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SUMMARY
60-SECOND SUMMARY
The north of England relies on its professional and business services
(PBS). They are a vital enabler for the North’s ‘prime capabilities’ – those
sectors in which the North specialises – and perform important day-today functions that keep the wider economy functioning.
Within the North, the professional and business services sector is
concentrated in Manchester and Leeds (accounting for almost half
of all northern PBS employment). Increasingly, these two cities are
complementing one another in terms of their different strengths and
acting as a hub for other parts of the North.
However, changes are required: the PBS sector needs to adapt to
changes in technology and skills, to ensure that the whole of the North
is properly served – either by local firms or those based in Manchester
and Leeds – and to provide a northern focus for Brexit negotiations
concerning the sector.
The government’s new place-based industrial strategy must unlock this
sector’s enabling capabilities.
• The Professional and Business Services Council should revise the
sector strategy to account for its different functions in different places,
and this should be integrated with northern and local enterprise
partnership-level strategies.
• The Department for Business, Energy and Industrial Strategy and
the Department for Education should set out a joint strategy for PBS
skills, covering careers advice, work experience, and ‘trailblazer’
apprenticeship reforms related to the sector.
• Local enterprise partnerships should support their local education
and skills system to develop the skills their local PBS sector needs
– especially those that are needed to enable prime capabilities
such as health innovation, or advanced manufacturing.
• Local transport authorities and Transport for the North should
prioritise sector-specific requirements as part of the transport
planning process.
• The PBS sector should be represented on a northern Brexit
negotiating committee – as previously recommended by IPPR North
– and cooperate on international trade delegations.
• The Professional and Business Services Council should establish
a northern professional and business services committee to
develop a northern PBS strategy and coordinate between national
and local strategies.
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ANALYSIS
The North has great potential. It has a number of prime capabilities
and economic assets that can help the country to thrive. The Northern
Independent Economic Review has identified four ‘prime capabilities’:
advanced manufacturing, digital, energy and health innovation
(NIER 2016). The vote for the UK to leave the European Union means
the North’s strengths will be more important than ever before: the
‘northern powerhouse’ must succeed.
The PBS sector is an enabling capability in the North. It isn’t a prime
capability in its own right but it is vital as an enabler for the wider economy.
Alongside logistics and education, it enables prime capabilities to thrive by
providing services to these high-growth companies. It also underpins the
wider economy and has some small but significant specialisms.
This report takes a deep dive into the North’s PBS sector to investigate
how well it performs, by assessing three functions, outlined below.
Function 1: Underpinning the economy
The North’s PBS sector appears to be providing a minimum level of
support to business across the North.
• The North as a whole has a similar share of PBS firms to other
regions outside London and the key sub-sectors are well
represented at this level.
• PBS firms are unevenly spread across the North, with almost half
located in Greater Manchester and Leeds City Region alone.
• Some of the more rural areas are lacking local provision, which is
often provided instead by some of the major cities.
Function 2: Enabling the North’s prime capabilities
The sector is most important in the way it enables the North’s prime
capabilities to function. These sectors appear to be getting the services
they need but not always from firms based in the North.
• Advanced manufacturing attracts a high degree of competition
from the large professional services firms and from smaller firms
for smaller contracts.
• Energy is a tightly regulated sector and tends to be served by
specialist, centralised teams based outside of the North, and
which have a nationwide focus.
• Health innovation is an area of intense focus for the larger
professional services firms, while some smaller firms compete
to serve smaller health innovation firms.
• Digital is attracting a great deal of attention from PBS firms of all
sizes: companies in the sector can become highly profitable very
quickly and benefit from the strategic advice the PBS sector offers.
• Some of the major financial institutions based in the North tend to
be served by specialist teams within large PBS organisations.
• Logistics are not the focus of the major firms as they tend to
be either multi-national or very small. Our survey indicated that
logistics do get significant attention from professionals.
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Education (especially higher education) is the focus of major professional
services firms and many have specialist HE teams based in the North
who provide services such as auditing the universities and support on
big infrastructure projects.

Function 3: Specialising and competing internationally
Parts of the North have a high concentration of PBS and the sector
is growing above and beyond national or industry-wide trends in
these areas.
• Leeds City Region performs strongly: it specialises in rental and
leasing activities, financial service activities (except insurance and
pension funding) and activities auxiliary to these. Employment
activities, rental and leasing activities and activities auxiliary
to financial services and insurance activities have grown
disproportionately there.
• Greater Manchester also has a significant strength in the sector:
it is specialised in a range of activities related to insurance, legal
and accounting activities. Legal and accounting activities have
grown disproportionately there.
• The area of Cheshire and Warrington is far smaller than the two
cities described above but is specialised due to its financial service
activities (except insurance and pension funding), which are
clustered around the towns of Wilmslow and Knutsford. Cheshire
and Warrington also has a large and growing concentration of legal
and accounting activities.
• The North accounts for 15.5 per cent of exports in insurance
and pension services and 13.8 per cent of UK financial services.
Northern firms use London as a ‘shop window’ to cut deals
with international clients. The North also has some small niche
specialisms, such as maritime insurance.
Challenges
While the PBS sector in the North is thriving and presents many
opportunities, it needs to tackle three distinct challenges.
1. The sector skills challenge. Technology is fundamentally changing
the nature of work. Employees are now tending to focus more on
business strategy and advice, rather than audit and compliance,
which is becoming far more automated.
2. The spatial challenge. The wider economy and the North’s prime
sectors rely on PBS to function but the sector is centralising on
Leeds and Manchester.
3. The international challenge. Brexit means short-term uncertainty
for the UK, and – while some firms may benefit – in general the
long-term effects are likely to be challenging. The PBS sector will
have to thrive if it is to provide jobs or enable the wider economy
to restructure.
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RECOMMENDATIONS
Building on this analysis, we group our recommendations within three
main categories: strategic, enabling and institutional.
Strategic
At a strategic level, action needs to be taken at different geographical
scales in order to ensure the professional and business services sector
can thrive.
• The national sector strategy, led by the PBS Council, needs to be
reviewed in light of the government’s place-based industrial strategy
(when this has been produced). Such a review must have much greater
focus on regional strengths and weaknesses in relation to the various
‘functions’ of the sector and adopt a clear place-based approach.
• A northern professional and business services council (see below)
should be established and tasked with developing a northern PBS
strategy, bringing together local enterprise partnership-level priorities
within the overarching national sector strategy.
• Local enterprise partnerships – together with combined authorities and
mayors, where they exist – should develop clear strategic priorities for
the PBS sector and support these businesses to perform their basic
enabling functions.
• At a business level, all firms should develop clear plans for
addressing the technological, skills and Brexit challenges facing the
sector; where needed, growth hubs should either provide advice
directly, or bring in that advice from other firms in the PBS sector.
Enabling
There are several actions that need to be taken in order to support and
enable the PBS sector, not least concerning skills, connectivity and
international trade.
• The Department for Business, Energy and Industrial Strategy (BEIS)
and Department for Education (DfE) should set out a joint strategy
for PBS skills, which dovetails with BEIS industrial strategy and
harnesses the education assets of DfE. This would cover careers
advice, work experience and ‘trailblazer’ apprenticeships related to
the sector.
• Local enterprise partnerships should identify the specific skills
their local PBS sector needs in general, but especially the skills
they need to enable local prime capabilities to grow. They should
then facilitate collaboration between business leaders and further
and higher education institutions (especially business schools) in
order to support a responsive education system and a proactive
approach to graduate retention.
• Local transport authorities and Transport for the North should
prioritise sector-specific requirements as part of the transport
planning process. This should include:
–– local transport authorities developing strategic transport plans
to support PBS clusters, particularly outside city centres, and
–– Transport for the North prioritising initiatives to broaden
connections between northern cities to expand the highlyskilled northern labour pool.
6
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The Brexit negotiations should be more inclusive of the sector and
not simply rely on PBS representation through the City of London.
The sector should therefore be represented on a northern Brexit
negotiating committee (a body previously proposed by IPPR North).
The Department for International Trade should work closely with a
northern professional and business services council (see below), and
build on the government’s ‘centres of excellence’ approach, to ensure
that the strengths of the northern PBS sector are clearly represented in
trade delegations and other regional promotion.

