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About this document 
This document presents the submission made in response to the consulta�on on “Invest 
2035: the UK’s modern industrial strategy.” The consulta�on was conducted by the 
Department for Business and Trade from 14 October 2024 to 25 November 2024. The 
submission was made on 22 November 2024. 

The submission is primarily informed by insights from the Economy 2030 Inquiry, a 
collabora�on between the Centre for Economic Performance at LSE and the Resolu�on 
Founda�on, funded by the Nuffield Founda�on. It also incorporates broader work from the 
Centre for Performance and the Programme on Innova�on and Diffusion (POID). 
Contribu�ons to Ques�ons 1, 4, and 5 were co-developed with the Grantham Research 
Ins�tute on Climate Change and the Environment, while responses to Ques�ons 28, 34, and 
35 were co-developed with the What Works Centre for Local Economic Growth. 

This report is a lightly edited version of the submission.  

The submission was authored by Henry Overman, Aadya Bahl, and Esin Serin. Aadya Bahl is a 
Policy Officer at the Centre for Economic Performance, and Esin Serin is a Policy Fellow at 
the Grantham Research Ins�tute. Victoria Sutherland, Deputy Director of Evidence at the 
What Works Centre for Local Economic Growth, contributed to the development of 
responses to Ques�ons 28, 34, and 35. 

Introduc�on 
The Department for Business and Trade’s Industrial Strategy consulta�on iden�fied eight key 
growth-driving sectors and sought input on addressing challenges to unlocking business 
investment.  

This response addresses ques�on 1 in the Sector Methodology sec�on; ques�ons 4-6 within 
the Sectors sec�on; ques�ons 7, 8, 9, 14 and 22 in the Business Environment sec�on; 
ques�on 28 within the Place sec�on; and ques�ons 34-35 in the Theory of Change sec�on.  

Sector Methodology 
Q1. How should the UK government iden�fy the most important subsectors for delivering 
our objec�ves? 

The Economy 2030 Inquiry uses revealed compara�ve advantage (RCA) to measure the 
economy’s underlying strengths. The RCA of a country measures how specialised a country is 
in expor�ng a specific good or service rela�ve to a reference group. We measure the RCA for 
the UK rela�ve to the rest of the world. Similar compara�ve analyses can be conducted using 
data on innova�on ac�vity. Namely, revealed technological advantage (RTA) is calculated by 
using UK share of patents across technological classes compared to global shares.  



The government could undertake a similar approach to iden�fy the most important 
subsectors to deliver growth, alongside a judgement on how the global and domes�c market 
will evolve into the future.  

The Centre for Economic Performance (CEP), the Grantham Research Ins�tute (GRI), the 
Programme on Innova�on and Diffusion (POID), and the Produc�ve & Inclusive Net Zero 
(PRINZ) programme at LSE have co-developed a green industrial policy ‘matrix’. The matrix 
assesses the UK’s compara�ve advantages in seven selected clean energy technologies, their 
strategic importance for net zero and resilience, and the likely distribu�onal aspects of 
growth in terms of job crea�on and regional spread. While the weights assigned to different 
objec�ves, and the appe�te for risk would mater for detailed implementa�on, the matrix 
can inform the development of an industrial strategy for clean energy industries by 
highligh�ng trade-offs in suppor�ng different areas. 

The matrix has been applied to assess clean energy technologies in the first instance, but 
similar assessment frameworks inform industrial policy priori�es across and within other 
growth-driving sectors too.  
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Sectors 
Q4. What are the most important subsectors and technologies that the UK government 
should focus on and why? 

If the UK government wants to focus on areas where there is evidence of the UK’s 
compe��veness on the world stage (which we measure using RCA, see answer to Q1), these 
could include: 

• Financial and Business Services: The UK has a well-established compara�ve 
advantage in finance, insurance, pensions, and in other business services such as 
R&D services, professional and management consul�ng services, and technical, 
trade-related services. 
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• Life Sciences: The UK has a strong specialisa�on in pharmaceu�cals, biotechnology, 
and medical devices. In par�cular, pharmaceu�cal goods, the produc�on of enzymes 
and medical equipment present a significant growth opportunity for the UK.  

