans UCL, King’s and Imperial and partner NHS Trusts>'®. MedCity,

510 Office for Life Sciences (2019). ‘Bioscience and Health Technology Sector Statistics 2018’

11 Bell, J. “Life Sciences Industrial Strategy — a report to the Government from the life sciences sector’

>12 MedCity. ‘MedCity Map’ (Filters: London)

>13 MedCity. ‘MedCity Map”

>14 GLA Economics (2015). ‘Working Paper 64: The science and technology category in London’

>15 Department of Health and Social Care (2013). ‘Top NHS and university alliances recognized by Department of Health”
516 MedCity. ‘About us’

317 Deloitte (2015). ‘Genomics in the UK: an industry study for the Office for Life Sciences’

>18 MedCity. ‘The Genomics Revolution’

>19 King’s College London, by email
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working in partnership with King’s, Imperial and UCL, has launched the Advanced Therapies Network
to promote collaborative research and commercial partnerships in this area®®. According to MedCity,
there are over 130 advanced therapies companies in the UK, with 60% residing in the Greater South

East of England®".

o Digital health: According to the Office for Life Sciences, London is responsible for 24% of UK
employment in digital health - the largest of any single region in the UK***. MedCity data records
233 digital health companies based in London, employing over 1,700 people UK-wide*”. MedCity
and London’s three Academic Health Centres are delivery partners in DigitalHealth.London — a
programme that aims to speed up the development and scaling of digital innovations across health
and care, and pioneer their adoption by the NHS>**,

o Neuroscience: London has clear research strengths in the field of neuroscience. UCL is
ranked number one in Europe for neuroscience research, and second in the world®®. It has also been
selected as the ‘hub’ of the national Dementia Research Institute. In other examples, King’s has
recently constructed the Maurice Wohl Clinical Neuroscience Institute, one of Europe’s largest
centres for interdisciplinary neuroscience excellence®®. The Knowledge Quarter Science and
Innovation Audit identified dementias as a clear area of specialism in the London life sciences

sector’”.

3.3 Future opportunities for the sector to seize

e Populations in the UK and around the world are ageing. According to the ONS, around 16% of the
UK population was aged 65 or over in 1997, compared to over 18% in 2017 and projected to reach 24%
by 2037°. Contributing to the Government’s Ageing Society Grand Challenge, which sets out the goal
of extending healthy life expectancy by at least 5 years by 2035 and narrowing health inequalities, is an
important opportunity for London’s life sciences sector, given its strength in neuroscience, particularly
dementia, and other areas relevant to the health of an older population.

e There is significant support for the application of genomics in medicine, as articulated by the
Life Sciences Industrial Strategy®* and the Chief Medical Officer for England®*, among others. This hints
at a substantial market opportunity for London’s genomics companies and researchers.

e The scope to apply digital technologies and data to healthcare is significant. Deloitte identify a
range of ways in which new technologies have the potential to transform healthcare in the near term>*',
creating significant opportunities for London to build on its strengths in digital health.
DigitalHealth.London, working in partnership with MedCity and London’s AHSCs, aims to support the

532

NHS to find digital solutions, and build the capability of innovators>*.

520 MedCity. ‘Advanced Therapies Network’

521 MedCity. ‘Advanced Therapies Network’

522 Office for Life Sciences (2019). ‘Bioscience and Health Technology Sector Statistics 2018’

52 MedCity. ‘MedCity Map’ (Filters: London, digital health)

524 Digital Health.London

52 Thomson Reuters Essential Science Indicators, Neuroscience, cited in MedCity. ‘The Neuroscience Network”
526 MedCity. ‘The Neuroscience Network’

527 Knowledge Quarter (2018). ‘Knowledge Quarter Science and Innovation Audit’

528 Office for National Statistics (2018). “Overview of the UK population: November 2018’

52 Bell, J. “Life Sciences Industrial Strategy — a report to the Government from the life sciences sector’

530 Department of Health and Social Care (2017). ‘Chief Medical Officer annual report 2016: generation genome’
331 Deloitte (2017). ‘The future awakens: life sciences and healthcare predictions 2022"
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GLA Economics 169


