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Centre for Cities is a research and policy institute, dedicated to improving the
economic success of the UK’s largest cities and towns.

We are a charity that works with cities, business and Whitehall to develop and
implement policy that supports the performance of urban economies. We do
this through impartial research and knowledge exchange.

For more information, please visit

Covid and the city

Centre for Cities is always keen to work in partnership with like-minded
organisations who share our commitment to helping cities to thrive, and
supporting policy makers to achieve that aim.

As a registered charity (no. 1119841) we rely on external support to deliver our
programme of quality research and events.

Covid and levelling up
To find out more please visit:
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Cities and large towns matter

° Urban areas are home to the majority of

9% the UK’s people, jobs and businesses.

landmass

They are the engines of the economy -

54% oo cxe
population « i But not all cities and large towns

Vi are thriving.
i UL Many aren’t reaching their potential -

Lt o particularly those outside the

s Greater South East.
58% i
jobs

That means missed opportunities for
people and businesses — and for the
country as a whole.

Covid makes levelling up harder

Levelling up was already a huge task.
. 800/ of the challenge was within cities
O and large towns.

The economic impact of the Covid
pandemic has made that task at

least
4X harder.

Birmingham, Glasgow, Newcastle and
Manchester alone represent
g 2/5 of the challenge.

generating o
62/0 of the UK’s wealth each year.

There's a new risk: ‘levelling down’

The economic impact of the pandemic has hit places
that were doing okay before Covid — places where
levelling up wasn’t an issue.

London, Slough and Crawley are among
the hardest hit.

Some, like London, should
bounce back quickly once it is
° safe to lift restrictions.

But for others, where the economic damage has hit key industries like
aviation there could be ‘levelling down’

— a new task for the Government.

What needs to change

Strong and sustainable financial footing for local government is needed.

A new Economic Recovery Strategy:

Short term: Covid recovery Long term: Levelling up

Keep the £20 Universal
Credit increase

Invest in further education and
support job creation

Furlough for as long
as restrictions last

Help cities and large towns make their
centres attractive to businesses

New voucher scheme to help
the high street when it’s safe
to lift restrictions

Invest in transport
infrastructure within urban areas

Press on with devolution




Covid and the
city

The virus and how we have had to deal with it have struck at the very heart of
what cities excel at doing: bringing people together. We come together to work
- driving forward the national economy - and for pleasure — to shop, eat out,
socialise, go to the theatre or support our team.

In 2020 the pandemic changed all of that. It has affected not only how we live
our lives as urban residents and workers, but also some of the fundamental
ways in which urban economies operate.

Unlike in previous periods of economic upheaval, real-time data now allows
us to understand how impacts have played out across cities and large towns.
Mobile phone and payment card data open up insights into how people move
around and what they are spending their money on at the local level in a way
not possible in the past.

Looking at how people’s habits changed in response to the pandemic and
restrictions at key moments in 2020 — as places went in and out of lockdowns
and up and down tiers — gives some guide for how cities and large towns will
and will not recover whenever the pandemic is behind us.

People moved around less. There was a dramatic fall in mobility as
nationwide lockdown restrictions came into place for the first time on 23
March 2020. In February 2020, urban residents spent on average a third of
their time at home each day. In April, this had jumped to 50 per cent, with time
spent 10km or further from home in particular falling (from 13 per cent to 5 per
cent).

But this did not last. By October, mobility had largely recovered, with the
amount of time spent at home being only slightly higher than in February.

Centre for Cities
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How people moved around changed. At the national level, March’s
lockdown saw travel using public and private transport fall sharply (by 90 per
cent and 70 per cent respectively).

Private travel nationally bounced back to 97 per cent of February levels by
September, before falling back slightly as more restrictions were introduced in
October. Data on vehicle miles at the regional level suggest in general this was
happening in all parts of the country.

But public transport usage has not recovered (see Figure 1). Nationally, it

was only back to 44 per cent of February 2020 levels by October. This slow
recovery is most evident in London and larger cities.? In London, the drop

off happened earlier, was larger, and any recovery has been much slower. In
contrast, while still well below pre-lockdown levels, smaller and medium-sized
cities and large towns such as Barnsley and Portsmouth have by the same
measure recovered more strongly than the national average.

Public transport usage has fallen in larger cities in particular
Public transport usage
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Source: Google Mobility, 2020. Index = 3 January - 6 February 2020
Note: Gaps represent unavailable data.

1 Data from Inrix suggests that for the South West of England, Wales and Scotland vehicle miles travelled
were above their pre-lockdown peak by September.

2 Cities with populations larger than 550,000.
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The rise of working from home. The factor likely to have influenced day-to-
day travel most, especially the decline in public transport usage, has been the
sharp increase in working from home. Google mobility data shows that at the
national level, only two-thirds of people had returned to their workplaces on the
eve of November’s second national lockdown in England. This was much lower
in London - again, the capital saw its number of workers in the workplace fall
first, fall fastest and recover the least. In April, 80 per cent of London’s workers
were not in their workplace, and this had only recovered to just over half by
November (see Figure 2). Manchester, Glasgow and other larger cities also
trailed the national average, but smaller and medium-sized cities and towns
such as Luton and Huddersfield, while still well below pre-lockdown levels,
exceeded the national average for workers in the workplace.

London has seen the largest drop and weakest recovery in people at
their place of work
People in their workplace
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Source: Google Mobility, 2020. Index = 3 January - 6 February 2020.
Note: Gaps represent unavailable data.

