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Abstract

The number of industrial policy interventions and the scale of the public expenditure in-
volved is on the increase globally. The United Kingdom has a history of churn with respect
to industrial policies, and has largely been averse to policy activism in this area since 1980.
This article presents case studies of three UK sectors — life sciences and pharma, financial
services and the creative industries — arguing that despite the anti-activism policy rhetoric
for much of the past four decades these have experienced sectoral industrial policies ‘by
accident’, involving classic policy tools used without a strategic framework. Policies affect-
ing business decisions cannot avoid having an impact; acts of omission are policy choices,
just as much as positive decisions. We argue that, although counterfactual outcomes are
necessarily speculative, productivity outcomes would be better if policies impacting key

sectors of the economy were developed by design, due to improved policy co-ordination,

derisking of investment and more effective realization of spillovers.

After some five decades out of fashion,
at least in terms of rhetoric, industrial pol-
icy is high on the agenda in many coun-
tries. The number of industrial policy in-
terventions and the scale of the public ex-
penditure involved is on the increase glob-
ally, and particularly in Organisation for

Economic Co-operation and Development

(OECD) economies (Criscuolo et al., 2022;
Juhdasz, Lane & Rodrik, 2023; Evenett et
al., 2024).

the re-emergence of a type of policy out of

There are several reasons for

favour politically in the period since the in-
troduction in economic policy of a market-
first philosophy by Margaret Thatcher and
Ronald Reagan of the 1980s.
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In addition to the imperative for macroe-
conomic stabilisation policies, the supply
side shocks experienced since the 2008-
9 financial crisis, including the 2020-21
pandemic and 2022 Russian invasion of
Ukraine, revealed the existence of vari-
ous supply chain bottlenecks in globalized
production networks.  Geopolitical ten-
sions have underlined concerns about eco-
nomic resilience (Aiyar et al., 2023). More-
over, the global economy is in the midst
of two structural technological transforma-
tions, namely the energy system transition
to net zero and the new wave of Al and
digital technologies. The market structures
and patterns of comparative advantage es-
tablished in the short to medium term as
these two general purpose technologies ad-
vance and diffuse will shape countries’ eco-
nomic fortunes for decades to come.

The recent rise of industrial policies
therefore signals governments’ recognition
— to varying degrees — that establishing a
strategic framework for the supply side of
the economy is timely. While this recog-
nition has other motivations than improv-
ing productivity — such as national secu-
rity and economic resilience — there are also
hopes that reviving industrial policy by de-
sign can help tackle the slowdown in trend
productivity growth.

There is of course a gap between rhetoric
and reality. Governments have never
stopped using some industrial policy tools
even as they downplayed or critiqued the
idea of actively shaping production activi-
ties (Crafts and Hughes, 2014). ‘Horizon-
tal’ policy tools such as public spending on
basic research, tax credits for research and
development (R&D), export credit guar-

antees and infrastructure investment have

always been part of the policy armoury.
Some ‘verticals’ have long been explicitly
supported, such as defence R&D and pro-
duction, or basic industries such as steel,
on national security or resilience grounds.
And the pandemic brought a significant
set of government interventions to produce,
manufacture and distribute new vaccines
rapidly and at scale, in some cases involv-
ing explicit setting aside of market eco-
nomic principles, such as the invocation in
the US of the Defense Production Act of
1950 (Bown, 2022).

The focus of this article is on UK indus-
trial policies in recent decades that have
not been characterized as such by policy-
makers. Specifically, we describe how suc-
cessive UK governments have implemented
‘accidental” industrial policies in three sec-
tor verticals, pharmaceuticals and life sci-
ences, the creative industries and finan-
cial services. These sectors have been var-
iously recognized as areas of UK economic
strength in the intermittent explicit in-
dustrial policy initiatives introduced since
Mrs Thatcher significantly downgraded the
National Economic Development Office
(NEDO) on attaining office (it was finally
abolished by her successor, John Major, in
1992). These policies were introduced by
the Labour Government in 2008-2010, the
Coalition Government in 2012-2015 and,
most explicitly, Theresa May’s Conserva-
tive Government in 2017-2019 (HM Gov-
ernment, 2009; Department for Business,
Innovation and Skills - BIS, 2012; HM Gov-
ernment, 2017).