• Emerging technologies: The UK shows emerging strengths in transforma�ve areas 
such as 3D prin�ng and robo�cs. While these technologies currently cons�tute a 
smaller share of global innova�on, they are areas of high-growth and represent 
poten�al pathways for future development. 

• Digital and Informa�on services: The UK is specialised in personal, cultural and 
recrea�onal services, and charging for the use of intellectual property, with growth 
opportuni�es in telecommunica�ons, computer and informa�on services category. 

• Clean Energy Technology: The UK has a wide range of strengths over other countries 
in offshore wind, �dal stream energy, nuclear energy and carbon capture, usage, and 
storage (CCUS). Each of these subsectors also has poten�al to support regionally 
balanced growth in the UK, for example by crea�ng jobs in industrial heartlands and 
coastal communi�es, and crea�ng transi�on opportuni�es for the North Sea 
workforce. Unlocking these opportuni�es may require investment in the UK’s exis�ng 
related capabili�es to build specialisms in more complex, high-value products. 

Other areas of specialism include aircra�s, spacecra�s, motor vehicle parts, beverages and 
works of art.  
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Q5. What are the UK’s strengths and capabili�es in these subsectors? 

The poten�al priority subsectors set out in our answer to Ques�on 4 draw on our analysis of 
trade and patent data which we use to assess the UK’s current and future poten�al strengths 
in related markets. The UK can capitalise on the related produc�ve and innova�ve 
capabili�es it readily has to build future strengths in complex, high-value products and 
technologies. 

Key strengths and capabili�es are given below: 

• Financial and business services: Other business services, such as R&D and consul�ng 
services, account for a large and growing share of UK exports. The UK’s strength in 
financial and related business services is due to factors like human capital, 
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interna�onal openness, a favourable tax regime, and advantages in the English 
language and legal system. High employment in finance and professional services is 
spread across the UK, but London stands out in part due to its size advantages. 
London is also a global leader in fintech and green finance.  

• Crea�ve Industries: The crea�ve sector, accoun�ng for 6% of UK GVA in 2019, 
contributes significantly to the UK’s so� power. Areas of compara�ve advantage 
include personal, cultural, and recrea�onal services, ICT, and intellectual property 
licensing. The UK’s crea�ve industries are concentrated in London and the South 
East, with clusters in Manchester and Edinburgh. Factors such as the UK’s strong 
educa�on and university systems, culturally diverse crea�ve talent, and public 
service broadcasters like the BBC and Channel 4 enhance this sector's global 
standing. 

• Life Sciences: The UK has a robust legacy of innova�on in medicine and healthcare, 
supported by the NHS and leading academic ins�tu�ons. UK researchers rank third 
globally in high-quality life sciences publica�ons. The UK is specialised in 
pharmaceu�cals and biotechnology, and has strong government-financed health 
R&D.  

• Clean Energy Technologies:  
o Carbon Capture, Usage and Storage (CCUS): The UK has strengths in a number 

of products that are highly complex and represent large volumes of global 
trade. These include machinery (and parts of those machinery) for filtering or 
purifying gases; types of iron or steel pipes of a kind used for oil and gas 
pipelines; pumps and compressors for air, vacuum, or gas; and certain 
instruments and apparatus relevant for measurement and monitoring (for 
instance, for checking pressure and the flow or level of liquids). The UK is also 
specialised in surveying equipment (for example for oceanographic and 
geophysical purposes) which is highly proximate to its capabili�es and in 
innova�ons rela�ng to the capture and disposal of several greenhouse gases 
including carbon dioxide and methane. 

o Offshore Wind: The country is specialised in floa�ng structures which are 
relevant for building capability in early stage floa�ng offshore wind (FLOW). 
FLOW represents a new fron�er for the offshore wind sector which could see 
this source of power extend to new sites in deeper waters and with lower 
seabed impact in the UK and overseas. The UK’s specialisa�ons in floa�ng 
structures and moun�ngs on structures floa�ng on a liquid surface are 
relevant in the specific context of FLOW. The UK’s opportuni�es are more 
varied, spanning iron or steel structures (which could include turbine towers), 
certain electrical equipment, parts of electric motors and generators, and 
several types of bearings and gearings. 

