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Executive summary =

The Government'’s Industrial Strategy
outlines its priorities for stimulating
and future proofing economic growth.
At the core of this new agenda is a focus
on sectors — namely high-value, high
skill sectors — rather than on ‘place’.

Clearly different places will be able to capitalise on any sectoral focus

to different degrees. However, the Government's devolution agenda -
including City Deals and combined authorities — continues apace. To be
successful, local areas must bring together these two agendas in a way that
effectively targets resources and unlocks the potential of growing sectors.

The Northern Powerhouse is at a crossroads. In recent years it has lagged
behind the rest of the country in terms of economic and productivity
growth. However it is well positioned to capitalise on the new priorities
set out in the Industrial Strategy. It has a competitive advantage in many
target sectors, such as Knowledge Intensive Services and Advanced
Manufacturing, which the Government is keen to grow.

Focusing on these sectors also makes sense to UK plc for three critical
reasons. First, growth sectors are becoming increasingly important to the
UK's balance of trade. For example, the value of goods exported by the
UK's Advanced Manufacturing sector has risen 30% over the past 10 years.
Secondly, and vitally given the ongoing uncertainty over Brexit, trading
opportunities beyond the EU are booming: the export value of Advanced
Manufacturing goods to China has increased by 243% since 2007. Finally,
global Foreign Direct Investment (FDI) (aside from natural resources and
real estate) is concentrated in the key growth sectors.

Devolution accentuates the need for Local Authorities and LEPs to harness
the sectoral growth opportunities across the Northern Powerhouse through
a holistic approach to collaborative working. Places must recognise the
extent to which they will directly benefit from this sectoral focus; whether
they have multiple sectoral strengths or more narrow specialisations. Either
way, businesses must be made aware of new prospects and sector-specific
support. Economic growth and investment strategies need to fully reflect
the strengths and opportunities of the Northern Powerhouse.

© Cultura Creative (RF) / Alamy Stock Photo



Northern Powerhouse LEPs with GVA per job
in Knowledge Intensive Services increased
above the national average (2011-2016)

the number of Creative
Industry businesses in the
Northern Powerhouse

the number of Advanced
Manufacturing businesses
in the Northern
Powerhouse

of Great Britain’s Advanced Manufacturing
jobs are in the Northern Powerhouse

of Great Britain’s Knowledge
Intensive Services jobs are in the
Northern Powerhouse
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Introduction

The Government's Industrial
Strategy is an opportunity for the
Northern Powerhouse to shift up a
gear and fulfil its potential.

Now is the time for businesses and civic leaders to boost the area’s
competitiveness by working together to effectively implement the
Industrial Strategy and maximise its competitive advantage. The
Northern Powerhouse can be greater than the sum of its parts.

Whilst the Industrial Strategy reaffirms many existing
commitments to improving the UK's economic competitiveness
(such as the importance and effectiveness of Enterprise Zones) it
also signals a change in direction of the Government's strategic
economic thinking. The Industrial Strategy puts greater emphasis on
promoting key growth sectors than ‘place’, though it identifies the
challenges of the UK's uneven growth.

New sector deals and regionalised Department for International
Trade resources aim to improve business competitiveness, attracting
inward investment and increasing exports. This creates new
opportunities for the Northern Powerhouse. With strengths across
anumber of growth sectors the Northern Powerhouse is well placed
to profit from the Industrial Strategy’s commitment to rebalance
growth and target new growth opportunities.

Businesses and economic development stakeholders need to
collaborate and secure new sector and trade deals that will benefit all
of the Northern Powerhouse.

In this context, this Insight Report asks a number of questions:

1. Where are the growth sector opportunities in the Northern
Powerhouse*?

2. What is the trade and inward investment opportunity for the
Northern Powerhouse?

3. How are Northern Powerhouse Local Enterprise Partnerships
(LEPs) responding to the Industrial Strategy?

4. What can be done to support the Northern Powerhouse’s key
growth sectors?

01 Introduction

02 A new era of Industrial
Strategy

03 Identifying growth sectors
04 Trade and inward

investment

05 A Northern Powerhouse
response?

06 Conclusions and
implications

'Throughout our analysis,
the Northern Powerhouse
is defined as the three
northern English regions:
North East, North West and
Yorkshire and the Humber
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Last summer’s
referendum was not
simply a vote to leave
the European Union, it
was an instruction to the
Government to change

the way our country
works

Prime Minister Theresa
May, January 2017

02
A new era of

industrial strategy

Defying expectations of an economic downturn
following the vote to leave the EU in June 2016,
the UK economy continues to grow: forecast
economic growth (Gross Domestic Product) for
2017 has been upgraded to 2%>. Yet the result
of the EU referendum has been interpreted

by some, including the Prime Minister, as a
vote to change how the country works and

to rebalance economic growth across the UK.
Many in the Northern Powerhouse see this as
an opportunity to increase its share of future
economic growth.

