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Centre for Cities’ submission for the Productivity Commission’s first evidence session on “Sizing 

the productivity problem: international, national, regional and sectoral aspects” (23rd November) 

About Centre for Cities 
Centre for Cities is an independent, non-partisan think tank dedicated to improving the economies of 
the UK’s cities and largest towns and the opportunities of the people who work and live in them, 
helping these places realise their economic potential.  
 
We produce rigorous, data-driven research and policy ideas to help cities, large towns and 
Government address the challenges and opportunities they face, from boosting productivity and 
wages to preparing for the changing world of work. Our research focuses on the UK’s 63 largest 
primary urban areas, or PUAs, (defined as the measure of the built-up area of a large city or town) 
rather than local authorities, given PUAs offer a consistent measure of the concentration of economic 
activity. 
 
 
The UK’s largest cities outside the Greater South East are principally responsible for both the North-
South divide and the UK’s poor productivity  
 
While the UK lags other Western European countries in terms of productivity, the Greater South East 
is one of the most productive parts of Europe. The UK’s low productivity is a result of the poor 
performance of the rest of the country. 
 
The principal driver of this is the underperformance of large cities such as Birmingham, Manchester 
and Glasgow. Economic theory says that larger cities are more productive as the benefits of 
agglomeration increase with scale. This is seen in practice across Western Europe (see Figure 1) and 
in the USA. But it isn’t seen in the UK. These large cities are punching well below their weight and 
aren’t playing the role that the likes of Munich and Lyon play in their respective national economies. 
 
Figure 1: Most large cities in the UK lag their European counterparts, setting the UK apart  
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This underperformance, combined with their sheer scale, has large costs for the millions of people 
who live in and around them and the UK economy as a whole. Conservative estimates by Centre for 
Cities suggest that the underperformance of the eight largest cities after London costs the UK 
economy at least £47 billion per year (2018 prices), or 2.3 per cent of economic output - equivalent to 
adding two extra economies the size of Newcastle to national output. 
 
The point of this is not to argue against investment in smaller places — there are many good reasons 
to do so. But it shows that focusing on smaller places alone (as much recent political debate has done) 
and ignoring the continued underperformance of large cities will not deal with the country’s 
productivity problems. And, as previous Centre for Cities’ work shows, the relationship between cities 
and towns means that it is not likely to deal with the issues that smaller places face either. Successful 
cities ‘pull up’ the performance of towns around them; the former’s underperformance explains the 
divide in overall economic performance across the UK.  
 
This underperformance results from these cities struggling to attract ‘exporting’ businesses 
 
Productivity of local and national economies is driven by tradable or ‘exporter’ businesses. These are 
the businesses that bring money into an economy by selling beyond its borders, and are able to absorb 
new innovations. For example, between 1990 and 2017, productivity in the IT sector doubled, and 
tripled in the pharmaceuticals and chemicals sector. In the same period, it grew by just two per cent 
in largely non-tradable sectors accommodation and food services and declined in arts, entertainment 
and recreational sectors.1  
 
Because these exporters sell to many different markets, in principle they can locate anywhere. But in 
reality they don’t. Where they locate depends on the trade off in the costs and benefits of a different 
places. The inherent benefits of cities (and city centres in particular), namely access to large pools of 
workers and the ability to interact with other businesses, are in principle very attractive to high-skilled 
exporting businesses, despite the costs of locating in a city. The inherent benefits of rural areas (for 
example access to lots of beautiful countryside and low cost land) are much less attractive to these 
sorts of enterprises. This means that different places play different roles in the national economy, and 
both analysis of the UK economy and policies to improve it should hold this central to their approach. 
 
Given this, we should not expect there to be large numbers of high-skilled exporting businesses in 
rural areas. But we should expect many more of them in larger northern cities in particular than is 
currently the case.  
 
A key distinction between cities in the Greater South East and elsewhere in the country is that the 
former’s tradable base is much higher skilled than cities elsewhere. The result is that Manchester’s 
productivity looks much more like Cumbria’s than Bristol’s, and trails far behind Munich’s. 
 
This results because large cities in particular are not offering the inherent benefits to these tradable 
businesses that they should be. The biggest one amongst this is access to high-skilled workers. For 
example, 28 per cent of workers within commutable distance of Manchester have a degree. In London 
this figure is 38 per cent.2 The performance of their city centres is a second factor. While they have 
undergone a period of rejuvenation and are increasingly home to a large concentration of high-skilled 
exporting businesses, their city centre economies are not currently large enough to pull up the wider 
performance of the city, nor are their public transport systems extensive enough to sufficiently link 
workers in the suburbs and beyond to these city centre jobs. Policies designed to ‘level up’ or tackle 
the UK’s poor productivity should prioritise tackling these challenges in big cities. 

