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1 Foreword
 The performance of all the regions is crucial to the future success of the UK. For far too long, the productivity of most of these areas has lagged behind that of London and the South East, creating an imbalance that is increasingly unsustainable. But, conversely, this productivity gap also offers one of the greatest opportunities for growth. We believe the UK government shares that view,as seen with the introduction of its Industrial Strategy which highlights regional growth – and a devolution agenda that empowers local leaders to infl uence the economic environment on their doorstep.
 In addressing that opportunity, we also recognise the challenges many regions face. Low productivity is the result of other factors which require signifi cant and sustained investment. In other words, it should be considered as a symptom not a cause. To that end, it is by addressing issues such as regional transport infrastructure and educational standards that will we see an improvement in productivity.
 Furthermore, Brexit raises the stakes in terms of requiring many regions to internationalise and pursue growth opportunities in developing markets around the world. And innovation has never been more critical to the development of industries with a genuinely sustainable competitive advantage.
 We believe that there are exciting opportunities for the UK to engage with these challenges. Technology is changing the skills our workforce needs and the way they are educated. Through our work as learning providers to the Civil Service and NHS, for example, we see demand for digital learning growing as a means of delivering the technical and management skills the UK needs over the years ahead.
 Digital technology adds a different dimension to the traditional debate around connectivity. Strength in this increasingly critical infrastructure has seen Leeds City-Region and Thames Valley position themselves as the lynchpins of the UK’s IT network.
 Innovative funding models can allow the public and private sectors to work in partnership, as we have seen with Crossrail and the Mersey Gateway Bridge. We believe this kind of collaboration will be key to unlocking many of the transformational projects in the UK’s regions.
 This report seeks to shed light on key areas that can help unlock regional productivity performance, and in doing so, make a valuable contribution to the debate around this critical economic issue.
 Iain Moffatt, KPMG’s UK Head of NationalMarkets
 At KPMG, we are passionate supporters of economic prosperity across the UK’s diverse regional landscape. We are proud that our offi ce network, with some 13,000 professionals nationwide, enjoys relationships with some of the country’s most dynamic and interesting businesses.
 © 2017 KPMG LLP, a UK limited liability partnership and a member fi rm of the KPMG network of independent member fi rms affi liated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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2 Executive summary
 This report assesses some of the potential causes of poor productivity performance and examines how different UK regions fare in each of these areas. We then focus on each region in turn in greater detail – ranking each in terms of how its level of productivity compares with the rest of the UK and then providing a suggested policy response to address these urgent challenges.
 We assess three of the principle drivers of labour productivity2:
 Productivity is a key element in determining our future standard of living. Unfortunately, the UK has been underperforming many Western countries in this respect1. Likewise, the performance across regions within the country has also been uneven.
 Characteristics of businesses:
 Exposure to international supply chains, a higher than average level of innovation, and a larger size of operation tend to improve a company’s access to best practice management techniques and technology, as well as to new markets and products.
 Infrastructure:
 Effective transport and digital infrastructure make it easier to source inputs and market company’s products.
 Skills and education:
 A skilled, educated workforce improves the agility and efficiency of companies’ operations and therefore enhances labour productivity.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
 1 See ONS, 2017 for the latest international comparison of productivity performance by the ONS.
 2 Among other important drivers of productivity performance are also the health of the labour force, availability of housing to enable greater agglomeration effects, and the size of companies to facilitate greater efficiency through economies of scale.
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A mixed picture nationwide Our report shows that, while London and the South East have performed most strongly overall, other regions clearly have their strengths. In all regions across the country, however, there are well-defined areas for improvement.
 We found that: – London, South West and South
 East-based businesses are, onaverage, more export-orientedthan the rest of the UK,
 – The South East and the Eastof England are UK leaders ininnovation, as measured by R&Dspending and registered patentcounts. By contrast, Welsh R&Dexpenditure is only half of the UKaverage, while the North East andYorkshire significantly fall behindbetter performing regions inEngland in terms of spending oninnovation;
 – While London has the besttransport links, as measured bythe ease of access to major roadjunctions, rail stations and airports,the region struggles with roadcongestion and has the lowest4G speed in the UK. Meanwhile,relatively poor transportconnectivity in the NorthernPowerhouse regions is animportant impediment to reapingthe benefits of agglomeration,and the North West, North East,Yorkshire and the Humber wouldgreatly benefit from improvedinter-regional links. East and WestMidlands should focus their effortson interregional transport links (e.g.through materialising the MidlandsConnect strategy);
 – While East of England performswell when it comes to primary andsecondary education attainmentresults, the region’s employers are
 on average not satisfied with the basic skills and motivation of their young recruits. Meanwhile, survey data point at employers in Yorkshire and the Humber positive on average about the skills of the16-18-year old workers they have recently hired, but the region fares poorly in terms of educational attainment test scores. Improving both educational attainment and basic skills of school leavers is seen as a priority in the Midlands.
 Strategies to yield resultsIf the UK is to improve its productivity performance to match that of its Western peers, every region nationwide needs to play its part in addressing weaknesses where they exist and boosting the area’s existing strengths. Our research shows that the answer lies in a combination of factors: developing a fit-for-purpose local infrastructure, driven by enlightened regional policymaking; encouraging innovation and best management
 practice, with the full support of business; and promoting a far higher level of skills and education in the local workforce, starting at the earliest possible age.
 As the Chancellor of the Exchequer finalises his Budget, it is crucial that significant emphasis is placed on measures that will help support improved productivity performance within the UK. It is possible that Brexit deals a significant blow to productivity, as the country’s
 international links and access to talent come under strain. But, at the same time, enhanced productivity is the only answer to helping the UK avoid a weakened economic future. The Budget should therefore focus on investment in the economy’s long term future, by prioritising measures that encourage improvements in productivity across all parts of the UK.
 5Improving UK regional productivity performance
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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The North East:– The focus should be on improving
 connectivity, particularly with theNorthern Powerhouse region,to which the North East is critical,but often poorly connected. Thisshould be done through the timelydelivery of rail electrificationplans and, more broadly, throughsupport and investment in theNorthern Powerhouse Railinitiative, including incentivisingprivate investment. Intra-regionalpublic transport improvements arealso needed: that includes greaternumbers of buses and additionalroutes outside of city centres,linking small towns to regionalbusiness hubs.
 The North West:– Infrastructure is a major priority
 here, focusing on continuedupgrades of the Trans-Penninerail network. Within the region,Local Enterprise Partnerships,Combined Authorities and LocalTransport Authorities shouldlead on devising and investingin reliable public transport
 links to enterprise zones and metropolitan areas such as Manchester and Liverpool. Making public transport a viable alternative to commuters who use the M60 around Manchester would go a long way towards helping to alleviate road congestion.
 Yorkshire and the Humber:– Infrastructure is the main priority
 in Yorkshire, with support andfunding required for projects suchas high-speed rail connectingLeeds and Manchester. Morebroadly, improving rail links toLeeds is imperative as it wouldhelp tackle congestion on roadssuch as M1 and M62. Withinthe region, improving publictransport road and rail links toemployment centres such asSheffield City Region EnterpriseZone needs to be urgentlyaddressed.
 East Midlands:– Upskilling the existing workforce is
 the most significant challenge this
 region currently faces. Education is a major area of concern: secondary and primary educational attainment both need to be improved, requiring an increase in the number and scale of initiatives such as the UK-wide £75 million Teaching and Leadership Fund announced in February 2017.
 West Midlands:– Skills and education are the priority
 issues here. Local governmentneeds to work in tandem withhigher and further educationinstitutions to improve educationalattainment in line with localbusiness needs. The devolution ofeducation funding control, allowingfor the retention of part of theunspent levy locally, may supportthis goal. Significant investmentssuch as the Engineering Skillsand Training Centre in Hinckley,or the advanced manufacturingand design centre at StaffordCollege are very welcome – butneed to be accompanied by aneffective career guidance toincentivise prospective students.
 KPMG’s recommended next stepsAmong the actions that could help improve regional productivity, our people on the ground highlighted:
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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The East of England:– Improving intra-regional rail
 links to unblock road congestion,particularly around the Cambridgearea, as well as rail links to theSouth East and London.
 London:– Tackling the problems caused
 by road congestion is a majorpriority for the capital - forexample, through broadening theintroduction of congestion charges.So too is upgrading the digitalinfrastructure, including thespeed and reliability of the internetand 4G mobile networks.
 South East:– The region should prioritise further
 investment in housing supply toprevent shrinkage of the availablelabour pool. Timely delivery ofinfrastructure projects such asrail electrification and Crossrailis essential to maintain good linksto London. Likewise, continuedsupport for the East-West railis crucial for improving inter-regional links outside London.