The Government published its Industrial
Strategy Green Paper in January 2017,
welcoming opinions from businesses and
stakeholders on its new approach to making the
UK more competitive and open in a globalised
world.

Reflecting the breadth of the task the Industrial
Strategy identified ten pillars to shape future
policy (see inset). Each pillar is interrelated

and important in supporting economic

growth. For example businesses will struggle
to grow without access to skilled labour and
connectivity to their clients and supply chains.
Whilst the Government's Housing White Paper
recognises the role of housing in supporting
economic growth? it is overlooked in the
Industrial Strategy.

The Industrial Strategy reiterates support

for devolution deals and commitments made
in the Government'’s Northern Powerhouse
Strategy to increase trade and investment+. But
greater emphasis is made on growing sectors
and tackling other challenges that constrain
the UK's competitiveness. Aligning devolution
with new sector deals could benefit the
Northern Powerhouse greatly.

In this context the Industrial Strategy
represents a prime opportunity for the
Northern Powerhouse to reposition itself
amidst a changing economic narrative. It can
attain a greater economic role befitting its
untapped potential, by capitalising on trade
and inward investment opportunities, and
collaborating to negotiate sector deals that
will uplift the whole area. This, aligned with
devolution deals, could transform the Northern
Powerhouse.

1. Investing in science, research and
innovation

2. Developing skills
3. Upgrading infrastructure

4. Supporting businesses to start and
grow

Improving procurement

6. [Encouraging trade and inward
investment

7. Delivering affordable energy and clean
growth

8. Cultivating world-leading sectors

9. Driving growth across the whole
country

10. Creating the right institutions to
bring together sectors and places



Sector deals

Of particular importance to the Northern
Powerhouse’s prosperity is cultivating high
growth sectors and supporting their trade in
growing global markets. This will enable the
Northern Powerhouse to compete at a global
level, export its goods and services, and attract
further inward investment.

Sector deals will be open to all sectors, but
Government has proposed early deals in

Life Sciences, Ultra Low Emission Vehicles,
Industrial Digitalisation, Nuclear Industry and
Creative Industries.

Whilst there are few details on how the new
sector deals will work, the Industrial Strategy
makes it clear that Government will not ‘pick
winners' Instead it wants to adopt an open door
approach, welcoming business leadership in all
sectors to suggest ways Government can help
improve productivity and performance. Sector
deals could play a role in nurturing clusters,
increasing exports, changing regulations,
commercialising research and boosting skills.
This is welcome progress from Government’s
Northern Powerhouse strategy which
understated the role key sectors will have in
driving future economic growth.

Sector deals will be UK-wide but the Northern
Powerhouse has an opportunity to steer their
development to make sure they best reflect

the needs of its businesses. With many shared
strengths the whole economy could be uplifted
by sector deals that complement each area
within the Northern Powerhouse.

This can build on today’s strengths but also
position the Northern Powerhouse to develop
nascent industries (a key theme of the Industrial
Strategy) such as robotics and Artificial
Intelligence (AI). For example Liverpool

City Region is emerging as one of the UK’s
leading proponents of this growing field and
encouraging its uptake in small businessess.

Trade deals

Businesses in the Northern Powerhouse should
expect to benefit from the weight afforded in
the Industrial Strategy to strengthening global
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trade. The sixth pillar outlines how British
exports will be bolstered across the regions,
which builds on the Northern Powerhouse
strategy. The Department for International
Trade now has a dedicated Northern
Powerhouse team to facilitate 40 trade missions
by 2020. This regional approach aims to
showcase the Northern Powerhouse’s strengths
to relevant international markets, expose it

to growing global trade and attracting more
inward investment. Clarity of the Northern
Powerhouse’s proposition and its sector
strengths is key to maximising impact.