Institutional
The PBS Council should establish a northern professional and business
services council to complement its activities in the North. This council
should: set out a vision for the North’s PBS sector; resolve challenges
specific to the North (especially around transport); take joint responsibility
for advancing northern ‘centres of excellence’; and coordinate between
national sector and industrial strategy development and local priorities.
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1.
INTRODUCTION
THE NEED FOR BALANCED GROWTH
The economy needs to rebalance, now more than ever before. The
UK has long demanded an economic counterweight to its capital city
(IPPR North and NEFC 2012). Brexit injects new urgency to this task:
imbalance and inequality within the country have driven both the
referendum result and ongoing discontent (Goodwin and Heath 2016);
the UK’s future prosperity also relies on all regions pulling their weight
(McCann 2016). It is right, therefore, that the new prime minister has
prioritised growth outside London (May 2016).
To rebalance the economy, the government must adopt a ‘North First’
approach. The North1 may lag far behind the capital in productivity
terms but its potential is significant: some highly productive areas and
industries, strategic ports and universities, and five resurgent cities lie
at its core: Liverpool, Manchester, Leeds, Sheffield and Newcastle. The
new government will rightly focus on all of the country outside London
as a priority. The North is ready to lead this drive and has both the
economy and the institutions needed to take on the challenge.
The northern powerhouse will soon have new leadership to take this
forward. The North is becoming less dependent on Westminster: the
devolution of powers to five new metro mayors, and the progress of
Transport for the North towards statutory status, demonstrate the
North’s confidence and its desire to take control of its own future.
The previous chancellor, George Osborne, coined the term ‘northern
powerhouse’ to describe the North’s potential and established northern
prosperity as a top government priority. But it is a new prime minister,
and new northern leaders, who will now put this into practice.
THE NORTH’S PRIME AND ENABLING CAPABILITIES
In 2012, IPPR North and the Northern Economic Futures Commission
(NEFC) identified the need for a northern industrial strategy. The
commission’s final report, Northern Prosperity is National Prosperity,
set out a modern approach that moves beyond ‘command and control’
but acknowledges the value of state intervention in certain areas to
drive entrepreneurialism and to correct market failures (IPPR North and
NEFC 2012).
This approach was reinvigorated in 2016 with Transport for the North’s
Northern Powerhouse Independent Economic Review (known as the
NIER). The review undertook the essential first step of analysing the
North’s economic strength; it set out its four ‘prime capabilities’ –
those sectors the North specialises in:
1
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Advanced manufacturing
Energy
Health innovation
Digital

The review set out three further ‘enabling capabilities’ that support these:
• Financial and professional services
• Logistics
• Education (especially higher education)
The new government is now developing an industrial strategy. A new
department has been created – the department for Business, Energy and
Industrial Strategy (BEIS) – and the Secretary of State has set out his
desire for a focused, place-based industrial strategy, which will enhance
regional growth.
DEFINING THE PROFESSIONAL AND BUSINESS SERVICES SECTOR
The developments described above present a great opportunity for
the North’s PBS sector. This project focuses on one of the enabling
capabilities identified by the NIER: financial and professional services.
The NIER recognises that a capability is broader than a sector definition
– it encompasses assets and supply chains as well as those businesses
that fit a particular industrial category (NIER 2016). But there is a core
sector definition that sits at the heart of this capability – necessary for
defining and analysing the sector precisely. While there are several
definitions of the sector used by different bodies, ours conforms closely
to that used in the NIER, although we refer to it as professional and
business services (PBS) (in line with the government’s sector strategy).
The sector is quite diverse and includes the following (Green et al 2012):
• financial service activities, except insurance and pension funding
• insurance, reinsurance and pension funding, except compulsory
social security
• activities auxiliary to financial services and insurance activities
• real estate activities
• legal and accounting activities
• activities of head offices and management consultancy activities
• rental and leasing activities
• employment activities.
PROJECT OBJECTIVES AND METHODOLOGY
This project investigates the PBS sector’s role in the northern economy.
Our methodology underlines our intent: to understand the sector from
several different angles. At the core of our project is a quantitative analysis
of the sector’s strengths, using official government data. Further to this, we
also spoke to PBS practitioners and business leaders via three roundtables
and conducted a number of in-depth interviews with the large professional
services firms and with smaller companies and sole practitioners. Finally,
to understand the role of chartered accountants in greater detail, we
conducted a bespoke online survey of more than 100 members of the
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Institute of Chartered Accountants in England and Wales (ICAEW) located
in the North.2 This report investigates the economic role of PBS, and is
therefore focused on its interactions with the private sector, although it is
worth noting that the sector delivers a great deal of services for the public
sector too.
For the purpose of this project we have divided the sector into three
functions. These functions also describe its geography as the sector
has a different role in different areas:
• Function 1: Underpinning the wider economy. The sector is a
catalyst for growth, trade and investment in other sectors – this
unique enabling role is vital for understanding how the sector
operates and adds value across the country, not just in London.
• Function 2: Enabling the North’s prime capabilities. Most
importantly, it performs this enabling role for the four prime
capabilities, and the three enabling capabilities (including other
businesses in the PBS sector), named above.
• Function 3: Specialising and competing internationally. PBS is
undeniably a sector in which the UK holds significant international
comparative advantage: output from the sector has grown
annually by almost 4 per cent in the last decade and it accounts
for 12 per cent of exports to OECD countries – second only to the
United States (HMG 2013). London leads on this but the North
does specialise in its own right in some sub-sectors and performs
a complementary role to the capital’s.
This report first takes stock of relevant policy – industrial and regional
policy, and how these relate to skills. We then analyse the role the sector
is currently playing in the northern economy through the three functions
outlined above. We then discuss the threats and opportunities facing
the sector, before setting out the role it should play in the government’s
emerging industrial strategy.
If the government wants to develop a modern, place-based industrial
strategy, it must harness the whole country’s assets. This report, using
the PBS sector as a test case, starts to show what a modern placebased industrial strategy for enabling capability should look like.

2
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2.
TOWARDS A PLACE-BASED
INDUSTRIAL STRATEGY FOR
BUSINESS SKILLS
The PBS sector will be essential for the new government and for the
north of England. It is one of the North’s enabling capabilities and a
sector of national priority. With a new focus on industrial strategy from
central government, it is likely to see more intervention. Most importantly,
from a northern perspective, the industrial strategy will be ‘place-based’
and will therefore need to dovetail with regional policy in order to enable
the North’s economy to prosper. Finally – and especially for this sector –
it will need a strong skills component. This chapter briefly outlines these
three strands and how they fit together in the context of the PBS sector.
CURRENT PROFESSIONAL AND BUSINESS SERVICES STRATEGY
The UK currently has an industrial strategy – but in practice it isn’t
very interventionist. The coalition government’s industrial strategy set
out 11 sectors on which to focus but apart from investing in ‘eight
great technologies’3, there is little evidence of a vertical – that is,
industry-specific – approach (BIS et al 2013). There are often sector
specialists within relevant agencies – for example, the new Department
for International Trade (DIT – formerly UKTI) and the National
Apprenticeship Service – but their powers are limited.
The PBS sector has a strategy and is represented and supported by the
PBS Council, a body led by the private sector. The government’s aim has
been to establish the UK as the global hub for the sector and to harness
its full potential as an enabling capability (HMG 2013). The government’s
objectives have been to: win market share overseas; drive up skills and
coordinate this with industry needs; professionalise UK institutions; and
use ICT and the internet to transform practices (ibid). A team within BEIS
works closely with the PBS Council.
The recent approach to industrial strategy, as stated above, is not
particularly interventionist. It includes the following ‘actions for government’:
• ‘Engage with sector to ensure the regulatory and business
environment for PBS is fit for purpose and work with the sector
to minimise regulatory overlap.’
• Work with industry in developing its Growth Voucher scheme to
ensure this helps maximise the impact of PBS in stimulating growth
in the wider economy. Launch the scheme in early 2014.’
3
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Continue to support HAs [higher apprenticeships] as a viable
alternative to HE (including access to HE funding at higher levels).’
Promote awareness of HAs, potentially using the example of PBS HAs
to help create parity of esteem between HAs and HE.’
Consider effect of school reporting metrics/data on prestige of HAs as
destination and ensure that they are recognised as equal to HE.’ (ibid)