https://www.medcityhq.com/medcity-programmes/the-advanced-therapies-network/
https://www.medcityhq.com/medcity-programmes/the-advanced-therapies-network/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/798583/Bioscience_and_Health_technology_Sector_2018.pdf
http://www.medcitymap.com/
https://digitalhealth.london/
https://medcityhq.com/wp-content/uploads/2017/04/neurodegen-single-V2.pdf
https://medcityhq.com/wp-content/uploads/2017/04/neurodegen-single-V2.pdf
https://www.knowledgequarter.london/download/knowledge-quarter-science-and-innovation-audit/
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationestimates/articles/overviewoftheukpopulation/november2018
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/650447/LifeSciencesIndustrialStrategy_acc2.pdf
https://www.gov.uk/government/publications/chief-medical-officer-annual-report-2016-generation-genome
https://www2.deloitte.com/content/dam/Deloitte/tr/Documents/life-sciences-health-care/deloitte-life-sciences-health-care-predictions-2022.PDF
https://digitalhealth.london/

Developing the evidence base for London’s Local Industrial Strategy - Interim report

3.4 Rationale for public sector support for the life science sector in London

e The Life Sciences Industrial Strategy produced for the Government by Sir John Bell called for the
Government to continue to invest in the sector to ensure it retains its global competitive advantage®®.

e The crucial role of the London life sciences sector in responding to the Ageing Society Grand Challenge.

e The social value life sciences innovation has the potential to generate in terms of improved health
outcomes. As a positive externality, this is not accounted for in the investment decisions of private
sector actors.

e The existence of market failures in the provision of patient capital, given the long lead time of much life
sciences innovation.

e The ability of the public sector to address other well-established barriers to growth for the sector,
including access to talent, data and collaboration and R&D space.

e The responsibility of the public sector in driving innovation across the health and social care sectors,
including the NHS.

4 Cultural and creative industries

4.1 Definition
We follow the Department for Culture, Media and Sport definition of the creative industries, which
encompasses many cultural activities:

“those industries which have their origin in individual creativity, skill and talent and which have a potential
for wealth and job creation through the generation and exploitation of intellectual property”***.

The DCMS definition is a UK definition based on international industrial codes. It includes the following
sub-sectors: Advertising and marketing; architecture; crafts; design and designer fashion; film, TV, video,
radio and photography; IT, software and computer services; publishing; museums, galleries and libraries; and
music, performing and visual arts.

4.2 Key strengths of the London cultural and creative industries

e London’s creative and cultural industries are economically significant for the city and for the
UK as a whole. The creative industries accounted for 12% of total GVA in London in 2017, while over
half of the UK creative industries” total GVA was generated in London in that year’®.

e The creative industries in London are fast-growing. Between 2010 and 2017 the GVA of the
creative industries in London increased by 73.3%, that fastest of any region of the UK>*®.

e London’s creative industries are highly productive, particularly in Film, TV, video, radio and
photography; Publishing; and IT, software and computer services. Overall GVA per workforce job (as a

proxy for productivity) was equal to £71,400 in 2015; this was 22.2% higher than the average across all

>33 Bell, J. “Life Sciences Industrial Strategy — a report to the Government from the life sciences sector’

>34 Department for Digital, Culture, Media and Sport (2019). ‘DCMS Sectors Economic Estimates 2017 (provisional): Regional Gross Value Added
(GVAY

>3 Department for Digital, Culture, Media and Sport (2019). “DCMS Sectors Economic Estimates 2017 (provisional): Regional Gross Value Added
(GVAY

>3 Department for Digital, Culture, Media and Sport (2019). ‘DCMS Sectors Economic Estimates 2017 (provisional): Regional Gross Value Added
(GVAY
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sectors of the London economy, and 35.5% higher than for the creative industries in the UK as a

whole®.

e Research by Nesta points to the strengths of London as a creative cluster across a range of
metrics. Importantly, this research finds that networking among those employed in the creative
industries is high in London®*, which could point to strong channels for knowledge diffusion.

¢ London is home to leading universities and further education institutions specialising in
teaching and research in creative subjects. These include: The Royal College of Music, the Royal
Academy of Music, Ravensbourne University, University of the Arts London, the Royal Academy of
Dramatic Art, the Central School for Speech and Drama, Trinity Laban and the Royal College of Art,
number one ranked art and design school in the world for five years running.

e Strong and emerging cultural and creative clusters are present across London. These include
the UK’s first six Creative Enterprise Zones (Croydon, Tottenham, Hounslow, Brixton, Deptford and New
Cross and Hackney Wick and Fish Island), the Royal Docks, Dagenham Studios, Fashion District in East
London, the Old Oak Park Royal development and the cluster of assets in the Knowledge Quarter.

e Important cultural institutions and creative businesses are based in London, including major
museums and galleries, ballet and contemporary dance companies, broadcasters, film studios and VFX
production companies and music venues.