A modern British
industrial strategy
must make this country
a fertile ground for
new businesses and
new industries which
will challenge and in
some cases displace
the companies and
industries of today

Secretary of State for
Business, Energy and
Industrial Strategy Greg
Clark, January 2017

Government will review opportunities to
strengthen the presence of UK businesses at
international trade shows, including creating
trade shows for emerging sectors. UK Export
Finance capacity was doubled in the Autumn
Statement to support global exports. This
reduces risk for overseas countries and
businesses by increasing the ability to purchase
British goods and services in their local
currencies and avoid unpredictable currency
fluctuations.

These measures improve the ability of the
Northern Powerhouse to promote its strengths
at an international level, which will attract
investment and increase exports. This is an
important means of narrowing the performance
gap between the Northern Powerhouse and

the rest of the UK. Exporting businesses and
FDI drives higher employment and wage
growth than non-exporting businesses, and
productivity levels are higher®.

Summary

The Industrial Strategy provides welcome
clarity on the Government's future policy
direction amidst significant economic
uncertainties across the world. It emphasises
the important role that leading sectors have

in driving tomorrow’s economy; they will
become increasingly important in driving the
UK's export market and attracting inward
investment. The Northern Powerhouse is well
placed to capitalise on the Industrial Strategy’s
proposals, especially if it develops a coordinated
response and aligns opportunities with the
continuing devolution agenda.
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Identifying growth sectors

As the Industrial Strategy makes clear,
supporting growth sectors is a key component
of economic development. This is particularly
important to the Northern Powerhouse where
its productivity and output falls behind the rest
of the country; GVA per capita is 13% below the
UK. Growing higher performing sectors is one
important way of narrowing this gap.

The Northern Powerhouse needs to identify
its sector strengths, understand how these
vary across local areas, and coordinate its
response to fully capitalise on the Industrial
Strategy. To start this process, we asked where
the growth sector opportunities are across the
Northern Powerhouse. This analysed spatial
and sub sector details in the key growth areas
of Advanced Manufacturing and Knowledge
Intensive Services® (with an emphasis on the
Creative Industries).

Performance within the
Northern Powerhouse

To understand the Northern Powerhouse’s
strengths, we analysed the local level
representation of jobs and GVA in two

broad sector groups that reflect some of the

key growth opportunities in the Industrial
Strategy?. As a whole the Northern Powerhouse
accounts for 29% of Great Britain's Advanced
Manufacturing jobs and 20% of its Knowledge
Intensive Services jobs®.

However performance varies considerably at
the local level (Figure 1). Strongest performance
is concentrated in the main cities and outlying
areas but there are numerous other clusters.
Primarily due to the presence of BAE Systems,
Barrow-in-Furness has the greatest local
representation of the Advanced Manufacturing
sector, accounting for 19.2% of jobs and 27.4%
of GVA. But there are areas in the Northern
Powerhouse that have few jobs in the sector.
The greatest variation was in Knowledge
Intensive Services; GVA contribution was
highest in Manchester (34.3%) and less than
10% in North East Lincolnshire.

These variations highlight some of the diversity
in the Northern Powerhouse and the potential
roles that Local Authorities can have within
LEP areas.
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Figure I: Representation of jobs and GVA in high growth sectors

Proportion .
of Jobs Lower GVA, higher

workforce jobs

Lower GVA, lower

workforce jobs
North East LEP Proportion of sz
///
7
LEP Boundary LEP Overlap

Cumbria LEP

York, North
Yorkshire &
East Riding
LEP

Lancashire LEP

Liverpool
City Region
LEP

Greater Lincolnshire LEP

Sheffield City
Region LEP

Cheshire and
Warrington LEP

Source: Experian Data 2017, Lichfields analysis



INSIGHT
GROWING THE
POWERHOUSE

Northern Powerhouse strengths

The Northern Powerhouse boasts many
strengths and assets in key growth sectors.
Table 1 shows that whilst many LEPs in the
Northern Powerhouse have job representation
in key growth sectors above the national
average; they often also have higher GVA
representation.

Each LEP in the Northern Powerhouse has

job or GVA representation above the national
average in either Knowledge Intensive Services
or Advanced Manufacturing™. There are many
LEPs in the Northern Powerhouse that perform
above the national average in both

Knowledge Intensive Services and Advanced
Manufacturing sectors. Seven of the eleven
Northern Powerhouse LEPs saw GVA per job
in Knowledge Intensive Services increase above
the national average between 2011 and 2016.

