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Foreword 

Philip Collins 

Demos Projects 

 

Demos has, since its foundation in 1993, been devoted to improving our 

knowledge of what works in public policy. This review is an account of 

what is known about how a local economy comes to thrive. Some 

important themes emerge. Contingent local factors usually matter more 

than the aggregate national statistics. The skills of the local workforce 

usually need to be better than they are. A viable guiding coalition of local 

politicians needs to come together. Many of the problems are of long 

standing and most become entrenched in the early years of a child’s life. 
Some of those problems, such as low aspirations or narrow horizons, can 

be hard to define and even harder to measure. The power and expertise 

of local enterprise needs to be engaged and this requires a catalyst. 

That is what we now hope to provide. Demos Projects has been 

established to put into effect some of the policy recommendations that 

have derived from the activity of Demos the think-tank. One of the critical 

observations of this document is that there is no single agency which can 

ensure a thriving economy and, for that reason, the partnership with 

Barclays is so vital and so promising. The combined expertise - intellectual 

and entrepreneurial, abstract and practical - is exactly the mix that will be 

needed to make change stick.  

There have already been a lot people involved in this process and, 

although thanks are due to them all, there is not space to list all their 

names. The process began with the invitation I re-ceived from Councillor 

Rishi Shori, leader of Bury Metropolitan Council, to lead a Commis-sion on 

Life Chances, the report of which has led onto this wider work. The insights 

in this document are designed to add the national and international 

perspective to the local knowledge garnered initially in Bury. The task now, 

with the expertise and commitment of Barclays on board, is to make it 

happen.  
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Summary 

The document presents the findings from an assessment of the evidence 

regarding issues related to local economic growth. Section 1 presents 

the four most conspicuous truths from the available literature, while 

Section 2 distils what the evidence suggests makes for successful growth 

at local level. 

 

Section 1 - context 
1. Geographical inequality in the UK is the worst in the European 

Union (EU) and it is too often exacerbated by national policy and 

resource allocation. 

2. Brexit exposed the tensions arising from this inequality, with very 

distinct local voting patterns in the referendum. The most 

disadvantaged areas in the country tended to vote Leave, even 

though subsequent analysis suggests these areas have the most to 

lose from a loss of EU investment and trade. 

3. There is a complex local infrastructure with different levels of 

devolution at local, regional and combined authority level. 

Devolution deals and elected mayors have further muddied the 

waters. This can lead to confusion over responsibilities for different 

functions, opacity and a democratic deficit.  

4. Nonetheless, these local structures are the focus of government 

policy (most recently industrial policy) and funding. They may also 

become the level at which negotiation with the EU and other 

countries about trade and foreign direct investment could take 

place. 

 

Section 2 – achieving local economic growth 
1. Despite moves towards regional devolution, the building of local 

economies has in the main remained a centrally-controlled policy 

agenda, defined by national government measures and 

implemented thus far with limited discretion at local authority or 

Local Economic Partnership (LEP) level.  Policy interventions and 

evidence are usually focused on national policies – Enterprise 

Zones, apprenticeships and the Work Programme, for example. 

While they are intended to have an impact on local economies 
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and tackle geographic inequality, these policies are developed 

and resourced from central government.  

2. Many research and charitable organisations have concluded this 

broader national approach is less effective than it might be 

because it lacks local specificity and because it does not 

generate opportunities for citizen engagement. On the other 

hand, there are many examples at fine work at community, town 

and city level.  

3. The local policies have many similarities with national and central 

government approaches – such as investing in skills and industry 

clustering – but the tend to be implemented in a much more 

citizen-centric way, using the assets of local entrepreneurs and 

anchor organisations who know the locale. 
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Section I – The Context For Thriving Local 

Economies 

 

The principal components of a thriving local economy are, of course, 

economic. In a complex economy like the UK, economic activity takes 

place on a backdrop which is strongly determined by the actions of 

public policy makers. In particular if we are seeking to identify the 

determinants of a thriving local economy which go beyond simply 

praising the animal spirits of the local entrepreneurs, then we need to 

attend to the policy context. Too often policy can be as much of a 

hindrance to good economic performance as it can be a help. There is 

certainly some truth in that in the UK at the moment as the context into 

which initiatives fall is so unnecessarily complicated.  

 

Geographical inequality in the UK 

Geographical inequality in the United Kingdom can be defined variously 

as the disparity in Gross Value Added (GVA) (see ONS

1

), differences in 

life chances (see the Social Mobility Commission’s “state of the nation” 

report 2017

2

), differences in disposable income (see data from Eurostat

3

) 

or in educational outcomes (see Children’s Commissioner’s Growing up 
North report

4

). On all these measures the gaps between the most 

affluent and the poorest areas are the most pronounced in the EU. 

London is notably predominant across all of them.   

The Social Mobility Commission pointed out in its 2017 report that national 

policy often only exacerbates this problem. They estimate that the North 

of England is £6 billion a year underfunded compared with London. The 

Commission concluded: “The capital’s transport spending is more than 

three times greater per head than that of the East Midlands, the South 

West or North East. Even when HS2 and the Northern Powerhouse 

initiatives are taken into account, more than half of planned transport 

spend will go to London with less than 2 per cent going to the North East 

                                                           
1 https://fraserofallander.org/scottish-economy/uk-regional-performance-an-increasingly-unbalanced-picture/ 
2 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/662744/State_of_
the_Nation_2017_-_Social_Mobility_in_Great_Britain.pdf 
3 http://inequalitybriefing.org/brief/briefing-61-regional-inequality-in-the-uk-is-the-worst-in-western-europe 
4 https://www.childrenscommissioner.gov.uk/publication/growing-up-north-a-generation-of-children-await-the-
powerhouse-promise/ 
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and just over 3 per cent to the East Midlands. Similarly, in 2016/2017 

London spent about £1,000 more per pupil on local authority-maintained 

schools than the South East, the South West or the East Midlands, the 

three regions with the lowest attainment scores for disadvantaged pupils. 

The new schools funding formula will help to narrow these disparities but 

will not eliminate them.” 

The pattern of policy tends to map straight onto the pattern created by 

market choices. The clever move in policy is to counteract market 

choices where they create problems. Over time, places get left behind 

with all the attendant political and economic consequences.  

 

The Brexit vote 

The Brexit vote put a spotlight on the UK's regional inequalities. It became 

clear, soon after the vote, that the geographical distribution of remain 

and leave voting was very much linked to levels of disadvantage locally. 

Those communities which had done less well as a result of globalisation 

tended overwhelmingly to vote to leave the EU. Parts of Wales and the 

North East had particularly strong leave tendencies, where large areas of 

post industrial development had left generations of people under-skilled 

and ill-prepared for a global economy which so heavily relied on service 

industry and technological advancement. Subsequent analysis

5

 has 

shown however that these areas are exactly those which have most to 

lose from Brexit. They are, for example, the most reliant on EU grant 

funding, investment and trade. The North and the Midlands in particular 

will lose considerable trade and investment from the EU, while Wales will 

lose significant grant funding for infrastructure.