This has had a knock-on effect on people visiting high streets in the centre of
the UK’s largest cities and towns.

Anonymised mobile phone data shows how city and town centres in smaller
and medium-sized places bounced back strongly as restrictions were eased in
the summer with some cities and large towns, such as Blackpool and Basildon,
having levels of footfall higher in August than pre-lockdown (compared to
February 2020).
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This was not the case in larger cities. In Birmingham, by September city centre
footfall was at only 55 per cent of pre-pandemic levels. In Manchester, it was
50 per cent. And in London it was just 36 per cent. This reflects that the types
of jobs commonly located in city centre offices are those that can be done
most readily from home. City centre commuters are also more likely to use
public transport — in normal times, they account for more than one in three
public transport journeys to work in England and Wales (37 per cent), while
representing 14 per cent of all jobs.?

Spending fell, but bounced back. The pandemic and lockdowns have not
deterred spending. Overall, spending on credit or debit cards by residents was
back above pre-lockdown levels in all cities and large towns, except for Milton
Keynes, by October. Sunderland had the strongest recovery (see Figure 3). In
11 places, the increase in spend has been so large that it has more than offset
the lost spending during the first lockdown.®

Spending by urban residents recovered to February levels on the eve
of the second national lockdown

Debit and credit card spending by urban residents

160
140
120
@ Sunderland
100 All cities
Milton Keynes
80
60
40

20

0

Spend compared to Feb 2020

Feb Apr June Aug Oct

Source: Beauclair, 2020

3 Census 2011

4 The likely move away from cash to card spending for health reasons will explain some of the increase in
card payments for offline spending, but the size of this is not known.

5 This assumes that the level of spending in February is representative of spending between March and
October.
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This in part is due to a shift to spending online. While spending in bricks-
and-mortar shops had recovered in 51 of 62 cities and large towns, spending
online had recovered in all 62. Before the pandemic, urban residents did a fifth
of all their spending online. This jumped as the first national lockdown was
imposed, and has remained at a higher level even as restrictions have eased.
By September, 25 per cent of their spending was done online.

Somewhat reassuringly for the high street, this figure may still be higher

than its eventual post-pandemic level. Ongoing social distancing and the
continued closure of businesses such as nightclubs, most sports stadiums and
conference centres, is likely to have limited further recovery in offline spend.
That might suggest some of the shift is temporary and that Covid has not yet
significantly permanently accelerated the pre-pandemic shift to

online spending.

Urban life is very different at the end of 2020. Where once we packed trains,
worked in offices and shopped on the way home, more of us are travelling less,
working remotely, and shopping online.

This might suggest a bleak picture for big cities in particular. In normal times,
the density of cities provides great benefits but Covid has made density a dirty
word. With the mass home working experiment now into its tenth month, does
this mean that the future of the urban economy is in spare bedrooms (for those
who can afford them) and on kitchen tables, rather than in city and

town centres?

There are those that say how many have worked for most of 2020 is a glimpse
of the future. They may be right, but history and current experience suggests
that, for a number of reasons, they are more likely to be wrong.

First, taking the long view, bringing people together has always been cities’ key
strength and also their weakness. With people come disease, and density helps
disease to spread. This is a threat that cities have had to deal with throughout
the last six millennia, a time during which they have also been the crucibles

of invention that have adapted to mitigate that threat. The Romans invented
aqueducts to bring fresh water into towns and cities, and the Victorians
perfected sewers to take dirty water away.

Second, while this is the first pandemic the UK has experienced in most
people’s lifetimes, that is not the same the world over. The current pandemic
follows SARS, bird flu and swine flu. But these diseases have not seen the
hollowing out of cities in East Asia. In fact, as Figure 4 shows, during the period
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when all these diseases occurred, the share of people living in urban areas
has increased in all East Asian countries in the chart. And, in some cities,
populations have exploded. For example, Guangzhou, which was directly
affected by SARS, saw its population almost double to 13.3 million people
between 2000 and 2020, while neighbouring Shenzhen also almost doubled to
12.4 million.

Many East Asian countries have continued to urbanise despite the
threat of pandemics
Share of population living in urban areas in selected East Asian countries
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Third, the value of face-to-face interaction is likely to become ever more
important to the UK economy in the coming decades. Work by Centre for Cities
has shown how the UK economy has concentrated in its city centres since

the late 1990s, and this has driven the turnaround that a number of larger
cities have experienced. This has happened despite the growing costs of a city
centre location, and despite the rise of communications technologies (Skype
was first released in 2003). This demonstrates that certain types of businesses
are willing to pay a premium for face-to-face interaction, and that technology
sits alongside, rather than replaces, face-to-face working.

Covid should not fundamentally change this. And given that it is these types of
‘knowledge-based’ businesses that are likely to play an ever larger role in the
national economy in years to come, city centres are likely to remain popular
business locations, even if more people split the working week between home
and the office.
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While this suggests some light at the end of a long tunnel for the UK’s cities
and large towns, many entered the crisis in an already weakened position.
Compared to their European and American counterparts, the UK’s largest cities
(after London) punch well below their weight. Conservative estimates suggest
that this costs the UK economy close to £50 billion every year, and limits the
opportunities available to the many millions of people who live in and around
them.¢

The last 10 months have made tackling this weakness more difficult but also
more important. As vaccines roll out, and the return to normal life becomes a
realistic prospect, the Government is running out of time to set out and deliver
on its levelling-up agenda.

The next chapter shows how much harder Covid has made the levelling-up
challenge, and sets out how government must now re-double its efforts on
levelling up.