 South West: – The focus should be on
 infrastructure: further investment,for example, needs to be madein extending the electrificationprogramme to includesuburban rail service in Bristol,Gloucestershire and Somerset,as well as improve links toBristol airport.
 Wales:– Improving educational
 attainment and basic skillsis imperative – in the light ofemployers’ relative dissatisfactionwith even basic literacy andnumeracy skills – if the region is toboost its productivity. Devising andfunding an alternative to the nowscrapped Schools ChallengeCymru programme shouldtherefore be a priority.
 Scotland:– The region should focus on
 education and skills initiativeswhich would accelerate previousprogress made on improvingproductivity. Specifically, Scotland
 should undertake actions to further enhance digital and technology skills across the workforce, enhance managerial and leadership training in both private and public sector and improve numeracy and literacy skills in schools, where Scotland has in recent years fallen down the international PISA rankings. Secondly, the region should invest in improving digital infrastructure and enhancing 4G availability and network speeds.
 Northern Ireland:– Given the high percentage of
 workers without qualifications in the region, policy makers should focus on adult learning and upskilling initiatives. In terms of infrastructure, completing the A6 between Derry and Belfast is a major project for the region.
 7Improving UK regional productivity performance
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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3 IntroductionProductivity – in other words, the effi ciency of production – plays a crucial role in driving long term economic growth and prosperity. Relatively weak productivity growth across many Western economies, including the UK, since the Global Financial Crisis in 2008, poses a concern for economists and policymakers alike. As the UK leaves the EU, it will become harder to match earlier economic performance, with productivity likely to suffer from reduced international links and reduced access to talent. Brexit should therefore act as a catalyst to addressing UK’s productivity failings as matter of urgency. Productivity
 holds the key to the country’s future prosperity and the UK’s departure from the EU can help spur a complete turnaround in the UK’s performance.
 In the UK, average labour productivity has been poor for some time, compared to many Western economies, including France, Germany, Italy, and the US3. Performance across UK regions has also been uneven. While productivity in London has been relatively high, the performance of other areas such as Wales and Northern Ireland has consistently fallen behind over the past 20 years (see Figure 1 below).
 A range of factors underpin the disparity in productivity performance across UK regions5 including: the industry mix, level of skills and workforce education, quality of infrastructure, and the extent of R&D and innovation by local businesses, as well as the quality of management. In this report, we assess how some of these factors may have infl uenced the productivity performance of UK regions, and identify potential focus areas for policymakers in each region.
 Figure 1: Labour productivity4 by UK region
 9
 Source: Haver Analytics based on ONS 2017 data.
 © 2017 KPMG LLP, a UK limited liability partnership and a member fi rm of the KPMG network of independent member fi rms affi liated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
 3 See ONS, 2017 for the latest international comparison of productivity performance by the ONS.
 4 As measured by GVA per hour worked, relative to UK average.
 5 See for example A.G. Haldane, Productivity puzzles, March 2017.
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4 Unpicking UKregional productivity
 The productivity performance of UK regions is likely to have been hampered by a number of factors, negatively impacting economic growth and living standards. In this section, we look at a range of possible reasons for the mixed regional performance. We also outline potential areas of focus for regions to help raise their productivity.
 Regional variations in labour productivity may refl ect differences in industry composition. London, for example, has a large share of fi nancial, information and communication services, compared to the rest of the country – all sectors that tend to be relatively more
 productive. Meanwhile, areas with poorer average productivity performance, such as Wales, Northern Ireland and the North East, have a relatively high share of public sector activities, which tend to be less productive.
 However, not all variations in regional productivity performance can be explained by the broad sectoral mix in each region. Figure 2 above outlines how productivity performance varies quite signifi cantly between regions for the same sector, indicating that other factors – a lack of high quality skills, for example – must be at play in holding back productivity.
 250
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 Figure 2: Output per worker across sectors and regions
 © 2017 KPMG LLP, a UK limited liability partnership and a member fi rm of the KPMG network of independent member fi rms affi liated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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 11Improving UK regional productivity performance
 © 2017 KPMG LLP, a UK limited liability partnership and a member fi rm of the KPMG network of independent member fi rms affi liated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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4.1 Company characteristics
 The UK’s poor productivity performance when compared to other developed countries could be partly explained by a difference in managerial practices. Bloom and Van Reenen6 put an average score of management practices in the UK at 3.02, compared to 3.35 in the US and 3.23 in Germany. Their findings highlight the fact there is a large proportion of small, family-owned and family-managed companies in the UK where poor quality of management practice can be particularly pronounced. Further UK-focused research7 found evidence that the management scores of multinationals, large businesses (with 250 employees or more) and non-family-owned businesses in the UK tend to be higher than those of domestic, smaller and family-owned businesses. Bloom and Van Reenen came to a similar conclusion: those companies which are better managed tend to be larger, partly because they have the resources – and time – to employ enhancedmanagement techniques.
 Due to data constraints, we are focusing here on companies’ size across regions – rather than family-ownership – as a potential indicator of the quality of management. The prevalence of small companies is a
 UK-wide phenomenon, with no major outliers in any of the regions, apart from Wales and the South West. These two areas have a moderately higher contribution by small businesses to the local economy, relative to the national average8.
 Another company characteristic that can enhance productivity is being involved in export activities. Those companies which export are exposed to global competition and tend to be more integrated into global supply chains – and are also more likely to be foreign-owned – all of which can boost efficiencies and access to managerial practices in line with best global standards9. Among UK regions, London and South East-based companies are on average more export-oriented, compared to the rest of the country10.
 Similarly, foreign direct investment (FDI) can boost productivity in the host region, due to positive spill-overs from foreign to domestic companies11. For example, foreign companies may transfer new technologies and “know-how” to local incumbent companies. Over the four-year period between the fiscal years 2012/13 and 2016/17, 39% of all of UK’s FDI projects materialised in London, followed by 11% in the
 South East. However, compared to the previously observed period between 2011/12 and 2015/16, regions such as Yorkshire, Wales, Scotland, South West and the West Midlands all recorded stronger growth rates in the number of FDI projects compared to London.
 Brexit is likely to make these two routes to better productivity performance harder, at least in the medium term, increasing the importance of other drivers of productivity.
 Likewise, innovating companies tend to boast higher levels of productivity, as well as having a positive impact on other companies in their region. That might involve improving the quality – or reducing the production costs– of existing products, or wideningthe product offering12. In the UK,the most commonly used measuresof innovation – research anddevelopment (R&D) expenditure andpatent count13– show that the SouthEast and the East of England, andEast Anglia in particular, outperformthe rest of the country, while theNorth East, Yorkshire and Waleshave some ground to make up in thisrespect.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Figure 3: Regional R&D expenditure versus productivity performance
 Source: Eurostat, 2017, ONS, 2017
 13
 6 N Bloom, C Genakos, R Sadun, and J Van Reenen (2012): Management Practices across Firms and Countries, Academy of Management Perspectives. To evaluate management practices, the authors use an interview-based methodology developed in Bloom and Van Reenen (2007). Their evaluation tool defi nes scores from 1 (“worst practice”) to 5 (“best practice”) and measures management practices in surveyed companies in three key areas: monitoring within companies, setting and tracking targets and providing right incentives to employees.
 7 ONS: Management practices and productivity among manufacturing businesses in Great Britain: Experimental estimates for 2015
 8 Department for Business, Energy and Industrial Strategy, Business Population Estimates for the UK and regions, 2016.
 9 N Bloom, C Genakos, R Sadun, and J Van Reenen (2012): Management Practices across Firms and Countries, Academy of Management Perspectives.
 10 See Annual Business Survey by Export and Import Activity (excluding the fi nancial sector), provisional 2016 data by ONS.
 11 For example, Haskel, Pereira and Slaughter (2007): Does Inward Foreign Direct Investment Boost the Productivity of Domestic Firms, Review of Economics and Statistics
 12 See Hall, Mairesse, and Mohnen (2009): Measuring the Returns to R&D, Elsevier Handbook of the Economics of Innovation, and B Hall (2011): Innovation and productivity, NBER Working Papers.
 13 As measures of innovation, both are imperfect and suited more to manufacturing companies. R&D spending is denominated in comparable units but does not disclose innovation success, while patent counts are inherently very noisy and the extent of their innovation coverage varies by sector.