6

  

However, Demos research suggests that Brexit can be an opportunity as 

well as a risk to economic development. As Britain leaves the EU, new 

opportunities may arise for different trading relationships within Europe 

and further afield, as well as more granular investment of infrastructure 

funding. The experts convened by Demos in 2017 felt that the 

replacement of the European Social Fund with a UK-specific investment 

fund could present an opportunity for more locally responsive funding. 

The work also held out the prospect that individual regions would be 

able to develop distinct trade deals rather than solely relying on broader 

                                                           
5 https://onlinelibrary.wiley.com/doi/full/10.1111/pirs.12334 
6 https://www.theguardian.com/politics/2017/mar/27/parts-of-uk-that-voted-for-brexit-may-be-hardest-hit-study-
finds 
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UK representation. Indeed this is the view of civic leaders in the Northern 

Powerhouse

7

, and in particular Andy Burnham, who has called for a 

formal channel through which regional and local leaders have a voice in 

post-Brexit trade negotiations.

8

 

 

Local complexity  

Local government in the UK has been notorious for its confusing 

combination of different bodies operating at different levels. This 

labyrinth is the unintended consequence of a century of central 

government meddling. Governments have alternately scrapped and 

created new joint agencies and quangos at regional, local and 

community level over decades. What has defined each of these phases, 

however, has been a distinct lack of autonomy (in particular fiscal 

autonomy) at local level. Indeed, the UK ranks 4

th

 worst among EU for 

levels of local authority power.

9

 This has led to a concomitant decline in 

the esteem in which local government is held. There is a direct 

correlation between turnout at local elections and the decline in the 

amount of money that is raised locally. The electorate has, in other 

words, understood that a level of government that is forced to plead for 

its money from the centre is not really autonomous.  

 

Local Economic Partnerships (LEPs) 

Following the scrapping of Regional Development Agencies in 2010, 

Local Enterprise Partnerships (LEPs) – partnerships between local 

authorities, business and civic groups – have been the focus of regional 

decision making. There are 38 LEPs, some of which overlap 

geographically, and they do not map neatly on to government office 

regions (or indeed, naturally occurring business areas). Each LEP had to 

develop a Strategic Economic Plan (SEP). This was meant to define a 

local economic strategy and guide negotiations between the 

Government and the LEP with a view to unlocking the Local Growth 

Fund.

10

 In addition, there are also 38 Growth Hubs which are local 

partnerships between the public and the private sectors led by LEPs. 

                                                           
7 https://inews.co.uk/news/politics/north-wants-role-foreign-trade-deals-brexit/ 
8 https://www.politico.eu/article/manchester-mayor-andy-burnham-demands-bigger-brexit-role-english-regions/ 
9 http://www.centreforcities.org/blog/uk-cities-need-autonomy-compete-european-rivals/ 
10 http://www.gcgp.co.uk/local-growth-strategy/ 
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They join up national and local business support so it is easy for businesses 

to find the help they need.  

LEPs had a rocky start. There was a great deal of confusion over what 

they were responsible for and who ought to be represented. Many 

criticised the move from RDAs to LEPs, accusing the latter of being 

nothing more than talking shops without adequate resources to effect 

any change locally. The Smith Institute’s scathing 2012 report spoke for 

many in local government: 

The map of LEPs reveals a highly differentiated, fragmented and 
localised geography. Despite the Coalition government’s claim that 
governance areas should match functional economic areas, a high 
proportion of existing LEPs provide questionable matches to any 
reasonable understanding of functional local economies in England. The 
map of LEPs also includes “white spaces” not covered by any of the LEP 
areas, and the fate of local economic development in these spaces 
remains unclear, while some local authorities are in multiple LEPs – a new 
twist on the problem of duplication, which the Coalition had previously 
criticised.11

  

LEPs today still operate in these geographically disparate areas, and all 

have different combinations of members. Some remain opaque in their 

function and performance. The government is seeking to tackle this, with 

a review of the role of LEPs and additional funding to support them 

announced in 2017 alongside the Industrial Strategy White Paper. 

 

Mayoral Combined Authorities  

A more radical phase of English devolution began shortly after the 

Scottish independence referendum, with the first ‘devolution deal’ 
announced by the Government and the Greater Manchester Combined 

Authority in November 2014. Following the 2015 General Election, the 

then Chancellor, George Osborne, gave a speech in which he outlined 

the then Government’s approach: 

Here’s the deal: We will hand power from the centre to cities to give you 
greater control over your local transport, housing, skills and healthcare. 
And we’ll give the levers you need to grow your local economy and 
make sure local people keep the rewards. But it’s right people have a 

                                                           
11 http://www.regionalstudies.org/uploads/documents/Changing_Gear.pdf 

http://www.regionalstudies.org/uploads/documents/Changing_Gear.pdf
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single point of accountability: someone they elect, who takes the 
decisions and carries the can. So with these new powers for cities must 
come new city-wide elected mayors who work with local councils. I will 
not impose this model on anyone. But nor will I settle for less.12

 

There followed the Cities and Devolution Bill, creating a framework for 

the transfer of powers to the regions, and making provision for directly 

elected mayors. During the summer, the Chancellor invited cities, towns 

and communities across the UK to submit their own devolution proposals, 

and by September 38 submissions had been received (including a 

number from Scotland and Wales). Twelve have so far been agreed, 

although three have since collapsed. A Local Government Chronicle 

survey of those who had put in proposals for devolution deals found that 

the top reason for putting in a bid was to have power to shape local 

economies.

13

 The Institute for Government (IoG), in turn, distinguishes this 

phase of devolution from previous attempts in that it has the backing of 

the Treasury. The IoG explains:  

The Treasury bases its case for devolution on the analysis that, by giving 
local areas powers over economic enablers such as housing, transport, 
skills and infrastructure, they will be able to boost economic growth and 
productivity locally. Particularly within the north of England, this has been 
connected to a desire to address the gap between the economic 
performance of London and the northern cities. While the evidence 
about the effects of devolution and city-region governance on 
economic performance is limited, the current balance of opinion in 
many influential groups – think-tanks, local government and many 
academics – tends to support this analysis14 

                                                           
12 HM Treasury, “Chancellor on building a Northern powerhouse”, 14 May 2015 
13 https://www.lgcplus.com/politics-and-policy/devolution-and-economic-growth/exclusive-power-to-shape-
economies-tops-devolution-demands/5090358.article 
14 https://www.instituteforgovernment.org.uk/sites/default/files/publications/4681%20IFG%20-
%20Making%20a%20Devolution%20final.pdf 

https://www.lgcplus.com/politics-and-policy/devolution-and-economic-growth/exclusive-power-to-shape-economies-tops-devolution-demands/5090358.article
https://www.lgcplus.com/politics-and-policy/devolution-and-economic-growth/exclusive-power-to-shape-economies-tops-devolution-demands/5090358.article
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The Manchester Deal 