6 Swinney, P. and Enenkel, K. (2020), Why big cities are crucial for levelling up, London: Centre for Cities
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Covid and
levelling up

Levelling up should be about reducing the inequalities between different parts
of the UK by supporting places outside London and the South East to be more
successful economically. It should also aim to reduce the inequalities that exist
between people within more successful places by making sure more people
can take up the opportunities available to them.

While not perfect, the only indicator that captures both the emerging picture
and the likely effect on inequalities within and between places is the

claimant count. Centre for Cities” analysis has shown that claimant count tends
to fluctuate in line with more lagged indicators of prosperity, such as those for
productivity, income and employment.

Each month, the claimant count measures the number of people claiming
benefits primarily for the reason of being unemployed. It is the most timely and
reliable means currently available to understand the economic impact of the
pandemic on local labour markets (see Box 1).

This chapter analyses claimant count data to set out the size of the levelling-
up challenge going into the pandemic, the Covid-recovery challenge, how they
overlap and what needs to change as a result.

Centre for Cities
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Box 1 - Methodology: who is included in the claimant count? Box 2 - Defining cities

According to the Office for National Statistics, the claimant count is: Centre for Cities’ research focuses on the UK’s 63 largest towns and

“a measure of the number of people claiming benefits principally for cities, defined as primary urban areas (PUASs).

the reason of being unemployed, based on administrative data from

the benefits system.”” It is an experimental statistic that combines Unless otherwise stated, Centre for Cities uses data for PUAs in its

the number of people claiming Jobseeker’s Allowance with those who analysis - a measure of the ‘built-up’ area of a large city or town, rather
are claiming Universal Credit and are required to seek work and to be than individual local authority districts. In this report PUAs are used in
available to work (the ‘work component’). the analysis because they provide a consistent measure to compare

concentrations of economic activity across the UK. This makes them
The claimant count is not an official measure of unemployment. Not distinct from city region or combined authority geographies.
all people who are unemployed are eligible to claim these benefits and
therefore the claimant count only represents a subset of the whole group You can find the full definitions and a methodological note at:
of people who are unemployed.

In addition, some people are not classified as unemployed but would
nevertheless like to be in work. They are normally classified as
economically inactive and therefore do not appear in the unemployment
statistics but can be thought of as hidden from unemployment counts.
Previous work by Centre for Cities and the OECD produced estimates of
this ‘hidden unemployment” around the country.® Up-to-date figures on
economic inactivity during the pandemic are not yet available.

At the same time, the criteria for the work component of Universal Credit
mean that some people may be eligible because they have a low income
from work rather than being unemployed. Also, changes to Universal
Credit as part of the Government’s response to Covid mean that the
number of people who are working and eligible is currently higher than it
would have been under previous rules.’

Nevertheless, the claimant count is the only near real-time measure
available to assess what is happening on the ground in different local
labour markets. It is timelier and more accurate than other official
measures of unemployment at the local level, such as the Annual
Population Survey.

7 https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork /
employmentandemployeetypes/methodologies/claimantcountgmi

8 Barr J., Magrini E. & Mechnagi M. (2019) Trends in economic inactivity across the OECD: the importance
of the local dimension and a spotlight on the United Kingdom, Paris: Organisation for Economic
Cooperation and Development.

9 https://www.ons.gov.uk /employmentandlabourmarket/peopleinwork /
employmentandemployeetypes/bulletins/uklabourmarket/november2020
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Before the pandemic, there were stark inequalities in job opportunities across
the country.’ In March 2020, approximately 1.3 million people in the UK
were claiming benefits primarily for the reason of being unemployed. That is
equivalent to 3 per cent of the working age population. While this was one of
the lowest levels since the new benefit system was introduced in 2013, it hid
significant local variations.

People claiming unemployment-related benefits were much more likely to
live in the North and Midlands (see Figure 5). Of all the people claiming these
benefits in the UK in March 2020, 47 per cent lived in the North and Midlands,

despite these areas having only 39 per cent of the UK’s working age population.

In contrast, only 31 per cent of benefit claimants lived in the Greater South
East of England (a region comprising London, the South East and the East),
where 37 per cent of the UK’s working age population live. The claimant count
rate in Hull, Birmingham and Blackpool was more than four times higher than in
Aldershot and Cambridge.

People claiming unemployment-related benefits were much more
likely to live in the North and Midlands

Distribution of working age population and unemployment-related benefit
claimants across the UK

Reducing the claimant count rate of these weaker performing parts of the
country to the national average would be a big step towards achieving a more
levelled-up Britain. It would mean more people were in work and that more
people in lower-paid jobs were earning more from work.

Looking at the task of levelling up in this way - reducing the claimant count to
the national average - allows for an assessment in each place of the size of the
challenge as it existed before the pandemic.

Back in March, this would have meant finding jobs for at least 200,000 people
nationwide. This includes finding jobs for all the people currently out of work
and being paid unemployment-related benefits as well as improving job
opportunities for the people who are already in work but receiving the work
component of Universal Credit.

And, as explained in Box 1, the claimant count captures only part of the overall
challenge - including all people who are unemployed and those in ‘hidden
unemployment’ would undoubtedly give a much larger figure.

