NORTHERN CHAMBERS OF COMMERCE SPENDING REVIEW SUBMISSION

This submission is on behalf of a group of Chambers of Commerce in the North of England. Our organisations represent more than 16,000 businesses of all sizes and sectors who collectively employ about 1.4m people. We are each accredited Chambers within the British Chambers of Commerce network.

This submission is a high level statement regarding policy changes we believe would enhance the Northern Powerhouse initiative and enable the businesses we represent to deliver more for UK plc. We are willing to work with Government to develop these in greater detail in the weeks ahead. It should be seen alongside the British Chambers of Commerce submission that our Chambers have contributed to; and submissions by individual Chambers focusing on the specific needs of local areas.

We welcome the Northern Powerhouse initiative. The North of England’s economy represents a quarter of the UK economy with a combined GVA of £289bn in 2013. It contains a series of business and economic assets that are vital for UK plc. These include:

· More than a quarter of UK manufacturers are based in the North, meaning greater connectivity could significantly increase the efficiency of domestic supply chains;

· Advanced Manufacturing Park in Rotherham home to a cluster of world leading companies involved in R&D

· Sheffield’s world leading expertise in advanced materials, which positions it firmly at the foundation of many of those supply chains;

· The second largest digital and creative sector cluster in Europe, in Greater Manchester;

· The automotive cluster around Nissan in Sunderland, that produces one in three of the UK’s cars;

· The offshore oil and gas industry on the North Sea coast, plus substantial expertise in new and renewable energy technologies;

· Half-a-billion pounds worth of investment in windfarm technology, installation and maintenance facilities on the Humber leading the offshore renewable energy revolution;

· Liverpool City Region, Manchester and North Cheshire forms one of three main concentrations of Life Science clusters in the UK and the region is one of the leading bio-manufacturing clusters in Europe;
· A £6bn petrochemicals cluster around the Humber, and the largest integrated chemicals plant in the UK in Tees Valley;

· The largest legal and financial services cluster outside the capital in Leeds;
· One of only three internet exchanges in the UK in Leeds, meaning resilience for UK internet traffic can be provided without reliance on London exchanges; this has spawned significant data centre capacity and a world leading innovative digital eco-system;

· The fourth largest trading estuary in Europe and the largest in the UK by tonnage in the Humber;
· Superport, which stretches from the Port of Liverpool along the Manchester Ship Canal, is the closest port to over half of all UK manufacturers and is currently undergoing over £1bn intermodal infrastructure investment; from late 2015 the new deep-water Liverpool2 terminal will be able to service 95% of the world’s largest container ships;
· The largest seafood and one of the largest food and drinks clusters in the UK at the Humber;

· Growing capability in the rail sector including in South Yorkshire, where the HS2 Training Academy will be based in Doncaster alongside a mass of rail engineering firms, and the North East where Hitachi Rail has recently opened its new plant.
For several decades, however, the North’s economy has underperformed. IPPR North has calculated that halving the gap between the North and the UK average performance would increase output by £41bn. This means the UK economy is presently in a much weaker position that it could be, and over-reliant on London in particular. It also means that the capacity clearly exists within our regions to deliver a significant increase to UK GDP. Unlocking this opportunity should be a national economic priority and not left in a ‘regional policy’ niche. It is therefore long overdue for national Government to place specific emphasis on enabling the North to deliver more. The Northern Powerhouse concept is extremely welcome, but can and must be developed further to realise this potential and create the stronger and better balanced growth the UK needs and is capable of.

To date, the Northern Powerhouse concept has focused on two main strands. The first is specific locational investments, including transport infrastructure and innovation centres. The second is giving more decision making power to the North, through individual devolution agreements with Combined Authorities or broader initiatives such as Transport for the North.

We welcome both of these elements and look forward to seeing them develop further. As Northern Chambers, we commit to playing an active and constructive role both within our own localities and jointly across the North to ensure they are as successful as possible and reflect the aspirations of businesses.

Transport is of critical importance to connect the different markets that currently make up the North to each other, to the rest of the UK, and internationally. This includes investment in both road and rail to improve trans-Pennine connectivity, connections to a high speed rail network throughout the North and ongoing support for our ports and airports.
Devolution deals must be delivered broadly across the North, with recognition that the economic assets in the area are by no means restricted to our core cities. These must be ambitious, be open to continual development in future, and be delivered with maximum commitment to the process and principles by all Government departments.

But even with the development of these initiatives, there will continue to be a series of policy areas where decisions made in Whitehall will affect the ability of businesses in the North to deliver faster growth for UK plc.

In many of these areas, we believe policy is currently geared towards economic circumstances in the South East of England, rather than the North. If Government is fully committed to enabling Northern economies to flourish, this must be addressed, either by ensuring they are part of devolution deals with local decision makers allowed sufficient flexibility and resources to effect meaningful change, or through changing the national approach to be more reflective of conditions across the whole of the country.

Some of the most significant examples of these are outlined below.