The government has started to recognise that the sector is not entirely
focused on London, and in 2015 identified a series of ‘centres of
excellence’ across the UK – places where more than 10,000 people were
employed in the sector. This simple definition encompasses several
northern cities including Leeds, Manchester, Liverpool and Sheffield
(FSO 2015). This concept was recently refreshed and the government
now recognises eight such centres, which include Yorkshire and the
North West (DIT et al 2016). The government states its intention to
address the place-based challenges faced by the sector – such as
infrastructure and skills – and a desire to harness the economies of its
clusters across the UK (FSO 2015).
But this is clearly a long way from any conception of a place-based
industrial strategy. There is little understanding of place – no mention
of how the sector functions differently in different areas – and so far,
the government has taken little action to specifically support the PBS
sector’s growth in these areas.
PLACE AND INDUSTRIAL STRATEGY
UK governments have shied away from an interventionist industrial
strategy for some time. The latest iteration of industrial strategy is in
line with an approach taken since the 1980s. Government intervention
now tends to be made only in reaction to industrial crises (for example,
in the steel and the financial services industries) or is highly selective
(for example, the support for life sciences and advanced manufacturing
via investment in specific technologies and R&D). Regional and local
government have filled some of the gaps by identifying their own
priority sectors (see NIER 2016) but they lack the powers they need to
intervene themselves and rely on government growth deals if they are
to intervene at all.
Governments overseas are more interventionist. In Europe, Germany has
worked to protect its manufacturing base from deindustrialisation and to
enhance its exporting strengths; French governments of both the left and
right have set up big investment funds and loans; Finland has focused
on its enablers, especially ICT (TUC 2009, Chang et al 2013). Further
afield, East Asian interventions have included coordinating investments,
regulating technology imports and foreign direct investment, mandatory
worker training for firms above a certain size, and promoting exports
(Chang 2009). Regional government has also taken on a strong role in
industrial policy in other countries, prime examples being the German
regions of North Rhine Westphalia – often compared to the north of
England (IPPR North and NEFC 2012, Swinney 2016), and Bavaria and
Baden-Württemberg, and in Italy, Emilia-Romagna (Uterwedde 2009
quoted in TUC 2009, Chang 2009, Bianchi and Labori 2011).
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The UK government may have eschewed an interventionist industrial
strategy, but its activities do have very different impacts depending on
the industry in question. Many government actions are often considered
horizontal – that is, not sector-specific – but on further examination do tend
to benefit some sectors more than others: for example, by focusing on
higher education at the cost of vocational education, policy has benefited
knowledge-intensive services over sectors such as construction and retail
that require more practical skills. Tax policy also has a vertical effect: the
decision to cut corporation tax and raise VAT benefits high-profit sectors
such as oil and gas to the cost of retail. It seems no policy can be purely
horizontal in its effect, despite benign intentions: therefore, the government
does intervene – just not in a strategic way.
Regional strategy has taken a parallel route. Like industrial strategy,
the approach has been timid and blunt in general, but selective and
interventionist on occasion. Again, before the 1980s government was
more interventionist, for example designating protected green belt areas
around major cities to prevent urban sprawl and creating New Towns to
regenerate post-war Britain. Government deviated from this approach in
the 1980s (though, of course, the legacy of these interventions remains),
leaving only small, ad-hoc, private-sector-led regeneration efforts up
to 1997; after that year there was a semi-revival of regional policy, with
the advent of regional development agencies (RDAs) set up across the
English regions and devolution to the UK’s constituent nations. Post2010 saw this agenda slip backwards again as RDAs were replaced by
the looser local enterprise partnerships (LEPs).
In other countries, local or regional government would have stepped
in but in the UK these rely on central government funding. Local
government in the UK raises only 4.9 per cent of total taxation – placing
the UK among the most fiscally centralised countries in the OECD
(OECD 2015). The austerity agenda pushed by central government has
had the inevitable effect: local government has had to cut spending on
economic affairs by 21.3 per cent since 2010/11 (HM Treasury 2015).
The net result is that, in 2016, there is little regional policy intervention
from either central or local government.
There are significant exceptions, however, in this case bound up with
devolution. The areas that have received the attention of regional policy
are those with their own political power:
• London has experienced a new concentration of both power and
spending: the capital dominates our politics; Transport for London
is a powerful transport body, able to invest and coordinate unlike
anywhere else in the country; and London has a powerful mayor, who
is able to represent the city on the world stage and exercise a range
of soft powers across the capital. Between 2016/17 and 2020/21
London is set to receive £1,900 per head on transport infrastructure,
compared with £280 per head in the North (IPPR North 2016). It
receives £900 and £1,300 more per pupil in grant funding for primary
and secondary schools respectively (Clifton et al 2016). London’s
economy continues to power ahead, with a rate of productivity almost
1.5 times that of the North (ibid).
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Wales and Scotland are further exceptions: these nations have devolved
power over key economic areas, and DIT exercises ‘concurrent powers’
with them over trading and foreign direct investment (FDI). These areas
have also seen relatively high levels of transport spending and the
devolved approach to inward investment appears to be working there,
too (HM Treasury 2015, Cox et al 2013).

BUSINESS SKILLS
A place-based industrial strategy must have skills at its heart. The skills
of the labour force are central both to the industry and the geography
of economic growth. The changing composition of the economy has
shifted both the nature of the skills employers require and the geography
of their demand: in simple terms, it has meant a long-term reduction in
skilled manual workers who worked outside of city centres in large-scale
manufacturing plants, trained as apprentices and held a well-paid job
for life. This same change has seen a long-term increase in demand for
skilled service sector workers, who tend to have been to university but
will do several jobs over the course of their life.
Education and skills policy has not responded to these changes. The vast
majority of an individual’s skillset is determined before they leave school,
but up to GCSE level there is little consideration of the industry or place
in which they will work (most young people don’t even benefit from high
quality careers advice or work experience). From the age of 16, there is
more of a role for industry in education but few will consciously select
their region of work at this stage, although they may have an idea of the
job they want to do. The outcome of this approach is clear: there is a
long-standing gap between the skills school-leavers have and the skills
employers want and this differs in severity, both by industry and by area
(UKCES 2016).
There have been some positive and negative changes in policy in recent
years, as some reforms have meant a stronger role for industry and place
in education and skills. Apprenticeships policy has been modernised to
move with the trend away from industry and construction and towards
services: in 2015/16 business administration and law accounted for
28.1 per cent of apprenticeships (up from 21.6. per cent in 2005/06),
while health, public services and care now account for 26.1 per cent
(up from 13.2 per cent) (SFA 2016). With the new apprenticeship levy
policy, the government will strongly incentivise big businesses towards
recruiting apprentices: by their nature, apprenticeships are more likely
to align with the economies of place and industry than generic further
or higher education courses. The coalition government pushed forward
so-called ‘employer ownership of skills’, which sees businesses having
more say in skills provision, while the new trailblazer reforms will
increase employer influence over provision further. There have also been
some marginal steps towards devolving skills policy in order to align it
with local economies, as outlined in the boxed text below.
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The PBS sector itself takes charge of much training and is far more
focused and quicker to adapt than government policy. Accountancy
and law have historically spent a great deal of time and money training
staff. Both graduates and school leavers can progress through courses
in accountancy and become chartered accountants. The accountancy
curriculum has changed to adapt to technological change (see chapter 4).
The legal profession, too, has always trained its own: trainees move
through the legal practice course (LPC) or the bar professional training
course (BPTC), through pupillages and trainee contracts, to become
solicitors or barristers respectively. However, unlike the accountant’s
charter, these routes require a degree, whereas apprenticeships can lead
to paralegal or legal executive roles only. There are similarities between
this and apprenticeship provision: vocational routes tend to be moulded
(imperfectly) to the needs of industry and the geography of these industries
leads to a concentration of provision in London.
Devolution and skills policy
Devolution to local government has included an element of skills
policy. In some parts of the country, the adult skills budget will be
locally commissioned from 2016–17, with full devolution from 2018–
2019. Some places are undertaking an area-based review of further
education (FE) and skills, which seeks to rationalise provision across
areas: notably, in Greater Manchester there was an attempt to align
FE provision with local skills priorities. Greater Manchester has also
been granted powers over skills capital but these have been given to
the local enterprise partnership rather than the combined authority.
Discretion over the Apprenticeship Grant for Employers (AGE) has
also been devolved. This is summarised in table 2.1.
TABLE 2.1

Devolution of skills powers to combined authorities
Redesign post-16
FE system
Greater
Manchester
Sheffield
North East

Apprenticeship
Adult skills funding
grant for employers
by 2018–19













Tees Valley
Liverpool
West Yorkshire








Source: Sandford 2016

Some areas have already adopted local solutions. Key features have
included: reformed governance, economic strategies, skills and
employment boards, labour market intelligence, and skills strategies,
as follows:
• Greater Manchester has focused on two groups of sectors.
The first group is deemed to be of high growth potential, including
financial and professional services, creative and digital sectors
and advanced manufacturing, and developments such as the HS2
rail link and Airport City (a site that will contain offices, hotels,
advanced manufacturing, logistics facilities and retail space).
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•

•

A second group of sectors is aligned with public service reform
and includes logistics, construction, retail and hospitality, health
and social care, and education. Local solutions have focused on
improving careers education, information, advice and guidance;
prioritising outcomes; investing in infrastructure; engaging with
employers; and using FE loans to incentivise different routes.
Liverpool City Region has focused on four key areas. Three of
these are the low-carbon sector, knowledge-based industries
and visitor economy; the other is the Superport development,
which contains a new deep-water container terminal. The city
has focused on increasing employer ownership and involvement,
managing a skills capital investment fund, and managing the
youth employment gateway.
The North East has focused on a larger number of sectors.
These are business services, professional services, the ‘new
economy’ (digital, media, telecoms and software), universities,
low-carbon sector (including renewable technologies),
healthcare and healthcare technologies, tourism and logistics.
It has done so by engaging with demand-side activities and
trying to align these with supply-side activities, and through
providing information, advice and guidance.