On this basis, before the pandemic, four-fifths of the task of levelling up was
in cities and large towns. Some 36 cities and large towns - 25 of which are
located in the North and Midlands - had an above average claimant count

Centre for Cities

100 @ Devolved administrations rate in March 2020. Bringing them in line with the national average would have

@ South West meant almost 170,000 fewer people claiming unemployment-related benefits.
Greater South East This is illustrated in Figure 6 where dark green bars show how far above the
North and Midlands national average for claimant count each place was.
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Source: ONS, claimant count March 2020, population estimates 2019. Data is not seasonally adjusted.

10 Magrini E. & Swinney P. (2020) Measuring levelling up, London: Centre for Cities
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Claimant count rate,

March 2020 (%)

To level up pre-Covid, the claimant count rate of the weaker
performing parts of the UK needed to be brought in line with the
national average

Claimant count rate, March 2020
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Source: ONS, claimant count March 2020, population estimates 2019.
Note: data differ to NOMIS claimant count rate as the latest available population estimates are used to
calculate these figures. Data is not seasonally adjusted.

Of the 200,000 people that needed to find jobs across the UK, almost 80,000
lived in just four places: Birmingham, Manchester, Glasgow and Newcastle.
Addressing the shortfall in these four cities alone would have dealt with 40 per
cent of the overall levelling-up challenge.

Covid has left no corner of the UK unaffected. The pandemic and the economic
impact of associated restrictions have meant the number of people claiming
unemployment-related benefits has dramatically increased everywhere since
March 2020.

Some 2.6 million people are now claiming either Job Seeker’s Allowance or the
work component of Universal Credit. That is equivalent to 6.3 per cent of the
UK’s working age population, an increase of 1.3 million people in just

eight months.

If the long-term levelling-up task is predominantly a challenge for the North and
Midlands, the same cannot be said about dealing with the economic impact

of the pandemic. Covid has created a new challenge in the South and added
significantly to the scale of the existing challenge in the North and Midlands

- meaning that, as of November 2020 (the latest month for which data is
available), the north-south divide on claimant count is less clear cut

(see Figure 7).
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In the places that already had an above average claimant count in March,

the situation is now five times more challenging (see Figure 8). An additional
740,000 people in these areas are now claiming unemployment-related
benefits, bringing the total number of people that would need to find or improve
their job situation to level up the UK to just below one million.

Focusing specifically on areas outside the Greater South East, where levelling
up was a big challenge before the pandemic, the task would now be four times
bigger. Indeed, over two-thirds of all the people that would need to find jobs to
level up the UK, approximately 630,000 people, live in these areas outside the
Greater South East of England.

Covid has made the levelling-up challenge much bigger

People claiming unemployment related benefits that would need to find or
improve their job opportunities to level up the economically weaker parts of
the UK

1,000,000

() Birmingham, Glasgow, Manchester and Newcastle
900,000 .
Other cities and large towns
800,000 @ Rest of UK

700,000
600,000

500,000

People

400,000

300,000

200,000

100,000

0

Pre-pandemic, = November
March 2020 2020

Source: ONS, claimant count March 2020 and November 2020, population estimates 2019. Data is not
seasonally adjusted

Cities Outlook 2021

Centre for Cities

Cities and large towns continue to account for 80 per cent of this bigger
challenge (see Figure 8). The 36 cities and large towns with an above-average
claimant count rate before the pandemic have seen a combined increase of
600,000 people claiming unemployment-related benefits since March. While
roughly 80,000 residents of Birmingham, Glasgow, Newcastle, and Manchester
needed to find a job or a higher-paying job to bring the claimant count down to
the national average before the pandemic, that figure has now risen to over
200,000 people.

These increases would have been even higher had the Government not
introduced its support schemes. Over 9.6 million workers - approximately 30
per cent of those eligible - have benefitted from the Coronavirus Job Retention
Scheme (CJRS), better known as ‘furlough’, for at least a three-week period
since the beginning of the first national lockdown, and a further 2.7 million have
applied for support through the Self-Employment Income Support Scheme."
Of these, some 2.4 million workers, or approximately 8 per cent of those
eligible, were still reliant on the CJRS at the end of October 2020 - the original
date for its phase out. This would suggest that an additional 2.4 million workers
would have been at real risk of losing their jobs had the Chancellor not
extended support until April 2021.

Assuming a worst-case scenario in which all those people still on the CJRS

at the end of October lost their job, levelling up for those places with above
average benefits claims before the pandemic would be 10 times more
challenging than in March 2020. More than two million people would need to
find work.

Focusing specifically on the areas in need of levelling up outside the Greater
South East would make the challenge slightly smaller but still eight times
greater than before the pandemic. This is because, as outlined above and
further explained in the next section, some areas of southern England have
been particularly hard hit by the pandemic, even more so than areas elsewhere
in the UK with weaker performance before the pandemic.

Once again, 80 per cent of these people live in cities and large towns (see
Figure 9). And in Birmingham, Glasgow, Manchester and Newcastle the total
number of people in need of support would be close to half a million.

