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08 October 2010

Dear Chancellor,

SPENDING REVIEW 2010: SUBMISSION FROM THE CENTRE FOR CITIES

This year’s Spending Review takes place in what is the most challenging context for the public finances 
in recent history.  The financial crisis, and subsequent recession, has had a severe impact on the UK 
economy and state of the Government’s finances.  The Government now needs to make deep spending 
cuts, while at the same time fostering economic growth. 

Our suggested approach to the Spending Review focuses on its impact upon economic growth and local 
economies. Our thinking is shaped by three priorities:

• Firstly, the Government has committed to making large savings through the Spending Review. 
In its June Budget, the Government set out its plans to make significant spending reductions – 
£99 billion worth of cuts by 2015-16.  All areas of spending will come under pressure and there 
are areas within the realm of sub-national economic development where savings can be made.

•	 Secondly, Government has committed to supporting the recovery and this means ensuring 
that the cuts it makes do as little damage as possible to economic growth.  Our evidence base 
demonstrates that effective ways to do this include investing in infrastructure, prioritising spend 
in areas like transport and education, and supporting the economies of UK cities – the areas with 
most potential for jobs growth – and their neighbouring areas.  

•  Thirdly, we recommend that Government adopts an approach to sub-national development that 
works with the tide of long-term change in our economy rather than against it.  That means 
expanding buoyant cities where thousands of private sector jobs are being created and adopting 
a more realistic approach to economic development in cities that are struggling to create enough 
jobs for their populations.  The Government should prioritise its strategic capital investments in 
buoyant cities.  In cities struggling with population decline, funding and support should facilitate 
transition and making the most of existing assets, rather than subsidising expansion.



The Centre for Cities

1.  The Centre for Cities is a non-partisan research and policy institute, helping cities improve their 
economic performance. We work with cities, central Government and employers, to develop 
practical policy solutions to help urban economies grow.

Adopting a realistic view of where economic growth is likely to occur

2.   Cities make a vital contribution to the UK economy. They account for 60 percent of the UK’s Gross 
Value Added (GVA) and 59 percent of the country’s workforce.  In England, more than 75 percent 
of all private sector jobs are located in cities and their surrounding areas (including both urban 
and rural localities). 

3.   The constrained public spending environment increases the need for Government to work with, 
rather than against, the tide of economic change in our economy – while also taking steps to 
mitigate the impact of this change on vulnerable people and places. As we set out in our report, 
Private Sector Cities, the past decade has seen highly divergent patterns of private sector jobs 
growth across the country.  Some cities – such as Reading and Brighton – have created thousands 
of new jobs in the private sector, while others – such as Blackburn and Stoke – have experienced 
private sector decline even during the economic boom.1

4.   The Government needs to recognise these patterns and ensure that policy works with them, not 
against them.  This means creating freedoms and flexibilities for all places to build on their assets, 
with different approaches to economic development in different places.  Buoyant cities – including 
places like Milton Keynes, Cambridge, Reading and Bristol – should be supported to expand by funding 
infrastructure investment in these cities. In cities which are struggling to generate enough jobs for 
their populations, economic growth aspirations should reflect this economic reality.  In these cities 
subsidy of the expansion of the supply of housing and commercial property should be avoided. 

The Government should:

5.   Ensure that the investment budget is focused on expanding buoyant cities that can deliver long 
term private sector jobs growth.  The Government should make capital investments in the projects 
and areas most likely to deliver a high economic return.  This means, for example, investing in new 
roads and social infrastructure that enables the delivery of privately-funded housing in buoyant cities 
and their neighbouring areas.  This is likely to include other cities, market towns and rural areas.  

6.   Extend the Regional Growth Fund (RGF) for the duration of the Spending Review period, 
increasing the size of the fund from £1 billion to £2 billion.  Currently, the RGF, which has been 
set up to support private sector jobs growth and to mitigate the impact of public sector job losses, 
is worth £1 billion spread over two years: 2011-12 to 2012-13.  

7.   While we do not agree with all of the Government’s objectives for the RGF (see Firm Intentions)2 we 
do think that it is a positive approach, particularly if in the next two years the funds are invested 
in buoyant cities within the regions hardest hit by public spending cuts.  Therefore, we think that 
the Government should continue with the RGF for the whole of the Spending Review period 
– two additional years (2013-14, 2014-15).  While spending is constrained, extending the RGF 
would ensure that Government continued to invest in jobs growth, urban areas and regeneration. 
If the extended fund were supported on the same basis as the current fund then the total value 
of the RGF would need to increase from £1 billion to £2 billion.