The activities described above are clearly peripheral and general.
While many of the LEP areas have prioritised the PBS sector, their
tools for supporting the sector are very limited – at least for now.

NEXT STEPS FOR PLACE-BASED INDUSTRIAL STRATEGY
The net effect of government policy has been to concentrate growth in
places that are already successful. The absence of strategic intervention
– on industrial or regional strategy – has seen growth concentrated
particularly in London.
A place-based industrial strategy is the right way forward: to be effective,
industrial strategy has to harness the economies of place. In the past not
only have industrial and regional policy been tentative, they have also
existed in silos: industrial policy has been blind to region and regional policy
blind to industry. Industrial strategy can be place-based in several ways:
by designating strategically important sectors, based on regional as well as
national importance; by understanding the assets – talent pool, infrastructure
– needed for different sectors to thrive; by factoring in the geography of
supply chains; and, crucially, by differentiating between the specialising
versus enabling functions performed by a sector in different places.
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3.
THE THREE FUNCTIONS OF
THE PROFESSIONAL AND
BUSINESS SERVICES SECTOR
The professional and business services sector is most important when it
is serving business directly. Without it, the rest of the economy would not
be able to operate – and vice versa. This section breaks PBS into three
functions. These functions do overlap but are treated as qualitatively
different for the purpose of understanding the sector’s role in the northern
economy. First we look at the everyday but essential ‘underpinning’
function – how the sector enables the rest of the economy to function in
general terms and how it adapts to fit the contours of the local economy
in certain places. Next we focus our attention on how the sector enables
the North’s ‘prime’ capabilities – those sectors the North specialises in,
as listed in the Introduction. Finally, we turn to the PBS activities in which
the North specialises, such as financial services in Leeds, and legal and
accounting activities in Manchester.
FUNCTION 1: UNDERPINNING THE NORTH’S ECONOMY
The supportive functions of the PBS sector
The PBS sector performs a set of everyday activities upon which sectors
in the wider economy depend and thus it is crucial for ‘business as
usual’. The economy is particularly reliant on legal and accountancy
services as all businesses require contracts and accounts. Many of the
other PBS sub-sectors are similarly important – few companies could
function without insurance and real estate services, for example.
Businesses require different services at each stage in their lifecycle and
these can be provided by firms of different sizes and with different levels of
expertise. Our consultation with businesses found a whole array of functions
which these businesses perform. Professional services organisations tend
to help with bringing in funding to start and grow a business, and providing
advice on tax, investment, restructures, mergers and insolvency. Legal
firms also engage throughout the lifecycle, by helping businesses to satisfy
property and resource requirements, supporting them to trade with the EU,
drawing up employment and commercial contracts, and handling tax affairs.
These are standard but important activities.
Current performance
Taken as a whole, the North seems to be well served by the PBS
sector. There is no apparent scarcity at this level of geography and, at
11.9 per cent, it has almost exactly the same proportion of PBS jobs as
the rest of the country outside London (ONS 2016a). Only one sector –
rental and leasing activities – is more heavily concentrated in the North
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than in the rest of the country, but legal, accounting and real estate
activities are similarly apportioned in the North as in the rest of the UK.
Indeed, if London is excluded, the North could be said to specialise
in financial, insurance, legal and accounting activities, with just over a
quarter (27.4 per cent) of non-London PBS employment being located
in the North (32.1 per cent of financial and insurance and 30.7 per cent
of legal and accounting). The sectors under-represented at the pannorthern level are: insurance, reinsurance and pension funding, except
compulsory social security; activities of head offices, management
consultancy activities; and activities auxiliary to financial services and
insurance activities.
FIGURE 3.1

Only London is dominant in professional and business services,
but the North appears to be relatively well-served
National distribution of employment in PBS, by location quotient,* 2015
Scotland
0.73

0.6–0.7
0.7–0.8
0.8–0.9
0.9–1.0
1.0<

North East
0.66
Yorkshire & the Humber
0.89

North West
0.90

East Midlands
0.88

West Midlands
0.88
Wales
0.62
South East
0.94

South West
0.84

London
1.68

East
0.97

Source: ONS 2016a
*A value greater than 1 denotes a higher concentration than the national rate.

18

IPPR North | Business skills: Professional services in the northern powerhouse economy

Further analysis reveals some significant concentrations at smaller
geographical scales (lower territorial unit levels) within the North.
Almost half of all northern PBS employment is concentrated in Greater
Manchester and Leeds City Region alone – this represents almost onetenth of national PBS employment. These PBS jobs are split almost
evenly between the two city regions, with Greater Manchester home to
23.9 per cent and Leeds with 25.2 per cent (ONS 2016a).
FIGURE 3.2

Sparsely populated areas tend to have a lower concentration of
PBS employment compared to urban areas
Local employment in PBS, by lower super output area, 2014

0–150
151–300
301–450
451–600
601–750
751–900

Source: ONS 2016a

However, there seems to be a lack of local provision in some parts of
the North – especially in sparsely populated areas. At first glance there
does not appear to be a strong urban–rural split: the concentration of
jobs in LEP areas such as Cheshire and Warrington, and the lack of jobs
in more urban areas such as Liverpool City Region and Sheffield City
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Region, might be interpreted as signs that urban concentration is not a
factor. But more detailed analysis reveals there is a relationship: some
areas have a particularly low share of employment in the sector: less
densely populated urban areas and sparsely populated rural villages
contain about half the concentration of PBS employment as the rest of
the North’s economy (author’s analysis of ONS 2015 and ONS 2011).
There is also a slight over-representation of PBS jobs in the North’s
urban areas, which host 93.1 per cent of northern PBS jobs compared
with 89.7 per cent of jobs across all sectors. The concentration is
more significant in major urban conurbations, which account for only
48.3 per cent of all northern jobs, but 58.0 per cent of PBS sector jobs
(ONS 2015).
This distribution does not necessarily indicate a scarcity in the services
that businesses receive: it shows that some areas have more choice or
are more likely to have services provided by local organisations, while
others that have less choice and may have to call in services. Research
has shown this in action: Greater Manchester exports services to
Lancashire and Merseyside; West Yorkshire exports to North Yorkshire
and South Yorkshire; Northumberland, Tyne and Wear exports services to
Cumbria, and to Tees Valley and Durham, and so on (Thissen et al 2013).
The net balance of internal (or intranational) trade is shown in figure 3.3
below: Greater Manchester, Merseyside and West Yorkshire tend to
export more than they import within the North, while East Yorkshire and
northern Lincolnshire, Tees Valley and Durham, and Lancashire were the
biggest importers of services from elsewhere in the UK.
This appears to be the direction of travel: the NIER found some
evidence of a centralising tendency towards Manchester and Leeds
(NIER 2016) and this is something that our data analysis confirms:
46.0 per cent of jobs in 2009 were in Greater Manchester and Leeds City
Region, but by 2015 this had risen to 49.1 per cent (the two locations
contain 38.8 per cent of jobs across all sectors). These cities’ share
of national jobs has been steady since 2009, rising from 9.3 per cent
in 2009 to 9.9 per cent in 2013, then slipping back to 9.6 per cent in
2015 (ONS 2016a). Our survey of ICAEW members in the North found
that a clear majority (63.1 per cent) of the 111 professionals surveyed
also thought this centralisation was happening in the North, with over
half (55.9 per cent) saying they thought the sector was centralising on
London. This overlaps with analysis of specialism (reviewed below in
greater detail).
The organisations we spoke to in depth argued that scarcity of PBS is
not a problem even for the more remote areas. The large professional
services firms made the point that it is a very competitive sector and
that they (and mid-tier) companies will go wherever there is business.
This can mean staff travelling out to meet with businesses or setting up
branch offices in smaller cities or large towns: the flexibility of the sector
came through strongly. It was acknowledged by many of our respondents
that Manchester and Leeds tend to offer the full suite of services but that
these cities increasingly tend to serve other parts of the North, too. None
of the large professional services firms would state that there are ‘market
failures’ but some conceded that there are some geographical areas that
20
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lack the range and quality of services that are on offer in the major cities.
Only a small proportion (17.1 per cent) of the 111 ICAEW members we
surveyed thought that businesses were not getting the services they need
from the local PBS sector businesses.
FIGURE 3.3

Greater Manchester, Merseyside and West Yorkshire are net exporters
of financial and business services to the rest of the UK
Trade in financial and business services (€ million), 2010)*
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Note: Exports are shown as positive, and imports as negative, in order to illustrate the net trade
between sub-regions.