World class research and innovation centres can
be found across the Northern Powerhouse, such
as the National Graphene Institute, Sheffield's
Advanced Manufacturing Research Centre and
the Offshore Renewable Energy Catapult. These
are vital to developing high value and emerging
sectors, and the prosperity of the Northern
Powerhouse. The Industrial Strategy proposes
to coordinate multiple assets to strengthen
sectors, rather than treating them as silos.

Table I: Representation of key growth sector jobs and GVA in Northern Powerhouse LEPs

KNOWLEDGE-INTENSIVE SECTORS
LEP (FINANGE, ICT, CREATIVE, EDUCATION, ADVANCED MANUFACTURING
PROFESSIONAL SERVICES)
WORKFORCE | GVABY | GVAPERJOB | WORKFORCE| GVABY | GVAPERJOB
JOBS (%OF | SECTOR(% | (2011-2016 | JOBS (%OF | SECTOR(% | (2011-2016
TOTAL) | OFTOTAL) | CHANGE) | TOTAL) | OFTOTAL) | CHANGE)

&‘a‘ﬁm;::d 23.4% 22.0% 2.7% 3.5% 15.2% 11.4%
Cumbria 14.7% 14.8% -0.8% 3.2% 5.8% 7.9%
fﬂr::(‘:f‘;ster 23.7% 26.2% 3.4% 2.0% 2.9% 3.3%
Humber 15.1% 12.8% -1.5% 3.6% 8.0% -15.0%
Lancashire 17.7% 18.3% 1.8% 4.0% 6.3% 3.7%
Leeds City Region 22.7% 22.9% -3.3% 2.3% 3.3% -13.7%
;2’;;":” City 19.9% 23.2% 2.0% 2.9% 8.1% -16.7%
North East 18.3% 19.4% 1.9% 4.7% 8.0% -7.8%
:Zgif;'r‘:'d City 19.1% 19.8% 0.2% 1.9% 2.7% -10.0%
Tees Valley 20.6% 20.7% 2.2% 2.8% 6.4% -0.3%
York, North
Yorkshire and East 19.1% 17.1% -5.6% 2.1% 3.5% -18.1%
Riding
?&Zﬂifga'” 19.7% 19.6% -0.4% 1.8% 3.5% -2.1%




Performance within
growth sectors

Economic development stakeholders need to
understand the detail of performance within
sectors and target their greatest opportunities.
This will be vital to developing sector deals that
reflect the needs of businesses and maximise
benefits for the whole of the Northern
Powerhouse. This can be demonstrated by
looking in more detail at two sectors with
growth potential identified in the Industrial
Strategy: Advanced Manufacturing and
Creative Industries.

Creative industry

There are Creative Industry clusters throughout
the Northern Powerhouse as it accommodates
37,580 businesses in the sector*2. At the UK
level the sector has seen a significant 59%
increase in GVA between 2010 and 2015%.

Because the sector is characterised as having
smaller, often start-up, businesses rather than
larger, more established businesses it can be
an effective growth driver in rural areas. For
example, Hebden Bridge in West Yorkshire
has a notably high concentration of Creative
Industry businesses compared to the size of its
total business population.

A high quality of life offer combined with
digital connectivity and flexible workspaces are
prime conditions for facilitating growth in the
Creative Industries. The Northern Powerhouse
has significant potential to grow this sector.

INSIGHT
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Key sub-sector GVA (UK change 2010-2015)":
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Automotive
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Media, Public Relations
and Advertising
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ICT, Software and
Computer Games
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Aerospace (air and
spacecraft machinery
manufacture only)
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Advanced manufacturing

The Northern Powerhouse is home to some
7,400 Advanced Manufacturing businesses®,
including global leaders such as Boeing, Ford,
Nissan and Siemens. These are clustered across
the Northern Powerhouse (see Figure 2). This
means it is starting from a position of strength
to negotiate sector deals with Government.

Whilst the overall GVA generated by the UK's
Advanced Manufacturing sector fell by 6.9%
from 2010 to 2015%, it is diverging into groups
with varying growth rates. For example the
automotive and aerospace sub sectors grew
particularly quickly and now account for nearly
two fifths of the sector's GVA; £26.4bn"7. Other
groups have seen a declining GVA, such as

the electronics and computer manufacturing
sub sector. This divergence within Advanced
Manufacturing could dampen the growth
prospects for the sector in overall terms,
reducing the Northern Powerhouse’s economic
resilience.