1. Webber C & Swinney P (2010) Private Sector Cities: A New Geography of Opportunity, London: Centre for Cities
2. Swinney P, Larkin K & Webber C (2010) Firm intentions: Cities, Private Sector Jobs and the Coalition, London: Centre for Cities



8.   Rebalance RGF spending over the course of the Spending Review so that more support is given to 
those cities struggling to adjust to new economic circumstances.  We have previously stated that 
we think the majority of the RGF should be spent on areas likely to be able to support sustainable 
jobs growth.  We still believe this is the case in the short term and for the current two-year duration 
of the fund. However, as growth takes hold, private investors return and other mechanisms (such 
as Tax Increment Financing) become available, more prosperous economies should start finding 
it easier to attract private investment.  The emphasis of an extended RGF should therefore switch 
from enabling private sector jobs growth to supporting investment and transition in struggling city 
economies. 

9.   A common feature of struggling cities is that they are experiencing population decline.   This often 
results in dereliction and urban blight. In these cities public investment should not aim to increase 
the housing supply or subsidise new commercial property.  Given the declining population of these 
cities, this is only likely to lead to an oversupply of houses and office space.  Therefore, in struggling 
cities the RGF should primarily be used to fund smaller scale improvements to housing, the built 
environment and public realm investments, or to fund infrastructure and skills programmes 
that will link people living in struggling cities to the jobs in buoyant areas.

Identifying ways to make best use of infrastructure budgets

10.   The Government’s plans, as set out in the June Budget, outline a significant reduction in net 
public sector investment – the infrastructure budget.  Net public investment is due to fall from 
£49 billion in 2009-10 to £19.9 billion in 2013-14).  Measured as a share of the economy, the 
amount being spent on infrastructure will fall further in the following years. In 2015-16, public 
sector net investment will be the equivalent of just 1.1 percent of GDP.

11.   The Government should set out plans to return public investment to at least two percent of GDP, 
in the period following the Spending Review (2015-16 onwards).  There is broad consensus that 
Government investment should be at least two percent of the economy.  For example, between 
1999 and 2007, average public investment across the European Union 15 was 2.6 percent of GDP.3 
Increasing the share of Government expenditure spent on infrastructure by 1 percentage point 
can increase the economic growth rate by between 0.05 and 0.2 percentage points per annum.4

  
12.  Given the spending climate it is understandable that the Government has chosen to reduce 

public investment.  However, we think that there is a need to increase the net public investment 
budget back to at least two percent of GDP in the medium term.  While not a Spending Review 
commitment, the Government should set out its intention to increase public investment during 
the period beyond the Spending Review (2015-16 onwards) to at least two percent of GDP.

13.  During the Spending Review, any Government underspend should be reinvested in the public 
investment budget.  There is also a strong case for ensuring that any opportunities to increase 
investment during this Spending Review period are taken.  We recommend that the Government 
commits to reinvesting any departmental under spend in future years – for example, in the 
Department for Health’s budget – into public investment rather than using it to pay down the 
deficit more quickly.  We think that this would strike the right balance between reducing the 
deficit and investing in economic growth.

14.  Take advantage of Tax Increment Financing (TIF) by implementing it as soon as possible.  One 
way that the Government can supplement the low public investment budget is by introducing 
its plans for TIF as soon as possible.  TIF involves borrowing against future tax revenues to fund 
new infrastructure investment and is likely to be an important mechanism for funding new

3. OECD statistics
4. Gemmell, Kneller & Sanz (2009) ‘Does the Composition of Government Expenditure Matter for Economic Growth, Working Paper



  development in cities.  The use of TIF will need to be rationed to ensure that the proposals are 
robust  – genuinely generating new tax revenues – and that the projects would not have happened 
without TIF funding.  Prior to the introduction of TIF, the Treasury should work with promising 
proposals to ensure that they are able to take advantage of the scheme as soon as it begins.

15.   The Government should also work with cities to ensure that they are able to take advantage of 
new innovative sources of funding, including accessing private sector investment.  Steps need 
to be taken to ensure that no regulatory barriers exist to pooling new forms of finance, such as 
the local tariff, council tax incentive and business increase bonus.  This will enable these sources 
of finance to be spent on the more productive interventions in an area. 

16.   Increase the share of the capital investment budget spent on transport.  As well as committing 
to increase the public investment budget in future years it is also vital that the Government 
makes the most of the current smaller infrastructure budget over the course of the Spending 
Review period.  We think that this means increasing the share of capital expenditure dedicated 
to transport.5  Alongside spending on education, transport expenditure can have a very positive 
impact on economic growth (see Figure 1).  We think the economic importance of these two areas 
should be recognised in the Spending Review, with both areas receiving smaller reductions 
relative to other areas of spend.