11 HMRC Coronavirus Statistics (2020): https: //www.gov.uk/government/collections/hmrc-
coronavirus-covid-19-statistics
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Box 3 - The interaction between the Coronavirus Job Retention Without the furlough scheme the levelling-up challenge could be 10

Scheme and the claimant count times larger
People claiming unemployment-related benefits or on the CJRS at the end of

October that would need to find or improve their job situation to level up the
economically weaker performing parts of the UK

As discussed in Box 1, some of the people in receipt of unemployment-
related benefits are working. This is because they are working fewer
hours or have earnings below a set threshold meaning they still qualify for

the work component of Universal Credit. 2,500,000 @ Birmingham, Glasgow, Manchester and Newcastle
Other cities
) ) @ Restof UK
By covering 80 per cent of the salary of people currently in work, the
CJRS provides support during the pandemic for many workers, but a 20 2,000,000
per cent reduction in earnings can mean that people also become eligible o
for Universal Credit. In these instances, people may appear both in the
claimant count statistics and in the CJRS figures. At the moment, there is
no way to determine the size of this group. 1,500,000
K
o
o
)
o
1,000,000
500,000
I
0
Pre-pandemic, November If JRS phased
March 2020 2020 out at end of
October
2020

Source: ONS, claimant count March 2020 and November 2020, population estimates 2019. Data is not
seasonally adjusted. HMRC, 2020, Coronavirus Job Retention Scheme statistics, as of 31 October 2020.

The extension of the CJRS until April 2021 has so far prevented this from
happening, but unemployment is still predicted to rise once support is phased
out in the spring.'? The extent to which it will increase will ultimately depend
on the future trajectory of the pandemic, the ongoing restrictions needed to
deal with it and the economic support provided by the Government.

12 Office for Budget Responsibility (2020) Economic and fiscal outlook November 2020, London: OBR
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The pandemic has created new problems in otherwise
strongly performing places

In addition to making levelling up more challenging, the pandemic has led to an
unprecedented rise in the number of people claiming unemployment-related
benefits in some otherwise economically successful cities and large towns.

London and the Greater South East of England appear to be among the areas
hardest hit. Despite having 37 per cent of the UK’s population and 31 per
cent of unemployment-related benefits claims before the pandemic, these
areas account for almost half (43 per cent) the increase in the claimant count
since March 2020. While levelling up is predominantly a North and Midlands
challenge, Covid has left no corner of the UK unaffected, and in terms of
claimant count it is predominantly a Greater South East challenge (see Figure
10 and Box 4).

Figure 10

Levelling up is a North and Midlands challenge while Covid has
affected every place

Comparison and distribution of the levelling-up and pandemic challenges
across the UK

1,600,000 N .
@ Devolved administrations
1,400,000 @ South West
Y Greater South East
1,200,000 - @ North and Midlands
[ ]
o 1,000,000
o
Q- 300,000
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. . )

Levelling up Pandemic effect:
claimant count increase in claimant

pre-pandemic count March-November
2020

Source: ONS, claimant count March 2020 and November 2020, population estimates 2019.
Note: data differ to NOMIS claimant count rate as the latest available population estimates are used to
calculate these figures. Data is not seasonally adjusted
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Box 4: The impact of Covid in London’s PUA

The uneven effect of the pandemic is not only visible between cities, but
within cities too.

London is one of the places hardest hit by Covid and some of its
boroughs have been particularly badly affected. When looking at the
claimant count rate by local authorities across the UK, nine of the 10
local authorities with the highest percentage point increase since March
2020 are within the capital.

These include Newham, Haringey and Brent, with percentage point
increases in claimant count of 7.2, 7.2 and 7.0 respectively. In contrast,
the City of London, EImbridge, and Epsom and Ewell are much lower
down towards the middle of the ranking, with percentage point increases
in claimant count of 2.4, 3.0 and 3.3 respectively.

Figure 11

The uneven effects of the pandemic are also visible within
cities

Percentage point change in claimant count rate since March in London

Percentage point change

in claimant count rate

Mar - Nov 2020
2.4103.0

B 30t03.8

93.8t05.0

BN 50t05.8

BN 58t07.2

Source: ONS, claimant count March 2020 and November 2020, population
estimates 2019.

Note: data differ to NOMIS claimant count rate as the latest available population
estimates are used to calculate these figures. Data is not seasonally adjusted.
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As aresult, Figure 12 shows that, among the UK’s 63 largest cities and towns,
the places hardest hit by the pandemic are a mix of stronger local economies
(top left quadrant) and areas with weaker local economies that were in need
of levelling up before the pandemic (top right quadrant). Despite their past
strong economic performance, Slough, Crawley and London are now together
with weaker economies such as Birmingham and Bradford in the top 10 places
hardest hit economically by Covid.

Even economically strong places before the pandemic have been hard
hit by Covid

The relationship between the levelling-up challenge and the pandemic
challenge in the UK largest cities and towns
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Claimant count rate, March 2020 (%)

Source: ONS, claimant count March 2020 and November 2020, population estimates 2019.
Note: data differ to NOMIS claimant count rate as the latest available population estimates are used to
calculate these figures. Data is not seasonally adjusted.

The widespread geographic impact of the pandemic has blurred the north-
south divide in claimant count (see Figure 13). The top 10 places with the
highest claimant count rate in November 2020 are no longer the same as the
top 10 places in March (Figure 6). Cities and large towns no longer have a
claimant count rate based solely on their levelling-up challenge - represented
by the dark green bars in the figure - rather, some of the strongly performing
places before the pandemic now appear to have the biggest challenges ahead,
because of the large effect Covid has had on their economies.
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In contrast, some of the places that did need to level up pre-pandemic

such as Swansea, Plymouth and Mansfield are now much lower down in the
ranking, well below the new, higher national average. Their task has in no way
diminished, but it is now smaller in comparison to other places that have been
much more adversely affected by the pandemic.