 
1 Source: ONS Blue Book 
2 Source: Census 2011, Centre for Cities’ calculations. 
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The long tail is a red herring 
 
A persistent narrative in the UK is that it is the “long tail” of unproductive businesses that are the root 
cause of the UK’s productivity problem. But this long tail is made up almost exclusively of non-tradable 
businesses, such as hairdressers and cafes, and there is very limited scope to increase their 
productivity (see Figure 2). For example, the job of a waiter or hairdresser today is broadly similar to 
what it was 30 years ago, and there has been little change to their productivity. We should not be 
surprised that the long tail exists, and we should expect that this same long tail exists in other 
developed countries. 
 
Figure 2: The long tail is dominated by non-tradable businesses. Policy should be concerned with the distribution of jobs in 
tradable businesses 

 

  
Source: ONS, Annual Business Survey 

 
Reflecting the above, we should instead look at the distribution of exporter/tradable businesses, 
rather than all businesses. Looking at these businesses shows that there is a much larger concentration 
of lower productivity exporting business activities in cities outside of the Greater South East (in 
contrast the distribution of non-tradable businesses is much more similar – there’s no reason why a 
hairdresser in Newcastle should be less productive than one in Plymouth, or in Nantes for that matter). 
While management practices may have a role to play in this, a bigger reason for this is the struggles 
for these cities to attract in higher productivity businesses. 
 
This split doesn’t occur just between sectors or between businesses. It happens within businesses too. 
To illustrate, take Barclays Bank. It puts its investment banking operation in London because of the 
inherent benefits that London offers (namely access to knowledge – both in terms of workers and 
other businesses despite the costs of doing so). But it puts its more routinised activities in its data 
processing centres, which don’t need access to knowledge, in Liverpool and Sunderland, which offer 
access to lots of lower-skilled workers and cheaper land. Crucially for the point on the spread of best 
practice in the terms of reference, we should not necessarily expect an innovation in investment 
banking within Barclays to have any practical use for its contact centre operations. The lack of 
investment banking activities in Sunderland means that there’s no demand there to apply any 
innovation that Barclays’ investment banking activities may have produced. This again points to the 
lack of high-skilled exporting activities in these places as being the key problem, rather than simply an 
underperformance of existing activities. And so policy should not put too much weight on moves to 
improve the performance of existing businesses in these places. 
 
 
The UK’s productivity performance since 2008 
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In contrast, the UK’s poor productivity growth since the financial crisis results from the poor 
performance of tradable businesses in London in particular – the opposite end of the ‘long tail’ 
(reflective of research done by the Bank of England).3  
 
Firstly in terms of industries: While tradable industries should be well ahead of local services 
businesses (such as retail and hospitality) in terms of productivity growth, in reality they trailed them. 
National data shows that IT and communications, financial services and manufacturing – all exporting 
sectors – saw the greatest productivity growth in the decade before the financial crisis. After the crisis, 
the IT sector grew at around a quarter of its previous rate, manufacturing barely changed and financial 
services productivity fell.4  
 
Secondly in terms of geography: The chart below shows that from 1998, London was the driver of 
overall productivity growth until the financial crisis. But the capital has faltered since then – while 
employment growth has been buoyant, productivity growth has not. This has resulted in national 
productivity growth faltering too. 
 
Figure 3: London's productivity growth has faltered after the financial crisis 

 

  
The causes for this are not well understood. But it shows the UK now has a dual problem – the 
persistent underperformance of large cities outside of the Greater South East, and the faltering 
performance of the capital. 
 
Impact of Covid-19 
 
Pre pandemic, high-skilled exporting businesses showed a revealed preference to locate in successful 
city centres because of the inherent benefits they offered. This is very likely to have resulted in higher 

 
3 The UK’s productivity puzzle is in the top tail of the distribution, Bank Underground 
https://bankunderground.co.uk/2018/03/29/the-uks-productivity-puzzle-is-in-the-top-tail-of-the-distribution/ 
4 Enenkel K and Sells T (2021) Building back better: How to recover from Covid-19, London: Centre for Cities 

https://bankunderground.co.uk/2018/03/29/the-uks-productivity-puzzle-is-in-the-top-tail-of-the-distribution/
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productivity of such businesses as face-to-face interaction generated new ideas and innovations.5 If 
the economy becomes more atomised as a result of changes in working patterns, we should expect a 
fall in long run productivity growth as successful UK city centres, the most productive parts of the 
national economy, are dismantled. 

 

Further Reading 

The wrong tail? https://www.centreforcities.org/wp-content/uploads/2018/05/2018-06-05-The-
wrong-tail.pdf 

 

So you want to level up? https://www.centreforcities.org/wp-content/uploads/2021/06/So-you-
want-to-level-up-Centre-for-Cities.pdf 

 

Why big cities are crucial to ‘levelling up’: https://www.centreforcities.org/publication/why-big-
cities-are-crucial-to-levelling-up/ 

 

London’s lost decade: https://www.centreforcities.org/blog/londons-lost-decade/ 

 

Is London too successful? https://www.centreforcities.org/blog/is-london-too-successful/ 

 

 
5 For example see Moretti E (2004), Workers' Education, Spillovers, and Productivity: Evidence from Plant-Level 
Production Functions, The American Economic Review Vol. 94, No. 3 (Jun., 2004), pp. 656-690 (35 pages) 
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