The elected mayor will receive the following powers and resources: 

� A consolidated, multi-year transport budget 

� Responsibility for franchised bus services, railway stations, and ‘smart 
ticketing’ in Greater Manchester 

� A Housing Investment Fund of £300m over 10 years, making loans to house 

builders (and thus being self-sustaining over time) 

� The power to produce a statutory spatial strategy, equivalent to the power of 

the Mayor of London: this would be subject to unanimous approval by the 

‘combined authority cabinet’ (i.e. the ten leaders of the combined authority’s 
member authorities) 

� Enhanced powers to raise and borrow funds; 

� Devolved business support budgets; 

� Power to restructure further education in Greater Manchester, plus control of 

the Apprenticeship Grant for Employers; 

� Joint commissioning, with the Department for Work and Pensions, of the next 

stage of the Work and Health Programme; 

� Planning the integration of health and social care; 

� The elected mayor will also become the Police and Crime Commissioner for 

Greater Manchester, and take over the regional provision of fire and waste 

disposal services. 

 

 

While Manchester’s deal is the first and most developed of the city deals, 

the others agreed thus far have many similarities. They all describe a view 

on what makes for a thriving local economy.  

� Restructuring the further education system 

� Business support 

� The Work Programme 

� EU structural funds (which will soon be replaced) 

� Fiscal powers 

� Planning and land use

15

 

The original idea was meant to be that the LEPs would broker the deals. 

In 2015 the then communities secretary Greg Clark stated no new deals 

would be agreed unless the local LEP was at the heart of them: “These 

partnerships […]  created between local businesses and local 

government have been a phenomenal revolution. And this has 

completely changed the way investment and growth is done in this 

                                                           
15 http://researchbriefings.parliament.uk/ResearchBriefing/Summary/SN07029 
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country…There is now much more collaboration between business and 

local authorities, which is vindication that the model works.” He 

described the areas defined by LEPs as the “true economic geography” 

of the UK.

16

 However, LEPs complain about being excluded from the 

devolution process, and confused about their role. This isn’t surprising 

given some of the agreed Deal areas cover more than one LEP and 

several local authorities. The County Council Network have also 

complained about the city-centric nature of the deals, arguing that 

counties also need to be “masters of their own economic destiny” and 

calling for the LEPs to have more of a role in brokering their deals.

17

 

 

New developments 

In spite of the difficulties in organising different actors and partnerships 

across different local areas, the government has committed itself to the 

LEP framework. The Industrial Strategy White Paper outlined what the 

government saw as the five foundations of productivity, one of which is 

“places”. This part of the strategy was specifically intended to tackle the 

local disparities that exist across the UK.  

Local industrial strategies (LIS) are central to this focus. These new 

strategies are to be led by local Mayors, or by LEPs in areas without a 

Mayor. They are timetabled to be delivered by 2019 based on a “strong, 

well-informed evidence base about an area’s economy and outline a 

long-term set of priorities that capitalise on existing opportunities in the 

economy, address weaknesses and resolve an area’s needs.” Having 

“industrial” in the title does not mean a focus on particular sectors 

nationally. It is meant instead to give direction to an area’s whole 

economy and the sectors which are most important locally. LISs will 

outline the long-term economic strategy for local areas and ensure that 

skills, infrastructure, housing policy, land supply and other important areas 

align to local needs Given that they will all be agreed by government, 

they are also likely to play a role in decisions made in Whitehall from 

allocating funding to devolution deals and approving new infrastructure. 

LISs will operate as both a strategy to guide local policymaking (along 

the lines of SEPs) and as an investment plan for deploying an area’s 
portion of the Shared Prosperity Fund (SPF), along the lines of European 

                                                           
16 http://www.publicfinance.co.uk/news/2015/06/leps-central-devolution-deals-says-clark 
17 https://www.localgov.co.uk/Put-LEPs-in-charge-of-devolution-deals-argues-report/43649 
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Structural and Investment Fund Strategies, to meet the future needs of 

the area. Other funds are expected to be included such as the £115m 

Strength in Places Fund.

18

  

 

The government has stated, alongside the additional responsibility of 

developing local industrial strategies, that it will review the role of LEPs 

and provide them with additional financial resources. The review will look 

at leadership, governance, accountability and geographic boundaries 

to give LEPs a clearly defined set of activities, objectives and 

responsibilities. 

 

  

                                                           
18 http://www.regeneris.co.uk/towards-local-industrial-strategies/ 
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Section II – Achieving Local Economic Growth 

 

There was once a time when the physical landscape was the main 

feature that determined whether a place would thrive economically. 

That might have been a climatic feature, such as the wet atmosphere of 

the North West which made it hospitable for textile manufacture or the 

existence of a natural resource such as coal in Yorkshire, Nottinghamshire 

and South Wales or tin in Cornwall. These physical advantages matter 

less these days and the most critical component of a thriving local 

economy has become thriving local people. That is easy to say and hard 

to accomplish. Major metropolitan areas attract some of the brightest 

people in the vicinity; their most important resource comes to them 

almost fully-formed. That is not true in other urban areas or in suburban or 

rural areas. In these, the vast majority of places, we need to establish the 

conditions which allow for local flourishing. The section below is a 

summary of what is known, from a vast literature on the topic, about how 

this is achieved.  

 

What works?  

In 2013, the government set up a What Works Centre for Local Economic 
Growth as part of the wider “what works” network of research and 

evaluation organisations. As part of that process it conducted a review 

of all the available evidence, across time and location. There were many 

local factors - so it is never wise to conclude that there is a single 

template - but there were some factors which occurred in almost all 

instances. The review identified the following areas as pivotal to local 

economic growth

19

: 

 

1. Access to Finance  
Access to finance refers to public loans or government subsidised loans 

for firms. Such loans are intended to support and stimulate economic 

growth by providing financing to firms where the market is failing to do 

so. Access to finance schemes: 

� enable start-up, micro and small and medium sized firms to grow 

                                                           
19 http://www.whatworksgrowth.org/policy-reviews 

http://www.whatworksgrowth.org/policy-reviews
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� support the growth and development of innovative business when 

social returns exceed private returns (e.g. because of wider 

impacts on innovation and knowledge, or other societal benefits) 

 

2. Apprenticeships 
Apprenticeships can improve local economic growth in a number of 

ways. They are intended to improve the skills, wages and future career 

progression of participating individuals. They can also impact on the 

productivity of those firms taking on apprentices. Higher level 

apprenticeships deliver substantially higher lifetime wages relative to 

lower level ones. At the firm level, there is some evidence to show that 

participating businesses see productivity and profit gains. 