In some strong economies the scale of the challenge is now similar to
that of places in need of levelling up
Claimant count rate, November 2020

@ Levelling up challenge, March 2020
@ Pandemic effect, March-November 2020
---UK's claimant count rate, March 2020

1 ——

I

Levelled up claimant count rate, March 2020

Hull
Blackpool
Luton
Slough
Crawley
Blackburn
Derby
Newcastle
York

Middlesbrough
Leeds

Stoke
Basildon
Wigan
Chatham

Huddersfield
Bristol

Cardiff
Southend
Belfast
Norwich
Preston
Warrington
Oxford
Exeter

Burnley
Cambridge

Sunderland
London
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Barnsley
Aberdeen
Gloucester
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Southampton

Dundee
Glasgow
Northampton
Coventry
Brighton
Sheffield
Swindon
Swansea
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Reading
Aldershot
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Bradford
Liverpool
Manchester
Doncaster
Newport
Leicester
Birkenhead
Nottingham
Bournemouth
Milton Keynes
Plymouth
Wakefield
Mansfield
Portsmouth
Edinburgh

Source: ONS, claimant count March 2020 and November 2020, population estimates 2019.
Note: data differ to NOMIS claimant count rate as the latest available population estimates are used to
calculate these figures. Data is not seasonally adjusted.

In absolute terms, the challenge of recovering from Covid appears to be much
bigger than the initial, pre-pandemic task of levelling up. But it is not just the
quantity of jobs lost that will determine the ability of places to bounce back.

The main reason why parts of the country needed to level up before the
pandemic was because they lacked the exporting base that characterises
strong economies.

Broadly speaking, it is possible to split jobs in two categories: those in
exporting businesses and those in local services. The first category, which
includes manufacturing, financial and professional services businesses, drive
a place’s growth because they trade in regional, national and international
markets and bring money into the local economy. This in turn creates demand
for the second category, the local services businesses, such as those on

the high street where people spend their money - shops, restaurants and
hairdressers.
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The more exporting jobs a place has, and the more productive these
exporting jobs are, the more vibrant is its local labour market, with more job

opportunities and consequently fewer people in need of unemployment-related
benefits (see Figure 14).

Places like London, Reading, Brighton or Cambridge have more exporting jobs,
while places that needed to level up before the pandemic like Middlesbrough,
Blackpool and Birmingham have a weaker exporting base and consequently
fewer higher-paying employment opportunities. As Figure 14 shows, pre-
pandemic this was reflected in a higher claimant count rate in those places.

To truly level up, places need stronger performing exporting sectors
The relationship between productivity of the exporting sector and the claimant
count pre-pandemic
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Source: ONS, Regional Gross Value Added (GVA) at current market prices, 2018. ONS, Business Register and
Employment Survey, 2018. ONS, Claimant count March 2020, population estimates 2019.

Note: data differ to NOMIS claimant count rate as the latest available population estimates are used to
calculate these figures. Data is not seasonally adjusted.
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While ‘levelling up’ itself is a recent term, government efforts to improve the
economic performance of areas outside the Greater South East go back
decades. Over the past century, successive governments have introduced a
range of policies aimed at levelling up opportunities in the North of England

- from the 1934 Special Areas Act'® to the more recent Regional Growth
Fund and Industrial Strategy - but, rather than focusing on broadening the
exporting base of these places, they have focused on replicating their existing
economies. The result has been little improvement for the people living in
these areas.

Increasing economic prosperity in places that are struggling is a decades-long
challenge that requires interventions on multiple fronts. To strengthen their
export base, places need to attract more high-value businesses to their area
and to do this they - and national government - need a set of policies aimed at
improving the skills local people have to offer, stimulating innovation, providing
adequate office space and improving transport connections within their areas.'*

Coming back from Covid is different from the levelling-up challenge, as most of
its economic impact has been on local services and on a few specific exporting
sectors. Local services are found wherever there are people to sell to and so
they are spread out fairly evenly across the country. That means places have
generally been affected in proportion to the size of their economies.

Covid has had a larger but shorter-lived effect on most exporting sectors than
the last economic crisis. During the first national lockdown the Gross Domestic
Product (GDP) of exporting sectors fell much more sharply than in the 2008
financial crisis. But unlike the last recession, GDP bounced back quickly. While
ongoing restrictions may slow the pace of this recovery, it is likely that they

will recover much more quickly than the more drawn-out recovery just over a
decade ago.

The drop in local services’ output has been more dramatic, especially for food
and accommodation and arts and entertainment - sectors most typically
found on high streets and most affected by Covid restrictions (see Figure 15).
But, given the likely stronger performance of the export sectors and ongoing
government support from the furlough scheme, underlying demand for these
sectors is likely to be strong when these restrictions are finally lifted. This
suggests that, Brexit impacts notwithstanding, the economy should bounce
back much more quickly than it did from the previous recession.

13 Living Heritage (n.d.), Supporting industry: the inter-war years. London: Hansard. http: //www.
parliament.uk /about/livingheritage/transformingsociety/tradeindustry/industrycommunity/
overview/interwaryears

14 Swinney, P. & Thomas, E. (2015) A century of cities: urban economic change since 1911, Cities Outlook 2021
London: Centre for Cities
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Covid has hit local services jobs, especially those on the high street,
harder than the financial crisis
Impact of GDP on export and local services during the financial crisis

and Covid
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While this holds at the national level, the ability of a place to bounce back
depends on how exposed its export sector has been to the crisis. Data is not
available to look at this issue directly, but figures from the CJRS combined with
estimates on home working provide some insights.

Given that local services businesses are present in every local economy, and
that they are all subject to similar restrictions and offered the same support, it
is reasonable to assume a baseline level of people still on the furlough scheme
at the end of October 2020 were employed in local services. If places had a
take-up rate at or below this baseline, it would suggest that it was mostly local
services activities that have been affected by the pandemic.