o Tidal Stream Energy: The UK is a leader in developing �dal stream 
technologies and has specialisa�on in complex products within the �dal 



stream category. This includes small (less than 1 MW) and larger (1–10 MW) 
hydraulic turbines; and types of engines and motors (and their parts). The UK 
could also build specialisa�on in the future in many types of bearings and 
gearing that are rela�vely high in both technological complexity and proximity 
to the UK. Turning to related innova�on, the UK has strengths in the overall 
classifica�on of �de (or wave) power plants as well as many specific 
innova�ons rela�ng to structures that would support these plants in the sea. 
Examples include submerged founda�ons and anchoring arrangements 
(which can be relevant for �dal stream devices fixed on the seabed) and 
floa�ng structures (which could have applica�ons for floa�ng �dal stream 
devices). 

o Nuclear Energy: The UK is highly specialised in nuclear exports, with 
opportuni�es in nuclear reactors, fuel elements and isotopes. These are 
rela�vely complex products and are relevant for fuel fabrica�on. In terms of 
nuclear innova�on, the country is specialised in a wide range of innova�ons 
including innova�ons rela�ng to processes such as energy genera�on of 
nuclear origin, manufacture of fuel elements and plant opera�on and 
maintenance, as well as innova�ons on specific equipment such as Tokamaks 
(which are relevant for technological progress on nuclear fusion). 
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Q6. What are the key enablers and barriers to growth in these sub sectors and how could 
the UK government address them?  

Strategic sectors such as finance, crea�ve and cultural industries, and life sciences have 
tradi�onally employed approximately 20% of the UK workforce and are a product of deep-
rooted strengths. However, growth within these sectors depends on addressing structural 
barriers and low rates of business investment (addressed in our response to Ques�on 7). 
Contribu�ng factors are explored below: 

Lack of economic and poli�cal stability 
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The country has seen various forms of economic and poli�cal instability which deters 
investment:  

• Uncertainty due to the EU referendum and the pandemic 
• Annual changes to the corpora�on tax 
• Evolving business and growth policies 
• Abrupt termina�on of business support policies  

Addi�onally, the current tax code structure favours debt financing where fully-deduc�ble, 
debt-financed investment is subsidised by the tax system. The introduc�on of full expensing 
for some assets in the 2023 Spring Budget offered businesses an incen�ve to invest in 
specific asset types. However, to foster sustained investment across all asset classes, this 
policy should be made permanent and expanded to include a wider range of assets. 
Balancing the system by revisi�ng tax deduc�ons for interest payments could further 
mi�gate the debt-over-equity bias. 

Firms level management and ownership 

The UK has one of the lowest propor�on of firms with ‘blockholder’ shareholders in the 
OECD, and low worker involvement. This reduces the likelihood of produc�ve investments.  

A poten�al solu�on could be introducing a legal requirement that workers cons�tute one-
fi�h of the board members for both publicly listed companies and limited-liability companies 
with over 200 employees. These representa�ves, ideally selected by the workforce and 
poten�ally including union representa�ves, would provide a strategic perspec�ve from 
within the firm and enhance decision-making. 

Pension reforms could further support produc�ve investments by crea�ng a set of large 
pension funds that act as blockholders of UK firms. By removing liquidity, regulatory, and 
cost-related barriers, these funds could more readily invest in long-term produc�ve assets.  

The Bri�sh Business Bank (BBB) could facilitate this process by crea�ng a co-investment 
fund. This would enable pension funds to invest as limited partners alongside the BBB, 
leveraging the Bank’s exper�se in naviga�ng domes�c investment opportuni�es. It could do 
this by adap�ng and extending the Bri�sh Pa�ent Capital, a BBB subsidiary aimed at closing 
the late-stage funding gap, which is mandated to make investments un�l 2033. Addi�onally, 
structuring this fund to minimise fees for pension fund entry would encourage greater 
capital flow into UK assets.  

