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Context

As the UK and much of the developed world emerges from the 
economic turmoil caused by the financial crisis, it is increasingly clear 
that it will be a bumpy road to economic recovery.  The surprise dip in 
GDP in Q4 2010 has affected public confidence, at home and abroad, 
while business leaders have expressed concern about what they 
describe as a lack of a clear growth strategy from the Government.  
These developments are compounding the Government’s sense of 
urgency about using the 2011 Budget to set out a plan to support 
economic growth, supporting the creation of more jobs as well as the 
reduction of the budget deficit. 

Yet in a climate of fiscal austerity, it is a challenge for the 
government to target its policies and resources in a way that 
maximizes the UK’s potential for growth.  This note sets out the 
evidence demonstrating why cities are a critical part of the answer 
to this conundrum.  Certain cities are already the driving forces 
behind regional and national growth.  Policies that release the 
potential of these cities can drive UK prosperity and create more 
opportunities for UK residents across the country, including for 
areas with lower economic potential.  



The growth conundrum

2

Centre for Cities March 2011 www.centreforcities.org

1. What contribution do cities currently make 
to the UK and what does this mean for the 
Government’s Growth Strategy?

Cities, because of the density and proximity of their populations, are best 
placed to generate economic activity and growth.  Cities don’t follow the 
national economy: they are the national economy, contributing a vital 60 
percent to the UK’s Gross Value Added (GVA).1  Cities enable close links 
between businesses, individuals and institutions, with distinct advantages 
for economic growth and productivity.  Economic activity is concentrated in 
cities, which contribute significantly to private sector job growth.

•	 Great Britain’s cities account for 60 percent of jobs (4 percent more 
than their population) and 52 percent of businesses.2

•	 Within England, cities contain 62 percent of jobs3 over a mere 14 
percent of the land.  Furthermore, 55 percent of firms and 64 percent of 
England’s job-generating high growth firms are headquartered in cities.4 

•	 When cities are widened to include their surrounding areas, they 
represent more than 75 percent of England’s private sector jobs.5

•	 England’s nine largest cities, including London, generate 49.5 percent of the 
country’s GDP.6

The performance of UK cities is uneven because of a complex mix of 
factors including each city’s individual industrial legacy, inherent skill mix, 
infrastructure, and geography.  Over the last year our Agenda for Growth 
research programme highlighted the uneven nature of private sector job 
creation across England’s cities.  

1. ONS 2010, NUTS3 GVA, own calculations for PUA level –weighted by population.
2. ONS 2010, Annual Business Inquiry. ONS 2010, Business Demography Database.
3. Centre for Cities (2010) Cities Outlook 2010 London: Centre for Cities, p16
4. Swinney P, Larkin K & Webber C (2010) Firm Intentions: Cities, Private Sector Jobs and the Coalition 
London: Centre for Cities,  p 11
5. Webber C & Swinney P (2010) Private sector cities: A new geography of opportunity London: Centre 
for Cities, p 1
6. www.corecities.com

Private sector job creation in England’s cities (1998-2008):
a. England’s private sector in profile (net)

Source: Webber C & Swinney P (2010) Private sector cities: A new geography of opportunity London: 
Centre for Cities

b. Top and bottom 10 cities on percentage private sector job creation

 Percentage growth        Percentage growth 
 in private sector  in private sector
City jobs (1998-2008)  City jobs (1998-2008)
Brighton 24.8% Stoke -16.4%

Milton Keynes 23.7% Burnley -14.3%

Preston 16.2% Birkenhead -11.2%

Portsmouth 15.4% Gloucester -10.5%

Bristol 15.4% Blackburn -10.5%

Northampton 13.8% Oxford -9.8%

Bournemouth 12.7% Birmingham -7.7%

Wakefield 12.5% Nottingham -7.3%

Reading 10.3% Swindon -7.1%

Newcastle 10.2% Blackpool -6.3%

Source: Webber C & Swinney P (2010) Private sector cities: A new geography of opportunity London: 
Centre for Cities
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Between 1998 and 2008, Brighton and Milton Keynes both grew their private 
sector jobs bases by 25 percent.  At the other end of the spectrum, some 
of the weakest performers were places like Stoke (-16 percent), Blackburn 
(-12 percent) and Blackpool (-6 percent).7  As the Government’s 2010 Local 
Growth White Paper acknowledged, not every place will grow at the same 
rate or become an economic powerhouse.  