 © 2017 KPMG LLP, a UK limited liability partnership and a member fi rm of the KPMG network of independent member fi rms affi liated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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4.2 InfrastructureGood quality infrastructure helps to boost the total economic output of a region, as well as its productivity. Enhanced transport links enable companies to source the best inputs for their production and increase their target market. They also generate benefi ts associated with agglomeration effect, including increased knowledge sharing and best practice among companies. Academic research14 suggests that a twofold increase in the size of a city or a region yields higher labour productivity in the range of 3-8%.
 Among English regions, the South West and North East are most in need of better infrastructure, in terms of links to major road junctions, rail stations and airports (classifi ed as national or regional hubs), as captured by the Department of Transport’s connectivity scores highlighted in Figure 4 opposite.
 Figure 4: Regional transport connectivity in England
 Sco
 re
 Source: Department of Transport, 2015 (based on 2013 data).
 14 See S S Rosenthal and W C Strange, (2004): Evidence on the Nature and Sources of Agglomeration Economies. Handbook of Regional and Urban Economics; P Rice, A Venables and E Patacchini, (2006): Spatial Determinants of Productivity: Analysis for the Regions of Great Britain, Regional Science and Urban Economics; D J Graham (2006): Agglomeration and Urban Productivity: Implications for the Appraisal of Transport Investment, Imperial College London.
 © 2017 KPMG LLP, a UK limited liability partnership and a member fi rm of the KPMG network of independent member fi rms affi liated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Improving telecommunication infrastructure is crucial, given the changing nature of work and our increasing dependence on technology. Regional variations in the availability and quality of digital infrastructure are outlined in Figure 5
 above. In London, for example, 94% of households have internet access and 4G accessibility rate is high at 70%, as measured by the proportion of time users can connect to a 4G network. However, 4G speed in London is the lowest of all regions,
 while in the East Midlands only 87% of households have internet access and 4G accessibility rate is 50%, although 4G speed is second highest in the country.
 Source: ONS, 2017, OpenSignal, 2016
 Figure 5: Digital infrastructure across regions
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4.3 Skills and education
 Equally vital are the skills level of the labour force – a major driver of labour productivity15. We increasingly hear from our clients across the UK that a lack of the necessary skills and education is demonstrably hindering advances in productivity.
 Workers with a higher level of skills are able to undertake more complex tasks and perform with greater efficiency than those with less-developed skills. Moreover, skilled workers tend to encourage innovation and are better at adapting and responding to changing work environments. Companies’ access to a larger pool of highly skilled workers can improve their productivity16.
 The skills make-up of the UK, much like labour productivity, varies greatly across regions. Half of London’s working age population is classified as highly skilled, i.e. has competencies of Level 4 and above under the National Vocational Qualifications (NVQ) framework. Meanwhile, the North East, Yorkshire and the Humber and Northern Ireland each have a share of only 30% of high-skilled workers. However, the industrial make-up of each region definitely shapes the demand – and ultimately the make-up – of the skills available to employers. In London, for example, where 16% of total output is generated by relatively complex financial services, there is a requirement for more highly skilled workers than in most other regions.
 While attracting top talent will depend to a large degree on the types of industry in each region, improving basic skills, such as the numeracy and communication abilities of school and college leavers, is seen by many UK businesses as pivotal for boosting regional productivity. At a national level, 62% of UK businesses are dissatisfied with school and college leavers’ business and customer awareness, and just over half expressed dissatisfaction with their analytical skills. Moreover, over a third of UK businesses were not satisfied with the basic literacy and numeracy skills of school and college leavers17.
 Employers’ satisfaction with their younger recruits is not always in line with each region’s average GCSE scores18 (see Figure 6 below), 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.
 15 For example, for the UK see: Department for Business Innovation and Skills, UK Skills and Productivity in an International Context, 2015; P Tamkin, L Giles, M Campbell, J Hillage (2004): The Contribution of Skills to Business Success, Sector Skills Development Agency
 16 See Webber, D. J., Hudson, J., Boddy, M. and Plumridge, A. (2009): Regional productivity differentials: Explaining the gap, Papers in Regional Science, 88 (3). pp. 609-621. Available from: http://eprints.uwe.ac.uk/15908
 17 CBI/Pearson, Skills and Education Survey: Helping the UK Thrive, 2017
 18 We compare the average uncapped GCSE scores for the 2013/2014 school year, as these would correspond to results of 16-year-old leavers who are the subject of the ONS’s Employer Perspectives Survey and are entering the labour market/affecting labour productivity in the following two years. Data is only available for England, due to devolution of educational policies. In 2014/2015, average GCSE score has been replaced with Average Attainment 8 score per pupil indicator as the main measure of secondary accountability system. Since 2014/2015, schools are also rated with Progress 8 scores which measure the progress their pupils make relative to the national average.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Regions should therefore focus on improving both the quality of education and work readiness skills of their population.
 Figure 6: Regional education performance
 Source: Employer Perspective Survey- ONS, average for 2014 and 2016 representing employers’ satisfaction with 16-18-year-old recruits (as a difference between percent of employers assessing their workers as well vs. poorly prepared for work). Average GCSE score – Department of Education, 2013/14. GVA per hour worked- ONS, 2015 data.
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5 The picture, region by region
 The performance of UK regions varies widely in terms of their overall level of productivity, as well as the strength of key productivity enablers examined in Chapter 3 above. These include the quality of infrastructure, education and skills, and a range of company level characteristics such as management quality. Performance is also relatively diverse within the regions, with pockets of excellence associated with specific companies or an industry cluster often representing an opportunity to leverage knowledge and dynamism in the rest of the region.
 In this section, we use the regional groupings that can best accommodate the data available and best match regional government boundaries to provide a summary of regions’ performance. We highlight the issues that may be best addressed to help boost productivity in each region. Insights for each region incorporate
 findings from both comparable regional data and from our KPMG teams on the ground.
 To give a clear picture of how – and in which ways – productivity levels differ across the country, we have ranked the regions in terms of how they compare like for like against the rest of the UK. We have, however, ordered them in this report according to geographical location rather than numerical ranking, again to allow for a sense of how a region rates alongside its immediate neighbours.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.1 The North EastPriorities for improving regional productivity:
 – Transport infrastructure is the overriding priorityhere. The focus should be on improving connectivity,particularly with the Northern Powerhouse region,to which the North East is critical, but often poorlyconnected. This should be done through the timelydelivery of rail electrification plans and, more broadly,through support and investment in the NorthernPowerhouse Rail initiative, including incentivisingprivate investment.
 – Intra-regional public transport improvements areneeded: that includes greater numbers of buses andadditional routes outside of city centres, linking smalltowns to regional business hubs.
 KPMG’s view from the ground:
 – Transport presents real challenges in the North East,with poor connections within the area requiring peopleto relocate – so limiting the pool of available localtalent.
 – There is a shortage of skilled labour, with a mismatchbetween the skills school leavers possess and the jobsthat actually exist today – and, above all, that will existtomorrow, particularly with the unstoppable rise ofdigital technology.
 Region’s productivity rank: 8/12
 The current situation in the North East
 The region’s specialisation opportunities have concentrated in advanced manufacturing. The most productive areas in the region include Hartlepool and Sunderland, with the latter hosting Nissan’s car manufacturing plant, while the former is a centre for petrochemical and steel activities. However, the region has enjoyed an above-average productivity (i.e. compared to UK average) in only five of its sectors, which together account for just 15.7% of the region’s GVA. Productivity has been very low in the remaining sectors, including higher value-added ones such as pharma, where activity has focused on production and low-skill tasks which generate lower value-added compared with R&D and more strategic tasks.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 1: Comparable data on North East productivity enablers19
 Current state Suggested actions
 Company – The second lowest expenditure in euros – Establishing external mentoring schemescharacteristics
 –
 per capita on R&D in the UK
 The average number of patents per millioninhabitants from 2008 to 2012 was 160,around 7 times lower than the count forSouth East England
 by multinationals operating in theregion and companies at the frontier ofinnovation. These would demonstratemanagement best practice to assistcompanies that are unable to followinternational standards as result of not
 –
 –
 Only 4% of non-financial companies areexporters, compared to nearly 12% inLondon
 Only 3% of all inward FDI projects in theUK have been recorded in the North Eastbetween fiscal year 2012/13 and 2016/17– only a 1% increase compared to aprevious four-year period.
 –
 being integrated in international supplychains
 Attracting FDI could boost a transfer oftechnology and best foreign managerialpractices to domestic companies.
 Infrastructure –
 –
 While 4G accessibility is good (60.3%),the quality of the 4G network is thesecond worst in the country, and only82% of households have internet access– the lowest share in Great Britain
 The Department for Transport’s connectivity indicators point to poor connectivity to main road junctions, rail stations and airports.