However new technologies and industries are
expected to revitalise stagnant sub sectors. For
example new breakthroughs with Graphene
(see inset) will revolutionise electronics,
creating new applications and technologies.

If the Northern Powerhouse is to compete
in a rapidly changing and competitive
world it needs to capture opportunities
emerging from the fourth industrial
revolution (4IR). 4IR is reshaping the
modern world; digital technologies are
augmenting physical and biological fields.
It is driving change at an exponential

rate, in every industry and country, and
transforming entire systems of production
and management.

4IR is creating a plethora of new
technologies, processes and applications;
some are already starting to be
implemented. Graphene, a ‘wonder
material’ discovered by researchers at
Manchester University, has a host of
applications such as electronic circuits,
batteries, and medical and industrial
processes. Robotics provides increasingly
sophisticated production methods and
Al is revolutionising how we design and
interact with the modern world; it is
already being used to augment existing
professions such as reviewing legal
contracts.

The Northern Powerhouse needs to build
on its strengths in emerging technologies
and processes to prosper and build
economic resilience to changes brought
by 4IR.



Figure 2: Representation of businesses in the Advanced Manufacturing sector

Business representation in
Advanced Manufacturing
(LQ), 2016, by MSOA:
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Source: ONS (2017) Inter-Departmental Business Register, Lichfields analysis
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Identifying sector growth
opportunities

The Northern Powerhouse must capitalise

on sector deals proposed in the Industrial
Strategy to support growth in both established
and successful sub sectors, as well as helping
stagnant sub sectors to revitalise and nurture
emerging specialisms.

To do this, economic development stakeholders
in the Northern Powerhouse first need to fully
understand their assets. This means looking

in detail at the composition and performance
of the business population to identify

growth sectors, as well as looking at spatial
agglomeration and clustering.

Figure 3 illustrates one of the practical ways
that stakeholders can develop a detailed
understanding, by using micro level business
data to identify clustering of high growth
sectors.

In this example we focused on small and
medium sized businesses in Advanced
Manufacturing and Creative Industries.

Such data can be obtained inexpensively by
public sector agencies. The analysis can reveal
previously under-appreciated clusters and
business specialisms.

Detailed analysis will be vital to negotiate
sector deals, but can also support economic
development stakeholders to make informed
decisions that maximise the impact of

limited resources. For example, this micro
level intelligence could add great weight to a
business case for infrastructure improvements
that would unlock expansion of a high growth
sector business cluster.

Figure 3: Example cluster analysis of businesses in high growth sectors
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Trade and inward

investment

Strengths in key growth sectors can be
supported further by aligning with new trade
and inward investment opportunities emerging
from the Industrial Strategy. This will help
unlock additional growth in the Northern
Powerhouse.

The Industrial Strategy focuses on encouraging
further trade, exports and inward investment
across more diverse markets. This is because

it will strengthen economic resilience;
businesses which export tend to have stronger
employment growth and higher wages than
non-exporters, and are attributed with driving
¢.60% of the UK's entire productivity growth?®.

Export opportunities

With a narrower trade deficit than the rest of
the UK the Northern Powerhouse accounts for
21% of all UK businesses that export, though its
share of the total value of goods exported by the

UK is lower at 18%. The Northern Powerhouse
is more reliant on the EU as an export market
than the rest of the UK. Uncertainty over future
trading relationships between the UK and EU
means the Northern Powerhouse needs to find
opportunities to diversify its export markets.

More detailed analysis of goods export data
shows there is potential for the Northern
Powerhouse in the Advanced Manufacturing
sector. The value of UK exports of Advanced
Manufacturing goods increased by 29.7%
between 2007 and 2016 to nearly £168bn2+;
twice the growth rate of all exports (14.4%).
This growth has been across all our main global
markets (see Figure 4). Whilst exports to the EU
have grown by only 3%, in absolute value terms
it is far greater than all other export markets.
Key growth sectors will lead the way in future
export growth and inward investment for the
UK, and this is expected to be the same for the
Northern Powerhouse.