However, they fell far short of an in-
tentional, strategic approach to developing
the UK economy’s supply side strengths;

rather, in each case there has been a suc-
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cession of measures not informed by or lo-
cated within a sustained national strategy.
Moreover, a sectoral approach is still re-
garded with suspicion by some economists
as a return to 1970s-style ‘picking winners’
or promoting ‘national champions’ et the
expense of consumers (Posen, 2023; Owen
2024). The Labour Government elected in
2024 intends to implement a new industrial
strategy.

We argue that a strategic industrial pol-
icy by design, rather than by happen-
stance, in three high value, export-rich sec-
tors could have produced better productiv-
ity outcomes than the ad hoc interventions
that actually occurred. One reason is that
an intentional industrial policy framework
can act as a device for joining up, or in
other words co-ordinating, government in-
terventions across different domains, such
as infrastructure, skills, R&D and place-
based policies. The lack of joining-up
across government is widely recognized as
a dysfunction of the UK economy, which
increases the likelihood that there will be
some unaddressed barriers to growth pre-
venting other policies from having their po-
tential impact (Coyle and Muhtar 2023a;
Kremer 1993).

Better policy co-ordination increases the
potential impact of government action on
productivity, first by creating a consis-
tent regulatory and tax environment and
thereby helping derisk private investment;
and second by elucidating trade-offs such
as between consumer protection and in-
novation. A further mechanism for in-
dustrial policy to increase productivity is
the improved potential it offers to realize
spillovers such as those due to agglomera-

tion or knowledge transfer. As a quantita-

tive demonstration of counterfactual out-
comes is not possible, we use three case
studies to illustrate the impacts of im-
plementing industrial policies by accident
rather than design. Importantly, we in-
clude service sectors of the economy, which
have often been overlooked in the industrial

policy literature (Rodrik and Sabel 2022).

A Brief History of Formal UK
Industrial Policies Since 1979

The Thatcher Government elected in
May 1979 inherited the National Economic
Development Office NEDO (or ‘Neddy’) as
the main vehicle for determining industrial
policies. Established in 1963, it formalized
tripartite relations between the govern-
ment, employers and unions, and operated
through sectoral sub-committees known as
‘little Neddies’

moved to replace its monthly meetings with

Mrs Thatcher promptly

quarterly ones, with senior government at-
tendance only once a year. In a BBC in-
terview on the occasion of NEDO’s 25th
anniversary in 1987, she said:

“Yes things are different; we

are much more market oriented,

and what does that mean? It

is not a great economic theory.

What the market means is that

the wage earner and the house-

wife go down to market, they

decide what they want to buy

and therefore they decide whose

goods should be prosperous and

successful (COI, 1987)”
In 1988, her Government also abolished the
sectoral structure (“sponsorship divisions”)
of the Department of Trade and Industry

(as it was then called), leading to a sig-
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nificant reduction in the civil service’s en-
gagement with industry and thus its knowl-
edge and expertize, and also a reduced abil-
ity on the part of business to communi-
cate with government (Greaves, 2008). In
1992 NEDO was abolished by Conservative
Prime Minister John Major.

The Labour Governments in power from
1997-2010 were somewhat less allergic than
the Conservatives to the potential role that
the state might play in economic strat-
egy; indeed, Chancellor Gordon Brown as
a young radical Rector of Edinburgh Uni-
versity had called for a socialist society
(Brown, 1975).

also largely adhered to a market-first vi-

New Labour in power

sion for the economy in terms of its politi-

cal rhetoric. As Jones (2018) has noted:
“The industrial policy of the
Conservative governments be-
tween 1979 and 1997 was to not

The

New Labour government of 1997

have an industrial policy.

broadly accepted this consensus,
in particular resisting so-called
vertical industrial policy—that
is, specific measures in support
of particular industrial sectors,”.
The Labour Secretary of State for Busi-
ness, Peter Mandelson nevertheless pushed
for an industrial policy in 2009, as a means
of enabling economic growth to recover af-
ter the financial crisis. The focus was in-
deed on ‘horizontal’” measures intended to
enhance the UK’s R&D, upskill the labour
force, stimulate innovation in science and
technology, and ensure a low-carbon tran-
sition (HM Government, 2009).
This nascent strategy was brought to a
halt by the election of 2010, which brought

to power a Conservative-Liberal Democrat

coalition. In the coalition period, it was
again the Business minister, now Vince Ca-
ble, who re-introduced an industrial pol-
icy in 2012. It included a focus on finance
for investment and basic research, but also
on packages of measures to support spe-
cific sectors: advanced manufacturing in-
cluding life sciences, knowledge-intensive
traded services including finance, and ‘en-
abling’ sectors such as energy and construc-
tion (Department for Business, Innovation
and Skills (BIS), 2012). The 2012 paper
discusses the risks of a sector-based ap-
proach but sets out a long list of reasons for
nevertheless adopting it. This list includes
the observation that, “Sectoral shifts reflect
increasing sectoral specialization across all
the advanced economies whereby a small
number of sectors account for a relatively
large share of GDP,” (BIS, 2012:12). In
other words, the argument it made was
that the nation’s economic fortunes are in-
creasingly dependent on the performance of
a relatively small number of sectors.