FUNCTION 2: ENABLING THE NORTH’S PRIME CAPABILITIES
The PBS sector as an enabler of prime capabilities
The PBS sector performs an especially vital role for the North’s prime
capabilities. As well as enabling the wider economy to function, it enables
advanced manufacturing, health innovation, digital and energy companies
to thrive. In addition, it interacts with the other enabling capabilities:
logistics, higher education, and other financial and professional services
organisations. This is arguably the PBS sector’s most important contribution
to the North’s economy. These prime capabilities – already highly
competitive – are forecast to grow further in the years ahead (NIER 2016).
They are spread across the North rather than simply being located in the
major cities, as figure 3.4 shows. Exploiting the critical mass of the PBS
sector in the major urban areas will be vital for these prime capabilities.
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FIGURE 3.4

Pan-northern capabilities are clustered in some areas but spread out
across the North
Distribution of the four prime capabilities of the northern powerhouse
Local PBS employment (LSOA)
0–150
151–300
301–450
451–600
601–750
751–900
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(life sciences, medical technologies,
e-health)

Digital

(computation, software,
data analytics, simulation)

Sources: NIER 2016 and ONS 2016a

Current performance
The North’s prime capabilities appear to be getting the services they
need from the PBS sector – but not always from the sector’s northern
businesses. The performance of PBS in this regard is inherently difficult
to measure but we got some idea of the dynamics involved and how
these sectors procure PBS services from speaking to the PBS sector
in depth and surveying ICAEW members in the North. This provided
information on both the level and type of competition there is in providing
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services for each sector, and where in the country that competition tends
to come from. Below we outline how different sectors are provided for:
• Advanced manufacturing: This appears to be a well-served sector,
attracting a high degree of competition. Of ICAEW members surveyed,
43.2 per cent did at least some work with this sector.4 This was also
a major focus for all the large professional services firms we spoke to
in depth: in addition to competing with one another, they sometimes
competed with small local firms and also with specialist providers –
depending (to an extent) on the nature and size of the contract. The
legal firms we spoke to indicated that there was a great deal of focus
on this area.
• Energy: This is another sector that appears to be catered for but
not by people based in the North. Around a quarter (26.4 per cent)
of ICAEW members surveyed indicated they worked with the sector.
Energy was a major focus for the large professional services firms that
we spoke to, but they tended to compete only with larger – national
or international – firms or industry specialists and also held this
specialism at a national, not regional, level. The same was true of the
major law firms we spoke to. This was attributed to the fact that the
sector is highly regulated and requires technical expertise.
• Health innovation: Around a quarter (25.7 per cent) of ICAEW
members surveyed did some or a lot of work with this sector but it is
an area of particularly intense focus for the large professional services
firms we spoke to, who commented that firms in this sector vary in
size and that they tend to compete with small/local firms on more of
the smaller contracts, and with one another on the larger contracts.
The legal firms we spoke to emphasised the national and international
element of serving this sector and the role they play in facilitating
spin-outs from universities.
• Digital: This industry tends to be fast moving with lots of start-ups
and it is therefore attractive to a range of PBS firms of all sizes. Around
half (49.1 per cent) of ICAEW members surveyed did some or a lot of
business with this sector. Some of the large professional services firms
we spoke to delivered lots of services for these companies but one was
moving into this area only now. Both the large professional services
firms and legal firms we spoke to tended to compete with smaller
local companies at the beginning of a business’s lifecycle but with one
another and the mid-tier organisations when a business looks to expand
or undertake complex operations.
• Financial and professional services: More than half (56.1 per cent)
of ICAEW members surveyed worked with this sector; 11.2 per cent
did all of their work with this sector only. Several major banks and
building societies are based in the North and the large professional
services firms we spoke to delivered many of their services. Our
consultation found that these services tend to be delivered by
specialist teams and the large professional services firms compete
with one another for that business.

4
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•

•

Logistics: More than a third (38.5 per cent) of ICAEW members
surveyed did some or a lot of business with this sector. The large
professional services firms we spoke to did very little work in this
sector – organisations tended to be large and multi-national, with
narrow margins. One of the smaller accountancy firms provided
services to haulage companies and one of the legal firms provided
services to a major airport.
Education (especially higher education): Around a quarter
(26.6 per cent) of ICAEW members surveyed did some or a lot of
business with this sector. The large professional services firms we
spoke to all competed with one another and with middle-tier firms
for business in this sector – some had specialist higher education
teams based in the North. These firms tended to deliver a range
of services, from audit to capital financing, debt raising and big
infrastructure projects.

FUNCTION 3: SPECIALISING AND COMPETING INTERNATIONALLY
Skills and occupational specialisms
Many would argue that the North has little specialism, operating instead
as a back office for London, with many reports of moving low-skill,
low-value activity to the North – a process often termed ‘north-shoring’.
The argument often runs that London is where all the highly qualified
graduates tend to live and where the major clients for the sector are
located but key inputs – employees’ salaries and commercial property
– are expensive in the capital. Therefore, it follows that a rational
company will tend to keep client-facing, high-skilled roles in London,
while outsourcing the back office to cheaper parts of the country.
However, this theory – that the North is just a back office for London –
is not backed up by the data. As figure 3.5 below shows, it is true that
a much higher proportion of the banking finance and insurance sector’s
employees in London are more senior than those located in the North:
managers, directors and senior officials and professionals, associate
professionals and technical occupations make up 70.6 per cent of the
this sector’s workforce in the capital, compared with just 50.9 per cent
in the North and 55.0 per cent in the rest of the country (ONS 2016b).
However, this should not be overstated: these differences are smaller
than they would be if the ‘back office’ narrative were true. These figures
also show that, compared with the rest of the UK outside London, the
North’s employment profile is skewed only slightly towards lower-skilled
sales and customer service, and elementary occupations, and slightly
away from the higher-skilled occupation groups – managers, directors,
senior officials, professionals and associate professional or technical
occupations. Contrary to the above reports, there hasn’t been a shift
in this distribution: in 2004, 17.0 per cent of the North’s occupations
in banking, finance and insurance were in high-skilled occupations
and in 2016 the figure was almost the same at 17.3 per cent, Greater
Manchester and Leeds City Regions having marginally increased their
share of high-skilled jobs over that period. (While they appear positive,
these changes are within the margin of error for the sample.)
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FIGURE 3.5

London’s employment is skewed towards higher-skilled occupations
but the North is far more than a ‘back office’ to the capital
Percentage of areas’ banking, finance and insurance employment in
each occupation
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Our discussions with businesses uncovered some of the reasons why
the North is clearly performing more than a back office function for the
PBS sector:
• The vast majority of the sector serves the local business population,
rather than trading internationally. The above discussion of the
sector’s other two functions – underpinning the northern economy
and enabling its prime capabilities – has shown how the PBS sector
performs vital work supporting other businesses across the country.
• It is a mistake to think that all major PBS companies are headquartered
in London. While many large and high-profile firms are based in the
capital, a significant number are based outside, including major firms
headquartered in the North such as Cooperative Bank, Virgin Money,
Tesco Bank, First Direct and Leeds Building Societies (NIER 2016).
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It is also a mistake to think that major firms more generally are based
outside the capital. Big firms headquartered in the North include
household brands such as Asda, Iceland, PZ Cussons, Kellogg’s, TNT
and Bentley. Some of the large professional services firms we spoke to
highlighted the value of being local to a business’s main operations in the
North; others acknowledged that the deal would still be done in London.
Even for those businesses headquartered in London, northern firms
can and do compete in a global market place via London. It takes just
over two hours to travel from Manchester or Leeds to London – not
a prohibitive journey time. Many of the northern PBS firms we spoke
to regarded London as their ‘shop window’, or a hub for the sector
in which to network, but said much of their work – at all skill levels –
was still done from the North.
Firms are also able compete globally via major northern cities without
going through London. While there is no sense that Manchester or
Leeds compete with London, they are very well connected to the rest
of the world in their own right, particularly by Manchester Airport, the
UK’s largest (and still expanding) airport outside of the South East.
Finally, while there are some roles that are more client-facing than
others, the division is not clear cut: teams with a range of roles work
together, often in one place. Some organisations therefore move
whole departments around the country – with customer-facing and
administrative roles staying together.

