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* Research and development, productivity and
regional growth
— Why it's important to level up R&D

* Levelling up R&D in the White Paper

— What government has committed to — and what
remains to be done

* Levelling up R&D in practice in a city region

— Innovation Greater Manchester and the Innovation
Accelerator pilot
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Most of the UK is is below the North
European average in economic strength.

Outside the SE, productivity
levels are comparable with E.
Germany or S. Italy

GDP/capita at PPS, NUTS1
regions of the EU in 2017.

(Republic of Ireland figures
are not comparable)

Tom Forth
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Why productivity matters

Following the global financial crisis, both the level and rate of growth of labour
productivity have fallen substantially.

The productivity slowdown has resulted in a decade of wage stagnation
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1971-2005 trend:
2.3% annual growth

post-2010 trend:
0.4% annual growth™

UK Labour productivity since 1971. ONS data (after 2021

revisions).
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Regional
dispersion in
productivity

Most of the country —
including all its major
cities in the Midlands
and North — have
below average
productivity

Levelling Up White Paper

Productivity

Productivity varies substantially across and within regions. Although London and the South East are the
only regions above the UK average, they also host some of the UK’s least productive local authorities.
Local authorities in Scotland, the Midlands and the North West are also some of the most productive.

Figure 1.3 Nominal (smoothed) GVA per hour worked (£), GB local authorities and
Northern Ireland, 2019

GVA per hour worked (£)
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Only three regions of the UK contribute to
government more than they receive.
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Why does R&D matter?

» Private sector R&D is the route by which firms create new high value products

and improve their processes to reduce cost

« Formal R&D not the only way firms innovate — but accounts for more than half
their innovation expenditure
« But economics tells us that firms by themselves will invest less in R&D than

socially optimal, because they can’t capture all their benefits
* Hence need government to fund R&D, with public sector R&D “crowding in”

more private sector R&D leading to higher productivity growth

The econometric evidence

Substantial spillovers from public &
private R&D

Estimated rate of return on public
R&D of 20% pa

Spillovers from public R&D to private
sector depend on industry absorptive
capacity

A 10% rise in public R&D would raise
private TPF growth by 0.03 ppa

Imperial College
London
BUSINESS SCHOOL

The contribution of public and private
R&D to UK productivity growth

Peter Goodridge, Jonathan Haskel, Alan Hughes, Gavin Wallis

Discussion Paper 2015/03
March 2015
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concentrated in London, E & SE

R&D spend

London

Berkshire, Buckinghamshire and Oxfordshire

East Anglia

Bedfordshire and Hertfordshire

Gloucestershire, Wiltshire and Bristol/Bath area

Derbyshire and Nottinghamshire

West Midlands

Surrey, East and West Sussex

Eastern Scotland (NUTS 2013)

Cheshire

Herefordshire, Worcestershire and Warwickshir

Hampshire and Isle of Wight

Essex

Merseyside

South Western Scotland (NUTS 2013)

Greater Manchester

Northern Ireland (UK)

West Yorkshire

Wmmoﬁmmﬁm_‘m::m_ Rutland and Northamptonshire
en

Northumberland and Tyne and Wear

East Wales

Lancashire

South Yorkshire

West Wales and The Valleys

Devon

North Yorkshire

North Eastern Scotland

Shropshire and Staffordshire

Dorset and Somerset

Tees Valley and Durham

East Yorkshire and Northern Lincolnshire

Cumbria

Lincolnshire

Highlands and Islands_

Cornwall and Isles of Scilly
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Poorer, less productive

regions do less R&D

50000 : :
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30000 |-

20000

GVA £/ per head of population

® East Anglia

GVA per head plotted
against total R&D spending
per head, by NUTS2 region
(except London and
Scotland, represented at

10000

0 500 1000

1500

Total expenditure on R&D (GERD) €/head of population

2000 NUTS1 level). GERD data
from Eurostat, GVA from
ONS.
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The mismatch between public sector
and private sector R&D spending

Low public R&D,
high business
R&D

Low public R&D,
low business
R&D

Busihess R&D /€ per person
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Levelling up R&D — the scale of

1824

the problem
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SW  Wales & NI

The Missing
£4 Billion

Making R&D work
for the whole UK

Extra annual revenue spending to
‘level up” per capita spending to

London/SE/E average.