 – Investing in transport infrastructureis imperative for the improvement ofinter-regional connectivity, primarilywith the North West (i.e. Trans-Pennineconnectivity).
 Skills and – Businesses are dissatisfied with the – Encouraging work experienceeducation quality of school and university leavers
 and the skills they possess. Comparedto the national average of 21%, the netsatisfaction with 17-18-year-old schoolleavers was 15% –
 programmes and improving pupils’motivation from an early stage ineducation
 Improving secondary school attainment.
 – The secondary education attainmentscore (Average Attainment 8 score)was the lowest in the UK according toprovisional 2016/2017 results. Moreover,in 2015/2016 14.8% of schools metDepartment of Education’s “coastingdefinition” – which indicates additionalsupport to schools might be needed. Thisis compared to 11.3% such schools inEngland as a whole.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
 21
 19 Innovation data sources: Eurostat: Total intramural R&D expenditure (GERD) by NUTS 2 regions; Eurostat: Patent applications to the EPO by priority year by NUTS regions, 2017; Department for Business, Energy and Industrial Strategy: Business Population Estimates for the UK and regions, 2016; ONS: Annual Business Survey by Export and Import Activity, 2017.
 Digital infrastructure source: Which? and Open Signal: State of Mobile Networks: UK, October 2016;
 Infrastructure sources: CBI: Infrastructure Survey, 2017; Department of Transport: Experimental Connectivity Statistics (Connectivity Indicator Scores), 2015.
 Skills and education sources: Employer Perspective Survey- ONS, 2016. Labour Force Survey - ONS, 2017, Key Stage 2 and 4 statistics – Department of Education, 2017
 In 2014/2015, average GCSE score has been replaced with Average Attainment 8 score per pupil indicator as the main measure of secondary accountability system. Since 2014/2015, schools are also rated with Progress 8 scores which measure the progress their pupils make relative to the national average.
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5.2 The North WestPriorities for improving regional productivity:
 – Infrastructure is a top priority in the North West,focusing on continued upgrades of the Trans-Penninerail network. Within the region, Local EnterprisePartnerships, Combined Authorities and LocalTransport Authorities should lead on devising andinvesting in reliable public transport links to enterprisezones and metropolitan areas such as Manchester andLiverpool. Making public transport a viable alternativefor commuters who use the M60 around Manchesterwould help to alleviate road congestion.
 KPMG’s view from the ground:
 – Greater emphasis is needed on providing the requisitetraining not just for the jobs of today – but above all, forthe jobs that are likely to exist tomorrow, driven by anever greater use of technology in the workplace.
 – Smaller towns in the region need better links togrowing metropolitan areas such as Manchesterand Leeds in order not only to increase the pool ofavailable labour, but also to provide better employmentopportunities for residents in areas where suchopportunities are relatively scarce.
 – Improved transport links across the North will provideprospective managers with the opportunity to developtheir careers within the North without the personaldisruption caused by the need for constant relocation.
 – Improvement of digital infrastructure is particularlyimportant in order to support the growth of thetechnology sector in Manchester.
 – The region should also leverage the strength of itsuniversities. We see great opportunities for them towork closely with both businesses and the publicsector to address the North West’s skills issues,building on projects that are already in progress.
 Region’s productivity rank: 6/12
 The current situation in the North West
 The most productive area in the region was Cheshire East in 2015, which generated 17% higher GVA per hour than the UK average. The region benefits from having above-average labour productivity in manufacturing. The sector accounts for 15% of its economy (compared to 10% for the UK as a whole), as the region hosts advanced manufacturing, aerospace, and pharmaceutical clusters that include companies such as Bentley Motors and Astra Zeneca. Further opportunities for specialisation lie in the creative and media industries already boosted by the Media City development in Salford. The next step to improving aggregate productivity may come from advancing the performance of workers in services, which account for around 75% of the GVA created.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 2: Comparable data on the North West productivity enablers
 Current state Suggested actions
 Company – Performs below the UK average on – Schemes to provide managerialcharacteristics
 –
 –
 –
 R&D expenditure and patent count, butoutperforms the rest of the North ofEngland
 Some 7.2% of non-financial companiesare exporters – lower than 8.1% nationalaverage and far lower than London
 Some 34% of all workers are employed insmall businesses with up to five workers,compared to 30% national average
 Only 7% of all inward FDI projects in theUK have been recorded in the North Westbetween fiscal year 2012/13 and 2016/17– only a 5% increase compared to aprevious 4-year period.
 –
 assistance to smaller companies could beenhanced
 Support schemes to encourage exportsand innovation across the region, as wellas FDI.
 Infrastructure –
 –
 4G accessibility is significantly worse thanin London (54.8% compared to 69.7%),and the average 4G speed is the thirdlowest in the country
 The region’s DfT connectivity score isthe third highest, after London and WestMidlands. Connectivity to London shouldincrease following the completion of HS2.
 – Improving inter-regional connectivity withthe rest of the North is imperative in orderto reap the benefits of agglomeration.Relatively bad inter-regional connectivity isexemplified by the travel times betweenManchester and Leeds – currently 54minutes by train for a journey of 55km. By contrast, the journey betweenCambridge and London, 97km apart, lasts50 minutes.
 Skills and – Employers express relatively high – Encouraging higher-education leavers toeducation dissatisfaction with the skills of university enrol for work experience schemes prior
 leavers. Some 9% of such workers are to joining the labour force: employersassessed as very poorly prepared for work complain about lack of ‘required skills or(compared to 2% as a national average) competencies’
 – Some 16.9% of schools were assessed – Improving the quality of state-fundedas potentially in need of additional support secondary schools.(i.e. met the “coasting definition” ofhaving a Progress 8 score below -0.25)in 2015/2016, the second worst result inEngland after the East Midlands. Averagesecondary education attainment per pupilwas fifth best in the country according toprovisional 2016/2017 results.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.3 Yorkshire and The Humber
 Priorities for improving regional productivity:
 – Infrastructure is the leading priority in Yorkshire, withsupport and funding particularly vital for projectssuch as a high-speed rail link connecting Leeds andManchester. More broadly, improving rail links toLeeds is imperative, to help tackle congestion on roadssuch as M1 and M62.
 – Likewise, improving public transport road and rail linksto employment centres such as Sheffield City RegionEnterprise Zone needs to be urgently addressed.Further improvements in public transport road andrail links to employment centres such as EnterpriseZones and the Advanced Manufacturing Park will helpopen up the labour market, particularly for youngeremployees and apprentices.
 KPMG’s view from the ground:
 – The development of digital skills is an urgent priority:our clients are particularly concerned about theshortages of school leavers with appropriate skills forroles in the digital economy.
 – Infrastructure needs urgent improvement in order tobolster productivity in the North. Investment shouldbe made both in inter-regional links and in intraregionallinks. Local transport inefficiencies lengthencommuting times and severely limit the labour supply– and the quality of management – available tobusinesses.
 Region’s productivity rank: 10/12
 The current situation in Yorkshire and The Humber
 Yorkshire and the Humber has a broadly similar sectoral mix to the North West, with a slightly higher share of agriculture and financial services in the total output. However, the region has a substantially lower share of transport manufacturing than in the North, and services activities in the region have been in lower value-added activities compared to London and the South East.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 3: Comparable data on Yorkshire and the Humber productivity enablers
 Current state Suggested actions
 Company – The region falls behind the rest of the – Focusing more on fostering innovationcharacteristics
 –
 –
 –
 UK on both measures of research andinnovation: its R&D expenditure is 80%lower than national average and patentcount 68% lower
 7.5% of non-financial companies areexporters, below the Great Britain averageof 8.1% and below London and the SouthWest, at 11.6% and 11.3% respectively
 Although only 5% of all UK inward FDIprojects recorded between FY 2012/13and 2016/17 were located in the region,Yorkshire recorded the strongest growthrate (20%) of all UK regions in the numberof FDI projects compared to the precedingfour-year period
 The share of small businesses and theproportion of workers employed bythem are, however, in line with nationalaverages.
 –
 and encouraging higher value-addedactivities, rather than on programmesenforcing best managerial practices, giventhe statistics on the size of companies inthe region
 Supporting schemes to encourage exportsand FDI.
 Infrastructure –
 –
 The region has the third lowest transportconnectivity score, according to the DfT
 It is the second best performing regionin terms of speed and availability of 4Gsignal.
 – Improving the inter-regional transportconnectivity should be a priority abovedigital infrastructure investment, giventhe encouraging data on 4G networksand the weaker performance on transportconnectivity.