Specialist sub-sectors
Unlike London, the North is not one of the world’s PBS hubs. But while
it cannot compete with the capital for this particular crown, there are
some PBS sector specialisms located within the North. One-fifth of
the country’s PBS employment is located in the North – and a greater
proportion than this in the sub-sectors of rental and leasing activities,
legal and accounting, real estate and financial service activities (except
insurance and pension funding) (ONS 2016a).
The NIER confirmed what many have long suspected: that the PBS
sector operates at scale in Greater Manchester and Leeds City Region,
and there are some major head offices in the North, too (as noted above).
Location quotients are a simple way of revealing how areas specialise
in different sectors. They measure the concentration of a sector’s
employment in one area and compare this to the sector’s concentration
nationally. This analysis reveals a range of specialisms in three particular
local enterprise partnership (LEP) areas.
• Greater Manchester specialises in:
–– insurance, reinsurance and pension funding, except compulsory
social security
–– legal and accounting activities
–– rental and leasing activities
–– real estate activities
–– activities of head offices; management consultancy activities
–– employment activities.
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Greater Manchester is more specialised than Leeds City Region in:
–– insurance, reinsurance and pension funding, except compulsory
social security
–– legal and accounting activities
–– real estate activities
–– activities of head offices; management consultancy activities.
• Leeds City Region specialises in:
–– rental and leasing activities
–– financial service activities, except insurance and pension funding
–– activities auxiliary to financial services and insurance activities
–– employment activities.
• Leeds City Region is more specialised than Greater Manchester in:
–– activities auxiliary to financial services and insurance activities
–– financial service activities, except insurance and pension funding
–– employment activities.
• Cheshire and Warrington specialises in:
–– financial service activities, except insurance and pension funding
–– legal and accounting activities
–– employment activities.
• Cheshire and Warrington is more specialised than
Greater Manchester in:
–– financial service activities, except insurance and pension funding
–– employment activities (ONS 2016a).
The North also specialises in some of the smaller sub-sectors within PBS.
These include, for example, activities of unit trusts, with 37.7 per cent of
UK employment in this area located in Leeds City Region and 18.9 per cent
in Greater Manchester; and renting and leasing of freight air transport
equipment, with 18.9 per cent of employment located in Leeds City Region
(ONS 2016a).
•

In some areas, the North’s PBS sector is a specialist at enabling
other sectors. Our consultation with the sector found references to
specialisms including services related to the maritime sector in Liverpool
and Newcastle, while the NIER also found specialisms in Cheshire and
Warrington’s legal sector and in Liverpool’s maritime insurance and
wealth management sectors (NIER 2016).
The Greater Manchester and Leeds City Region dynamic is
particularly interesting. As noted earlier, the NIER found some
evidence of centralisation on these two cities. This analysis appears
to show something of a complementarity: there are some PBS
sectors, such as activities auxiliary to financial services, that are
over-concentrated in Leeds and under-concentrated in Manchester,
while insurance, reinsurance and pension funding are overconcentrated in Manchester and under-concentrated in Leeds. In a
sector as relatively mobile as PBS it may be that the two cities are
close enough together to operate as one.
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FIGURE 3.6

Many sub-regions of the North reveal specialisms, while others are lacking
Location quotients by LEP area (1 = same concentration as nationally)
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But the Cheshire and Warrington LEP stands out too. It is clearly smaller
than the major cities but has a high concentration of jobs in the PBS
sector. Many of those we spoke to expected these to be concentrated
in Chester and pointed to Bank of America Merrill Lynch’s presence in
the area. This thinking fits in with the dominant theory of agglomeration,
which ascribes significant added value to concentrating businesses in a
single place; Chester is smaller than the major cities usually associated
with this theory but it is more urban than the rest of Cheshire. However,
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the sector does not gravitate towards the largest urban areas in Cheshire
and Warrington. The figures do show up a relatively high concentration
of PBS in Chester, and financial service activities (except insurance
and pension funding) are concentrated to an extent in Dodleston and
Huntington on the outskirts of Chester, but this accounts for only 5.7 per
cent of Cheshire and Warrington’s PBS employment (ONS 2015). In fact,
the vast majority of the area’s PBS employment is located outside of
Cheshire West and Chester: 39.9 per cent is in Cheshire East, with high
concentrations in Knutsford and Wilmslow East, and 25.2 per cent is in
Warrington, although a significant proportion of this is in employment
services, where employees are likely to be working elsewhere (ibid).
FIGURE 3.7

Some parts of the North generate their own employment growth in PBS
Shift-share analysis of employment (number of jobs, 2009–2015)
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Further analysis shows which areas are growing in their own right.
It is possible to estimate how much of a change in employment is
disproportionate, by comparing it to national and sector growth rates.
From this, an estimate can be made of the ‘regional share’ – that is,
how much of this change can be attributed to local factors (a good
indicator of specialism). To this end, we analysed change between 2009
and 2015, the results of which are shown in figure 3.7. Most northern
areas saw employment rise, but almost all of this change was less than
would be expected given the rise in employment nationally and across
the sector. PBS jobs in Leeds City Region and Greater Manchester grew
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significantly during this period – by 34,000 and 25,000 jobs respectively.
But Leeds City Region in particular stands out, having grown by more
than would be expected, when national and sector employment is
factored in – in fact Leeds City Region came third out of all English LEPs
for job creation in the sector – just behind Hertfordshire (35,250) but
some way behind London (222,000). Several areas grew far less than
would be expected: the North East, Sheffield City Region, and Cheshire
and Warrington, and the PBS sector shrank in three areas – the North
East, Cumbria and Tees Valley.
FIGURE 3.8

Many parts of the North saw disproportionate growth in different
sub-sectors of PBS
Shift-share analysis of employment by sub-sector (number of jobs,
2009–2015)
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Figure 3.8 shows this in greater detail and highlights which areas appear
to have added jobs in their own right by sub-sector, for example:
• employment activities in Leeds City Region, Lancashire and
Liverpool City Region
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•
•
•
•

legal and accounting activities in Cheshire and Warrington,
and Greater Manchester
employment activities in York, North Yorkshire and East Riding
rental and leasing activities in Leeds City Region
activities auxiliary to financial services and insurance activities
in Leeds City Region.

The NIER set out the North’s sector specialisms and assets, which these
findings complement. The NIER also rightly acknowledged the significant
contribution to the PBS sector of the North’s universities, especially Leeds
University Business School and Alliance Manchester Business School
(NIER 2016). Like the NIER we also find Liverpool to be ‘involved’ in the
sector – although it doesn’t have an overall specialism in PBS, it does have
a concentration of employment in insurance, reinsurance and pension
funding (except compulsory social security), legal and accounting activities
and rental and leasing activities; there has also been disproportionately
strong growth in employment activities, legal and accounting activities and
rental and leasing activities.
There are also parts of the North that do not specialise in many, or
indeed any, of the major sub-sectors. The location quotient analysis
showed that Cumbria, the North East and Tees Valley do not have a
PBS sub-sector in which they specialise, but Lancashire and Sheffield
City Region all have just one specialist sub-sector – namely rental and
leasing activities. The shift-share analysis showed that outside Greater
Manchester, Leeds City Region and Cheshire and Warrington, all other
parts of the North grew less than would be expected given broader
trends, with some parts of the North (the North East, Cumbria and
Tees Valley) stagnating or even shrinking as a result.
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4.
THREATS AND OPPORTUNITIES:
THREE CHALLENGES FOR
THE NORTH’S PBS SECTOR
The PBS sector is undergoing significant change. In this chapter these
are set out as three challenges. First, the sector challenge: the skills
required by employees are changing dramatically, driven by fierce digital
disruption that has already impacted on parts of the PBS sector and is
set to spread more widely. Second, the spatial challenge: the North has
particular strengths and assets in particular places and there appears
to be some centralisation within the North as well as within the country.
Third, the international challenge: Brexit poses a challenge to the country
as a whole and means the North will have to be a more internationalist
region in its own right.
THE SECTOR CHALLENGE: BUSINESS SKILLS AND
TECHNOLOGICAL CHANGE
Business skills are fundamental to the PBS sector; therein lie both
opportunities and threats. It is a sector that relies on the technical
and practical, and ‘soft’/people skills of its employees. The sector
is heavily client-focused and more than half of workers in the sector
have a qualification at a degree level or above (HMG 2013). But there
are well recognised problems which inhibit its growth: PBS employers
are less satisfied with the preparedness of new recruits generally and
especially with the employability skills of school leavers (44 per cent
of employers expressed this) (BIS et al 2013). The government also
highlighted the narrow social strata from which the sector recruits as
being an issue (ibid).
The PBS sector struggles to find enough candidates with certain skills.
The 2015 Employer Skills Survey found that the biggest skills gaps in
financial and business services5 were technical/practical skills such
as ‘specialist skills or knowledge’ and ‘knowledge of the company’s
products and industry’ (UKCES 2016). The soft/people skills found
to be lacking were an ability to manage own time and prioritise own
tasks, sales and customer handling skills, and skills in persuading or
influencing others (ibid). Nonetheless, the sector is distinguished by
offering the highest rate of training for its staff, once recruited, outside
the public sector and utilities (ibid).
Meeting skills demand is particularly difficult because it is a moving
target: the nature of work is changing rapidly and many of employees’
everyday routine and technical tasks are in the process of being replaced:
5
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•

•

•

In the legal sector, a great deal of work has already been replaced by
automated processes. While the number of legal professionals and
associate professionals has increased, the number of legal secretaries
has declined and associate professionals appear to be next in line
for replacement, as smart and self-learning algorithms take hold
(Deloitte 2016a). This has resulted in a significant polarisation of
employment, as a large number of low-skilled employees have been
replaced by a smaller number of high-skilled technical employees (ibid).
Accountancy and other professional services are following in these
footsteps. While the threat of automation is not as severe as in sectors
such as manufacturing, Deloitte (2016b) found there to be a significant
share of jobs at risk from automation in future. This was consistently
raised as a major change by stakeholders during our consultation.
Flexible working is now very common, enabled by technology: many
firms encourage employees to work from home or to hot-desk in the
office. In some cases, this has enabled organisations to downsize and
reduce their overheads.