Lack of sub-degree qualifica�ons 

The successful expansion of growth-driving sectors and technologies demands a workforce 
with high levels of formal educa�on and technical skills. While analy�cal and personal tasks 
have risen in importance across all sectors, their growing importance can be par�cularly felt 
in the strategic sectors.  



But there is a cri�cal shortage of workers with sub-degree (Level 4 and 5) qualifica�ons in 
the strategic sectors. The current share of workers with sub-degree qualifica�ons at Levels 4 
and 5 should be approximately three �mes higher, with the strategic sectors missing around 
660,000 workers with suitable levels of educa�on. This gap in the provision is poten�ally 
limi�ng employment growth in these sectors. These shortages are not only confined to the 
strategic sectors but are also widespread across the economy, highligh�ng the structural 
issues with the way these skills are delivered.  
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Business Environment 
Q7. What are the most significant barriers to investment? Do they vary across the growth-
driving sectors? What evidence can you share to illustrate this? 

Low rates of business investment in the UK s�fle growth and cannot be explained by its 
sectoral composi�on. The most significant barriers to investment not covered elsewhere in 
our response are:  

Market failure in innova�on 

Knowledge spillovers are a fundamental barrier to Research, Development and Innova�on 
(RDI). Firms undertaking significant R&D investments do not always reap the full rewards, 
and many undertake incremental innova�on, focused more on market capture than the 
genera�on of social benefit. Sectors with high R&D intensity, such as pharmaceu�cals and 
net zero, may underinvest in innova�on due to the low private returns despite the social 
value being high.  

Beyond knowledge spillovers, market failures in the financing of RDI significantly constrain 
technology adop�on and diffusion. Investment in R&D carries high risk, par�cularly in early-
stage innova�on, which o�en deters private investors. Clean technology sectors illustrate 
this challenge, where investments are par�cularly risky due to uncertain�es in regulatory 
environments and market demand, despite these technologies offering high societal 
benefits.  

Rigidity in the planning system  

The current planning system in the UK is largely discre�onary and focuses on case-by-case 
applica�ons, promp�ng local communi�es to engage more with individual planning 

https://economy2030.resolutionfoundation.org/wp-content/uploads/2023/06/Beyond-boosterism.pdf
https://economy2030.resolutionfoundation.org/wp-content/uploads/2023/06/Beyond-boosterism.pdf
https://economy2030.resolutionfoundation.org/wp-content/uploads/2023/10/Learning-to-grow-report.pdf


applica�ons than the crea�on of local strategies. The absence of binding local plans creates 
an opportunity for poli�cal capture of decision-making. This structure also creates ambiguity 
for businesses, which o�en face prolonged periods of uncertainty and delays in planning 
approvals. Such unpredictability deters business investment, as firms may be reluctant to 
commit resources to projects that could face significant bureaucra�c hurdles or ul�mately 
be denied approval. 

Conflic�ng incen�ves for local authori�es 

Since the introduc�on of the Uniform Business Rate in 1990, revenues from business 
proper�es flow to the central government, despite local authori�es providing services to 
these commercial sites. This creates a disconnect between the responsibili�es and the 
financial rewards associated with local development. Although recent schemes aim to allow 
local planning authori�es (LPAs) to retain a por�on of business rates, these remain limited in 
scope and con�nue to be subject to policy shi�s. 

In addi�on, local authori�es o�en face pressures from local voters (referred to as 
‘NIMBYism’) who resist new developments to protect neighbourhood character or property 
values. This further restricts new development and can have a nega�ve impact on the 
transi�on to net zero.  

Urban growth constraints 

Strict regula�ons limit the expansion of urban areas and constrain the uses permited for 
exis�ng urban land. Policies like the greenbelt designa�on, established a�er World War II to 
curb urban sprawl and preserve green space, have largely remained untouched. While these 
policies protect certain landscapes, they also restrict the availability of land for housing and 
commercial developments.  

Numerous preserva�on designa�ons and height controls on buildings restrict urban 
development. For instance, in London, preserva�on designa�ons and the London View 
Management Framework limit the construc�on of taller buildings. Prohibited development 
has constrained retail growth outside city centres, par�cularly a�er the introduc�on of the 
Town Centres First (TCF) policy in 1996.  

