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Where are we now?



It’s a long road to recovery: deepest recession 
since the 1930s
Note: In the past it has taken between 36 and 48 months to return the level of output to where it was at the start of 
the recession. 

Source: NIESR



And the same places 
have been hit the hardest

• Worst impacts in parts of the 
North, West Midlands, South 

Wales and Scotland

• Former industrial cities with 
large manufacturing sectors and 
low skilled populations were hit 

hard 

• Cities with highly skilled 
populations and diverse, 
knowledge intensive economies 

were resilient 

The recession accentuated existing 
differences in prosperity



Future prosperity necessitates addressing significant 
challenges



UK prospects in the 2010s

• Credit crunches are bad news. On average unemployment rises 7 per 

cent, GDP declines by 7-9 per cent, public debt rises by 86 per cent

• “Deep and lasting impact on asset prices, output and employment”

• However government reaction in  2008/9 remarkable – some recovery 

inevitable

• Stock market jump biggest 9 month rise since 1693 – now correction 

and consolidation

• Near elimination of structural deficit over five years big risk

• Superimposed on huge deleveraging in prospect from indebted 

households, commercial property and private equity. 

• OBR thinks trend growth is 2.35 per cent. My view is growth unlikely to 
exceed 2 per cent over decade and could be lower



Five Major Challenges

1. Rebalancing the economy – from unproductive to “productive 
entrepreneurship”. The need for innovation and investment that builds on 
regional and local strengths. The return of  business purpose. 
Shareholder value maximisation “stupid” – Jack Welch

2. Rebalancing public finances. Sequencing and timing crucial. Beware 
Japan’s example. German policy in Eurozone very dangerous.

3. Rebalancing society – mitigating social polarisation. Need to mobilise 
the majority across the UK for an effective knowledge economy 

4. Rebalancing politics – effective central strategy, local ownership and 
proper deliberation to produce good law and regulation 

5. Rebalancing the international economy. A solution for: 

(a) the imbalances; 

(b) the unbounded nature of modern finance 

(c) China

These challenges must be addressed in the context of the most 
swingeing public spending cuts since World War II



And public sector cuts are challenging because public 
sector expansion drove growth in the 2000s



The North and Midlands will be hit hardest by public 
sector cuts – affecting public and private sector jobs

Net employment growth 1998 - 2008
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Where will growth and jobs come from in the 
2010s?



It was knowledge intensive services that drove the 1980s 
recovery…

Total employment, EU KLEMS database definition 1980=100. KE market based is telecoms, high tech, business, financial, and cultural services; KE public based is education and healthcare 
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…And the 1990s recovery

Total employment, EU KLEMS database definition 1980=100. KE market based is telecoms, high tech, business, financial, and cultural services; KE public based is education and healthcare 

0

0.2

0.4

0.6

0.8

1

1.2

1.4

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

in
d

ex
 1

99
0=

10
0

KE market based KE public based Manufacturing Other Services



What is the Knowledge Economy?

“ Economic success is increasingly based on the effective 

utilisation of intangible assets such as knowledge, skills, 
and innovative potential as the key resource of competitive 

advantage. The term  knowledge economy is used to 
describe this economic structure”

Source: UK Economic and Social Research Council 2005



Drivers of the knowledge economy

Growing as proportion of GDP in all western & advanced Asian economies

Driver Two
Shift in demand towards higher 

value added, 
experiential services and tech 

based goods as consumers have 
become more sophisticated and 

diversified.

Driver One
New technologies, especially General 
Purpose Technologies (GPTs), create 

new goods, services, 
processes 

and business models with multiple 
spill-overs.