The disruption is not isolated to the internal processes of major firms: it
exposes them to competition from businesses in other sectors and new
entrants, which accelerates the change. The sector has long operated
on a high cost, high margin business model, which supports large,
expensive offices and high salaries. But with technological innovation,
many of the non-advisory functions can now be delivered on a low cost,
low margin model by firms from outside the sector – already, software
companies have developed DIY accountancy packages, for example.
The most significant change is to the skills businesses now need.
Our consultation identified two broad shifts related to technological
developments. The first is that there is an increasingly high premium
on the IT and technical skills needed to develop and maintain the
new software and technology these businesses use. Second, there
is an emphasis on developing advisory roles so that employee labour
adds value to the software and technology they employ: interpreting
the analysis, advising clients and building personal relationships are
becoming increasingly important.
Public policy has added to the disruption in business skills. Changes to
apprenticeship policy in the last five to 10 years have been significant
for the sector: the number of people starting in business administration
and law apprenticeships has risen sharply, from 38,000 in 2005/06 to
142,000 in 2015/16 (SFA 2016). While much of this increase reflects a
re-badging of training that was already being delivered – notably under
the publicly-funded Train to Gain (T2G) policy – this is, nonetheless, a
significant change. In future, the Apprenticeship Levy will require firms to
pay more than £3 million a year to invest in apprentices. For large firms with
established processes this may be easier than for medium-sized firms that
fall under the levy but have not engaged with apprenticeships previously.
There is also a newly contested space between the legal and accounting
sectors. The Legal Services Act (2007) enables non-lawyer-owned
companies to deliver legal services, under an ‘alternative business
structures’ (ABS) licence. In 2014 three of the large professional services
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firms were authorised to do so and now compete with law firms to
provide some legal services. Our consultation found that the large
professional services firms are increasingly working in areas of law
that are complementary to their core business. The large professional
services firms have the advantage of scale and the ability to deliver
complementary services as a package but legal firms retain their unique
privileges of confidentiality. It is unclear at present what this will mean
for these firms or indeed the wider economy which relies on these
services: it may have a positive result by increasing competition or it
could mean poorer quality of service and more disruption.
These three factors – the importance attached to skills, the changing
nature of the skills required, and changes in policy – interact at the level
of the firm and individual employee, combining to present a formidable
challenge to the PBS sector. Our research found a range of responses
from employers, such as:
• Actively targeting school-leavers. All of the large professional
services firms and some of the middle-tier firms are now recruiting
school-leavers in small but increasing numbers. One large
professional services firm told us that school-leavers account for
approximately 15 per cent of new recruits.
• Introducing significant changes to entry requirements. EY
no longer considers either UCAS points (from A-level, BTEC, IB
and Scottish Higher grades) or degree classification, PwC no
longer looks at UCAS points, KPMG and Deloitte are also making
their entry requirements more flexible (Target Jobs 2016), and
Grant Thornton has removed many academic barriers to entry
– 17 per cent of its successful applicants in 2016/17 would not
have been eligible in previous years (due to their secondary school
performance and degree classification). (Grant Thornton 2016).
• Recruiting more high-skilled technology and IT staff. All of the
large professional services firms are looking at how they can gain a
competitive advantage by recruiting those with IT and analytics skills.
The software they are designing will, however, reduce the need for
entry-level staff in certain occupations, who often do this work as a
stepping stone to higher-skilled work.
THE SPATIAL CHALLENGE: LONDON AND THE LEEDS–MANCHESTER HUB
As chapter 3 showed, the North’s PBS sector works closely with the wider
local economy. This will always anchor the sector into the local economy
and moderate some of the tendency to centralise. Our consultation found
that major business decisions in the large professional services firms are
often viewed through a regional lens and that there is a general desire to be
‘where the business is’. Some of our respondents said that being local can
be important – for picking up the big contracts from major organisations
based in the North but also for building up trust and relationships with new
firms. However, the geography of the PBS sector is changing within the
country and within the North; this presents new threats and opportunities.
The North’s PBS sector appears to be centralising on Manchester and
Leeds. The analysis presented above showed a high and increasing
concentration in these two major city regions, while the sector has
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shrunk in some of the other cities and in rural areas. This presents itself
as a threat and as an opportunity: it threatens to leave areas without
the services they need or without jobs for local people, but it is also an
opportunity for the North to operate at scale and compete overseas.
The need for the North to market the core offer from its PBS sector
more effectively was highlighted by many of those we spoke to and
they viewed the northern powerhouse branding as a big step in the
right direction. There are three related assets which form this core offer,
which combine to present a choice to the skilled practitioners on whom
the sector relies. These three assets are:
• Lower operating costs: office space in London tends to be significantly
more expensive than the city centres of major northern cities.
• Quality of life: London has a gravitational pull on talent and people
in their twenties move there in large numbers (ONS 2016c). But
across all age groups more British people leave London than move
there (in 2015, 201,000 moved into London but 318,000 left), perhaps
because the capital has the worst level of wellbeing in the country
(ONS 2016c, 2016d). The North’s cities are not rated as having the
best life satisfaction either but its rural areas are (ibid). Owning a
home may form part of this picture: it is far more affordable even in
the major cities in the North than in London. The average price of a
house in 2016 was £485,000 in London, £152,000 in Yorkshire and
the Humber, £150,000 in the North West and £130,000 in the North
East (Land Registry 2016). The NIER underlined the quality of life in
the North as an ‘underpinning asset’ (NIER 2016).
• Connectivity with London: London is just over two hours by train
from the North’s PBS hubs of Manchester, Leeds and Cheshire;
HS2 will cut this journey time further. A two-hour journey is not
prohibitive for many employees in the North, many of whom already
travel to London frequently. Broadband connectivity is improving
across the North, which enables meetings to be held virtually –
already common practice in many major firms. The sector is also
adopting an increasingly flexible approach to employees working
from home.
This leads us to the final and most obvious asset for the North’s PBS:
London. The capital is at the centre of the global network in financial and
professional services. In a global context, having the world’s PBS centre
only two hours away is an incredible asset for firms based in the North.
Our analysis has shown that the North isn’t just a back office for London
– it is more accurate to describe London as the shop window for firms
in the North. Northern PBS firms and branches of the large professional
services firms often trade via the capital but undertake a large proportion
of their activity in the North or elsewhere in the country. To these firms
London is a vital asset, but (as one participant said) it is also ‘expensive
and overpopulated’: it often makes sense to locate outside of the capital
those parts of the business for which there is no clear benefit to being
in London. On the other hand, London could also become more of a
threat to PBS businesses based in the North: with HS2 cutting journey
times, London-based companies may start (as another participant said)
‘marauding north’.
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THE INTERNATIONAL CHALLENGE: THE GLOBAL NORTH AND
THE UK’S RELATIONSHIP WITH THE WORLD
The UK’s PBS sector is genuinely world-leading and there are a number
of factors that underpin this. The well-rehearsed reasons are worth
noting briefly: the UK’s geographical position between Asian and US
markets; the ubiquity of the English language; the strong justice system;
the presence of professional institutions that retain high standards;
high quality universities; a competitive market; a supportive business
environment; and an early-mover advantage established by the UK in
developing new models of public service delivery (HMG 2013).
Another major way in which the PBS sector can contribute is by
exporting. The North does trade internationally but it is dwarfed by
London and the South East in this respect, with Scotland’s international
trade growing strongly too. The sectors described below (with figures
from ONS 2016e6) don’t match up directly with PBS but are helpful
indicators of the North’s role:
• Financial services are the largest service exports for the UK, and
£6.3 billion (13.8 per cent) came from the North in 2014. The
North’s share has risen slightly since 2011 (from 13.1 per cent);
more notably, London’s share of these exports slipped by
6.2 per cent, while there were rises for Scotland (2.4 per cent),
the South East and East of England (1.0 per cent), and the West
Midlands (0.9 per cent).
• Real estate, professional, scientific and technical service
exports are low in the North, valued at £2.7 billion, 8.2 per cent
of national exports in the sector. This proportion has decreased
slightly since 2011 when it was 8.7 per cent, but risen on the
2013 figure (7.7 per cent). It is not the case that the capital is
merely trading ever more strongly: rather, Scotland and the
South East have increased their share at the cost of London
and most of the North.
• Insurance and pension service trading is more of a strength for
the North than the sectors described above but represents a
smaller market for the country. The North exports £2.9 billion in
value, which is 15.5 per cent of national exports in this sector.
This is the same proportion as in 2011, and a rise on 2012 and
2013, though not uniformly across the North: there was a rise
in the North West and North East and a decline in Yorkshire and
the Humber between 2011 and 2014. London and the South
East increased their dominance in this area during this period,
while Scotland’s share declined.