North - £1.6 billion /pa
Midlands - £1.4 billion /pa
Southwest - £570 million /pa

Wales and Northern Ireland
- £660 million /pa

Total: £4.2 billion

Planned increase in government spending in CSR period £5 billion/pa
Total spending on innovation by the English RDAs 2005-2008: £323 million
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Comprehensive Spending Review Oct 2021
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3.7 SR21 invests a record £20 billion by 2024-25 in Research and Development (R&D).> The
government will ensure that an increased share of the record increase in government spending
on R&D over the SR21 period is invested outside the Greater South East, and will set out the
plan for doing this in the forthcoming Levelling Up White Paper. The investment will build on
the support provided throughout the UK via current programmes such as the Strength in Places
Fund and the Catapult network.
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R&D in the Levelling Up
White Paper

* Some welcome high 3//('
level prmmp_les E“EI.L‘QG

* Open questions on QP E—
implementation ﬁ .

* “Innovation —
Accelerators” — a route
to locally-informed
innovation policy

Levelling Up the United Kingdom
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The conceptual framework

Figure 1.62 Levelling Up Capitals Framework
Some places are caught in vicious cycles

Physical Capital Intangible Capital Social Capital Ins(t::::::-nal Financial capital Human Capital
Density of cities ) Centralisati Fi rugsl :
ISy v o Gnommione S e Lowiome

of people and ol af deprivation capacity finance

firms is lower Seonomes l l l

L:sts l Reducgtd ; - Poor social
) Emigration of social decline opportunity to ow investment outcomes
aggl(:g\;:tlon, skills and firms build capability in peoplte and
productivity l l l e l
) | N e l
Firms and high LEW vestment Keas W fractive decti)s?;itn(::lsing Low capital LO:thiL::’;an
skilled workers — n ::éo;;gon - places fo fve- -3 andpublic accumulation ~ accurrl:ulation
services

locate elsewhere

vy v v v 9

Leading to persistently worse outcomes

People and places
lack power and
autonomy to
improve their
outcomes.

Productivity Quality of life ~w | Place Leadership g
s 1

People in some parts of Some places have

the country have fewer lost a sense of
community, local

pride and belonging.

People living in
some places have
seen pay and income opportunities to live
stagnate, while others have good and healthy lives.

steamed ahead.

Intangible Capital

Low-wage, ¢
low-skill
economies

Emigration of
skills and firms

Low investment
in innovation —

and R&D
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Levelling Up Missions

Focus Area ’ Mission

Boost productivity, pay, jobs and living standards by growing the private Goal
sector, especially in those places where they are lagging

Living By 2030, pay, employment and productivity will have risen in Overa rChing,
Standards every area of the UK, with each area containing a globally outcomes
competitive city, and the gap between the top performing

and other areas closing. based mission
Research & By 2030, domestic public investment in R&D outside the Intermediate
Development | Greater South East will increase by at least 40%, and over _ ’
(R&D) the Spending Review period by at least one third. This iInputs based

additional government funding will seek to leverage at least mission: means
twice as much private sector investment over the long term ]
to stimulate innovation and productivity growth. to the end

+ missions on transport and digital connectivity
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Rebalancing R&D - some issues

How to preserve “excellence”™?
— Excellence is important, for some value of excellence

Where to focus on spectrum from basic research to
applied & development work?

What's the right kind of R&D to support existing
regional industrial/innovation ecosystems?

— Regional absorptive capacity

Who/what organization has the right information to
make good decisions?

— The need for national/regional/city devolution/co-creation
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Where are the R&D uplifts?