Figure 1: Transport and education expenditure can make a big contribution to economic growth6

Source: Gemmell, Kneller & Sanz (2009) 

17.   Currently, the Government spends about 19 percent of its capital budget on transport – £12.5 
billion in 2009-10.  We think that the share of the capital budget dedicated to transport expenditure 
should be increased during the next Spending Review period.  In part, this should be funded by 
reducing the proportion of the capital budget spent on housing and other regeneration activities, 
which are likely to have a less positive impact on economic growth and jobs.

5.  This is a view that has been supported by cities that we work with in the discussions that we’ve had with them on the profile of 
the spending cuts (roundtable held on ‘Public Spending Cuts and the Impact on Cities’, 23 July 2010).  
6. Figure based on Table 4 of Gemmell, Kneller & Sanz (2009) ‘Does the Composition of Government Expenditure Matter for Economic 
Growth, Working Paper ; Graph represents the impact of increasing the share of Government expenditure in each area by one 
percentage point. Blue bars represent statistical significance. Calculations control for endogeneity by which growth results in increases 
in spending on certain areas, for example, increases in welfare expenditure during recessions. 
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18.   Ensure that Crossrail goes ahead as an investment of vital significance to the UK economy. 
Crossrail is a project of national significance and is vital for enabling the growth of the London 
economy.  London is the most economically important city in the country and its continued 
success must be sustained.  The Government should ensure that the £16 billion Crossrail project 
goes ahead, preferably without significant alteration.

19.   Prioritise small scale ‘pinch point’ investments and the maintenance of the existing network.  
In general small scale transport schemes can deliver high economic returns and should be 
prioritised.  As laid out by the Eddington review, investing in addressing transport pinch points to 
relieve congestion probably represents the set of improvements which are best value for money.7 
The maintenance of existing assets is also crucial.  While it is important that new investment takes 
place, ensuring that the existing network is not allowed to deteriorate should take priority.

Making the cuts least damaging to economic growth

20.   Clearly the Government cannot only defend certain areas of expenditure.  The size of the fiscal 
deficit means that large cuts need to be made and whole areas of expenditure will have to be 
stopped.  It is important the cuts the Government does make fall most prominently on those 
areas of spend least likely to generate economic growth. 

21.   Stop subsidising the expansion of housing supply in areas of low demand.  This should result 
in lower public expenditure on housing and regeneration.  Housing supply should be demand-
led rather than subsidised by the Government.  This is particularly relevant to struggling cities 
and, as part of a more realistic approach to economic development in those places, we suggest 
that cities with declining populations should focus on improving existing residents’ quality of 
life and housing stock rather than subsidising further expansion.8  In the past decade, unrealistic 
growth aspirations have been adopted and public money has supported the delivery of new 
houses in areas where very little demand existed. For example, 25,700 net additional houses 
were built between 2004 and 2009 in the nine cities that we have identified as struggling cities.

22.  The Homes and Communities Agency (HCA), which funds house building and regeneration 
throughout the country, had a capital budget of £4.1 billion in 2010-11.9 If national and local 
government stops expanding the housing supply in struggling cities, this implies that the 
Government should be able to achieve significant savings in this area as part of the Spending 
Review, perhaps reducing the HCA’s budget by half. 

23.   The focus of the Government’s remaining housing expenditure should be on ensuring that 
there is an adequate supply of social and affordable housing in areas of high demand.  This 
will address one of the most significant barriers to low skilled workers accessing new job 
opportunities in cities that are creating private sector jobs. 

24.   Reduce expenditure on direct generic business support policies, scale back sector specific 
interventions and refocus business support to respond to the needs of high growth firms.  One 
area of spending that could be reduced, with minimum economic harm, is the delivery of direct 
generic business support, particularly at the sub-national level.10  RDAs spent £1.9 billion or 17 
percent of their budget on business policies between 2002-03 and 2006-07.

25.   Most UK cities have been keen to encourage the growth of high value employment in certain 
sectors of their economy, like advanced manufacturing, the creative industries and life sciences. 
But the strategies adopted by many cities have been unrealistic – almost 70 percent of England’s 

7. Eddington R (2006) The Eddington Transport Study, London: Department for Transport
8. Webber C & Swinney P (2010) Private Sector Cities: A New Geography of Opportunity, London: Centre for Cities
9. Budget of the HCA following the in-year cuts made by the coalition Government, see: Homes and Communities Agency (2010) 
‘Funding for the HCA announced’, HCA Briefing note published July 2010
10. Johnson S, Webber D & Fargher S (2010) Sector Variations in SMEs’ Use of External Business Advice, Local Economy, 25: 4, 339-
355. Richard D (2008) Small Business and Government. The Richard Report: Submission to Shadow Cabinet.



cities now identify creative industries as one of their priority sectors.11  The role that the public 
sector can play in creating sustainable high value employment is limited, particularly in cities 
with limited existing assets in those sectors; it becomes even more difficult when funding is so 
constrained.  Whilst cities do need to ensure that mainstream policies are sufficiently tailored 
to existing sectors in their economy they should be more limited, more realistic and more 
targeted than has been the case in the past. 

