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About the outlook
The government’s levelling up agenda aims to address the
structural inequalities that have held back the country’s
economic progress for decades. It is at the heart of the
promise made by the Conservative Party to former
Red Wall seats in the 2019 General Election but fulfilling
it has been made harder by the Covid-19 pandemic.
The purpose of the levelling up outlook is to track the
country’s progress in reducing economic inequalities in the
context of the ongoing crisis. This is to:
1 Help hold the government to account for its levelling up
agenda;
2 Identify priority areas to achieve the government’s aims;
and
3 Highlight longer-term challenges to the levelling up
agenda and suggest solutions.
We use the latest official statistics and other reliable data
to publish the outlook every quarter.
This month’s edition is being published alongside the CPP’s
policy paper on industrial strategy – A gear change for
growth: devolving industrial policy to help local economies
thrive.
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Key takeaways
from the
December
outlook

The imminent jobs crisis threatens to derail the
levelling up project
We face an immediate jobs crisis as 2 million people were still
furloughed by the middle of October, while the claimant count has
remained at 2.7 million. Without an increase in job creation the count
could exceed 1980s levels at around 3.7 million, should people move
from furlough (now scheduled to end in March 2021) and on to
benefits. Vacancy rates were still down 35% on pre-crisis levels before
the second lockdown.
Business insolvencies have been kept artificially low by government
support – once this support ends, CPP estimates that over 3,500
businesses are quickly likely to go bankrupt (equivalent to two months’
worth of insolvencies in normal times). This may result in permanent
economic losses if wider business and government investment fails
to pick up. Business investment took seven years to recover from
the 2007–08 financial crisis and during the pandemic businesses have
taken on debts to see out the crisis.
The public sector pay freeze will limit demand in the economy next
year and it will impact poorer communities more than richer ones.
Local authorities with higher levels of deprivation have, on average,
a higher share of public sector employment. The £250 wage increase
for those earning less than a median wage is likely to amount to a
real-terms pay cut.
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This month’s focus feature is on the green economy and the extent to
which it can be the engine for job creation:
• As a sector, the green economy is currently worth less than 1% of total
UK employment and although it is growing, on current trend, it will
only be as big as agriculture, forestry and fishing by the end of this
decade (approx. 350,000 employed).
• The government’s proposed £12bn investment – while significant for
such a small sector – will not transform the green economy into a
jobs and productivity engine in time to ease the economy out of this
crisis, nor will it be a silver bullet for levelling up the country. Even if it
achieves the intended 250,000 new jobs by 2030, this only amounts
to an average of 25,000 jobs per year and by the end of the decade the
sector will still only account for between 1–2% of total employment.

London is faltering – levelling down is possible
Nearly a quarter of the 763,000 year-on-year fall in UK employment
came from London. This is not just because London is bigger, but also
because the employment growth rate in the capital has fallen more
sharply than in any other UK region.

While levelling up is concerned with other regions catching up with
London and the South East’s economic performance, this is not
supposed to be achieved by making London poorer.

Changes in company and consumer behaviour
pose long-term risks and opportunities
17% of companies expect to make increased homeworking permanent,
rising to 37% among information and communications businesses.
Across all businesses, 1 in 5 see this as a way to widen the geographic
talent pool which could provide more economic opportunities to people
located some distance away from good jobs.
On current trend, online retail sales could account for 40% of all retail
sales by 2023. While this is not the death of the high street per se, it
represents a fundamental shift in the nature of the retail market which
has been accelerated by Covid-19. The North East currently has the
highest share of employment in retail (29%) of any UK region.