 

3. Area based initiatives 
Enterprise Zones and some interventions made via EU Structural Funds, 

where firms are incentivised to locate in the area, can increase the 

availability of jobs. This is done through tax breaks, wage subsidies, 

reduced planning regulation, physical and transport infrastructure. The 

available evidence shows that initiatives can have a positive impact on 

employment, poverty, wages and the number of businesses. 

 

4. Broadband 
Extending broadband to an area can affect firm productivity, number of 

businesses, and local labour market outcomes (such as employment, 

income and wages). These effects may depend on complementary 

investments by firms (for example, training workers, or re-organizing sales 

strategy or supply chains to take advantage of faster internet 

connections) and can vary across different types of industries and 

workers, with service industries and skilled workers possibly benefiting 

more than manufacturing industries and unskilled workers, and more in 

urban areas (or close to urban areas) than in rural areas. 

 

5. Business advice 
Schemes that provide information, structured advice or longer term 

mentoring to firms have a proven capacity to help. These schemes aim is 

to increase rates of firm creation, to improve business survival, and to 
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promote business productivity and employment growth – thereby 

improving economic growth.  

 

6. Employment training 
Training is intended to support local economic growth by improving skills. 

Higher skills at the local (and national) level are linked to better 

economic performance and improved labour market outcomes. 

Governments can provide direct or indirect support for a range of 

employment training policies such as: 

� Provision of formal qualifications. 

� Courses on soft skills. 

� Job search advice. 

� Classroom training. 

� On-the-job training and internships. 

� Short-term intensive courses. 

� Long-term retraining leading to a degree. 

The evidence  suggests that the design features of employment training 

programmes are more important in determining effectiveness than wider 

economic factors such as the availability of jobs.  

 

7. Estate renewal 
Estate Renewal refers to area-based programmes that improve the 

housing stock, the built environment and other local amenities with the 

aim of improving outcomes for local residents. Improvements to the 

physical environment may have a local economic impact by: 

� Increasing incomes or employment, either directly due to 

improvements for existing residents or indirectly by changing the 

composition of the area. 

� Improving other area outcomes such as crime. 

� Raising property values directly due to property specific 

improvements or indirectly due to area-level improvements. 
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8. Innovation 
Innovation is the most widely used and most widely misused concept in 

the business lexicon. We need to apply the caveat that not all the 

studies are using the term in quite the same way. However, innovation is 

an important influence on long term economic growth as it can cut costs 

and help firms to develop smarter ways of working, lead to higher 

productivity, and increased profits, and it can help firms develop new 

products. Governments support R&D because there are ‘spillover’ effects 

from innovation meaning that the gains to society can far outweigh the 

benefits to individual innovators. Because of these spillovers, and 

because the returns to innovation are highly uncertain, individual firms 

are likely to underinvest in innovation. Governments can support 

innovation by doing their own research, or can provide direct and 

indirect support to R&D in many different ways, including: Providing 

direct R&D funding via grants, loans and subsidies; Encouraging 

collaboration and networking; Funding universities; and providing firms 

with tax credits and other fiscal incentives. 

 

9. Public realm 
Public realm interventions cover a broad range of activities, from 

landscaping an existing park or public garden to cleaning up undesired 

graffiti and street rubbish, or erecting statues and improving pedestrian 

access to improve a town centre shopping district. From a local 

economic growth perspective, policymakers may seek to improve public 

realm to: 

� Increase footfall in commercial areas to improve outcomes for 

existing businesses 

� Develop more mixed communities in the hope that this will 

improve economic outcomes for existing residents or businesses. 

 

10. Sport and culture 
Major events and facilities may play a significant role in promoting health 

and wellbeing or in cultural enrichment. However from an economic 

point of view, local areas may wish to invest in hosting major sport and 

cultural events or facilities to:  create jobs and support regeneration 

through, for example, improvements to the built environment, new 

housing and improved transport links. The WW Centre found sport and 
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cultural events have little or no lasting effect on the local economy. 

Effects on wages and income tend to be small and limited to the very 

immediate locality, or to particular types of worker. 

 

11. Transport  
From a local economic growth prospective, transport spending has two 

main aims: 

� To reduce transport costs to businesses and commuters (for 

example by reducing congestion – and thus saving time – or by 

reducing fares). 

� To stimulate the economy, for example, by raising the productivity 

of existing firms and workers, or by attracting new firms and 

private sector investment. 

 

These 11 things together comprise the checklist of how to make a local 

economy thrive. Not all of them will be relevant in every instance and 

there will be specific reasons why one places demands more of one of 

the criteria than it does of others. However, it is safe to say that if all 

eleven of these components are present in an area then it is likely to the 

point of inevitability that this economy will thrive.  

 

The limitations of doing “local” from the centre 

The checklist raises again the question of method. Many of the policy 

areas identified – from the Work Programme to transport infrastructure 

investment – can only feasibly be carried out by national government, 

with the use of central resources. This national-centric focus on what is 

essentially a local issue is incongruous and importantly – indeed as the 

What Works Centre’s review of the evidence itself concludes – has 

limited effectiveness. The Centre for Local Economic Strategy (CLES)’s 
2009 assessment of local authority economic strategies also found that 

many were not fit for purpose, as they were similarly both generic and 

place unspecific.

20

 

                                                           
20 http://www.cles.org.uk/wp-content/uploads/2011/01/Towards-a-new-wave-of-local-economic-activism.pdf 
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Nonetheless the focus of government policy, when it comes to growing 

local economies, is usually national in its scope, while attempts at 

devolving responsibilities are regional: either in the form of a combined 

authority, run by a mayor, or an LEP. While these are both arguably more 

“local” than their nine RDA predecessors, combined authorities and LEPs 

still cover a large geographical area, comprising of many towns and 

communities, spanning as they do often across several local authorities. 

The CLES, Centre for Cities, Locality and research by Goff and Boyle and 

Greenham for the Friends Provident Foundation maintain this approach is 

too broad-brush to tackle truly local issues and develop sufficiently 

granular strategies to boost the economies of particular cities, towns or 

neighbourhoods. In particular, pockets of deprivation and inequality and 

specific communities blighted (for example) by industrial decline may 

well be overlooked in a regional approach. Sub-regional, community-

based economic development may not only be more responsive, it can 

also enable local people to have more of an active role in developing 

and leading economic regeneration as it remains closer to individuals 

themselves. 

The Centre for Cities’ research developed a series of factors important 

for local (community level) economic growth, distilled from their good 

practice reviews. Based on this, they recommend the 2017 Industrial 

Strategy should focus on the  vertical growth of cities rather than 

horizontal growth of sectors and sector deals, as the same industries 

perform so differently in different parts of the country (they cite, for 

example, the fact that manufacturing is almost twice as productive in 

Swindon as it is in Wakefield).