It is also important to note that cities do not work in isolation – the networks 
and interactions between them are important.  Consequently, supporting 
growth in the UK’s core cities also benefits surrounding cities and towns.  
Strengthening economic links between places has the potential to contribute 
to sustainable economic growth and reduce deprivation.  Places such as 
Stockport (with Manchester), Harrogate (with Leeds and York), North East 
Derbyshire (with Sheffield), and Sefton (with Liverpool) have all benefited 
from links with their economic centres, just as in the Greater South East, 
London’s success has benefited regional cities and towns such as Reading.8 

2. Why do cities make such a significant 
contribution to the UK?

Cities are important drivers of economic growth because of the benefits 
that accrue from concentrating economic activity (so-called ‘agglomeration 
effects’).  The physical proximity to other firms, workers, and consumers 
improves productivity and innovation within cities via three mechanisms: 
sharing, matching, and learning:

•		 Sharing common resources allows businesses to specialise, 
innovate, and improve productivity.	 

  Sharing occurs when a large number of businesses or workers are able

7. Swinney P, Larkin K & Webber C (2010) Firm Intentions: Cities, Private Sector Jobs and the Coalition 
London: Centre for Cities
8. The Northern Way (2009) City Relationships: Economic linkages in the Northern city regions 
Newcastle: The Northern Way

  to draw on common resources, for example, transport infrastructure or 
educational facilities.  Access to large shared labour pools also allows 
businesses to specialise.  

•		 Cities increase the chances of matching workers with firms, 
with benefits for both.	 

  Matching results in lower recruitment and training costs, particularly 
in highly specialised fields.  Facilitating matches between workers 
and the firms that need them reduces unemployment and increases 
productivity.  There are similar benefits to matching that occur 
between suppliers and buyers.

•		 Even with modern communication technologies, cities provide 
more opportunities for people and firms to learn from each 
other.	 

  Physical proximity enables face-to-face contact which diffuses 
knowledge and skills.  Personal contact is still vital to many industries 
like finance, where deals are done based on trust and sensitive 
information, or in creative industries, where imagination and ideas 
are vital inputs.  Additionally, with many nearby businesses to choose 
from, workers find it easier to switch jobs taking valuable knowledge 
with them.  

The importance of sharing, matching and learning has increased with 
globalisation as access to knowledge and information has become ever 
more important for businesses.  In the future, economic activity will become 
even more concentrated in cities as economies become increasingly 
dependent on knowledge-based sectors.

However, this is not to say that all cities offer the same advantages – 
different cities offer different benefits to businesses, which face a trade-off 
between expensive, high-demand areas and locations with lower amenities 
but lower costs.  Some cities (often, but not exclusively, smaller ones) offer 
lower rents for those businesses that do not need to pay high rents to be 
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near a diverse range of businesses.  Businesses with relatively standardised 
products and medium-level skills requirements can benefit from locating in 
these cities, with the availability of a pool of appropriately skilled labour. 

Other cities (often, but not exclusively, larger ones) have an alternative offer.  
These cities provide business with access to a highly productive workforce 
and offer residents a variety of social and cultural opportunities.  They tend 
to have higher costs which are worth paying for businesses which benefit 
from access to a diverse range of other skills and sectors.  Supporting 
growth in both large and small cities provides a menu of options for 
businesses and enables private sector growth.

3. What are the factors that enable cities to 
succeed?

Economic performance is influenced by a complex mix of factors which have 
been widely researched in economic literature.  Important drivers include: 

•		 A positive business environment
  While the Government cannot directly create private sector growth, 

it can establish the conditions that enable UK businesses to be 
successful.  The Government should avoid ‘picking winners’ as the 
evidence shows sector-specific interventions are unlikely to succeed.  
National government policy should provide the appropriate conditions 
for business growth, with a focus on ensuring the operation of efficient 
markets and the removal of obstacles to the creation, expansion and 
exit of firms.   