Mismatch in housing supply and its consequences 

Tight planning restric�ons impact housing availability and composi�on, leading to significant 
mismatches between supply and demand. Regulatory constraints limit the flexibility of the 
housing market to respond to demographic changes. This results in higher vacancy rates in 
strict planning areas and increased commu�ng �mes for workers who are unable to live near 
employment hubs. Such mismatches contribute to inefficiencies in the housing market, 
where supply struggles to align with actual needs.  



This has implica�ons for transport, as limited urban growth and high housing costs push 
workers to live further away from their places of employment, increasing the need for 
transport infrastructure to manage the resul�ng commuter flows. 
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Business Environment – People and Skills 
Q8. Where you iden�fied barriers in response to Ques�on 7 which relate to people and 
skills (including issues such as delivery of employment support, careers, and skills 
provision), what UK government policy solu�ons could best address these? 

The current system is unable to meet growing skills demands, par�cularly in growth sectors. 
It is essen�al for policies to address this imbalance.  

The UK government can help ensure Level 4 and 5 qualifica�ons are adequately supported 
through enhanced funding for Further Educa�on (FE) colleges. The Life�me Learning 
En�tlement would help equalise funding opportuni�es for those pursuing sub-degree 
qualifica�ons, trea�ng them more favourably in the student finance model. The country 
needs to move to a demand-led funding system for FE colleges by applying the Robbins 
principle, similar to that currently used in the Higher Educa�on (HE) system. The principle 
suggests that any qualified person has access to training at every level. Any provider able to 
atract enough students to cover the cost of a course can make it available. To support the 
system’s adaptability, safeguards such as course and funding agency approvals are essen�al.  
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The voca�onal pathway should also be made more atrac�ve and easier to navigate. 
Students and their families should be able to understand the opportuni�es stemming from 
sub-degree qualifica�ons and their links to the wider educa�on system. Simplifying 
pathways, improving career guidance at local levels, and providing clearer signpos�ng for 
sub-degree qualifica�ons would likely make these qualifica�ons more accessible and 
appealing, par�cularly to young people and workers seeking career advancement. 
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Q9. What more could be done to achieve a step change in employer investment in training 
in the growth-driving sectors? 

The risk of employee turnover – that is workers leaving a�er receiving training - has 
contributed to the decline in employer investment in training. Firms may underinvest if they 
are unable to recoup the returns from investment in training, even though market 
imperfec�ons will provide some incen�ve. If the costs of training are reduced, the 
consequences of poaching are diminished as firms have less to recoup if the employee were 
to subsequently move. 

A ‘human capital tax credits’ system, which allows businesses to claim deduc�ons for 
investment in employee training, like the exis�ng R&D tax credits could help. Subsidising 
training would also help reduce inequi�es in how capital is treated rela�ve to labour, 
par�cularly through the R&D tax credits. Implemen�ng this on a trial basis within high-
demand areas like net-zero skills development could increase employer engagement with 
training.  

In addi�on to incen�vising firms, suppor�ng individuals could also help bridge skills gaps, 
especially for those outside tradi�onal employment or on short-term contracts. While 
implementa�on of the Lifelong Learning En�tlement would address this at ter�ary level, 
there are many types of training that are out of scope, including short-term training and 
training at lower levels. There is a need to subsidise individuals because of credit constraints 
and externali�es such as individuals not fully considering the social benefits of the added 
produc�vity.  

One example of a policy that might be considered are Individual Learning Accounts which 
were implemented in the UK in the 2000s. This policy was not well regarded in the UK due to 
its poor design and hasty implementa�on, but this op�on should be reconsidered with 
lessons learnt from experience. A new scheme should be carefully piloted and evaluated 
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before broader implementa�on. For example, they could be funded through shared 
investment by employers and workers, and the government, as one proposal for such 
accounts in the United States has suggested. 