21

 Looking at how to boost productivity in 

areas across many sectors is more effective than looking at the sector in 

a generic way. LIS (mentioned above) may therefore be a step in the 

right direction, assuming they can be sufficiently locally granular (led as 

they are by LEPs or mayoral combined authorities). CfC calls for 

individual cities to have a role in developing their own industrial 

strategies – which would be at a much more devolved level than LEP. 

Boyle and Greenham’s study of People Powered Prosperity22 suggests a 

variety of ways in which national government can encourage “ultra 

local” approaches to improving economic wellbeing, including:  

                                                           
21 http://www.centreforcities.org/publication/10-ideas-place-based-industrial-strategy/ 
22 http://www.friendsprovidentfoundation.org/wp-content/uploads/2017/11/People-Powered-Prosperity-WEB-1.pdf 
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1. Better measurement – moving away from GVA as the 

predominant measure of economic success (which LEPs remain 

focused on) and instead moving towards a basket of measures 

which better capture local prosperity. This links to the wider point 

which arises in most of the literature on this subject, that effective 

local economic growth goes far beyond “hard economics” and 

had a triple bottom line approach (see below).  

2. Encouraging micro-enterprises, with institutions which are set up at 

local level to offer the right help and support to encourage new 

entrepreneurs. 

3. Linking up high-growth companies locally and tackling spots of 

inefficiency. The authors say “[business] will have to work out how 

to diversify and to match unmet local needs with wasted local 

resources. This need not mean ‘picking winners’ any more than it 

means supporting losers, but it does require a more hands-on 

awareness of what local businesses need, how to develop the 

supply chains and how to use local procurement budgets more 

effectively to meet a wider range of local needs.” 

4. Helping local areas to access finance so they can invest in 

business, opportunities and improved infrastructure. The authors 

say “this much needed finance is not forthcoming, in part 

because lenders don’t have the local knowledge, but also 

because business prospects in a disadvantaged area may not 

seem good from a London or regional headquarters perspective.” 

Nonetheless, this all still smacks of an approach led by a distant central 

government. The literature strongly suggests instances where this is not 

the most productive approaches. Community-led economic growth 

strategies and implementation at a sub-regional level (city, town or 

neighbourhood) is routinely a better option. The research suggests the 

most effective local economic growth strategies are ones which are: 

1. Community led, with a strong partnership of statutory, civic 

organisations, businesses and community representatives working 

together towards an agreed set of joint outcomes and “vision” for 

local prosperity. This is “citizen-centric”, where ordinary members 

of the community, entrepreneurs and local representatives play a 

leading role in designing and implementing a growth strategy 
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2. Focused on the social aspects of place, labour market skills, social 

capital, education, environmental sustainability, and levels of 

community empowerment and participation, rather than just 

‘hard’ economics as expressed by GVA or similar indices – 

business start-ups, inward investment, availability of land and 

premises for business. 

3. Asset based – considering the strengths of a local area and 

harnessing what a place and its population has to offer, rather 

than focusing on needs and weaknesses (a deficit model).  

 

Collaborative and citizen-centric 
LEPs were designed to bring together a range of local interests. That at 

least was the idea. Each LEP is in practice different but they tend to 

include leaders of local industry, local authority representatives, and 

representatives from education and the voluntary sector. This 

collaborative approach affirms the government’s belief that joint 

working with business leaders towards economic growth is more 

effective than the visit of central agencies. This equally needs to be 

reflected at community level, where the “ecosystem” of local growth 

needs to come together to jointly develop a growth strategy. A 

community-led approach will also, of course, be “citizen-centric”, and 

include local citizens, including entrepreneurs and start ups, youth and 

religious leaders and residents’ association members, and so on and so 

forth. Considering a broader definition of economic growth than GVA 

and other “hard” economic measures (see below) also means including 

the social and civic sectors. 

 

Triple bottom line 
The 2009 CLES assessment of local authority economic strategies, 

mentioned above, found that many were too focused as they were on 

traditional economic measures and ‘hard’ economics – business start-

ups, inward investment, availability of land and premises for business – 

rather than social aspects of place, labour market skills, social capital, 

education, environmental sustainability, and levels of community 

empowerment and participation. This made them unconcerned with the 

social impact of economic growth, leading to “an alarming lack of 
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relationship between the economy and social and employment issues, 

including worklessness.”23

 

In 2016, further CLES research concluded: “Economic development 

which is resilient, is… about more actively securing an improvement in 

the fortunes of its citizens and businesses. Local economic policy needs 

to absorb the qualitative aspects of place development, 

accommodating the breadth of social, cultural, economic and 

environmental facets that are part of the local whole.”24

 

A movement which is both collaborative and has a focus beyond “hard” 

economics is called Community Economic Development (CED). 

 

Community Economic Development (CED) 

‘Community economic development’ or ‘CED’ describes a process of 

economic development within a specific geographic area, to make the 

economy in that area work well for that community. The process is led by 

people living, working and running businesses in that area. As an approach, it 

tackles environmental, social and economic issues as interconnected, and 

recognises the importance of connections between the local, regional and 

national layers of the economy. It builds on the knowledge, experience and 

resources in that community, to identify and maximise the local economic 

opportunities available. Within our use of CED we emphasise three important 

attributes:  

1. The overall focus is the economy. CED is all about re-shaping the underlying 

economic system in a place, rather than working on improving people’s 
capacity to live well within the existing environment. 

2. The economy is a means to an end, not an end in itself. Rather than 

emphasising economic growth as the end goal of local economic 

development, a CED approach is interested in economic development which 

generates human wellbeing within environmental limits, at a community level.  

3. It’s led by the community. In CED, the power to drive the change rests within 

the community of residents, local businesses, local service providers, 

community groups and voluntary sector organisations with a direct stake in the 

economic health of that area. 

 

CED is common in the United States and Canada, but was introduced as 

a programme in the UK with a £1.455m Department for Communities and 

Local Government (DCLG) funded initiative which ran from April 2015 to 

May 2017.  