 Skills and – Even though Yorkshire and the Humber – While young recruits do well wheneducation
 –
 –
 falls short in terms of average Key Stage4 and Key Stage 2 test scores, surveysshow that employers are relativelysatisfied with the quality of school leavers
 On the other hand, only 14% of universitygraduates are described as very wellprepared for work, compared to a nationalaverage of 19%
 While employers are relatively satisfiedwith the job preparedness of their young
 –
 employers are questioned about theirmotivation, experience and readiness forwork, the level of educational attainment,as measured by GCSE and Key Stage 2scores, is very low
 Encouraging mentoring schemesorganised by local businesses andtargeted at schools in the region wouldhelp even further improve pupils’ workreadiness
 recruits, GCSE results were slightly belownational average. The region recorded thethird worst secondary school attainmentscore per pupil according to provisional2016/2017 results.
 – Improving primary and secondaryeducational attainment is necessary tounlock productivity growth.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.4 The East MidlandsPriorities for improving regional productivity:
 – Upskilling the existing workforce is the most urgentchallenge this region currently faces.
 – Education is another major area of concern: secondaryand primary educational attainment both need to beimproved, requiring an increase in the number andscale of initiatives such as the UK-wide £75 millionTeaching and Leadership Fund announced in February2017.
 – Poor IT connectivity needs to be addressed urgently,via regional investment.
 KPMG’s view from the ground:
 – Part of the skills challenge revolves around the need toattract graduate employers to the region – a task madeeven more difficult by poor IT connectivity and a lack ofsuitable office space, as well as transport issues whichlimit the labour supply.
 – The financial services sector, in particular, is under-represented in the East Midlands. Likewise, Derby,Leicester and Nottingham all face difficulty inbringing professional services and knowledge-basedbusinesses from elsewhere.
 – Road and rail connectivity to the rest of country isoften very poor from this region. Journey times (byroad or rail) and frequency of rail services betweenEast and West need improving, and extending the A42motorway to East Midlands Airport would make a bigdifference.
 – The agricultural and food processing industries ofLincolnshire are likely to be hard hit by Brexit if EUworkers stay away, requiring employers to be proactivein order to retain their skilled workforce.
 Region’s productivity rank: 7/12
 The current situation in the East Midlands
 The most productive areas in the region are Derby, South Nottinghamshire and Leicestershire. The region’s manufacturing sector generates 17% of total GVA, and is dominated by transport, machinery and basic metals industries, with factories like Rolls-Royce located in Derby and Siemens in Lincoln. The region is the third most rural area in the England, with large pockets of low productivity beyond the centre of economic activity in the Nottingham/Derby/Leicester triangle.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 4: Comparable data on the East Midlands productivity enablers
 Current state Suggested actions
 Company – The region spends slightly less in terms of – Assessing whether small, family-ownedcharacteristics
 –
 –
 R&D expenditure and patent count thansome other areas, but it is outperformingthe West Midlands, Yorkshire and theNorth East, and non-England regionsbarring Scotland
 8.6% of non-financial companies areexporters, slightly above the 8.1% of theGreat Britain average
 Only 4% of all inward FDI projects inthe UK have been recorded in the EastMidlands between fiscal year 2012/13 and2016/17 – an 8% increase compared toa previous four-year period. This is lowerthan in West Midlands and Yorkshire, buthigher than in the North East and NorthWest.
 –
 companies may need managerialassistance, although a breakdown ofcompanies by exporting activity and sizedoes not necessarily indicate a potentialneed for bolstering managerial practices
 Creating a more favourable environmentfor attracting FDI and thus boosting therise in FDI projects to above 10%, as seenin West Midlands.
 Infrastructure – According to CBI surveys, 59% ofbusinesses in the East Midlands aredissatisfied with the infrastructure intheir region, compared with the nationalaverage of 54%
 –
 –
 Improving the intra-regional links betweenNottingham, Derby, Leicester andCoventry
 Increasing investment in inter-regionallinks between each of the main urban
 – Although the quality of the 4G networkis among the top three in the country,availability falls behind best performers(49.9% compared to 69.7% estimated forLondon in 2016).
 areas and the West Midlands, principallyBirmingham.
 Skills and – Few employers find that the 16-year – Increasing investment in trainingeducation
 –
 –
 –
 olds they hired for their first jobs are wellprepared, predominantly due to lack ofwork experience (27%)
 The quality of further education collegesand university graduates was assessed tobe in line with the national averages
 The average GSCE attainment is amongstthe lowest in England, with averagesecondary school attainment per pupil1.9% below the English average in2016/2017. Some 22.6% of secondaryschools were assessed as potentially inneed of additional support, based on theirProgress 8 scores. This is significantlyabove the 11.3% average for England asa whole
 Performance at Key Stage 2 for 11-yearsold is the third lowest in England in 2017.
 –
 programmes, basic skills improvement,and promotion of work experienceschemes will improve the quality ofschool leavers
 Improving the quality of state-fundedsecondary and primary schools.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.5 The West MidlandsPriorities for improving regional productivity:
 – Skills and education are priority issues in this region.Local government needs to work in tandem with higherand further education institutions to improve educationalattainment, in line with local business needs. Thedevolution of education funding control, allowing forthe retention of part of the unspent levy locally, maysupport this goal. Significant investments such as theEngineering Skills and Training Centre in Hinckley, or theadvanced manufacturing and design centre at StaffordCollege, are very welcome – but need to be accompaniedby an effective career guidance to incentivise prospectivestudents.
 KPMG’s view from the ground:
 – As well as the need to boost skills and educationlevels, housing is another vital component in unlockingproductivity in the West Midlands. However, regionalinfrastructure investment should be linked to housingplans, ensuring new housing can increase labour supplyin places such as the Black Country, and transport plansto connect housing to jobs.
 – West Midlands will benefit from £8bn investment inregional infrastructure, driven by the HS2 project, withthe West Midlands Combined Authority and the Mayordriving forward ambitious plans for growth.
 – In terms of individual sector performance, the presenceof carmaker JLR and its supply chain in the region hassupported West Midlands’ exports, while the importanceof the Financial Services sector is growing. A strong andvibrant professional services sector adds to this growingknowledge-based economy.
 Region’s productivity rank: 9/12
 The current situation in the West Midlands
 The West Midlands attributes some 15% of its GVA to manufacturing, particularly basic metals and transport equipment. The best performing areas in the region are Warwickshire and Solihull. The latter benefits from hi-tech manufacturers such as Jaguar Land Rover and aerospace firm Moog. Warwickshire benefits from a successful agglomeration of tech start-ups in the TechUK cluster around Warwick University with the region now home to the highest number of start-ups outside of London. As with the North of England, advanced manufacturing and engineering are areas of strong performance, but the majority of the local economy is dominated by low value-added service sector jobs.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 5: Comparable data on West Midlands productivity enablers
 Current state Suggested actions
 Company – A similar performance to the East – Assessing whether small, family-owned characteristics
 –
 –
 Midlands in terms of innovation metrics (347 patents per million inhabitants on average, from 2008 to 2012, compared to 375 in East Midlands and 1183 in the South East)
 In terms of the share of workers employed in small companies, the region, like the East Midlands and Yorkshire, seems to be in a more favourable position than the North East and North West
 Although only 7% of all UK inward FDI projects recorded between FY 2012/13 and 2016/17 were located in the region, West Midlands recorded a relatively strong growth rate of 11% in the number of FDI projects compared to the preceding four-year period.
 companies need managerial assistance, although breakdown of companies by exporting activity and size does not necessarily indicate a particular potential need for bolstering managerial practices.
 Infrastructure –
 –
 Due to its favourable geographical position, the region has the second best connectivity score, according to DfT’s measures
 4G accessibility is much lower than in London, and only 89% of households have access to internet.
 – Improving the digital infrastructure should be a priority. Apart from lower percentage of households with internet access compared to the Capital, London’s users are able to access 4G connection 69.7% of time whereas that is true only 52.3% of the time in the West Midlands.
 Skills and – Some 51% of businesses surveyed in – Encourage educational institutions and education
 –
 2016 stated that the 16-year-old school leavers they had recruited in the last two to three years had been poorly or very poorly prepared for work
 A total of 27% of employers identified motivation and work experience as the major skills lacking among 16-year-olds, while 3% of employers found that it was poor literacy and numeracy skills
 –
 –
 the National Career Service to bolster the motivation of school leavers
 Enhance work experience schemes
 Increase the overall skills level by promoting collaboration between advanced manufacturing businesses, educational institutions and the National Career Services
 –
 –
 The region fares poorly when employers assess the job preparedness of 17-18 year old recruits: net satisfaction stands at 14%, compared to the national average of 21%
 Together with Yorkshire and the Humber, the region performed worst at Key Stage 2 assessment for 11 year olds in 2017.