London’s employment crisis has coincided with a record fall in the
employment of EU workers and rising youth unemployment – two
demographic groups the capital is reliant upon.
London’s claimant count remains the highest of any UK region (7.9%),
and its online vacancies remain the lowest relative to 2019 (just 55% of
2019 levels).
London is therefore facing a perfect storm of higher employment falls,
higher claimant count and a lower vacancy rate. Furlough data shows
several London boroughs have the highest proportions still on the
scheme, implying a further potential rise in unemployment in 2021.
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Chart 1: Economic decline in Q3 2020 vs Covid-19 confirmed death rate
Source: CPP analysis of OECD and Johns Hopkins data
140
Higher death rate 

Belgium

100
R² = 0.283
UK

Spain

80

Mexico

USA

Italy
France

The first part of the outlook explores recent trends
in official economic data to highlight key emerging
opportunities and threats to the government’s levelling
up agenda. The second part of the outlook provides
an in-depth focus on a longer-term challenge which this
month relates to the green economy and its potential
role in the recovery.
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Health and the economy are
inextricably linked

The UK experienced the largest
year-on-year economic decline of
any advanced economy in the third
quarter of 2020 (-9.6%).
The UK’s poor performance is a
consequence of experiencing one of
the largest health shocks due to the
pandemic – with a relatively high
number of deaths per 100,000 people.
Looking across advanced economies,
the higher the death rate, the larger
the economic hit.
Getting the virus down so that
people are confident to resume
something like their normal lives is
economic priority number one.
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Given the size of the health and
economic impact in the UK,
returning to ‘normality’ will require
aggressive measures to support
hiring and business investment
once the health crisis eases
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Covid-19 deaths per 100,000

Latest
trends and
developments

Growth and business investment

Business investment
Chart 2: Monthly GDP indexed to January 2020 peak with quarterly
averages

Chart 3: Quarterly business investment since 1997
Source: CPP analysis of ONS data

Source: CPP analysis of ONS data
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Falling short of a V-shaped
recovery

The economy started to recover
during the summer as the national
lockdown eased, but it remained
around 10% smaller than pre-crisis.
With knowledge that the health
crisis was far from over and there
was always the potential for a second
wave in the winter, it is unsurprising
that the economy stopped short of a
full V-shaped recovery. The question
is whether the summer shortfall is
also indicative of a loss in output that
will be felt long after the health crisis
has abated.
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As previous recessions show,
consumers and firms react to big
economic shocks by building up
cash savings and failing to invest
and spend. This is a situation that
takes time to unwind, resulting in
permanent output losses

Business investment may lag for
years not months

Business investment is likely to take
a particularly long time to recover.
In Q3 investment rose by nearly 9%,
but that still means it was a fifth
smaller year-on-year. The resumption
of lockdown in the autumn will
have put back business investment
even further.
After the financial crisis of
2007–08, it was not until 2015 that
business investment recovered to
pre-crisis levels.
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This time around, with the initial
fall in investment more severe
and many businesses taking on
additional debt to see out the
pandemic, it may again take years
rather than months for investment
to recover

9

Chart 4: Company insolvencies

Chart 5: More deprived places have higher public sector shares of the
workforce

Source: CPP analysis of data from the Insolvency Service
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Thousands of zombie companies
face liquidation when the
government ends temporary
support measures

Once the government takes the
economy off life support in 2021, there
is likely to be a swathe of company
bankruptcies. Since April, insolvencies
have actually been substantially down
in comparison to 2019. This is because
of the temporary measures the
government put in place in response
to the pandemic including enhanced
financial support for companies,
reduced HMRC enforcement
activity and restrictions on winding
up petitions that lead to company
liquidations.
To give a conservative estimate
of the number of insolvencies likely
10
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as soon as government measures are
ended, if monthly insolvencies had
remained at 2019 levels there would
have been over 3,500 more company
insolvencies this year.
That is equivalent to two months’
worth of insolvencies happening
even in the absence of the worst
economic shock in three centuries
This may result in permanent
economic losses if wider business
and government investment fails
to pick up.
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Public sector wage freeze will lower
demand in the poorest places

Business investment is likely to
remain low for several years, placing
greater importance on the public
sector to stimulate demand in the
wider economy. This is particularly
relevant for more deprived local
economies where, on average, the
public sector has a higher share of
total employment.

earning below the median wage, but
this would still amount to a real-terms
pay cut for many workers.1
Alongside supporting key workers,
there is a need to stimulate local
demand over the coming months,
especially with private sector
investment and recruitment so low.