In addition, the shift to working from home means that many local services

businesses in the centres of big cities continue to suffer from the absence of
office workers. For places like London and Manchester, it is likely that an above
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average number of people employed in local services were still on the furlough
scheme at the end of October, due to the lack of demand from city centre
office workers pushing the number of furloughed jobs in these sectors above
the baseline.

Setting this baseline at 7.1 per cent for October 2020, Figure 13 shows that
26 cities had a furlough take-up rate above this threshold. This suggests that,
for the majority of places, their export base has not been adversely affected by
the pandemic and that, once restrictions are removed, local services should be
well placed to bounce back relatively quickly.

Of the 26 places above the baseline, nine cities (such as Manchester,
Edinburgh and Brighton in the top right corner of Figure 16) have above average
levels of home working. It is likely that their higher rates of home working in
part explain higher rates of furloughing of local services jobs in their respective
city centres. And overall, as expressed by the colour, they have lower levels of
claimant count than other cities and large towns, suggesting that these places
too are well placed to bounce back once office workers return.'

In most places, Covid has mostly affected local services, but for some
it has had a negative effect on their exporting base

Ability to work from home and take-up rate for the CJRS as of the end of
October 2020
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Source: HMRC, 2020, Coronavirus Job Retention Scheme statistics, as of 31 October 2020. ONS, 2020,
Business Register of Employment Survey, 2018 data, population estimates 2019, Census data 2011.

15 The baseline was chosen by looking at the distribution of the take-up rate for the CJRS across different
local authorities as of the end of October and picking the upper bound of the most popular interval.

16 In London and Edinburgh, the return of international tourism will also be important.
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The situation is not so positive for the remaining 17 cities and large towns

with a take-up of CJRS above the baseline but with fewer than average people
working from home (see top left quadrant in Figure 16). While for some places,
like Scottish and Welsh cities in this category, this may be due to further
restrictions introduced to fight the virus in October, the data overall suggests
that in places in this group the exporting base has been significantly affected
as fewer people can work from home and the claimant count rate is higher.
This group includes Crawley and Slough, where the collapse of the international
travel industry is having a large effect on the exporting bases of both towns.

In these places, the flow of money coming into the economy has been
negatively affected by the pandemic. As such, even when restrictions are
completely lifted, given the uncertainty of the speed and strength of recovery
of the airline industry, returning to normal will require not just the lifting of
restrictions on local services businesses, but repairing their export base too.

Bringing together insights from the levelling-up challenge and Covid, it is
possible to group cities in five different categories based on the economic
challenges they will face after the pandemic (see Figure 17).

Of the 36 cities and large towns that went into the pandemic in need of
levelling up, 15 are likely to find economic recovery from Covid particularly
difficult, as the pandemic further undermined their already weak
economic performance.

For the remaining 21 cities in this group, the data suggests that they are
better placed to come back. But their longer-term challenge is that even a full
recovery to where they were before the pandemic will return them only to a
position of relatively weak economic performance, something which levelling-
up policies will need to tackle.

The cities and large towns that entered the pandemic in a stronger economic
position can be split into two categories based on how they have been affected
by Covid.

For a minority of cities and large towns with a strong economy, Covid has had

a strong negative effect on their economy. The pandemic has either affected a
larger share of their local services businesses or their exporting base, meaning
they will find it harder than other strong economies to bounce back from

the pandemic. That said, their strong economic performance entering the
pandemic means they are in a better position to recover faster than places who
entered the pandemic with weaker economic performance.
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For the remaining cities and large towns with a strong economy, Covid is likely
to have only a short-term effect on their economies, given that the economic

impact was felt mostly in their local services businesses and the impacts were
relatively small compared to other places.

Different places need different policy responses
Summary table of the challenges affecting different groups of cities and

large towns
Details of challenge Cities and large towns

Levelling- In need of levelling up pre- Basildon, Birmingham,

up + Covid pandemic and export base Blackburn, Blackpool, Bradford,

challenges further affected by Covid. Burnley, Cardiff, Dundee,
Glasgow, Huddersfield,
Liverpool, Luton, Newport,
Sheffield and Swansea.

Levelling-up In need of levelling up pre- Barnsley, Birkenhead,

challenge pandemic but export base Chatham, Coventry, Derby,

relatively sheltered from
Covid.

Doncaster, Hull, lpswich,
Leeds, Manchester, Mansfield,
Middlesbrough, Newcastle,
Nottingham, Peterborough,
Plymouth, Stoke, Sunderland,
Telford, Wakefield and Wigan.

Covid challenge

Strong economies hard hit by
Covid.

Aberdeen, Bournemouth,
Brighton, Crawley, Edinburgh,
Leicester, London, Slough and
Southend.

Strong
economies

Strong economies who have
only been marginally affected
by Covid.

Aldershot, Bristol, Cambridge,
Exeter, Gloucester, Milton
Keynes, Northampton, Norwich,
Oxford, Portsmouth, Preston,
Reading, Southampton,
Swindon, Warrington, Worthing
and York.

Note: Belfast not included in this list as estimates of the share of workers able to work from home are not

available.
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While vaccines offer hope for recovery from Covid, there is no comparable
Different places need different policy responses ‘shot in the arm’ for levelling up. It requires long-term, substantial interventions.
Summary map of the challenges affecting different groups of cities and This spring, the Government should put local government on a strong,
large towns sustainable financial footing, ready for the task ahead, and address both
the challenges identified in this research in a new Economic Recovery Strategy.
It should have a mix of short-term and long-term policies, that can be tailored
to different local needs.