 UKRI — supports basic research in universities
and institutes
— Innovate UK — business led R&D and innovation

e Other departmental R&D investment in support
of govt goals
— Business, Energy and Industrial Strategy

* Net zero, sector support, national R&D
infrastructure

— National Institute of Health Research
— Ministry of Defense
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The need for culture change
in UKRI and Innovate UK

“We don'’t do regional strategy” — Levelling Up Paper promises change:

BEIS will aim to invest at least 556% of its R&D funding outside the Greater
South East by 2024-25. This covers domestic R&D funding including UKRI
funding, other BEIS R&D funding competitions, industry R&D programmes and
R&D infrastructure expenditure.

Factor levelling up into investment decisions for R&D infrastructure and
facilities.

Give UKRI a new organisational objective to “Deliver economic, social, and
cultural benefits from research and innovation to all of our citizens, including by
developing research and innovation strengths across the UK in support of
levelling up”, and increase consideration of local growth criteria and impact in
R&D fund design.

But — details lacking, and disappointing that there’s no commitment to extend
UKRI’s successful “Strength in Places Fund” scheme.



Mobilising the National Institute for
ks Health Research to level up health
inequalities

The University of Manchester

Figure 1.9 Healthy life expectancy at birth (Males), UK local authorities, 2017-2019 Spread opportunities and improve public services, especially in those places
w Healthy life expectancy (years) where they are weakest
**;» eteTs Health By 2030, the gap in Healthy Life Expectancy (HLE) between
: B 63410652 local areas where it is highest and lowest will have narrowed,
I 66 to 633 and by 2035 HLE will rise by five years.
b Il 59210615 Well-being By 2030, well-being will have improved in every area of the
24 B UK, with the gap between top performing and other areas
ol closing.
O data
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Mobilising the National Institute for Health
Research to level up health inequalities

Some welcome commitments in White Paper, including

« The National Institute for Health Research (NIHR) will
bring clinical and applied research to under-served areas
and communities in England with major health needs to
reduce health disparities.

« commit that the new contractual period for NIHR
Biomedical Research centres see increased levels of
investment outside London, Oxford and Cambridge

But faster progress needed!
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2022-23 and
2024-25 to pilot

Innovation Accelerators three new

Innovation
Accelerators

BEIS will invest £100m between 2022-23 and 2024-25 to pilot three
new Innovation Accelerators, in Greater Manchester, the West
Midlands, and Glasgow City-Region, building on existing R&D
strengths and strong local governance.

Innovation Accelerators will develop UK innovation clusters, boosting
economic growth by investing in high-quality projects

« to grow R&D strengths,

« attract private investment,

* boost innovation diffusion,

* maximise the combined economic impact of R&D institutions.

They will empower local areas by bringing together national and local

government, industry and R&D institutions in a long-term partnership.

4
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Greater Manchester’s response

« Offer to government to partner in an “Innovation Deal”, through a
new organisation, Innovation GM

* Innovation GM
— Private sector led (Chair Chris Oglesby, Bruntwood)
— Closely connected to GM Combined Authority
— Strongly endorsed by GM political leadership

— Involving all 5 GM Universities (GM-wide Civic University
Agreement will go public next week), & FE Colleges

— Scientific Advisor: Richard Jones

« Developing a pipeline of rigorously tested investment opportunities
aimed at driving productivity across the whole of GM

« Outward looking & keen to develop alliances with other cities &
regions on a sector by sector basis
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Manchester provides blueprint for boosting R&D investment and levelling up North

e Innovation Greater Manchester provides blueprint for collaboration with government to create £7bn

economic benefit, 100,000 jobs, boost R&D investment and level up the North
e [nnovation leaders across business, science, academia and local government back Greater Manchester’s

inclusive plan for UK economic growth and international trade
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Levelling Greater Manchester up —
and levelling up across GM
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Levelling up isn’t Qe | st
just about & $!
money... L

B -43to-2years
[ -2t0 05 yeors
[[] -0510 +0.5 years
[[] +05to +2years
B +2t0 +34 yeors

Health inequalities map onto
economic imbalances...