The final episode in this brief history is
the Industrial Strategy of Greg Clark, Busi-
ness minister in Theresa May’s Conserva-
tive government. The 2017 document (HM
Government, 2017) was framed around hor-
izontal policy ‘pillars’ but also included sec-
tor ‘deals’, with an emphasis on techno-
logical innovation. These were: life sci-
ences, construction, artificial intelligence
and the automotive sector. The govern-
ment also set up an Industrial Strategy
Council consisting of business representa-
tives and experts to advise it on policy. Yet
again, a change of government overturned
the policy, even though May’s successor
Boris Johnson was a member of the same

party. His government promptly scrapped
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Table 1: Sectoral Focus in Successive UK Governments’ Industrial Strategies

h
New Labour 2008 Coalition 2012 May 2017 ggﬁ‘son Labour 2024
Life Sciences Advanced Life Life sciences
/Pharmaceuticals manufacturing Sciences Space Aerospace
(Aerospace,
automotive, defence
life sci A
Advanced manufacturing ife sciences) Automotive dvanced .
manufacturing
Financial
services
Professional Knowledge-Intensive  Creative .
. . . - Professional
Services/Finance services sector .
& Business
(finance, services
information services, -
higher education) Creative
g industries
Net Zero Clean energy
(loxy—carbon Energy - Net zero/energy industries
vehicles)
Engineering Construction  Construction Construction - -
Digital
Digital - Al Al
technology

the Strategy (and the Council), replacing
it with a ‘Plan for Growth’ in 2021. The
Labour Government elected in 2024 has an-
nounced a planned Industrial Strategy (UK
Government 2024), signaling a sectoral fo-
cus, and has established an independent In-
dustrial Strategy Council.

There has been some consistency over
time in the sectoral strengths, or hoped-
for strengths, identified by successive gov-
The Chancellor in

the most recent Conservative Government,

ernments (Table 1).

Jeremy Hunt, in a 2023 speech on economic
growth prospects echoed some of the earlier
policies in citing digital technology, green
industries, life sciences, advanced manufac-
turing and the creative industries.? The
2024 Labour Government has pointed to
similar priority sectors in its statements
on industrial policy and “missions”. How-
ever, below the level of identifying broad

sectoral strengths, the policy environment

has been characterized by significant pol-
icy churn and a lack of the co-ordination
among government departments and other
public bodies needed to implement an effec-
tive strategic supply-side framework (Coyle
and Muhtar, 2023a, 2023b; House of Lords,
2024). The next section turns to three sec-
tors identified by successive governments as
UK economic strengths to describe their
trajectories and the policy shifts affecting
them over time: pharmaceuticals/life sci-
ences, financial services and the creative

sector.

The UK'’s Accidental Industrial
Policies

In this section we describe how succes-
sive governments have, by accident rather
than by design, operated what could be
fairly characterized as sector-based indus-

trial policies since 1990, despite the strong

2 https://www.gov.uk/government/news/chancellor-sets-out-long-term-vision-to-grow-the-economy
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Figure 1:Taxonomy of Policy Instruments by Economic Welfare Rationale
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emphasis on private business and markets
in the rhetoric of economic policy. We
adopt a broad definition of industrial poli-
cies as supply side interventions support-
ing a strategic policy goal such as economic
growth or national security. This encom-
passes other definitions in the literature.
For example, Juhdsz et al., (2023:4) define
industrial policy as,
“Those government policies that
explicitly target the transforma-
tion of the structure of economic
activity in pursuit of some pub-
lic goal,”
while Evenett et al., (2024:6) go for,
“Any targeted government in-
tervention aimed at developing
or supporting specific domes-
tic firms, industries, or eco-
nomic activities to achieve na-
tional economic or noneconomic
(e.g., security, social, or environ-
mental) objectives,”
These and other definitions all specify
the intentionality and strategic character of
industrial policies ‘by design’ (while recog-

nizing that ad hoc or firm specific interven-

+ Consumer behaviour
Industry groups

tions are common), whereas we argue that
policies adopted with a less well-specified
strategic rationale are also industrial poli-
cies, but ‘by accident’; many of those de-
scribed in this section were introduced with
a general notion of supporting an impor-
tant sector of the economy, or a response to
lobbying or the broader political economy
environment, rather than a reasoned analy-
sis of supply-side aims and what policy in-
struments might best service them. Acts
What’s more,

the specific nature of the interventions has

of omission are still acts.

changed quite a lot over time in each case.