  At the city level, the most important policy approach to adopt is 
to ensure that the basics are in place, such as skills, transport 
and planning.  Schemes that offer assistance for staff training and 
recruitment, innovation and financing may also be beneficial to high-

growth firms that generate a disproportionate amount of new jobs.9   

•		 High levels of human capital
  A city’s stock of high skilled workers is one of the key determinants of its 

economic performance and is positively associated with its economic 
growth and the concentration of knowledge-based industries.  In 2008, 
England’s cities contained 62 percent of England’s high-skilled workers.  
However, the concentration of high skilled workers varies widely 
between cities, for example, Cambridge (60.5 percent) has over three 
times the percentage of high-skilled workers as Hull (19.8 percent).10    

  Cities with a concentration of high-skilled workers have greater 
potential to act as strong, independent economic centres and attract 
and grow knowledge-intensive business sectors than those with a 
weak skills profile.   

•		 International, regional and sub-regional connections 
  Strong transport links, including, rail, road, and air, influence trade 

and foreign direct investment, both of which are crucial to economic 
performance.  But transport doesn’t just link cities with international 
markets – it links them with each other.  An efficient and reliable 
transport infrastructure plays an essential part in stimulating growth and 
jobs in cities and towns.  Within cities, congestion can also be a barrier 
to improved economic performance - in 2008/9, the average speed in 
Greater Manchester during rush hour was just 14 miles per hour.11

•		 Quality of life  
  A city’s built environment and public realm – including housing stock, 

commercial and business space, cultural assets, perception of safety

9. OECD (2002) High-growth SMEs and Employment Paris: OECD
10. Centre for Cities (2011) Cities Outlook 2011 London: Centre for Cities, p53
11. Swinney P, Larkin K & Webber C (2010) Firm Intentions: Cities, Private Sector Jobs and the Coalition 
London: Centre for Cities, p20
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Equally, national government needs to consider the likely geography of 
private sector job growth.  Promoting growth in all parts of the UK may be an 
unrealistic goal – struggling cities need policies that will support a transition 
and not prop up unsustainable growth models. 	

4. Conclusion

Cities can help lead the UK back to long-term growth and prosperity, but 
only if they have the powers and tools that allow them to do so.  Despite 
the recent turmoil in the global economy, long-term trends that have 
strengthened the role of cities as the core of the UK economy will continue.  
For the Government to realise cities’ economic potential, it will need to 
empower cities – particularly those with buoyant economies – to continue to 
drive national economic growth. 

  and quality of amenities – all have a bearing on the attractiveness of 
cities as places to live and work.  A high quality of life can help retain 
mobile workers and firms.  

 Enabling physical development can also support economic growth 
and quality of life through access to affordable housing in the right 
locations.  Unfortunately, the planning system in the UK makes too 
easy to prevent development, resulting in a chronic undersupply 
of housing and constraining growth.  In 2008, 46 percent of urban 
local authorities failed to decide more than 70 percent of their major 
planning applications within the suggested timeframe of 13 weeks.12 

 The result is that since 1959 the average house price has grown by 273 
percent in real terms.  To put this in perspective, if the price of eggs 
had risen at the same rate, a dozen would now cost over £18.13

•		 Enable effective local leadership
  Cities need good leadership to help organise disparate stakeholders 

around shared goals.  In cities across the UK, institutions and interests 
are fragmented, preventing action on pressing issues such as transport 
or affordable housing.  Local leadership can also help improve 
coordination at the city-region level in order to reach shared objectives.  

Despite the significant impact that the above factors can have as enablers 
of economic growth, the need to improve a city’s offer cannot be assessed 
without a deep knowledge of local economic conditions.  This is a crucial 
point: simply improving a city’s built environment or its skills base without an 
understanding of location-specific factors is unlikely to result in growth.  

12. Swinney P, Larkin K & Webber C (2010) Firm Intentions: Cities, Private Sector Jobs and the Coalition 
London: Centre for Cities, p18
13. Aldred T (2010) Arrested Development: Are we building houses in the right places? London: Centre 
for Cities, p2
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