 – Improve the quality of primary education.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.6 The East of England
 Region’s productivity rank: 3/12
 Priorities for improving regional productivity:
 – Improving intra-regional rail links to unblock road congestionparticularly around the Cambridge area, as well as rail links to theSouth East and London.
 KPMG’s view from the ground:
 – Cambridge has historically been a very successful centre forembryonic innovative companies to achieve their potential.However, the increase in home grown business and the influx of‘new joiners’ has put an increasing pressure on the region’s roads,the demand for housing (and the consequential price inflation) andon human resources.
 – A number of other cities in the region are growing fast, such asNorwich, where the University is becoming a hub for innovativebusinesses working in nutrition, green tech and Fintech. Yet thecity and Norfolk overall remain relatively isolated and improvedcommunication bandwidth should be a top priority.
 – The food production sector, with its reliance on foreign labour,stands to be heavily affected by Brexit and its impact on the freeflow of labour and goods, as well as growers’ subsidies.
 The current situation in the East of England
 The East of England has an above-average productivity in all but three sectors, which make up only around 15% of its GVA. The region has a slightly higher share of manufacturing than London and the South East, dominated by high value-added pharmaceuticals, metals and transport equipment. The best performing area in the region is East Anglia, where there are advanced clusters around the University of Cambridge, operating in research and development, software consultancy, high value engineering, creative industries and pharmaceuticals. The sectoral mix is conducive for high labour productivity.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 6: Comparable data on East of England productivity enablers
 Current state Suggested actions
 Company – The East of England leads in terms of – Although the environment – in terms ofcharacteristics
 –
 R&D expenditure and is second on thepatent count (after the South East). Itsprofile, in terms of company size, is in linewith (if not slightly larger than) the nationalaverage
 Only 5% of all inward FDI projects in theUK have been recorded in the East ofEngland between fiscal year 2012/13 and2016/17; substantially lower than 39% inLondon and 11% in the South East.
 innovation and companies characteristics– is conducive for high labour productivitywithin established clusters, morebusiness mentoring may be requiredbeyond the centres of excellence.
 Infrastructure –
 –
 The region has the third lowest 4Gavailability in the UK – only 48.9% ofthe region’s area, compared to 69.7% inLondon
 Based on DfT’s transport connectivityscores, the region performs worsethan the Midlands, the North West andLondon. This translates into longer drivingtimes to major road junctions, rail stationsand airports than in the aforementionedregions.
 – Improving intra-regional rail links tounblock road congestion particularlyaround the Cambridge area, as well as raillinks to the South East and London.
 Skills and – Businesses in the East are not satisfied – Fostering work experience schemes, andeducation with the quality of school leavers. Some
 16% of businesses in the region foundthat 16-year old school leavers are verypoorly prepared for work, a significantlyhigher proportion than in the North East,South East and West Midlands
 –
 engaging educational institutions and theNational Career Service to bolster themotivation of school leavers
 Given the positive educational outcomesas measured by GCSE scores andKey Stage assessments, the focus
 –
 –
 Businesses are also not satisfied with 17-18-year old recruits, regardless of whetherthey are from further education collegesor elsewhere
 Despite the relatively large percentage of employers dissatisfied with their young recruits’ basic skills and motivation, educational attainment in the East is relatively good. Only 6.6% of schools were assessed to be below the minimum progress level for secondary schools in the 2015/2016 school year, while the region’ recorded the third best secondary school attainment score in England and fourth highest results for 11 year olds at Key Stage 2 assessments in the 2017.
 of policy-makers in the region shouldbe on advancing the basic skills ofyoung workers, rather than improvingeducational attainment.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.7 LondonPriorities for improving regional productivity:
 – Tackling the problems caused by road congestion is a major priority for the capital – for example, through broadening the introduction of congestion charges.
 – Upgrading the digital infrastructure should be urgently addressed, including the speed and reliability of the internet and 4G mobile networks.
 KPMG’s view from the ground:
 – London’s productivity is driven partly by “non-Londoners”, which historically has boosted London’srelative standing. Commuters from outside Londonhave taken advantage of the strong transport links, andHS2 will further increase that.
 – However, road congestion is critical, and many Londonrail stations need an overhaul in order to accommodateincreasing rail capacity. Intra-London road connectivityalso needs improving, where priorities are building a
 new crossing between Greenwich and Newham (at Gallions Reach), and a new Lower Thames crossing to reduce congestion on the existing Dartford Crossing.
 London has continued to be a magnet for companies setting up operations in the UK, from innovative technology businesses to European and Global HQs, with a positive impact on the productivity levels. A constant challenge to London employers around the cost and availability of housing for their workers, but the addition of some uncertainty in relation to Brexit will create inevitable pressure points on the availability of foreign workers and the appetite for new foreign investment, which in turn will create new risks to London’s lead position around productivity in the UK.
 London-based businesses should offer more apprenticeships, as a way of getting more workers properly trained and into lasting jobs.
 –
 –
 Region’s productivity rank: 1/12
 The current situation in London
 London’s economy is dominated by higher value services. Professional and administrative activities, financial services, and information and communication services together make up around 50% of total output – significantly higher than the UK average. The financial sector, based in the City of London and Canary Wharf (Tower Hamlets), has a particularly high level of productivity. London has only 2% of its output generated by manufacturing – compared to a national average of 10%. Sectoral mix is conducive for high labour productivity, although overreliance on the financial sector is a risk exacerbated by the ongoing Brexit negotiations.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 7: Comparable data on London productivity enablers
 Current state Suggested actions
 Company – London falls behind the South East and – Fostering innovation, as data suggests thecharacteristics
 –
 East of England on the R&D and patentscount
 It is well integrated into internationalsupply chains, leads on the number ofrecorded FDI projects and on the shareof non-financial businesses which areexporters, and thus most likely to haveaccess managerial best practice among
 region is already a leader in managerialbest practice. While it is understandablethat London is lagging on the number ofpatent counts – given that the metrics isbetter tailored to capture innovation in themanufacturing sector – R&D expenditurewithin the fast-paced developing hi-techsector should be supported
 the regions. – Despite having the largest share ofUK’s inward FDI projects, the regionrecorded only 9% growth in the numberof FDI projects from the four-year periodbetween FY 2011/12-2015/16 and FY2012/13-2016/17. In light of Brexit,London may need to work even harderto increase the number of FDI projects itattracts.
 Infrastructure –
 –
 Best links to major rail and airport hubsand road junctions, according to the DfT
 Businesses surveyed by the CBI arerelatively satisfied with the infrastructure,but stress the need to tackle trafficcongestion.
 –
 –
 Improving international links and tacklingcongestion on roads, tube and rail lines
 Upgrading digital infrastructure: accordingto 2016 data, London has the worstquality of 4G network in the UK.
 Skills and – Although London outperforms the rest – Encouraging educational institutions andeducation of England when it comes to primary and National Career Service to bolster the
 secondary education attainment results, motivation of school leavers, and fosteringbusinesses are on average not satisfied work experience schemeswith the quality of school leavers. 22%of business – higher than in all otherEnglish regions except the East and EastMidlands – find that 16-year olds are verypoorly prepared for work
 – Improving secondary education in someareas outside of Inner London. AlthoughLondon pupils have on average achievedthe best GCSE results, there are OuterLondon areas where quality of secondary
 – London pupils achieved an average schools and educational attainmentsecondary school attainment score of 48.6 are below the average for England. Forin 2016/2017, above the English average example, 26.7% of secondary schools inof 45.9. Only 3.2% of secondary schools Bexley were assessed as potentially inwere assessed as below the minimum need of additional support in 2015/2016.progress level in 2015/2016, with InnerLondon schools on average performingbetter than Outer London schools (2.1%versus 3.8%, respectively).
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.8 The South EastPriorities for improving regional productivity:
 – The region should prioritise further investment inhousing supply to prevent shrinkage of the availablelabour pool.
 – Timely delivery of infrastructure projects such as railelectrification and Crossrail is essential to maintaingood links to London. Likewise, continued support forthe East-West rail is crucial for improving inter-regionallinks outside London.
 KPMG’s view from the ground:
 – The South East continues to invest in the developmentof technology, including the training and developmentof a highly skilled workforce. However, the economyand productivity of the South East are inextricablylinked with that of London.