Tax incen�ves can also be used to subside training investment. This was found to be an 
effec�ve instrument in the Netherlands, and has been used by various countries, who allow 
individuals to deduct training expenditure from their taxable income. 
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Business Environment - Infrastructure 
Q14. Where you iden�fied barriers in response to Ques�on 7 which relate to planning, 
infrastructure, and transport, what UK government policy solu�ons could best address 
these in addi�on to exis�ng reforms? How can this best support regional growth? 
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The Economy 2030 Inquiry highlights the significant regional produc�vity dispari�es that 
exist between London and other ci�es, par�cularly Greater Manchester (GM) and 
Birmingham Urban Area (BUA). To reduce Birmingham and GM’s produc�vity gap with 
London requires increasing the popula�on of high-skilled workers, growing city centres, 
enhancing public transport networks, increasing housing supply to accommodate popula�on 
growth and substan�al addi�onal private sector investment.  

Several targeted policy solu�ons could be implemented to strengthen regional growth and 
economic produc�vity, par�cularly in places like GM and Birmingham:  

Move to a rules-based system 

A shi� towards a rules-based planning system would be instrumental in addressing the 
unpredictability and costliness of the current discre�onary approach. Implemen�ng clear, 
consistent guidelines that remove much of the poli�cal discre�on from planning decisions 
would make the system more transparent and efficient. This shi� could reduce costs, 
expedite development, and foster a more compe��ve environment for housing. 

Reforming the system for local authori�es  

Revisi�ng property taxes to beter reflect market dynamics and provide local governments 
with a share of development revenues would create a more equitable tax system that aligns 
the interests of local communi�es with economic development. Providing fiscal incen�ves 
for local authori�es to permit development would reduce NIMBYism and facilitate regional 
growth by aligning the interests of the community with broader economic objec�ves. 

Further, ensuring that local authori�es have binding land-use plans with clear targets is 
crucial for addressing regional growth dispari�es. Implemen�ng mandatory plans would 
bring greater accountability and predictability to the planning system, as local authori�es 
would be obligated to adhere to a legally enforceable framework that guides land alloca�on 
and development priori�es. This planning should take place at the right geographic level, 
ideally reflec�ng func�onal economic areas, to ensure that costs and benefits are properly 
captured. 

It is also helpful to include other local authori�es in the func�onal urban area in strategic 
planning. This will ensure that decisions around u�li�es and logis�cs, which have benefits for 
the city region but have more concentrated and localised costs, are not vetoed by the local 
authori�es such as those surrounding Birmingham and GM. 

Removing inflexible height restric�ons 

Revisi�ng restric�ve height controls, par�cularly in high-demand urban areas, could 
significantly expand the supply of housing and office space. Removing inflexible height 
restric�ons would facilitate denser developments and lower commercial space costs, 
encouraging business growth. This policy shi� is especially relevant in ci�es like London, 



where building height is strictly controlled, o�en requiring the involvement of high-profile 
architects to navigate planning barriers. 

This could also help in priori�sing office space and commercial use in city centre 
developments, thus suppor�ng regional growth. Privileging the city centre for high-value 
services ac�vi�es will also allow the benefits from produc�vity growth to be broadly shared 
throughout the city region, as those who produce value in the city centre o�en do not live 
there.  

Adap�ng the greenbelt  

Greenbelts play a crucial role in preserving environmental and amenity-rich land, but they 
also limit the availability of land for development. Allowing development on greenbelt land 
with low amenity or environmental significance, par�cularly near transport hubs like 
commuter rail sta�ons, could increase housing supply and provide new spaces for business 
expansion, while preserving the most valuable land for conserva�on. 

Improving energy efficiency in Conserva�on Areas 

There are 1.5 million homes in Conserva�on Areas, and here it is very difficult to install 
double glazing, solar panels, insula�on or heat pumps. Adjus�ng conserva�on rules to allow 
energy efficiency improvements without compromising historical preserva�on could reduce 
carbon emissions and cut energy bills for residents. This would support both environmental 
goals and economic affordability. 