Any public sector wage freeze
may therefore impact on demand
in the poorest places the most
including former Red Wall areas like
Blackpool, Darlington and Lincoln
The government has guaranteed a
£250 pay rise for public sector workers
The levelling up outlook: December 2020
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Employment
Chart 6: Total UK employment fall decomposed by region
(Oct 2019–Oct 2020)

Chart 7: Actual and projected benefit claimants
Source: CPP analysis of ONS and CJRS datasets

Source: CPP analysis of PAYE data from the ONS
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London has faced the biggest
employment fall

The Coronovirus Job Retention
Scheme (CJRS) has undoubtedly
stemmed the rise of unemployment,
yet numbers employed have still fallen
by almost 763,000, while the level of
redundancies are now at record levels.
A quarter of the fall in employment
came from London. This is not just
because London is bigger, but also
because the employment growth rate
in the capital has fallen more sharply
than in any other UK region.
Across the UK, younger workers
have fared badly with employment
among the 16–24-year-old age
group falling by much more than
in older age groups. The fall in UK
employment has also coincided with
12

a record decrease in the number of
non-UK nationals from the EU in
employment.2
Coronavirus is hitting London
hard – the combination of a
younger population and more
foreign workers means employment
has fallen fast. Brexit is likely to
exacerbate this situation, making
economic adjustment in London
challenging
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Claimant count could rise to
record levels post-furlough

Despite the CJRS, the number of
people claiming out-of-work benefits
remains at its highest level since the
early 1990s – 2.7 million.
All of the increase in the count
came in March and April – before the
support scheme kicked in. Once the
CJRS has ended next year, the count
will likely rise again. For a rough
estimate, we assume that half of
those still in the CJRS by the middle
of October this year were in jobs
that no longer exist – approximately
1 million people.3

The levelling up outlook: December 2020
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If these people move from the
CJRS and on to benefits, then the
claimant count will be half a million
higher – 3.7 million – than it was at
its peak in the 1980s4
London continues to have the highest
proportion of the population claiming
benefits by UK region (7.9%). And
many of its boroughs account for the
places with the highest proportions
still furloughed.
It is likely that the UK capital will
account for an increasingly large share
of unemployment claimants come the
end of furlough in April 2021.
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Chart 8: Changes in vacancies by industry (Jan–Mar to Aug–Oct 2020)

Chart 9: Online job adverts by region (2019 average = 100)

Source: CPP analysis of ONS data on selected services sub-sectors

Source: Bank of England
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Hiring was still way down during
the summer

Despite some recovery during
the summer and early autumn,
vacancies were still way down on
pre-crisis levels.
For the most part, the sectors
showing the largest declines in
vacancies are the ones to be expected
such as accommodation and food
services and wholesale and retail
which were directly affected by the
lockdown. But other less obviously
impacted sectors also have far fewer
vacancies – such as professional,
scientific, and technical activities and
information and communication.
While UK economic output
might have recovered to 90% of
what it was pre-crisis, vacancies
14

continued to lag in all sectors – 65% of
January–March levels.
Without a substantial increase in
hiring once the CJRS ends in April
2021, the economy will not be able
to absorb the additional numbers
of unemployed
This could result in a substantial
increase in long-term unemployment.

London’s perfect storm

While vacancy rates are still below
pre-crisis levels, there are big regional
differences. In the East Midlands
and North East, for instance, online
vacancies are close to 90% of their
2019 regional average.
By comparison, online vacancies
in London are only 55% of 2019 levels.
Throughout the autumn, London
has had consistently fewer online job
adverts relative to pre-crisis than any
other UK region.
While the levelling up agenda seeks
to spread prosperity and opportunity
to regions outside of London and the
South East, the pandemic-induced
economic crisis appears to be levelling
down London.