¢ London has particularly pronounced strengths in film and screen industries, broadcasting,
fashion, advertising and design.

o Film and screen industries and broadcasting: London accounted for over three quarters of GVA
generated by the ‘Film, TV, Video, Radio and Photography’ sub-sector in the UK in 2017°%°. London
has a very high index of specialisation (6.79)°* in the sub-sector ‘motion picture, video and
television programme activities’. Similarly, it has an index of specialisation of 7.96 in radio
broadcasting and of 19.36 in television programming and broadcasting activities®*'. These scores
indicate that London is highly specialised in these activities compared to the rest of Great Britain.

o Fashion: London is a top fashion capital, hosting the major annual event London Fashion Week and
London Fashion Week: Men’s. The London showcases for womenswear and menswear generate circa
£112m in sales per year’.

o Advertising: 1in 18 jobs in London are in the advertising sector’®. London has an index of
specialisation of 4.26 in advertising, evidencing a clear specialisation®*. Nesta finds that advertising
is one of the fastest-growing creative sub-sectors in the UK>®.

o Design: The design economy generated £85.2bn in GVA to the UK in 2016, equivalent to 7% of UK
GVA. One in three design firms are based in London, with one in five design workers also operating
in the capital®®. Nesta finds that the design sub-sector is growing particularly rapidly in the UK>Y.

537 GLA Economics (2017). ‘London’s creative industries — 2017 update’

>3 Nesta (2016). ‘The Geography of Creativity in the UK’

39 Department for Digital, Culture, Media and Sport (2019). ‘DCMS Sectors Economic Estimates 2017 (provisional): Regional Gross Value Added
GVAY

>4 An index of specialisation is a calculation which looks at the relative importance of a sector based on the number of jobs in one area as
compared to another geographic area. For this analysis London is compared to the rest of Great Britain. Any score over 1 indicates that London
is more specialised in terms of jobs than the rest of Great Britain; a score less than one indicates the opposite.

>41 GLA Economics (2016). ‘Economic Evidence Base for London 2016’

>4 British Fashion Council, GLA monitoring and reporting

>4 Advertising Association. ‘Advertising Pays 6: World class talent, world class advertising’

54 GLA Economics (2016). ‘Economic Evidence Base for London 2016’

% Nesta (2016). ‘The Geography of Creativity in the UK’

>% Design Council (2018). ‘The Design Economy 2018 Report’
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4.3 Future opportunities for the sector to seize

e Government is backing the UK's cultural and creative industries via the Creative Industries Sector
Deal, with the aim of ensuring they retain their pre-eminent global status®®.

¢ New technologies, particularly immersive technologies, are opening up opportunities for the
development of new creative content®”. According to PWC, London already has very pronounced
strengths in AR/VR (augmented reality/virtual reality), home to 244 of the UK’s 463 AR/VR
companies®®. The majority of these are producing AR/VR content.

¢ Investment in major new creative assets in London, including plans for large-scale, state-of-the-art
creative and cultural production centres as part of the development of the Thames Estuary Production
Corridor and East Bank. The development of new film studios at Dagenham East is already underway as
a part of this vision as well as Fashion District in East London.

4.4 Rationale for public sector support for the cultural and creative industries in London

e The wider economic and social benefits generated by the sector, including attracting tourism and high-
skilled workers to the city, supporting regeneration and improving the quality of life of Londoners.

e The central role of the public sector in addressing Brexit-related uncertainty, which significantly
threatens the cultural and creative industries given their reliance on international workers, tourism and
export demand from EU markets.

e The ability of the public sector to address other well-established barriers to growth for the sector,
including lack of affordable creative workspace, access to finance and start-up capital.

e The social imperative of addressing low pay, which remains a significant issue in many parts of the
sector.

e The Mayor has a statutory requirement to deliver a Culture Strategy.

e Investment in arts and culture at both a local authority and Government level has been decreasing,
particularly in London where Arts Council funding has been at a standstill since 2015.

e The cultural and creative industries face coordination challenges due to their SME/freelance structure,
which can impact on the provision of skills and training and access to business advice and support.