Rethinking the Town Centre First policy 

Rethinking the Town Centre First policy could further unlock commercial development in 
outlying areas, which could ease pressure on city centres and foster economic growth in less 
restric�ve loca�ons. Allowing more flexibility in retail zoning would enable new stores to 
emerge in loca�ons where they can maximise produc�vity and beter serve local demand, 
thus suppor�ng regional retail expansion and employment. 
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Business Environment – Mobilising Capital 
Q22. What are the main barriers faced by companies who are seeking finance to scale up 
in the UK or by investors who are seeking to deploy capital, and do those barriers vary for 
the growth-driving sectors? How can addressing these barriers enable more global players 
in the UK? 

Access to finance 

Firms with high growth poten�al, par�cularly innova�ve small and medium-sized enterprises 
(SMEs), face significant financial barriers that hinder their ability to scale up. These obstacles 
limit the growth poten�al of individual companies and restrict broader economic dynamism 
and innova�on. It is hard for firms to finance innova�ve projects through bank loans, as 
innova�on is intangible and difficult to collateralise. It can also be difficult for firms working 
with risky or unproven technologies to access equity finance. As a result, these firms are 
reliant on venture capital or other forms of equity financing.  

Yet, the venture capital landscape in the UK is heavily skewed towards early-stage 
investments, with limited op�ons for scale-up capital. Although the UK is a leading European 
des�na�on for venture capital investment, its venture capital industry lacks the breadth and 
focus on later-stage finance. Moreover, equity financing is dispropor�onately allocated to 
London. High-growth firms outside of London are frequently overlooked by venture 
capitalists and investors, and as a result, they may lack access to the best-suited forms of 
finance. Local demand for venture and early-stage capital is inconsistently met across the 
UK, implying that capital is not flowing to small businesses across the country.  
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The Bri�sh Business Bank (BBB) has played a crucial role in increasing finance for SMEs and 
mid-cap businesses, par�cularly in underserved regions. In par�cular, the organisa�on has 
helped boost investment for intangible intensive firms that require equity investment. But its 
reliance on government funding limits its poten�al, as funding is allocated in ring-fenced 
pots.  

Allowing the BBB to borrow capital from the market through government-guaranteed bonds 
would expand the scale of the bank without large upfront government costs and reduce its 
reliance on the Spending Review process. While this change will require �me and poten�al 
adjustment of fiscal rules, the BBB’s strategic goals can be expanded in the mean�me. It 
should include a larger convening role across regional business communi�es and a focus on 
helping SMEs become investment-ready and aware of external capital sources. 

Broader challenges facing SMEs 

Smaller firms frequently lack the absorp�ve capacity needed to integrate new digital tools 
and managerial prac�ces. They tend to invest less in process innova�on and invest less per 
worker. This weakens firms’ resilience to economic shocks and technological shi�s. SMEs are 
also more likely to report lack of skills, par�cularly in fast-growing areas, as a barrier to 
innova�on. Thus, SME support policies typically address both financial and non-financial 
barriers. But this area has also seen a lot of change, making it challenging for firms to 
navigate the landscape.  

A large-scale £500 million ‘Help to Grow’ business support programme was launched in 2021 
containing two parts, namely ‘Help to Grow: Digital’ and ‘Help to Grow: Management’. While 
the former was cut due to low take-up, the later aimed to improve managerial and 
leadership skills and produc�vity in SMEs. Early evalua�ons found that the scheme had 
posi�ve impacts. 

The Government should build on this framework by promo�ng the brand and its reach. 
Expanding experimenta�on and evalua�on can also help iden�fy the impact of various 
interven�ons. Randomisa�on can be used within different areas of the programme, such as 
iden�fying the best ways of delivering support.  
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Place 
Q28. How should the Industrial Strategy accelerate growth in city regions and clusters of 
growth sectors across the UK through Local Growth Plans and other policy mechanisms? 

Ci�es play a crucial role in driving na�onal economic growth. Yet produc�vity and income 
dispari�es among UK ci�es are large, with major ci�es like Greater Manchester and 
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Birmingham lagging behind London and the UK average. The produc�vity gap between these 
ci�es and London highlights the urgent need for targeted, locally informed interven�ons. 
The Economy 2030 Inquiry has emphasised the importance of a high-skilled workforce, and 
the role of housing and transporta�on in bridging the gap. Some policy mechanisms to do 
this have been discussed in our response to Ques�on 14. 