                                                           
23  
24https://cles.org.uk/wp-content/uploads/2016/10/Developing-Local-Economic-Resilience.pdf 

https://cles.org.uk/wp-content/uploads/2016/10/Developing-Local-Economic-Resilience.pdf
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CED is intended to be community-led, empowering as a process, and 

the outcome is designed to benefit the wellbeing of the community 

specifically (rather than wider economic goals). CED operates on the 

“triple bottom line” principle – where economic growth supports social, 

environmental and economic outcomes. It is also specifically a 

partnership, “total place” based process:  

The essential idea behind CED is local people are most able to shape the 
local economy in a way that benefits different groups within that 
community. But another essential premise of CED is that it is a process led 
by a partnership of local people and groups. Who those are will depend 
on the type of community area, the scale, and the existing context but 
they are likely to include: 

 • Residents, or representative groups of residents  

• Local businesses or groupings of businesses  

• Voluntary and community sector organisations working in the area  

• Major ‘anchor institutions’ such as businesses, schools, hospitals, or 
other key institutions that play a significant role in the local economy  

• The local authority  

The community economic development process must start with a shared 
vision across these different groups about what the local economy 
should look and feel like. This vision needs to answer these questions: - 
What would a strong local economy look like in our area? - What are the 
current strengths of our local economy? - If we have existing ideas for 
community-led projects, how would these projects strengthen the local 
economy?25 

 

Since 2015, 71 CED areas have been established with the support of 

Cooperatives UK. The subsequent evaluation of the programme 

identified two types of local CED plan:  

1. Asset-led regeneration, where the projects and economic vision 
centred on developing physical assets in a way that builds new value, 
and redirects new and existing value much more effectively towards the 
economic outcomes valued by the community  

                                                           
25 ibid 
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2. Building on existing local plans to deliver wider benefits, where the 
projects and economic vision centred on connecting community 
priorities to broader economic plans and visions in a proactive way, 
often seeking transformation or new development of economic 
development plans that have not previously been working for a 
community26 

However, it also reported that the more widely defined interpretation of 

economic growth adopted by CED communities did not always 

resonate with LEPs or councils, wedded as they were (linking back here 

to the CLES findings above) to more traditional “hard” measures of 

economic growth.  

“..a very strong theme … was the difficulty of establishing relationships 
with stakeholders who had more power or mandate – for example, a LEP 
or council team. This was enhanced by a perceived discrepancy 
between the interest and focus of such actors, and the broader socio-
economic and environmental outcomes which communities tended to 
be pursuing… this discrepancy between the activities that generate 
traditional economic measures of success (increasing GVA value, for 
example) and the activities which would generate the community’s 
desired economic outcomes (for example, higher wage levels, or 
stronger local supply chains) was a repeated challenge for many areas 
in attempting to realise their plans.27 

It therefore concludes:  

“..if CED is going to be effective, there needs to be a shift in how we 
define economic success, shifting from GVA measures to most holistic 
measures measuring wider wellbeing and local wealth. Furthermore, it is 
important that local, regional and national stakeholders take action to 
ensure that CED “speaks to” wider policy processes. Local communities 
must push for this recognition, and policy makers must recognise the 
power of community-led approaches that are rooted in the priorities of 
local citizens.”28 

 

                                                           
26 https://mycommunity.org.uk/wp-content/uploads/CED_report_2017.pdf 
27 ibid 
28 ibid 

https://mycommunity.org.uk/wp-content/uploads/CED_report_2017.pdf
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Asset based  
Community led approaches to economic growth are, by their nature, 

asset led. Communities will consider what they as a group of citizens and 

private and voluntary organisations, have to offer and how they can 

lever their strengths to boost local growth. This is known as Asset Based 

Community Development (ABCD). In the UK it was first applied primarily 

in a health and care–related context. The idea was that disabled people 

would be able to help design and deliver their support based on an 

assessment of what they could do. This is a different approach from one 

which starts with what they need from care providers based on their 

limitations. 

The literature on ABCD concludes that there are at least six broad types 

of assets in communities

29

, many of which are likely to be missed in a 

deficit model:  

1. The skills and abilities of individuals within the community. 

2. The voluntary community organisations and networks and what they 

offer (or could offer) to the community.  

3. The institutions (e.g. non-government organisations, not for profits, 

government agencies, businesses) that are already connected to the 

community. In particular small, local institutions. 

4. The physical environment (both natural and built). 

5. The local economy including the informal economy (e.g., people 

swapping goods and services, voluntary work) as well as the 

traditional economy (e.g. production, consumption). 

6. The culture and heritage of the community

30

 

  

                                                           
29 Kretzmann, J. P. (2010). Asset-based strategies for building resilient communities. In J. W. Reich, A. Zautra & J. S. Hall 
(Eds.), Handbook of adult resilience. New York: Guilford Press. 
30 https://sustainingcommunity.wordpress.com/2013/08/15/what-is-abcd/ 

https://sustainingcommunity.wordpress.com/2013/08/15/what-is-abcd/
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What does bottom up “look like”?  

These three principles – focused on the community or citizen, the triple 

bottom line and asset based – translate into local economic growth 

strategies which prioritise certain features. They tend not to focus on 

large infrastructural investment, comprehensive back-to-work 

programmes, and all the other features which tend to be common in 

growth strategies led by central government. Instead, they consider 

human capital, capturing entrepreneurial spirit, and leveraging the 

capacity of local (“anchor”) organisations.  

Goff’s research into “creating good city economies in the UK” 

summarised what a good economic would look like thus:  

Source: Goff, C. 201731
 

While Locality’s “Keeping it Local”32

 for economic resilience visualises it 

like this: 

 

                                                           
31 http://www.friendsprovidentfoundation.org/wp-content/uploads/2017/11/Good-City-Economies.pdf 
32 https://locality.org.uk/wp-content/uploads/2018/03/How-to-Keep-it-Local.pdf 
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Some of these features in focus 

In this final section, we describe in more detail some of the features 

identified as those which have the greatest impact on local economic 

growth from a community led, asset-based perspective and where 

relevant, contrast these with the national and central government 

approach.  

 

The importance of anchors 
The research into successful community led local economic growth 

emphasises the importance of anchor organisations. It defines two types 

of “anchor” at local level – Community Anchor Organisations, which are 

a specific type of voluntary organisation defined as “independent 

community-led organisations operating in a local area, firmly rooted in a 

sense of place, and committed to positive economic, social or 
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environmental change.”33

 DTA Wales describes them as having the 

following features:  

Characteristics of a community anchor organisation: 

� A building: a physical space which is community controlled, 

owned or led 

� A focus for services and activities meeting local need 

� A vehicle for local voices to be heard, needs to be identified 

and for local leaders and community groups to be 

supported 

� A platform for community development, promoting 

cohesion while respecting diversity 

� A home for the community sector which is supportive of the 

growth and development of community groups 

� A means of promoting community led enterprise, generating 

independent income while having a social, economic and 

environmental impact. 

� A forum for dialogue within communities, creating 

community led solutions. 

� A bridge between communities and the state which 

promotes and brings about social change.

34

 

They are also local economic multipliers: they ensure that the wealth 

they generate is re-distributed in their neighbourhoods, by employing 

local people, promoting local businesses, and supporting people to 

become economically active.

35

 

A complement to these anchor organisations are what are known as 

“anchor institutions” – these are hospitals, universities and local 

authorities themselves, who tend to employ large numbers of people 

and have considerable economic clout through their supply chains.  

Ensuring such institutions recruit and train local people, buy from local 

                                                           
33 https://locality.org.uk/wp-content/uploads/2018/03/How-to-Keep-it-Local.pdf 
34 http://www.dtawales.org.uk/community-anchors/ 
35 https://locality.org.uk/wp-content/uploads/2018/03/How-to-Keep-it-Local.pdf 
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businesses and so on is an important means of promoting economic 

growth locally.  