Figure 4: UK exports of Advanced Manufacturing goods to global markets
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Northern
Powerhouse
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UK jobs created
and safeguarded by
FDI in key growth
sectors?e:

Financial and
Professional
Services

42000

Advanced
Manufacturing

100

Creative Industries
and ICT

14300

Energy and
Infrastructure

13300

Life Sciences

4300

Electronics and

Telecommunications

4000

Foreign Direct Investment

As well as promoting exports from key

growth sectors, the Northern Powerhouse
needs to attract further FDI to improve its
economic performance. The latest data from the
Department for International Trade shows that
the number of Advanced Manufacturing FDI
projects in the UK increased by 11% over the
past year, whilst the number of jobs increased
by 13%, to 37,470%.

A substantial proportion of that investment

is captured by the Northern Powerhouse,
although there is opportunity to increase this
markedly. For example, in 2015/16 the Northern
Powerhouse saw the number of FDI projects
increase by nearly a quarter from the year
before, to 332 (above the UK average)**.

The number of new jobs created by this
investment increased to almost 13,700; more
than a third of England’s total (excluding
London).

Given the Northern Powerhouse's strengths in
the Advanced Manufacturing sector there is
considerable scope to improve this performance.
This is particularly important, as global FDI
data shows that Advanced Manufacturing is
one of the biggest opportunities amongst the
key growth sectors for capital expenditure, jobs
and projects (Figure 5).

Recent levels of global FDI reiterates the
significant opportunities of the key growth
sectors, and why it is important the Northern
Powerhouse promotes itself to new global
markets and attract further inward investment.

Figure 5: Global FDI projects, capital investment and jobs in key growth sectors
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How can the Northern Powerhouse
capitalise on this opportunity?

The potential to increase the Northern
Powerhouse’s exports and attract further FDI
is significant. Key growth sectors, particularly
Advanced Manufacturing, will be vital in
driving this growth. By building on its strong
offer in these growth sectors the Northern
Powerhouse can position itself to capture a
greater share of future economic growth.

There are a wide variety of ways in which
this may be achieved. This includes ensuring
infrastructure supports the competitiveness
of goods and services produced by the
Northern Powerhouse businesses, but also
in coordinating and promoting exports and
attracting FDI*.

The Industrial Strategy maintains the
commitments made in the Government's
Northern Powerhouse Strategy to join up
trade and inward investment promotion across
local areas. Government is dedicating teams
and increasing resources for the Northern
Powerhouse, and seeks to promote it to
foreign investors on the basis of building an
understanding of the ‘northern offer°. This
involves putting in place locally based sector,
infrastructure and regeneration specialists,
and supporting overseas trade missions. These
measures aim to improve the attractiveness

of the Northern Powerhouse’s exports and to
overseas investors. The Northern Powerhouse
can enhance these efforts by developing a
coordinated response and pooling resources to
build on the Government’s commitments.

These initiatives are of course to be welcomed
in developing a collaborative, unified approach
to promoting the Northern Powerhouse to
foreign investors. As is the Government's
publication of the Northern Powerhouse
Investment Portfolio®* with over £5bn of
projects32.

A number of strategic investments have been
made to the Northern Powerhouse'’s export
infrastructure. This includes Liverpool 2: a
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A number of strategic investments have
been made in the Northern Powerhouse's
export infrastructure. This includes
Liverpool 2; a new deep water container
terminal capable of handling 95% of

the world's container vessels, major
redevelopment of Teesport (the UK'’s
third biggest port) and a £1bn investment
programme at Manchester Airport along
with new routes to a range of destinations.
Such physical infrastructure is vital

to increasing the competitiveness of

the Northern Powerhouse, supporting
businesses to export and attract new
FDI. With a rapidly improving network
of export infrastructure the Northern
Powerhouse needs to capture the
opportunities of overseas markets.

new deep water container terminal capable of
handling 95% of the world's container vessels?;
major redevelopment of Teesport (the UK's
third biggest port)*4; and a £1bn investment
programme at Manchester Airport along with
new routes to a plethora of destinations?®. Such
physical infrastructure is vital to increasing the
competitiveness of the Northern Powerhouse,
supporting businesses to export and attract
new FDI. With a rapidly improving network of
export infrastructure the Northern Powerhouse
needs to capture the opportunities of overseas
markets.