Transport infrastructure investment: Investment in Northern infrastructure will have a transformative effect on our economy. The ability to move people and products swiftly and efficiently across the North is vital to achieving the Government’s aim of developing a Northern Powerhouse. This is hampered, though, by scheme appraisals that place too heavy emphasis on relieving congestion. This creates a spiral of investment focused on the highest benefit:cost ratios, which will usually be achieved for schemes that reduce journey times for the largest numbers of people earning the largest amounts of money. Such schemes are most commonly located in London and the South East. These infrastructure investments in turn encourage greater private investment in the locality, pulling more people into the area and pushing wages higher. In time this will create pressure for further infrastructure, for which the benefit:cost ratio will be even greater than was previously the case. 

This cycle squeezes out investment in the North. This is reflected in the assessment by IPPR North demonstrating that spending per head on transport in London is £3,095, compared to £460 in the North West, £395 in Yorkshire and the Humber, and £263 in the North East.

The method of appraisal of schemes must therefore be revised to place greater emphasis on unlocking capacity in the North, with a specific aim to reverse a trend of dragging investment, people and wealth away from the North through the current pattern of infrastructure investment.

Energy generation: The North of England contains significant potential for the exploitation of a range of energy sources. We urge Government to support the broadest possible mix of energy sources to ensure future energy security. This includes new and ‘unconventional’ sources of gas, with major reserves of shale gas in the North that can be accessed through fracking and the opportunity to utilise the gas locked away in North Sea coal fields through innovative gasification technology. 
Transmission charges for connection to the national grid are significantly cheaper in the South of England than the North. There is some logic to this approach in that it is more efficient to generate energy close to areas of high use. However, this approach is failing at present. The National Grid has estimated that there may be as little as 1% spare generating capacity at peak times this winter, leaving UK industry vulnerable.

Whilst National Grid and Ofgem have looked at the Transmission charges and provided forecasts for 2016-7 which reduce the differences between charging zones, there is still a disparity which acts as a considerable disincentive to locate power generation in the North.  The motivation behind this move was less about providing a level playing field and encouraging new generating capacity and more to reflect the mix of generating methods we now have. As an illustration, the table below shows the difference in charges between zones.

	Wider Generation Tariffs (£/kW) Conventional Generation

	Zone Name
	2016/17 May Forecast (£/kW)

	North East England
	8.59

	North Lancs & Lakes
	7.24

	South Lancs, Yorks & Humber
	6.13

	Mid Wales & Midlands
	2.48

	Cotswold
	-1.73

	Central London
	-5.24

	Essex & Kent
	-1.00

	Oxfordshire, Surrey & Sussex
	-1.73

	Somerset & Wessex
	-3.70

	West Devon & Cornwall
	-5.06


Source: National Grid Forecast of TNUoS Tariffs 2016/7

This situation could be addressed by equalising these charges, to stop disincentivising energy generation in areas of the North that benefit from significant energy resources and expertise, lower land costs and more supportive approaches to planning. National Grid and Ofgem’s remit is to provide the best scenario for the wider customer base but not specifically to take account of industrial requirements or recognise that it may be easier to create generating capacity in some parts of the country than others and set tariffs to reflect that. 

Funding for social housing: Funding for social housing development is often badly suited to the needs of the North, where the need for major increases in aggregate housing numbers is lower, but there is a significant need to vary the type of housing. Reduced grant funding and an emphasis on recoverable investments make many developments less viable in the North. In the early 1990s grants covered 75% of the cost of each new home; by 2010 this was 40% and is now only 14% - a funding model inappropriate for the North’s housing and investment market. Funding mechanisms also discourage demolition and regeneration when that is the most appropriate solution in some communities in the North. These should be reviewed.

This also impacts on the appropriateness of Right to Buy in the North, as that can reduce social landlords’ capacity to raise funds for investment from other sources. Indeed, National Housing Federation (NHF) figures show that since 2012 only 46% of homes sold off through Right to Buy have been replaced, thereby further reducing the number of homes for rent.  

In higher value areas, housing associations could potentially make a profit from Right to Buy receipts, but not in the North where property values are typically lower than the national average. Therefore, Right to Buy receipts will not cover the cost of replacement in the North and the scheme is tantamount to a gentle liquidation of housing associations’ capital bases. 

Many housing associations had budgeted for a 10-year inflation linked rent settlement, as previously agreed with government. Accordingly, reducing social rents by 1% a year for the next four years could mean between 14,000 and 27,000 fewer homes could be built as a result of rent reductions, according to OBR and NHF estimates.

The investment in housing development by social landlords represents a strong contribution to the overall housing market in many parts of the North and measures to ensure this can continue should be considered.

Skills funding: National skills funding places a heavy emphasis on very young people (16-18) when in many parts of the North with an older demography, it is essential to ensure slightly older workers can be re-trained if we are to meet our future skills needs. The differential in funding between age groups should be smoothed to better reflect the needs of the labour market across the country, with more funding made available for training adults over the age of 25. 