Goff cites an example in Sandwell of how an anchor institution can be 

used to promote local growth

36

:  

A local multiplier analysis conducted by the Centre for Local Economic 

Strategies (CLES) showed that the total spend of the three hospitals on 

the border between Birmingham and Sandwell in the West Midlands was 

£150m and that, for contracts worth over £100k, only around 15% was 

going back into the local Birmingham and Sandwell economies. 

Sandwell and West Birmingham NHS Hospitals Trust and Sandwell Council 

aim to change that, with a plan to embed a new hospital – Midlands 

Metropolitan – as firmly within its local area as Cadbury’s was in 

Bourneville. Before a brick has been laid, people who live in the deprived 

areas which neighbour the new hospital are being engaged in training 

opportunities to take on the new jobs at the hospital and encouraged to 

set up social enterprises that will fulfill some of its contracts. Local food 

businesses are being invited to supply the hospital. 

The Centre for Cities warns, however, that this approach should not lead 

policy makers to assume that public sector relocation is a magic bullet 

for local growth, citing the fact that the BBC and ONS relocations have 

had a limited wider impact on the economies of their host cities.

37

 This 

may well be due to employment and supply chain policies which are not 

embedded in their local areas. 

The importance of investment in skills 
In line with the evidence cited above, there is another clear finding from 

the research which promotes local economic growth. It is that skills 

development absolutely must be a top priority for every local economy. 

The Centre for Cities cites evidence which shows that areas that have 

lots of high skilled workers perform well across a range of economic 

indicators such as average wages and jobs growth, while those that 

have lots of low skilled workers do not. They state that areas that “cannot 

offer businesses a pool of high-skilled workers will struggle to attract the 

kind of knowledge intensive firms which offer the best prospects for future 

economic prosperity.”38

 

                                                           
36 http://www.friendsprovidentfoundation.org/wp-content/uploads/2017/11/Good-City-Economies.pdf 
37 http://www.centreforcities.org/publication/10-ideas-place-based-industrial-strategy/ 
38 http://www.centreforcities.org/publication/10-ideas-place-based-industrial-strategy/ 
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The Center for Sustainable Communities, which focuses on how to build 

economies in rural communities in the US, also concludes that “human 

capital” is one of the greatest assets of communities looking to grow their 

economies. They point out that higher levels of human capital not only 

contribute to individual economic success, but also to local economic 

vitality. Communities with more human capital tend to have more 

economic activity, see more rapid economic growth, and the workers in 

these regions tend to be more productive and earn more.

39

 Investing in 

human capital can also help build important connections between 

residents, businesses, and institutions and the surrounding regional 

networks. Human capital at this larger, regional scale is linked to both 

economic vitality and long-term economic success.

40

 

KPMG analysis has also found a relationship between skills and 

productivity at regional level here in the UK:   

Employers’ satisfaction with their younger recruits is not always in line with 
each region’s average GCSE scores, suggesting that the schools’ 
curriculum may not be covering some of the basic skills most valued by 
employers. However, there does seem to be a positive correlation 
between average GCSE scores and productivity, as measured by GVA 
per hour worked, pointing at its potential importance as one of the 
drivers of productivity.41  

                                                           
39 Abel, J.R. & R. Deitz. “Human Capital, Local Economic Development, and the Importance of Colleges and 
Universities.” New York Minute Issue 47. Community and Regional Development Institute, August 2011. http:// 
devsoc.cals.cornell.edu/cals/devsoc/outreach/cardi/ publications/loader.cfm?csModule=security/ 
getfile&PageID=1010549 
40 https://www.nado.org/asset-based-economic-development-and-building-sustainable-rural-communities/ 
41 https://home.kpmg.com/content/dam/kpmg/uk/pdf/2017/11/improving-uk-regional-productivity-performance.pdf 



 

 

32 

 

 

Business development 
A central feature of local economic growth is, of course, business 

development. The number of new start ups in an area, their turnover, 

ability to secure inward investment and so on are all examples of those 

hard ecomomic indicators that LEPs and central government look to 

measure when assessing the success of local economic growth 

strategies. The advice is for central government is to encourage SMEs 

and micro-enterprises through tax breaks, Enterprize Zone type 

programmes, and so on.  

However, a community led approach is more nuanced – rather than 

considering the issue of business development in a purely quantitative 

sense, a community-led strategy is one which considers also the social 

value of business development. Businesses that have a mission not just to 

“do well, but do good” in the area (by, for example, securing investment 

from outside the area, reinvesting their profit back into the organisation 

and the community, recruiting and buying locally) ought to be 

prioritised.  

A focus on the local  suggests five further benefits:  
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• support for business start-ups to plug leaks in the local economy;  

• the prospect of inter-trading between businesses and promoting local 

procurement and supply chains;  

• the creation of local employment and raised skill and wage levels;  

• a boost to the sharing economy through tool libraries, bike libraries, 

book libraries and so on; 

• the promotion of  corporate and individual volunteering in the local 

area, perhaps targeted at improving the environment and local 

assets.42  

 

Clustering 
The concept of clustering is identified as important at national level. 

Central government often talks of sectoral investment and creating 

specialised industry clusters to boost an area (in recent years, tech 

clusters are of particular interest).  

However, placing a community-led/local lens on this phenomenon 

renders it more nuanced. As a recent study of industrial clusters 

commissioned by BEIS recently pointed out, clusters are more than simply 

“vertical” (i.e. defined by a common sector or SIC code). They can also 

be defined by how they support a related industry, or simply by their 

colocation which generate economies of scale when it comes to 

infrastructure and other environmental factors.

43

 

A community-led economic growth strategy would consider this wider 

“clustering” interpretation, and would focus on:   

� Building up the ‘foundational economy’ – the supermarkets and 

utilities and care sectors – to ensure that such employers are 

creating good, sustainable, well-paid jobs. 

44

 

� Supporting agglomeration of firms in a range of different sectors – 

and make the most of the knowledge spill-overs and innovation 

that this enables – by acting on the strengths and weaknesses of 

                                                           
42 https://locality.org.uk/wp-content/uploads/2018/03/LOCALITY-KEEP-IT-LOCAL-002_revised260318_summary.pdf 
43 
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/646547/NIESR_Cl
usters_Research_BEIS_Format_with_summary_FINAL.pdf 
44 http://www.friendsprovidentfoundation.org/wp-content/uploads/2017/11/Good-City-Economies.pdf 

https://locality.org.uk/wp-content/uploads/2018/03/LOCALITY-KEEP-IT-LOCAL-002_revised260318_summary.pdf
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their economies. The business cluster would be defined in this 

instance by their colocation.

45

 

� Ensuring any clustering of industry also leads the development of 

supporting associations and institutions, such as trade associations 

and job training programs at local universities or community 

colleges.