A joined up strategic approach is vital to
successfully boost the Northern Powerhouse’s
share of exports and attract FDI. Stakeholders
should focus on the greatest growth
opportunities; notably key growth sectors such
as Advanced Manufacturing. It is crucial that
instead of competing for FDI the Northern
Powerhouse develops complementary offers3.
The resources set out in the Industrial Strategy
provide excellent momentum to promote the
whole of the Northern Powerhouse.
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A Northern Powerhouse

response?

Without doubt the Industrial Strategy has
stimulated interest across the Northern
Powerhouse. For the Northern Powerhouse to
capitalise on the Industrial Strategy it will need
to be proactive and coordinate its response.
Most can be gained by targeting sector deals,
which will apply to all of the UK, to ensure the
shared strengths in the Northern Powerhouse
are fully represented.

Lichfields consulted with a number of LEPs
across northern England to understand the
direction of their responses to the Industrial
Strategy and coordination with other LEPs in
the Northern Powerhouse.

All of the consulted LEPs submitted responses
to the Government's Industrial Strategy. Their
responses welcomed the clear direction from
Government to support sector based growth,
and considered that the 10 pillars proposed

in the Industrial Strategy were appropriate.
However many LEPs highlighted the need to
focus on both place-based investment as well as
supporting sectors to grow.

We think the need for LEPs to proactively
drive the debate is greater than ever, and the
Government can allay concerns by clarifying
the evolving devolution agenda.

LEP strategic alignment with
Industrial Strategy

With many Northern Powerhouse LEPs
revising their Strategic Economic Plans to
align with the Industrial Strategy, some were
concerned more detail is needed, particularly
with the proposed sector deals. Government
should therefore clarify the type of support and
incentives businesses can expect to negotiate
for. One LEP suggested this would also ensure
that businesses have realistic expectations. The
proposed early sector deals could clarify this,
but it remains to be seen whether the same
parameters will be offered to all sectors. For
example, will Government inadvertently ‘pick
winners' by giving more favourable deals to
sectors with established lobbying weight above
emerging and disruptive sectors? A coordinated
and strategic response from the Northern
Powerhouse could remedy this and promote
sectors with greatest growth potential.

Consulted LEPs fell into two groups: those
considering their local strengths to align

well with the Industrial Strategy’s emerging
growth sectors, and those that thought it did
not reflect their local economy. The latter group
were either concerned that their economic
diversity meant they could miss out from
proposed sector deals, or that their specific
sector strengths were currently neglected.
Unsurprisingly, Advanced Manufacturing was
a strength shared by the LEPs; more niche
sector strengths that may not be reflected in
the Industrial Strategy included traditional
manufacturing, chemicals, agriculture and
tourism.



LEPs welcomed the business-led approach to
developing sector deals that reflect their needs.
This was seen as vital to their success. However
it was also suggested that the role of other
stakeholders in supporting sectors to grow
should not be neglected. For example, education
institutions providing hard to find skills. This
is particularly important because the Northern
Powerhouse enjoys a number of assets with
sector specific expertise which help both
established and emerging businesses to grow,
such as the Dalton Nuclear Institute and Centre
for Process Innovation.

A rising tide lifts all boats

As expressed throughout this Insight Report,
the Northern Powerhouse needs to collaborate
to ensure it maximises the potential of the
Industrial Strategy and new sector deals.
Whilst there is currently no shared Northern
Powerhouse response to the Industrial Strategy,
LEPs are already collaborating; such as
developing shared funding bids to strengthen
specific sectors. This is an excellent base from
which LEPs can build on to collaborate further
and develop a coordinated response to the
Industrial Strategy.
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Areas that feel their strengths are not currently
reflected in the Industrial Strategy have the
most to gain from collaborating across the
Northern Powerhouse. For those areas that are
benefitting from devolution and place based
deals, collaboration to promote shared sector
strengths is a win-win scenario.

LEPs, Local Authorities and other stakeholders
can take a number of steps to support
businesses in key growth sectors, and
proactively shape a collaborative Northern
Powerhouse response to the Industrial Strategy.
These steps are wide ranging and involve
numerous challenges.