The levelling up outlook: December 2020
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Employment is down,
unemployment claims are high and
set to rise further, and vacancies are
half what they were pre-crisis. And
this is before Brexit
The UK’s long-term engine for growth
is faltering – levelling up should
not mean accepting a low bar for
the capital.
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Shifting company and consumer behaviour
Chart 10: Intentions to use homeworking by industry, %
Source: CPP analysis of ONS data
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Chart 11: Why businesses intend to use increased homeworking as a
permanent business model, %
● Ability to

Source: CPP analysis of ONS data
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Long-term company behaviours
are shifting as a result of the crisis

The health crisis has enforced changes
to working practices across firms
and consumers – some of which may
remain with us. For instance, many
firms are adjusting their expectations
for a new world of homeworking.
Across all UK industries, 17% of
businesses intend to use increased
homeworking as a permanent
business model going forward. Certain
industries are particularly likely to
adapt in this way – such as 37% of
information and communication firms
and 34% of professional, scientific and
technical services.
But other perhaps less obvious
industries also intend to increase
homeworking – 16% of manufacturing
16

recruit from a wider geographical pool
● Ability to better match jobs to skills
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businesses as well as 1 in 10 in the
wholesale and retail trade.
If these intentions are carried
through into 2021 and beyond they
will represent substantial changes
to ways of working

0

Homeworking could widen
geographic talent pool

Homeworking could help contribute
to the levelling up agenda if it
supports recruitment from a wider
geographic pool. Among businesses
planning to increase homeworking,
around 1 in 5 said that recruitment
from a wider geography was a key
reason, rising to 2 in 5 for information
and communication businesses.
Homeworking may therefore
enable greater access to good jobs for
people who are located some distance
away from the geographic hubs of high
pay industries. It may also allow better
matching of skills to jobs with around
1 in 5 firms saying this is a key reason
for homeworking – rising to 1 in 4 for
the manufacturing sector.
The levelling up outlook: December 2020
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The move towards greater
homeworking could result in more
inclusive employment – enabling
people in more places access to
good jobs as well as reducing the
disability employment gap by
enabling people who are less able to
commute to work from home
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Chart 12: Internet sales as percentage of retail have been trending
upwards for decades, %
Source: CPP analysis of ONS data
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High street retail faces online
future

The big spike in internet shopping
during the pandemic comes amidst
a clear long-term trend of increased
shopping online. To some extent this
spike reversed in the summer, but
internet sales are still much higher
than in 2019.
The question is whether this
marks an acceleration in the growth
of online shopping (as shown by the
green exponential line) or whether
it will revert back to a more gradual
rise (shown by the blue linear line).
The former would imply internet sales
accounting for around 40% of total
retail sales by 2023.
A high internet growth scenario
would not signal the death of the high
The levelling up outlook: December 2020

street per se – indeed the majority of
sales will remain in person for some
years yet. But it does imply that high
street businesses must ensure they
can compete and remain relevant with
a fast-growing share of online firms.
This will require new skills and ways
of working.
This is likely to be particularly
important in the North East where
29% of people working on the high
street were employed in retail
before the crisis5
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In focus: the
green economy
Much emphasis has been placed on green industries
as a way out of the crisis – providing new jobs and
opportunities up and down the country. Existing data
shows this is still very much a fledging economy and
the government’s proposed green investments – while
significant in the context of a small sector – will be
no game changer for the wider economy. On current
course, the ‘green economy’ offers no quick route out
of the impending jobs crisis.

Chart 13: Offshore wind, nuclear power and low emmission vehicles
account for a fraction of green economy employment, %
Source: CPP analysis of ONS data
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The green economy is a fledgling
industry

The green economy, which we define
as the low carbon and renewable
energy economy, is worth £46.7bn in
the UK and employs 224,800 people
(as of 2018).6
This means it is a very small
sector – accounting for 1% of total UK
non-financial turnover and less than
1% of total employment. By way of
comparison, the agriculture, forestry
and fishing industry which is a very
small sector employed 345,000 in the
same year.7
The industry has experienced
modest growth with total turnover
increasing from £42.8bn in 2015 to
£46.7bn in 2018 after adjusting for
inflation (3% per annum growth).
The levelling up outlook: December 2020
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Employment growth has been slightly
stronger – up 24,000 in three years
(4% per annum growth) – with the
manufacture of energy efficient
products the largest source of
employment.
On current trend, by the end of this
decade, the green economy will only
be as large in employment terms
as agriculture, forestry and fishing
was in 2018
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Chart 14: Proportion of total employed in green economy by industry
(2015 and 2018), %
Source: CPP analysis of ONS data
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£12bn is significant for the sector
but it will not make a dent in
solving the coming unemployment
crisis