But to effec�vely accelerate growth at a city-region level, it is also important to have an in-
depth understanding of the local economy. The Economy 2030 Inquiry was underpinned by 
an analysis of economic performance, including the areas of greatest underperformance and 
opportuni�es for growth. The Local Growth Plans should be based by a similar analysis of 
the local economy.  

 The What Works Growth (WWG) Centre’s guidance on effec�ve local industrial strategies 
can be helpful in developing these analyses (htps://whatworksgrowth.org/resource-
library/developing-an-effec�ve-local-industrial-strategy/). 

Policies aimed at accelera�ng city-region growth should also reflect robust evidence on both 
effec�veness and cost-effec�veness. Evidence reviews by WWG offer insights into a variety 
of growth levers, and can inform the selec�on of targeted interven�ons 
(htps://whatworksgrowth.org/evidence-topics/). 

Long-term stability in policy and funding is essen�al to create a suppor�ve environment for 
city-region growth. Ci�es need dependable resources and a commitment to enduring, place-
based policy frameworks to develop and implement effec�ve strategies. Success depends on 
carefully structured policies that align with local market reali�es, allow for experimenta�on, 
and include evalua�on mechanisms.  
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Theory of Change 
Q34.What are the key risks and assump�ons we should embed in the logical model 
underpinning the Theory of Change? 

Achieving economic growth will require significant investment across interconnected 
dimensions like housing, transport, and skills, as highlighted in previous ques�ons. The 
causal pathways within the model should clearly recognise and account for these complex 
interac�ons to create a cohesive and realis�c framework.  

The crea�on of theories of change at various levels can ensure clear thinking and make the 
process more manageable. This means having a Theory of Change for different policies, for 
each sector and place, and the Industrial Strategy as a whole.  

It is also crucial to be clear about the intended purpose of the Theory of Change. If it is 
approached primarily as a tool for accountability and monitoring, it may become overly 
focused on measurable elements at the expense of a broader understanding. Conversely, if it 
is framed as a mechanism for ar�cula�ng, tes�ng, and agreeing the ra�onale for investment, 
the Theory of Change can serve as a more expansive tool.  

It is important to develop based on robust, evidence-backed assump�ons. This means 
relying on established evidence regarding whether specific ac�vi�es lead to outputs, those 
outputs yield outcomes, and those outcomes ul�mately achieve desired impacts. The What 
Works Growth (WWG) Centre has a range of resources on evidence to help with policy 
development (htps://whatworksgrowth.org/evidence-topics/).  

The WWG guide on logic models can help with further thinking: 
(htps://whatworksgrowth.org/resource-library/using-logic-models/).  

Q35. How would you monitor and evaluate the Industrial Strategy, including metrics? 

The commitment to monitoring and evalua�on is welcome but evalua�ng the Industrial 
Strategy as a whole may present significant challenges, given the complexity and breadth of 
its ini�a�ves. 

Instead, focus should be placed on individual policies, programmes, and projects within the 
strategy. This targeted evalua�on can help draw clearer insights about what works and to 
make evidence-based recommenda�ons for improvement. 

The What Works Growth (WWG) Centre at LSE uses counterfactual and value-for-money 
evalua�ons for impact evalua�on and finds impact evalua�on easier to achieve when 
integrated early in the policy development process. This allows for more robust 
methodologies, such as randomised control trials, to be implemented where appropriate.  
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Historically, few UK growth policies have been evaluated using the most robust methods. 
The Industrial Strategy presents an opportunity for a step change in this regard. By 
establishing dedicated funding or processes to support rigorous evalua�on, the strategy 
could set a new standard for evidence-based policymaking. Where impact evalua�on is not 
feasible, high-quality monitoring data can be collected. This data can be fed back into 
ongoing programme delivery and be used to inform future policy design. This method can 
help to guide improvements and increase the overall efficacy of the Industrial Strategy. 

The WWG ‘how to’ guide on beter evalua�on can help inform this process 
(htps://whatworksgrowth.org/resource-library/8-step-evalua�on-guide/) 
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