« People in poor places have
bad health

* An unhealthy population is
a drag on productivity

Public health & regional
economic development need to
go together

Regional variations in life expectancy across the UK, by
local authority district. Life expectancies at birth,
females, 2012-2014. Data: ONS.
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Building on our evidence base

GREATER N
MANCHESTER
| " INDEPENDENT
PROSPERITY
GREATER MANCHESTER + REVIEW
AND CHESHIRE EAST T
A Science and Innovation
. UNDERSTANDING
Audit R rt
sy o beprtmant forBusiess INNOVATION AND
Energy & Industrial Strategy IE’#:'&%VYASI}EHS
A technical report for the research on
Innovation & Global Competitiveness
: pou GREATER Greater
MANCHESTER
INDEPENDENT Manchester
REVI Local Industrial
Strate
g REVIEWERS’ .
PROSPERITY June 2019
= REPORT
ECONOMIC
COMPLEXITY
ANALYSIS

A technical report for the research on
Innovation & Global Competitiveness

March 2019

March 2019

GREATER
MANCHESTER
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Ten different boroughs, different economies..

Mapping the sector specialisms and industry

relationships in the ten boroughs through economic
complexity analysis

Figure 6: Manchester’s position in the UK Industry Space
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Investing in places

City centre Innovation DUTETAATIONAL CEMTEE  MANUFAGTURMG pas
Districts based around

BOLTON

research university assets =™

Manufacturing innovation o @
parks & institutions for -
innovation diffusion, :

ASHTON MOSS
INNOVATION PARK

rebuilding “Industrial R L e
Commons” (e.g. (Sromn e N G
Rochdale’s Advanced I

Machinery and
Productivity Institute, with

INNOVATION PARK CORRIDOR

N P L) MANCHESTER

Innovation & skills in
centres of outlying towns
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The quest to define Oldham’s future

‘I'm not going to sit back and wait for things to happen to us”: How Oldham is trying to solve the
economic conundrum of a generation

0 O @ @ COMMENTS

By Jennifer Williams
17:33,100CT 2021 = UPDATED 21:41, 10 OCT 2021 Looking to the future with Oldham's

Economic Review Board

More than 20 years after its last cotton mill closed, the hard reality of what that quietly
spelt out for a town like Oldham is now loudly front and centre of the national political Published: Friday, 08th October 2021

Stage' Oldham'’s brand-new Economic Review Board
met for the first time on 7 October 2021.

In 2021, both main parties are now vying to be the go-to choice for places that were
. A ) The Board has been created with the
economically battered through the 1980s and the 1990s, before being walloped in ey RS L A

2008 and never really making it out the other side. Oldham's economy, create new jobs and
attract people to live and work here.

Michael Gove _ ) :
; 5 s ) o They will also consider how we tackle the challenges the town faces in
, stressing that he wanted to look at ‘specific solutions' tailored to the s suhes calue it Al sndliesin el aees e ey

decline Oldham has experienced. many other former industrial towns across the country.

“It's part of my mission to better understand which towns around Manchester are'| 4 Slirfree) il R erOlehe B, SEICE I Em Al ior
. ” . , . - N Oldham and am determined to make our town an even better place in
succeeding and why,” he added of his new ‘levelling up’ brief. - which to live and work. But | am also well aware of the issues we face,
and know that the Council alone does not have all the answers.

"That's why I've set up this new Oldham Economic Review Board; an
independent group of experts in their respective fields, who will
contribute their incredible knowledge and skills and explore what we
can do to ensure Oldham st screenshot
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Levelling Up R&D

« R&D is an important element of the productivity-enhancing
investments that should be at the centre of the levelling-up agenda

« The White Paper rightly sets this as one of its missions

* Work remains to be done to translate high-level commitments into
changes in how depts and agencies spend their R&D budgets

« Co-creation — and ultimately devolution — of R&D programmes with
city-regions with capacity is important to incorporate local
knowledge and local responsibility. Innovation Accelerators a good
first step

* Find out who is doing the innovating, and help them do more of
it!