Given this low base, the government’s
planned £12bn investment is significant
(equivalent to 25% of the total
green economy).
The investment is intended
to create 250,000 new jobs but
these will come over the space of a
decade rather than in the immediate
aftermath of the crisis.
While the planned increase in jobs
is significant and would effectively
double the size of the sector in
employment terms, it still only
amounts to an average of 25,000 new
jobs per annum. And by the end of
the decade the green economy will
22

10

20

30

40

still be very small – about as large as
the mining, energy and water supply
sector today (which employs between
500,000 to 600,000 people and
accounts for between 1–2% of total
employment).8
Against the possibility of 3.7 million
people on unemployment benefits
come the end of furlough in April
2021, the green economy represents
little immediate hope.
The government’s investment –
while significant for the sector
itself – will not transform the
green economy into a jobs and
productivity engine as we come out
of this crisis, nor will it be a silver
bullet for levelling up the country.
Instead, it signals a commitment
to grow a fledging industry

Sources for charts
Covid-19 mortality by country
https://coronavirus.jhu.edu/data/mortality

Why businesses intend to use increased homeworking as a permanent business model
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/datasets/businessimp
actofcovid19surveybicsresults

Quarterly economic growth vs previous year by OECD country
https://stats.oecd.org/index.aspx?queryid=350
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Monthly GDP index
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Business investment
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Public sector employment by local authority
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urveybrestable6
Indices of multiple deprivation 2019
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file/833995/File_10_-_IoD2019_Local_Authority_District_Summaries__lower-tier__.xlsx
Employment change – Oct 2019 to Oct 2020
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/
datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
Numbers claiming out of work benefits
https://www.ons.gov.uk/employmentandlabourmarket/peoplenotinwork/outofworkbenefits/
timeseries/bcjd/unem
Proportion of employees still furloughed (ONS business survey)
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/datasets/businessimp
actofcovid19surveybicsresults
Official furlough data (HMRC)
https://www.gov.uk/government/publications/coronavirus-job-retention-scheme-statisticsoctober-2020/coronavirus-job-retention-scheme-statistics-october-2020
Vacancies by industry and region
https://www.ons.gov.uk/employmentandlabourmarket/peoplenotinwork/unemployment/
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Online job adverts by region
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https://www.ons.gov.uk/economy/economicoutputandproductivity/output/datasets/businessimp
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Endnotes
1

For instance, someone earning £17,315 would see their earnings increase by 1.4% but the Bank of
England expect inflation to rise to 1.8% in 2021.
2 ONS (2020). Available at: https://www.ons.gov.uk/employmentandlabourmarket/
peopleinwork/employmentandemployeetypes/bulletins/employmentintheuk/
november2020#:~:text=The%20UK%20employment%20rate%20was,higher%20than%20
the%20previous%20quarter
3 The Institute for Government has previously estimated that over 1 million jobs supported by
the furlough scheme are likely to be unviable: https://www.instituteforgovernment.org.uk/
publications/coronavirus-job-retention-scheme
4 Changes to benefit rules and eligibility mean that historic changes to the claimant count will
not be wholly because of changes in the number of people who are unemployed. It nevertheless
provides a good indication of the strength/weakness of the labour market over time.
5 ONS (2020). Available at: https://www.ons.gov.uk/peoplepopulationandcommunity/
populationandmigration/populationestimates/articles/highstreetsingreatbritain/march2020
6 We take the definition of the green economy from the ONS (2020): https://www.ons.gov.uk/
economy/environmentalaccounts/bulletins/finalestimates/2018
The sector may of course have wider knock-on effects for other sectors but this section of the
report is focused on revenue and employment of the low carbon and energy economy.
7 Not a direct comparison as data on the green economy only includes FTE workers, whereas the
agriculture, forestry and fishing sector includes other types of workers but it provides a rough
guide as to the size of the two sectors.
8 With employment likely to continue increasing across the whole economy, this means that as
a share of total employment the green economy will not account for more than 2% of total
employment.
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