Challenge
@ Levelling-up + Covid challenges
® Covid challenge The Government should support places to bounce back from Covid by:
.Abevdeen. Levelling-up challenge B ) ) »
Strong economies . Boosting Universal Credit: As people are made redundant and lose
income they cut their spending, reducing even further the amount of
.Dundee

money circulating in local economies. This has a knock-on negative

.Glasgow.Edmburgh effect for the economy, putting even more jobs at risk. To minimise this,
the Government should make permanent the temporary £20 uplift to

Universal Credit and consider increasing it to be in line with other welfare

Newcastle

states in Europe.

@ Sunderland
S 2. Supporting workers until social restrictions are lifted: The CJRS
BIackburnBumlesifz;i o has been crucial in supporting workers since March 2020, preventing
B‘“S,‘;v‘%f;gn! ° “:d:.r;ﬂiﬂ? even higher rises in unemployment and ensuring money kept circulating
. igan __ akefiel . .
Lerpool S @@ - D in the economy. As such, as long as lockdowns and other forms of social
AT /l\llanch\es‘tsearms eysrﬁfﬁelfq Id
Warrington anstie . . o e . . .
e Doy @ g distancing restrictions such as the tier system continue to be in place,
Telford @ Lo g pmaborgt Rech the Government should continue to offer the current furlough scheme to
o . eterboroug
Birmingham Coventry
Nortgmpton Cambridge Workers
Milton Keynes @ pswich . .« . o
A Sei o (3 i 3. Supporting people who have lost their job to retrain: The complete
Wi Newport Swindon A . . L
ic . SO 8 Lopdon @ @soutren shutdown of certain sectors of the economy makes it even more difficult
ardi Bristol Reading L. . - .
Adershot ™ Crandey for the people who have lost their job to find new opportunities. While
Southampton . L. . . .
Beter g PTG S0 @ ehton it is welcome to see that the recently introduced Life Skills Guarantee
ortsmouth  Worthing . .

Phymouth g offers a free college course for anyone without A-levels or equivalent
qualifications, the Government should extend this initiative and offer free
courses to anyone who has lost their job in the past year, even those who

Source: Centre for Cities analysis. _ . .o .
Note: Belfast not included in this list as estimates of the share of workers able to work from home are not already have A-level or equwalent quahfloatlons.
available. 4. Consider a ‘Spend out to help out’ voucher: Once the vaccine

is rolled out, social restrictions lifted and the economy reopens, the
Government will need to consider whether additional support is needed
to encourage people to go out and spend. If required this could build on
the ‘Eat out to help out’ scheme from last summer and offer each adult a
‘Spend out to help out’ voucher of £100 to be used on the high street.

The labour market in January 2021 differs dramatically to a year ago. In addition
to the historically stark inequalities between different parts of the country, the
pandemic has worsened opportunities in every corner of the UK. And that is
before the economic impacts of Brexit, which are likely to further affect the
prospects for those places already struggling.!”

17 Clayton N. (2017) Brexit, trade and the economic impacts on UK cities, London: Centre for Cities
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The Government should deliver on levelling up, by:

1. Investing in skills: To level up, economically weaker parts of
the country need to become more attractive to high-productivity
businesses. The single most important change that can help them
achieve this goal is investing in the skills of the people currently living
in their local area, in particular those currently without any formal
qualifications. To do so, the Government should boost investment
in further education and set out how it will stimulate take-up among
adults.

2. Creating jobs: While improving skills can open up more opportunities for
people, for them to fully utilise their skills in their local area there needs to
be adequate jobs. The Government should press ahead on supporting the
creation of jobs in the green economy, for example via retrofitting homes. ° ®
In addition, the Government should look at supporting the creation of C lty Mon ltor
more jobs in sectors of high demand such as social care and education,
which are spread across the country.

3. Improving city centres: Alongside these jobs, cities and large towns
in need of levelling up need more high-skilled, well-paid jobs and high-
productivity businesses. Notwithstanding the pandemic, these types of
jobs and businesses tend to locate in city centres. As such Government
should support cities and large towns that need to level up to improve
their city centres’ offer post-Covid by creating a City Centre Productivity
Fund for places to access.

Urban areas are home to the majority of the UK’s people, jobs and businesses.
They are where the national economy happens but there is considerable

4. Investing in transport: Congestion is increasingly a barrier to further variation in the economic performance of the country’s 63 largest cities and
growth in the largest cities outside London. As previous work by Centre towns. This year, explore and compare the latest economic data on how places
for Cities has found, improving investment in the transport infrastructure are doing against a wide range of indicators in our new interactive tool.
of these places would help create job opportunities in the short term
and tackle congestion and pollution challenges and stimulate economic Visit: www.centreforcities.org/city-monitor

growth in the longer-term. This will require both investment from national
government and action from local government, such as the introduction of
congestion charges in city centres.

5. Investing in innovation: Innovation plays a central role in the creation
of strong economies. The Government has signalled that it is to increase
spending on R&D outside of the Greater South East - in 2021 it should
set out exactly how it is going to do this, and what results it expects to
achieve.

6. Pressing ahead with devolution: Ultimately, each place has its own
specific challenges which are best addressed at the local level. As such,
the Government should press ahead with devolution, hand powers related
to economic growth to local areas and give them the opportunity to raise
their own taxes.
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