 – Projects such as the electrification of the rail linesand Crossrail should enhance connectivity to London.Longer term projects such as the third runway atHeathrow and the North-South Crossrail line couldprovide a further boost, but need to be delivered withina meaningful timeframe to improve productivity in themedium term.
 – Due to the international dimensions of the South East’seconomy, it faces some Brexit uncertainty, both giventhe degree to which it relies on exports, and in relationto the availability of a skilled international workforce.
 – Attracting a suitable local workforce overall isincreasingly difficult because of the lack of affordablehousing. Increasingly we are seeing longer commutingjourneys as employees travel from outside the region.
 Region’s productivity rank: 2/12
 The current situation in the South East
 The South East broadly has a very similar industrial structure to the East of England, with the exception of a slightly lower share of manufacturing and a higher share of the information and communication sector. The latter boosts the best performing areas in the region: Berkshire, East Surrey, North Hampshire and West Kent. Many high technology companies are located near the M3 in Surrey and the M4 in Berkshire. Hence, the sectoral mix is conducive for high labour productivity and, like London, the region has higher than national average productivity in all but two sectors: mining and quarrying and agriculture – which make up less than 1% of total output.
 More detailed data is available in the table opposite, together with suggested actions.
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Table 8: Comparable data on South East productivity enablers
 Current state Suggested actions
 Company – The South East is the UK leader in patents – The region’s companies are highlycharacteristics
 –
 count, driven mainly by the advancedmanufacturing and high-tech sectors
 The region is relatively well integratedinto international supply chains, as it hasa share of 10.9% of exporters among
 integrated in global supply chains andaccount for a large share of the UK’s totalinnovation activity. Hence, this driverprovides a strong boost to the region’sproductivity
 non-financial companies operating in theregion – above the Great Britain averageof 8.1%. It is has the second largest shareof the UK’s inward FDI projects (11%),after London.
 – The region recorded only 5% growth inthe number of FDI projects from the four-year period between FY 2011/12-2015/16and FY 2012/13-2016/17, a potential focusarea.
 Infrastructure –
 –
 The poor quality of inter-regional links arethe infrastructure priority for businessesin the region, according to CBI’sinfrastructure surveys – in particular linksto the West and East England
 The region performs worse than theMidlands, London and North West on itsDoT’s transport connectivity score.
 – Apart from investing in better inter-regional links, priorities should be tacklingcongestion and improving the quality oflinks to London, as well as rail capacityupgrades at peak times.
 Skills and – The South East closely follows London – Given the favourable rankings of pupils’education
 –
 when it comes to average test scores forpupils at both Key Stage 2 andKey Stage 4
 Average secondary school attainmentscore per pupil was 47.2 in 2016/2017,above the average for England at 45.9. It
 performance in Key Stage 2 and 4assessments, as well as relatively positivefeedback on the job readiness of schoolleavers and graduates by employers, skillsquality is currently supportive of highproductivity
 –
 was the second best result in England,after London
 9.8% of secondary state-funded schoolswere assessed as below the minimumprogress standard in 2015/2016, but areas
 – The quality of secondary education is,however, fairly uneven in the region, andareas such as the Isle of Wight shouldbe supported in improving educationalattainment.
 –
 such as Isle of Wight are big outliers, with60% of schools identified with Progressscores below -0.25 and assessed aspotentially in need of additional support
 The region’s employers are on averagemore satisfied with the quality and skillsof school leavers than in the rest ofEngland.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.9 The South WestPriorities for improving regional productivity:
 – The focus should be on infrastructure: furtherinvestments, for example, need to be made inextending the electrification programme to includesuburban rail service in Bristol, Gloucestershireand Somerset, as well as improve links to Bristolairport.
 KPMG’s view from the ground:
 – The South West is one of the most economicallydiverse regions in the UK, ranging from Bristolright through to some of the most deprived areasin the UK.
 – Transport infrastructure is a major concernfor the region, with the road and rail networkrequiring significant intraregional and interregionalinvestment. Whilst devolution of some powersand money to the West of England CombinedAuthority will improve the speed of decision-making and help focus on certain projects, it willnot address the needs of the wider South West,which must have regard to local, national andinternational considerations.
 – While the region’s economy is very diverse,aerospace, specialist engineering and nuclear (builtaround the £20bn Hinkley development) standout as sectors ripe for focus and investment. Anational industrial strategy should recognise andsupport their further development.
 Region’s productivity rank: 5/12
 The current situation in the South West
 The best performing areas in the South West in terms of productivity are Swindon, Bristol and Bath in 2015, while Cornwall falls somewhat behind. The region has high intra-regional divergences: while Bristol houses aeronautics businesses and Bath and Swindon are boosted by telecommunications, information technology and electronics businesses, Devon is oriented towards agriculture and Cornwall is focused on tourism – both low value-added sectors.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 9: Comparable data on South West productivity enablers
 Current state Suggested actions
 Company – The South West is a strong performer in – Bolstering managerial practices - given thecharacteristics
 –
 terms of patents count, and has an abovenational average R&D expenditure
 The area has a high share of small andmedium-sized companies, as well as self-
 relative prevalence of small companies- and encouraging those organisations,such as Engine Shed, which support earlystage businesses
 –
 employed workers
 Although only 4% of all UK inward FDIprojects recorded between FY 2012/13and 2016/17 were located in the region,South West recorded a strong growthrate (14%) in the number of FDI projectscompared to the preceding four-yearperiod.
 – Make better use of Growth Hubs tosupport the SME market.
 Infrastructure –
 –
 The region is ranked last of all otherEngland regions by the DfT’s on itstransport connectivity to major rail and airhubs
 Poor digital infrastructure, as 4Gaccessibility is only worse in Wales.
 –
 –
 –
 Improving intraregional road and rail links, particularly around Bristol, including the connection to Bristol airport
 Improving links to London is important, and would be delivered with the electrification of the rail network between London and the South West
 Improving digital infrastructure with the aim of better integration of rural communities.
 Skills and – Performance of pupils from the South – Given the favourable rankings of pupils’education
 –
 West at Key Stage 2 assessment was inline with the English average in 2017
 Average secondary school attainment perpupil was 45.9 in 2016/2017, in line withthe average for England. It was the fourthbest result in England, after London, the
 performance in Key Stage 4 assessments,as well as the relatively positive feedbackon job readiness of school leavers andgraduates by employers, attention couldfocus on primary education to ensurecontinued positive results at later stages.
 –
 South East and the East
 The region’s employers are on averagemore satisfied with the quality and skillsof school leavers than in the rest ofEngland, and particularly with universitygraduates.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.10 WalesPriorities for improving regional productivity:
 – Improving educational attainment and skills is essential– in the light of local employers’ relative dissatisfactionwith even basic levels of literacy and numeracy – if theregion is to boost its productivity. Devising and fundingan alternative to the now scrapped Schools ChallengeCymru programme should therefore be a priority.
 KPMG’s view from the ground:
 – Although only a small proportion of Welsh companiesexport, the region is the second most dependenton trade with the EU, as measured by exports as ashare of Gross Value Added. Initiatives to assist morecompanies to tap export markets, and to supportexisting exporters to the EU with the transition toBrexit, will be very valuable.Wales’ relative dependence on the public sector
 makes it vulnerable to potential tightening in public sector spending, especially in light of the expected loss of EU funds. Promoting Foreign Direct Investment more vigorously may be able to bridge some of the funding needs, and help to shift the industrial mix towards higher productivity industries.
 Future infrastructure plans, including M4 relief road, Tidal Lagoon, City Deal (Swansea and Cardiff), Cardiff metro, and the large scale residential housing plans in Cardiff under LDP, will go some way towards easing congestion and improving the quality of living and employment opportunities.
 More needs to be done to improve transport and telecommunications infrastructure, as well as to raise skills level, in order to attract more business to Wales and improve the performance of existing businesses.
 –
 –
 Region’s productivity rank: 11/12
 The current situation in Wales
 The sectoral mix in Wales is not conducive to high labour productivity. A quarter of the economy’s output is generated by traditionally less productive public sector services (e.g. education, health, social work, administration), compared to below 20% on average nationally. Wales has a broadly similar industry mix as the North East, with a slightly higher share of public sector and manufacturing in its output, where the latter is boosted by car manufacturing plants. The region lacks high value-added service sector activities, and the gains from manufacturing production are concentrated in East Wales, while West Wales and the Valleys are among the most economically deprived areas in the UK.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 10: Comparable data on Wales productivity enablers
 Current state Suggested actions
 Company – Only 4.2% of non-financial companies – The higher share of smaller companiescharacteristics
 –
 located in Wales export
 R&D expenditure is half the amount ofthe UK average and the region has threetimes less patents count than the national
 in the region may benefit from businessmentoring and other schemes to improvemanagerial practices and encourageinnovation and exports.