46 

A related concept often found in the literature around a more locally 

responsive approach to  clustering is “entrepreneurial discovery” – 

whereby local entrepreneurs provide insight into guiding the selection of 

the domains of future area specialisation. Tapping in to local know-how 

and harnessing local entrepreneurship to help develop growth strategies 

is an example of community led economic growth, where local assets (in 

this case, identifying and bringing local entrepreneurs on board) are put 

to good use.  

Access to finance 
The What Works Centre for local growth identified access to finance as 

an important factor in economic growth, as a way to boost SMEs and 

start-ups. It argued that the government would want to provide access 

to finance at local level “when social returns exceed private returns” 
because mainstream lenders (i.e. banks) would not be willing to do so. 

But this reasoning entirely overlooks alternatives to government grants or 

lending as forms of business finance: a community-led approach which 

has gained some traction already in the UK is local banks. As such, a 

community-led approach to local economic development would 

include local banking as a form of finance for local firms.  

 

As Boyle and Greenham explain:  

The argument for focus on local enterprise is as follows: there is a 
relationship between diverse, inter-connected and locally-owned 
businesses and local prosperity, assuming US research applies also to the 
UK. The main barrier to nurturing local enterprise is that national banking 
infrastructure, using risk evaluation software from regional offices, is 
compromised – because it lacks the information required to take 
effective decisions. This suggests that we need more financial institutions 

                                                           
45 http://www.centreforcities.org/publication/10-ideas-place-based-industrial-strategy/ 
46 https://www.nado.org/wp-content/uploads/2012/11/Asset-Based-Economic-Development-Part-1.pdf see also 
http://s3platform.jrc.ec.europa.eu/documents/20182/114990/JRC88242_Regional_Branching_and_S3Policy.pdf/6984a
03c-12c7-439a-a311-8289032f6d20 

https://www.nado.org/wp-content/uploads/2012/11/Asset-Based-Economic-Development-Part-1.pdf
http://s3platform.jrc.ec.europa.eu/documents/20182/114990/JRC88242_Regional_Branching_and_S3Policy.pdf/6984a03c-12c7-439a-a311-8289032f6d20
http://s3platform.jrc.ec.europa.eu/documents/20182/114990/JRC88242_Regional_Branching_and_S3Policy.pdf/6984a03c-12c7-439a-a311-8289032f6d20
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which deliberately limit their sphere of influence to the city or region, like 
Sparkassen in Germany and nearly all the credit unions (VanCity, for 
example) in North America.47 

Previous Demos research into the impact of local banking found:   

“the specific remit of local banks to promote local economies – not to 
maximise returns to shareholders – enables them to increase lending to 
more credit-worthy SMEs. This is because lending to these SMEs can be 
profit-making, but not necessarily profitable enough to be attractive to 
shareholder-owned banks, which must generate high returns on their 
investments.”48 

Demos’ review of SME access to finance found that around half of 

businesses use external finance at some stage, with around 20 per cent 

of SME employers seeking finance at any one time. Demos reviewed 

data from the SME finance monitor and found that of those seeking 

external finance, three-quarters of SME employers seek debt finance (40 

per cent seek loans and 35 per cent seek overdrafts). Only around 1–2 

per cent seeking finance want equity finance (largely reserved for either 

large companies, which can access the capital markets, or companies 

judged to have high growth potential, which turn to venture capital.) 

Other types of finance sought include grants (9 per cent), leasing or hire 

purchase (8 per cent) and mortgaging property (6 per cent) and loans 

from family (3 per cent). Banks are still the primary sources of finance 

received by SME employers, with half of SMEs that use at least one form 

of external finance most commonly using bank funding. However, over 

the two-year period (Q1 2012 – Q4 2013) reviewed in the research, 35 per 

cent of SME applications for new loans were rejected, and 24 per cent of 

SMEs applying for a bank overdraft, or extension, received no facility.  

Most importantly, Demos identified a relationship between rejection rates 

and local economic growth: rejection rates for bank loans (those SMEs 

that receive ‘no facility’) are highest in Wales, Yorkshire & Humber, the 

North East and the North West. Of these, the North West and Yorkshire & 

Humber are the two areas with the lowest GVA per head and the 

highest unemployment rates – thus, SMEs in the poorest areas are the 

most likely to be rejected for bank loans or overdrafts. In many of the 

same areas where rejection rates are the highest, SME owners are also 

                                                           
47 http://www.friendsprovidentfoundation.org/wp-content/uploads/2017/11/People-Powered-Prosperity-WEB-1.pdf 
48 https://www.demos.co.uk/project/community-chest/ 
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more likely than average to have no choice but to inject personal funds 

into the business. The North East, Yorkshire & Humber and the North West 

are the areas of England where SME owners are most likely to inject their 

own funds into their businesses. Research suggests this harms the 

economic resilience of those areas, by limiting the capital available to 

firms either to invest in the future or to overcome periods of difficulty.  

Official figures show that, with the exception of London, both three- and 

five-year survival rates tend to be lower in the areas with the highest loan 

rejection rates, such as Yorkshire and the North East. This in turn is 

reflected in the number of small businesses in each area. For example, 

there is one SME for every 42 people in the North East, compared with 

one SME for every 23 people in the South East and the South West.  

Such failure rates increase the risk costs for banks, squeezing profit 

margins. The authors conclude:  

“As a result, weak local economies can damage the prospects for local 
businesses. Poor prospects then limit the ability of businesses to access 
lending and make investments. This then weakens the local economy 
further, producing a vicious cycle.”49 

The authors call for a network of local banks, providing counter cyclical 

finance for local businesses (SMEs specifically in the local area) in a profit 

making, but not maximising, way, and with a dual bottom line of also 

achieving local business growth.  

 

Conclusions 

There are very many different types of scheme to help economies thrive 

and not everything about what makes an economy thrive derives from a 

scheme. However, there are some conditions which are hospitable to 

growth and some which are not.  

In The Wealth And Poverty Of Nations David Landes points out that Britain 

at the time of the Industrial Revolution had the advantages of a settled 

civil society, an impartial judicial procedure, a system of tort and 

contract enforcement and routinised politics. This public background 

created the conditions in which it was possible for entrepreneurs to take 

advantage of the ingenuity of some local inventors.  

                                                           
49 https://www.demos.co.uk/project/community-chest/ 
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The equivalent conditions today fall into three larger categories, of which 

the third is the most important.  

1. Infrastructure - good transport links and technological connections are 

vital 

2. Finance and Advice - money is critical but advice and mentoring can 

be just as valuable 

3. People - good apprenticeships and training are indispensable. 

Though there are, in large tracts of Britain, serious questions to be 

answered the literature on thriving local economies leave a positive 

message. There is no reason why, with the correct interventions, that 

areas cannot be made to thrive. It is quite clear too what those good 

interventions are. Any organisation proposing to seek to help can do so 

in the knowledge both that the help is required but also that it can work.  
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