The recently launched consultation on the implementation of an Apprenticeship Levy on larger businesses is welcome, but so far little detail has been provided by the Government. Should Government restrict the use of the funds raised by the levy to support larger employers, more clarity needs to be provided on the support for SMEs to fund apprenticeships. The Apprenticeship Grant for Employers of 16-24 year-olds (AGE) supports smaller businesses that would not otherwise be able to afford to recruit an apprentice, and in 2015 control of the AGE budget has been devolved to three Local Enterprise Partnerships/Combined Authorities in the North. This has allowed these areas to develop their own eligibility criteria and target the grant to boost participation in the subjects that are needed by local businesses. The offer of devolved skills funding should be extended to all parts of the North to allow them to greater focus resources on the skills that are needed for growth.

Following the area reviews of post-16 education and training institutions, the best performing colleges in the North should be given the necessary funding to specialise in the provision of STEM training to ensure that young people can acquire the manufacturing and engineering qualifications required by industry.
Immigration: Restrictions on international students remaining in the UK to work are detrimental to areas of the North where there is less population pressure and a greater need for higher levels of enterprise. These restrictions should be eased, with particular support in place to encourage students at Northern universities to remain in the area where they studied. 

The Destinations of Leavers from Higher Education (DLHE) survey for the academic years 2011-12 and 2012-13 found that on average, 42% of graduates who studied at Northern universities and went on to work in the ICT sector moved out of the North to find a job after graduation. Additionally, a quarter of graduates who studied in the North and went on to work in the financial and insurance industries were working in London and the South East six months after graduation. Greater flexibility to allow talented international students to remain in the North would help address this loss of skills.

Any future increase to the minimum salary thresholds for skilled migrants applying under the Tier 2 route must take account of current salary levels in the North in comparison to London and the South East, to ensure that employers are able to fill skilled vacancies. 

The Government should also balance any further restrictions on visas for skilled migrants from outside the EEA with the need to allow Northern universities to continue to be able to attract the best graduate research talent from around the world, in order to support the growth of future industries such as biologics and nanochemistry. 

Property taxation: The reduction to empty property rate relief was designed to address a problem in the commercial property market of buildings being deliberately left vacant that largely did not exist in the North. However, as margins on speculative property development in many areas of the North are tighter, it has had a significant impact on the level of development taking place. The full relief that existed prior to 2008 should be reinstated, with more targeted measures introduced specifically in areas of the country where there are problems of vacancy that need to be addressed.

The British Property Federation estimates that local authorities have collected almost £1bn in empty property rates each year since 2011-2. Empty property rates therefore not only discourage investment and speculative investment, but also make renovation projects financially unviable and hinder the return of refurbished commercial spaces back to the market.  

UK firms face the highest business rates bill in Europe, with UK revenue from business rates equivalent to 1.6% of GDP – the highest of any country in Europe and double the combined income from business property taxes in Germany and France. Business rates are inhibiting business growth and discouraging investment in our towns and cities. PwC data demonstrate that the decline in town centre shops increased three-fold in 2014, with 987 net closures compares to 371 in 2013. Increases in business rates are a key determining factor in shops closing. 

While we await full details of the forthcoming business rates review, the failure of business rates to respond to the changing economic environment is a main criticism of the current system. If the review is to be ‘fiscally neutral’ as announced earlier this year, there is the danger that this criticism may not be addressed, which cannot be the case. Accordingly, we urge that the review delivers meaningful improvements for businesses and is reflective of a business’s ability to pay, as well as wider economic circumstances. 
Air Passenger Duty: Northern Chambers have welcomed the Government’s publication of options for the future of Air Passenger Duty (APD) as a step forwards in addressing an issue that hinders the growth of successful regional airports. The proposed devolution of APD to the Scottish Government only increases the need to develop an acceptable solution that does not place English regional airports at a competitive disadvantage. We favour a system that recognises the growth potential of our airports and their relative lack of congestion in comparison to those in other parts of the country and call on the Government to support our airports’ ambitions.
Inward investment: The shift to a ‘UK First’ approach on inward investment fails to take adequate account of the specific advantages of locating in regions and undersells the overall UK offer. The North for example has a significant advantage over many other areas of the UK due to its lower office costs, higher than average GVA by its workers and international links through its strong air and sea hubs which continue to see expansion.  

More robust structures should be in place to ensure closer working between the national UKTI team and regional bodies such as LEPs, with regional targets that reflect the significant opportunities that exist across the country. SMEs can also play a pivotal role in this, by showcasing businesses that are rooted in local areas and have strong local supply chains, allowing greater opportunity for inward investment.  

The recent trade mission to South East Asia, in which a UK delegation led by the Prime Minister coincided with a Northern Powerhouse themed visit, was a prime example of how Foreign Direct Investment (FDI) can be encouraged on a national level and bring specific benefits to the North of England. There was a total of 1,988 FDI projects recorded in the UK in 2014-5 (12% more than in the previous year). Given this improvement, it is important to make sure that potential investors are well aware of the significant opportunities available in the North of England and that the Government adequately resources agencies to develop convincing inward investment propositions in this part of the country.
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