 –
 average
 Although only 4% of all UK inward FDIprojects recorded between FY 2012/13and 2016/17 were located in the region,Wales recorded a strong growth rate(17%) in the number of FDI projectscompared to the preceding four-yearperiod.
 Infrastructure –
 –
 Wales has the worst 4G coverage and thesecond lowest share of households withinternet access in the UK, after the NorthEast
 Wales does not have areas large ordensely populated enough to significantlybenefit from agglomeration effects.
 –
 –
 Connecting North Wales to the NorthernPowerhouse and South Wales to theSouth of England is imperative
 Improving the digital infrastructure.
 Skills and – The majority of employers (51%) stated – Improving educational attainmenteducation that their 16-year-old recruits are not well
 enough prepared for their first job, andpredominantly link this to a lack of work
 – Investing in basic skills training and workexperience schemes.
 –
 –
 experience
 In North Wales, 10% of surveyedbusinesses pointed to a lack of basicnumeracy and literacy skills among theiryoung recruits
 Based on PISA tests, Welsh pupilsperform below the OECD average ontests of numeracy and literacy.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.11 ScotlandRegion’s productivity rank: 4/12Priorities for improving regional productivity:
 – The region’s priority should be focused action oneducation and skills. This would accelerate previousprogress made on improving productivity. Specifically:
 – further enhancing digital and technology skills acrossthe workforce;
 – enhanced managerial and leadership training in bothprivate and public sector;
 – improving numeracy and literacy skills in schools,where Scotland has in recent years fallen down theinternational PISA rankings.
 – Improving digital infrastructure and enhancing 4Gavailability and network speeds is also crucial forimproving productivity performance.
 KPMG’s view from the ground:
 – Scotland’s productivity is boosted by a high value oiland gas sector in the north east of the country and by astrong financial services sector. Scotland does well oninnovation indicators, while the accessibility of highereducation helps boost the share of skilled workers, withScotland only outperformed by London.
 – There is a shortage of housing in certain areas and thereare marked differences in productivity between urbanand rural areas.
 – The digital infrastructure needs improving in rural areas –although access to superfast broadband is also an issuein some areas within cities. Furthermore, 4G availability iscomparatively low.
 – Improving intra-regional transport connectivity is essentialto delivering future gains to productivity. There has beensignificant investment in major inter-regional transportlinks in recent years. Additional bus routes to improveintra-regional connectivity within Scotland would improveaccess to employment opportunities.
 The current situation in Scotland
 Scottish aggregate labour productivity is boosted by the high value-added oil sector in North Eastern Scotland, while high value-added financial services – and a burgeoning Fintech sector – dominate the economy of Eastern Scotland. Food and beverages production activities are primarily based in the Highlands and Islands area. On the whole, the region benefits from a relatively favourable aggregate sectoral mix, but intra-regional inequality is an issue, given the large proportion of rural areas.
 More detailed data is available in the table opposite, together with suggested actions.
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Table 11: Comparable data on Scotland productivity enablers
 Current state Suggested actions
 Company – Only 6% of the region’s non-financial – A focus on increased exports from localcharacteristics companies are exporters, which places
 the region just above Wales and theNorth East. However, the size structureof companies is similar to the average in
 –
 companies
 Further foreign direct investment is likelyto increase productivity and innovation
 –
 England, and companies are performingwell on innovation indicators
 Although only 7% of all UK inward FDIprojects recorded between FY 2012/13and 2016/17 were located in the region,Scotland recorded a strong growth rate(16%) in the number of FDI projectscompared to the preceding four-yearperiod.
 – Improved and more widespreadmanagement and leadership training tohelp drive innovation and productivity inboth the private and public sectors.
 Infrastructure – Digital infrastructure indicators are notencouraging: 4G availability is far belowthat of London (50.4% compared to69.7%), and the quality of the network asmeasured by speed is in the bottom halfof all the regions.
 –
 –
 Additional investment is required in digitalinfrastructure
 A focus on improved connectivity andimproved transport links – both within andbetween different regions of Scotland;and increasing air links.
 Skills and – Scottish pupils’ PISA test results have – Given the relatively positive feedbackeducation
 –
 –
 fallen since 2000 and are now in line withthe OECD average in all three subjectstested (literacy, numeracy, science)
 The excellent accessibility of highereducation helps boost the share of skilledworkers, with Scotland only outperformedby London
 In 2016, employers assessed the qualityof school and university leavers ason average satisfactory. Two thirds ofemployers say secondary school leaverswere well or very well prepared for work,and 84% of employers said the same ofuniversity graduates.
 –
 –
 from employers on the job readinessof school leavers and graduates, theskills mix is currently supportive of highproductivity
 However, action to improve literacy,numeracy and science at school levelwill be important for ensuring futureproductivity
 Life-long learning will be crucial inenhancing productivity in future. Digitaland technology skills are in short supply atpresent and are a priority to address.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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5.12 Northern Ireland
 Region’s productivity rank: 12/12
 Priorities for improving regional productivity:
 – Given the high percentage of workers without qualifications in theregion, policy makers should focus urgently on adult learning andupskilling initiatives.
 – Completing the A6 between Derry and Belfast is a major transportinfrastructure project for Northern Ireland.
 KPMG’s view from the ground:
 – Intensive efforts should be made to attract high-skilled graduatesback to the area, given the high number of workers withoutqualifications.
 – At the same time, the underachievement of many secondary schoolleavers should be treated as a priority.
 – Urgent action should be taken to address the digital divide betweenurban and rural areas.
 – The region should continue building on recent success stories inspecialist and high growth areas such as cyber security and the filmindustry.
 The current situation in Northern Ireland
 Northern Ireland is the only region in the UK to have lower labour productivity than the national average in each of the 13 sectors we analysed. Additionally, the sectoral mix is less conducive for high labour productivity as – like Wales – it has a high share of public sector jobs, which often tend to have less scope for productivity improvement. It also has a lower share than the national average of all higher value services such as financial and information and communication, while its manufacturing sector is dominated by food and beverages.
 More detailed data is available in the table opposite, together with suggested actions.
 © 2017 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International (“KPMG International”), a Swiss entity. All rights reserved.
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Table 12: Comparable data on Northern Ireland productivity enablers
 Current state Suggested actions
 Company – The lowest performing region in terms – Supporting an increase in R&D spending.characteristics
 –
 of registered patents per population,but faring somewhat better on R&Dexpenditure, as between 2010 and 2014,the region has on average outperformedYorkshire, Wales and the North East
 Only 2% of all the FDI projects in the UKbetween fiscal year 2012/13 and 2016/17were located in Northern Ireland.
 –
 Focus on maintaining word-class positionin R&D in specialist and high growthsectors such as cyber security
 Bolstering programmes to enhancemanagerial practices and leadership skillsin order to deliver higher productivity.
 Infrastructure –
 –
 –
 –
 The region fared the best on the measure of 4G network speed
 In terms of transport infrastructure, the region is well connected to the Republic of Ireland, but not as well connected to the rest of the UK
 Similarly to Wales, it is too small to make use of agglomeration effects
 Northern Ireland’s largest employers face some of the highest energy prices in Europe.
 –
 –
 –
 However, action is needed to ensure no digital divide between urban and rural areas across the region
 Progress the City Deal model
 Long term assurance on energy policy and funding to encourage investment in electricity infrastructure.
 Skills and – Northern Ireland has a relatively low – Favourable rankings in international tests,education
 –
 –
 net dissatisfaction with the soft skills oflower-skilled workers, and pupils performwell in OECD educational tests
 However, the percentage of those with noskills is twice the UK average
 STEM related subjects are still under-supplied20.
 –
 as well as relatively positive feedbackfrom employers on the job readinessof school leavers and graduates, arecurrently fuelling high productivitypotential
 However, urgent new interventions areneeded to deal with under-achievement- the proportion of school leavers who do
 –
 –
 –
 not achieve at least five GCES’s includingEnglish and Maths remains high at 34%
 Funding mechanism to address skills shortages - incentivise undergraduates to study under-supplied subject areas
 Attracting more high value-added industries, to counter the fact that Northern Ireland has the lowest share of highly-skilled workers in the UK
 Attracting highly skilled graduates back to Northern Ireland.
 20 Ulster University Economic Policy Centre: Northern Ireland 2017 Skills Barometer “Skills IN Demand”, Summary Report, June 2017
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