In Table 2 overleaf we have explored some

of the steps that can be made around the key
areas of growth sectors, trade and inward and
investment, planning policy, and strategic
leadership. They provide options for policy
makers and stakeholders to consider as ways
of safeguarding future economic prosperity,
amidst the uncertainty generated by Brexit.
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Table 2: Key steps for LEPs, Local Authorities and the Northern Powerhouse

Identify growth sector opportunities, Develop sector deal proposals that reflect
analysing the performance details and the shared needs of businesses to benefit the
« | Pinpoint business needs through engagement | whole of the Northern Powerhouse
o<
2 | Determine whether sector specific or cross Coordinate and pool resources to promote
% sector interventions will yield the greatest sectors, for example referring businesses to
z impact specialist R&D facilities
§ Undertake localised initiatives to support Establish sector forums that collaborate with
S | sector and business clusters with growth the Department for International Trade’s
potential, such as digital and physical Northern Powerhouse team, sharing best
infrastructure improvements practice
Ensure inward investment strategies Continue to coordinate a combined Northern
a capitalise on new Northern Powerhouse Powerhouse offer that reflects local
%‘ % resources strengths
o E Develop complementary, not competing, Align the Northern Powerhouse export and
E g inward investment strategies FDI offer with key sector strengths and
g = Adopt a clear strategy to attract and respond emerging sector deals
= to inward investment opportunities®” Regularly update the Northern Powerhouse
investment prospectus®®
Safeguard and allocate land to strengthen Ensure strategic level planning issues are
key business clusters and sectors tackled where they affect broad areas,
5 Review the potential of Article 4 Designations tSUCh .as guaranteeing sufficient housmg.
= . . is delivered to meet the needs of Strategic
© | where conversion of business space to .
a . . . p Housing Market Areas
o« | residential use could be a risk for specific
% sectors, such as the Creative Industries Share best practice and case studies where
% Adopt housing growth targets above inward investment opportunities and growth
o . L. sectors have been successfully support by
demographic needs to support aspirational . .
. planning policy
economic growth
Collaborate with other Northern Powerhouse | Develop combined Northern Powerhouse
o stakeholders to identify shared strengths sector deal proposals for negotiation with
& | and opportunities, contributing towards a Government, reflecting opportunities and
E combined offer challenges shared by Northern Powerhouse
§ Ensure that Strategic Economic Plans and businesses
% other growth plans reflect the opportunities | Promote the pooling of resources and refer
= created by the Industrial Strategy, sector businesses to shared assets such as the
E deals and Northern Powerhouse export and Northern Powerhouse Investment Fund and
@) FDI resources local Department for International Trade
resources
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Conclusions and

implications

The Government'’s Industrial Strategy provides
an opportunity for the Northern Powerhouse
to facilitate a step change in its economic
performance, and to narrow its output gap with
the rest of the UK. This can be brought about by
coordinating and negotiating sector and trade
deals that best complement its sectors, enabling
its businesses to grow, export and attract
inward investment.

The Northern Powerhouse has strengths across
many growth sectors, and especially Advanced
Manufacturing. These strengths vary locally;
some places have strengths in multiple sectors
whilst others have narrower specialisations.
To capitalise on the Industrial Strategy,
stakeholders in the Northern Powerhouse need
to understand in detail their growth sector
strengths and performance. This will provide
an informed basis to negotiate sector deals that
benefit the whole of the Northern Powerhouse.

The trade and inward investment opportunities
for the Northern Powerhouse are significant.
Whilst its current exports are already sizeable
at almost £54bn a year, key growth sectors

will become increasingly important for the
Northern Powerhouse. The UK's exports of
Advanced Manufacturing goods have surged

across all global markets in recent years

and especially in emerging markets. This is
particularly important given the uncertainties
over future trade between the UK and EU.
Trends in global FDI also align with the
Northern Powerhouse’s sector strengths.
Future success for the Northern Powerhouse
will be driven by key growth sectors. New
Northern Powerhouse trade and inward
investment resources will play a key role in
capitalising on these opportunities.

From our experience of working with LEPs
and Local Authorities, we understand the
importance of collaboration in making
successful places. We recognise that the
Northern Powerhouse can be greater than

the sum of its parts. Collaboration is needed

to ensure that new sector deals fully reflect
the needs of businesses in the Northern
Powerhouse, sharing resources and referring
to areas of expertise. This needs to build on the
existing efforts already being made by LEPs,
expanding to cover the whole of the Northern
Powerhouse and all its growth sector strengths.

By developing a holistic, coordinated response
to the Industrial Strategy, the Northern
Powerhouse can reposition itself to provide a
more competitive and attractive offer to the
global economy.
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