6
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FIGURE 4.1

London and the South East dominate international trade in PBS-related
services – but the capital’s dominance is slipping in some areas while
increasing in others
Trade in services (£m) in 2014, and change in per cent of national trade,
2011–2014
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Particular sub-regions of the North show their strength in exporting
financial services. A study of sub-regional trade in 2010 presented
estimates showing a high level of trade in financial and business services
in Greater Manchester and Leeds City Region, followed by Cheshire
(Thissen et al 2013). However, many others had a positive balance
of trade – i.e. they exported more than they imported – as figure 4.2
shows. Again, there is no clear rural–urban split at the sub-regional
level: Cheshire trades intensively alongside the city regions and North
Yorkshire has one of the best balances of trade in the sector.7
The sector also benefits from a great deal of FDI. The Department for
International Trade regards the country as a highly attractive destination
for financial and professional services investment: the sector accounted
for around a quarter (25.4 per cent) of all FDI projects and more than half
(50.8 per cent) of new or safeguarded jobs (DIT 2016). The government
7
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provides figures showing FDI for different sectors by region; the North
accounted for 15.3 per cent of projects and 18.1 per cent of new or
safeguarded jobs due to FDI across all sectors (ibid).
FIGURE 4.2

Many northern sub-regions have a positive balance of trade with the
rest of the world
Trade in financial and business services (million Euros in 2010)
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However, these figures hide the way in which the sector operates in
reality. From our in-depth interviews with major accountancy and law
firms, we found that many of the deals done in London with international
clients involve a significant amount of work from outside the capital.
Again, and in line with the discussion earlier in this report, it appears this
is not merely back office work.
The North’s trading position will undoubtedly be affected by the UK’s recent
vote to leave the European Union. Even before the vote, uncertainty over
the result meant some businesses became wary and froze recruitment.
Immediately after the result a lot of deals were put on hold; RICS (2016)
found this to be reflected in commercial property indicators. The only GDP
figures to have so far been published indicated no major dip in quarterly
growth as a result of the vote itself – this stood at 0.7 per cent in the second
quarter (before the referendum) and was 0.5 per cent afterwards – but
forecasters are expecting a lower growth rate in 2017 and it remains to be
seen what the impact of actually leaving the EU will be (Tetlow 2016).
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In the longer term, the effect of Brexit on the economy and the sector is
likely to be negative – but it is unclear to what extent. The fundamentals of
the UK’s comparative advantage in the sector outlined above remain in place
– and many will remain even after the UK leaves the EU. Clearly, if there is
little change to the UK’s relationship with the EU and the UK remains within
the single market, then the impact is clearly going to be smaller than if the
reverse occurs. But a minor change is looking increasingly unlikely, as the
Prime Minister has recently outlined (May 2016). Financial services firms will
find the situation challenging on both sides of the border: both those inside
the UK that trade with the EU, and those located elsewhere in the EU trading
with the UK, will be hit by changes to their ‘passporting’ rights – these
allow companies to trade their services in EU countries, subject only to the
regulations of the nation in which they are registered. There is therefore a risk
not only to the 5,376 financial services firms with such rights in the UK but
also to other firms in the UK that import services from the 8,000 companies
elsewhere in the EU with such a right to trade in the UK (Treanor 2016).
If there is economic difficulty, it is likely to affect different parts of the North
to different degrees. Areas such as Cheshire and Warrington, Greater
Manchester and Leeds City Region have the characteristics that will make
them more resilient to such changes, such as diverse economies and larger
talent pools of skilled labour to drawn on. Other areas such as the Humber
or Cumbria may experience more difficulty.
The PBS sector will be important for two reasons. First, as a sector
which is likely to prosper in future, it will need to provide jobs as other
sectors decline, especially if they tip into an even more challenging
period due to Brexit. Second, as an enabling sector it will need to help
the wider economy to restructure as best it can, so that the process
of recovery and reinvention is as painless as possible for northern
economies. There is the risk that, as with the last recession, jobs lost in
the sector are replaced at a higher rate in London than elsewhere.
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5.
CONCLUSIONS AND
RECOMMENDATIONS
CONCLUSIONS
The new prominence of industrial strategy is very welcome. It has been
a missing link in previous governments’ attempts to rebalance the
UK’s economy. To work, a place-based industrial strategy must take
a ‘North First’ approach and build on the good foundations already in
place – the branding of the northern powerhouse, and devolution to
mayors and Transport for the North.
This is the crucial backdrop to the PBS sector in the North. The
sector is unique. It is largely defined by its relationship with the
rest of the economy, whether the businesses it serves are within or
outside the UK. It is also defined by skills and technology and their
interplay is crucial.
We have set out the three overlapping functions of the PBS sector and
assessed how it performs in each.
• Function 1: Underpinning the economy. The North’s PBS sector
appears to be providing a minimum level of support across the
North but there are some gaps in more sparsely populated areas
and the Manchester–Leeds hub is increasingly servicing the rest
of the North.
• Function 2: Enabling the North’s prime capabilities. The sector is
most important in the way it enables the North’s prime capabilities:
energy, health innovation, advanced manufacturing and digital.
These sectors are getting the services they need but not always from
firms based in the North.
• Function 3: Specialising and competing internationally. The North
does have its own areas of comparative advantage and the Manchester–
Leeds hub is entrenching this.
The sector is facing a great deal of change. Some of these changes
are not specific to the North and extend across the country and indeed
the world; others are integral to rebalancing the economy. The changes
often interact: accelerating technological change, along with Brexit,
could pose a specific threat to the North which – like the rest of the
country outside London – tends to have more of the jobs that are at risk.
The changes can rarely be viewed as either a threat or an opportunity –
often they are both.
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RECOMMENDATIONS
Building on our analysis, we group our recommendations within three
main categories: strategic, enabling and institutional.
Strategic
At a strategic level, action needs to be taken at different geographical
scales in order to ensure the professional and business services sector
can thrive.
• The national sector strategy, led by the PBS Council, needs to be
reviewed in light of the government’s place-based industrial strategy
(when this has been produced). Such a review must have much greater
focus on regional strengths and weaknesses in relation to the various
‘functions’ of the sector and adopt a clear place-based approach.
• A northern professional and business services council (see below)
should be established and tasked with developing a northern PBS
strategy, bringing together local enterprise partnership-level priorities
within the overarching national sector strategy.
• Local enterprise partnerships – together with combined authorities
and mayors, where they exist – should develop clear strategic
priorities for the PBS sector and support these businesses to perform
their basic enabling functions.
• At a business level, all firms should develop clear plans for addressing
the technological, skills and Brexit challenges facing the sector; where
needed, growth hubs should either provide advice directly, or bring in
that advice from other firms in the PBS sector.
Enabling
There are several actions that need to be taken in order to support and
enable the PBS sector, not least concerning skills, connectivity and
international trade:
• The Department for Business, Energy and Industrial Strategy (BEIS)
and Department for Education (DfE) should set out a joint strategy
for PBS skills, which dovetails with BEIS industrial strategy and
harnesses the education assets of DfE. This would cover careers
advice, work experience, and ‘trailblazer’ apprenticeship reforms
related to the sector.
• Local enterprise partnerships should identify the specific skills
their local PBS sector needs in general, but especially the skills
they need to enable local prime capabilities to grow. They should
then facilitate collaboration between business leaders and further
and higher education institutions (especially business schools) in
order to support a responsive education system and a proactive
approach to graduate retention.
• Local transport authorities and Transport for the North should
prioritise sector-specific requirements as part of the transport
planning process. This should include:
–– local transport authorities developing strategic transport plans
to support PBS clusters, particularly outside city centres
–– Transport for the North prioritising initiatives to broaden
connections between northern cities to expand the highlyskilled northern labour pool.
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•

•

The Brexit negotiations should be more inclusive of the sector and
not simply rely on PBS representation through the City of London.
The sector should therefore be represented on a northern Brexit
negotiating committee (a body previously proposed by IPPR North).
The Department for International Trade should work closely with a
northern professional and business services council (see below), and
build on the government’s ‘centres of excellence’ approach, to ensure
that the strengths of the northern PBS sector are clearly represented in
trade delegations and other regional promotion.

Institutional
The PBS Council should establish a northern professional and business
services council to complement its activities in the North. This council
should: set out a vision for the North’s PBS sector; resolve challenges
specific to the North (especially around transport); take joint responsibility
for advancing northern ‘centres of excellence’; and coordinate between
national sector and industrial strategy development and local priorities.
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