5 Low carbon and environmental goods and services (LCEGS)

5.1 Definition
Work commissioned by the Greater London Authority to define and measure the low carbon and
environmental goods and services sector in London defines the sector as comprising 24 sub-sectors. These

sub-sectors are grouped into three broad categories; environmental, renewable energy and low carbon®'.

5.2 Key strengths of the London LCEGS sector

e London is home to a strong LCEGS cluster. In 2017/18 there were 13,906 LCEGS businesses
located in London employing over 246,000 workers. This represents 19.2% of all of the LCEGS
businesses in the UK (72,478), and 19.6% of employees (1,257,182)>.

>4 Department for Digital, Culture, Media and Sport (2018). “Creative Industries Sector Deal launched’
>4 UK Research and Innovation. ‘Audience of the future’

>0 Dalton, J. (2017). 'VR/AR interactive UK map’

>1 Greater London Authority (2019). “London Low Carbon Market Snapshot (2019)’

552 Greater London Authority (2019). ‘London Low Carbon Market Snapshot (2019)
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e The London LCEGS sector has experienced strong growth over the last decade. In terms of
sales, the sector grew by 90% in London between 2007/08 and 2017/18, compared to growth of 80%
in the UK as a whole. The low carbon category exhibited the strongest growth over this period, growing
by 108%, compared to growth of 88% in the UK>>.

e London is the UK’s pre-eminent centre for carbon finance. The sub-sector, which includes carbon
finance trading houses and consultancies, generated sales of £12.77bn in 2017/18, 32% of the total
value of sales from the London LCEGS sector in that year (£39.7bn). 97% of UK carbon finance activity
is based within London, and much of this in the City of London>*.

¢ Wind, geothermal, building technologies, alternative fuels and photovoltaics are all also
important sub-sectors in London. All generate more than £2bn annually in sales, and London has the
highest market shares of any region in the UK in photovoltaic (26%), geothermal (24%) and wind (16%)
sub-sectors, and the second highest share in building technologies (15%)>.

¢ London has higher education strengths in low carbon technologies, including the Grantham
Institute for Climate Change and the Environment at Imperial, and the Energy Institute at UCL.

e London Government is innovating in low-carbon approaches via the London Waste and
Recycling Board, which works with the Mayor of London and London Councils to improve waste and
resource management in London.

e London is home to specialist incubators and accelerators for LCEGS start-ups.

5.3 Future opportunities for the sector to seize

e International commitments to take action on climate change, such as the Paris Agreement, mean the
market for low carbon goods and services is growing. Analysis for the Committee on Climate Change
found that the UK low carbon economy could grow from around 2% of UK total output in 2015 to 8%
by 2030, and around 13% by 2050°*.

e The Government’s Clean Growth Grand Challenge reinforces the UK’s commitment to developing low
carbon technologies and promoting greater resource efficiency.

e The market for low-carbon services might be a particular opportunity for the UK, and London especially.
Specialist services in climate finance, insurance, consultancy, accountancy and law are likely to be in
increased demand worldwide’, services in which London is already highly specialised.

e According to the City of London Corporation’s Green Finance Initiative, London can play an important
role in helping to internationalise the green finance sector™®. There are already 90 Green Bonds listed on

the London Stock Exchange in 7 currencies™.

5.4 Rationale for public sector support for the low carbon and environmental goods and services
sector in London

e The need for coordination to address the disjointed and incoherent nature of the sector in London.

e The potential for public procurement, regulation and policy to create demand for low carbon, circular
goods and services, responding to the broader challenge of climate change.

e Market failures in the provision of patient capital across the technology lifecycle.

553 Greater London Authority (2019). ‘London Low Carbon Market Snapshot (2019)

554 Greater London Authority (2019). ‘London Low Carbon Market Snapshot (2019)’

5% Greater London Authority (2019). ‘London Low Carbon Market Snapshot (2019)’

5% Committee on Climate Change (2017). ‘UK business opportunities of moving to a low carbon economy’
557 Committee on Climate Change (2017). ‘UK business opportunities of moving to a low carbon economy’
%8 Green Finance Initiative. ‘London as a global centre for green finance’

>3 Green Finance Initiative. ‘Facts and Figures’
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e The ability of the public sector to address other barriers to growth for the sector, including lack of
affordable workspace and the lack of tailored business support.
e The role of the sector in responding to the Clean Growth Grand Challenge.
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