26.   Work by Nesta has highlighted the importance of high growth firms to the economy, with six 
percent of firms accounting for over half of the employment growth in established firms between 
2005 and 2008.12  Subsequent data commissioned by the Centre for Cities shows that 64 percent of 
high growth firms are headquartered in cities.  The Government could save money by reducing 
the amount of generic business support it provides and refocusing the remaining support to 
respond to the needs of firms with the potential to undergo high growth. 

27.   Seek out efficiencies and reduce duplication in complex skills and worklessness provision.  
A final area which presents opportunities for significant savings is in the provision of skills 
and worklessness services. In both of these policy areas overlapping bodies and initiatives, 
particularly at the local level, have resulted in duplication, unnecessary complexity and thus 
increased transaction costs for individuals, businesses and cities.13  Place-based budgets would 
be a good vehicle for reducing this duplication, achieving efficiency savings and responding more 
effectively to individual needs. 

Giving young people the skills they need to access employment

28.  Ensure that cuts to the adult skills budget do not disadvantage younger people, experiencing 
unemployment as a result of the recession.  As we have already identified, education is an 
important area of Government expenditure for supporting long term economic growth (although 
there are still parts of the education and skills budget where efficiencies can be realised, as 
acknowledged above).  Improving the skills of people in struggling cities is particularly important 
in order to help them access employment.  There has been concern that the adult skills budget 
will come under significant pressure during the Spending Review as an easy area to make savings 
in.  The Skills Funding Agency (SFA), which oversees adult skills, had a budget of £4 billion in 
2010-11.

29.   There are good reasons for cutting the adult skills budget by more than the pre-19 education 
budget.  For example, young people are more likely to face the prospect of long term ‘scarring’ 
as a result of a period of unemployment.14  However, many of the young people affected by the 
recession will now be older than 19.  In June 2010, there were 728,000 unemployed people aged 
18-24, up from 500,000 in June 2007.15 

30.   The arbitrary boundary between pre- and post-19 skills will exclude many young individuals from 
accessing training and support if big cuts are made to the adult skills budget.  We recommend 
that the Government take steps to ensure that young people not able to access pre-19 skills 
funding are still supported when seeking training opportunities.  Within the adult skills budget, 
priority should be given to this group.

Devolving spending

31.   The Spending Review must also seek to deliver on the Government’s other main objective of localism. 
This should be pursued in a way that at the same time helps to enable better economic outcomes.

11. Swinney P, Larkin K & Webber C (2010) Firm intentions: Cities, Private Sector Jobs and the Coalition, London: Centre for Cities
12. Anyadike-Danes M, Bonner K, Hart M & Mason C (2009) Measuring Business Growth, London: NESTA
13. Consensus from Roundtable organised by Centre for Cities to discuss the impact of public spending cuts on cities.
14. Bell DNF & Blanchflower DG (2009) ‘What should be done about rising unemployment in the UK?’ IZA Discussion Paper No. 4040
15. ONS, Labour market statistics, 2010
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32.   Provide local enterprise partnerships with a dedicated source of funding, including control 
over transport, skills and housing budgets.  In order to help encourage private sector jobs 
growth, local enterprise partnerships will need new sources of funding to be devolved.  This 
should include the regional funding allocation for transport and the HCA and SFA budgets.  At a 
time of spending constraint, devolving funding to local enterprise partnerships does not imply 
increasing total government expenditure.  Instead it requires the transfer of existing pots of 
money to the local level. 

33.   Local enterprise partnerships can also be financially supported by transferring the assets of 
RDAs, and other public bodies like the HCA, to the new partnerships. 

34.  Remove the majority of the remaining grant ringfencing and pursue a place based budgets 
approach.  The Government has made a start on removing local authority ringfencing, but 
£3.2 billion worth of local authority funding remains ringfenced.  Central Government should 
continue to remove these restrictions.

35.  Many local authorities are also very keen on the place based budgets approach.  Place based 
budgets would see locally based bodies commission the services they need for their areas, building 
on the lessons learnt under Total Place.  The Government should continue to implement place 
based budgets as part of the Spending Review.

Conclusion

36.  This submission has set out the Centre for Cities’ recommendations for the Spending Review. 
While the Spending Review will clearly be very challenging, we think that by supporting cities, 
and particularly the expansion of buoyant cities, the Government can achieve its aspirations for 
economic growth, private sector job creation and deficit reduction.

Yours sincerely, 

Alexandra Jones
Chief Executive, Centre for Cities