The examples we give here also demon-
strate the use of a range of differing policy
instruments. Figure 1 sets out a taxonomy
of policies organized according to their eco-
nomic welfare rationale. The mix of instru-
ments used has been different across each
of our three examples, as described below.

Table 2 presents some summary descrip-
tive statistics for the three sectors, each
of which accounts for a meaningful share
of GDP. Chart 1 shows labour productiv-
ity (Gross Value Added, GVA per hour

worked) for each sector and the total econ-
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Table 2: Sectoral Descriptive Statistics (2022 or latest available

data)
Share Net
Sector GVA  of GDP, g“m}f’er q gve“?ge Trade
Per cent mploye armings  palance
Ll.fe £43.3bn 1.2 304,190 £40,000 £625m
sciences/pharma
Financial services £171.4bn 7.5 1,148,000 £48,197 £59.9bn
Creative Sector £148.7bn 6.5 2,300,000 £30,164 £600m

PWC: https://www.pwc.co.uk/industries/pharmaceuticals-life-
sciences/insights/the-life-sciences-future50.html &  Office for Life
Sciences; https://www.gov.uk/government/collections/bioscien
ce-and-health-technology-database-annual-reports; ONS: Blue
Book 2023 https://www.ons.gov.uk/economy/grossdomesticpr
oductgdp/compendium/unitedkingdomnationalaccountstheblue
book/2023/supplementarytables;TradeTimeSeries,2024-https:
//www.ons.gov.uk/economy /nationalaccounts/balanceofpayments/da
tasets/tradeingoodsmretsallbopeu2013timeseriesspreadsheet ; Creative
Industries Jobs Data, 2023 - https://www.ons.gov.uk/employmentand
labourmarket /peopleinwork /employmentandemployeetypes/adhocs/15
627jobsinthecreativeindustriesandoccupationsinlondonandallotherreg
ionsoftheuk2010t02021 ; Annual Surveys of Hours and Earnings 2023
https://www.ons.gov.uk /employmentandlabourmarket/peopleinwork/ea
rningsandworkinghours/datasets/ashe1997t02015selectedestimatesOLS:
Bioscienceandhealthtechnologysectorstatistics,2023-https://www.gov.
uk /government /statistics /bioscience-and-health-technology-sector-s
tatistics-2021-to-2022#full-publication-update-history ; Life Sciences
Sector Data, 2024 - https://www.gov.uk/government/publications/life-
sciences-sector-data-2024 DCMS: Sector Economic Estimates GVA 2022
- https://www.gov.uk/government /statistics /dcms-sectors-economic-
estimates-regional-gva-2022 ; Sector Economic Estimates - Trade, 2021,
Main Report - https://www.gov.uk/government/statistics/dcms-and-
digital-sector-economic-estimates-trade-2021 /dcms-sectors-economic-
estimates-trade-2021-main-report; Sector  Economic  Estimates:
Earnings 2023 and Employment October 2022 to September 2023
- https://www.gov.uk/government /statistics/economic-estimates-
earnings-2023-and-employment-october-2022-to-september-2023-for-
the-dems-sectors-and-digital-sector

omy from 1997 to 2020. That the three

sectors have contributed to the broader

nance.

slowdown post-2008 in trend productiv- Life Sciences and Pharmaceuticals

ity growth is clear from the chart, with

the productivity index declining in each
case. This is consistent with other evi-
dence that the biggest contributors to the
UK productivity slowdown have been high
value, intangibles-intensive sectors (Coyle
and Mei 2023, Goodridge and Haskel
2023). Nevertheless, between 2000 and
2020, whole economy labour productivity
rose 19 per cent, compared with 53 per cent

for pharmaceuticals and 50 per cent for fi-

The pharmaceuticals and life sciences
sector spans several SIC codes, includ-
ing the manufacture of basic pharmaceu-
tical products (SIC 21100), preparations
(21200) and also biotechnical research ac-
tivities (72110) and ‘other’ scientific activ-
ities (74909). As with the creative sector,
policy documents as well as company activ-
ities may refer to a broader or narrow range

of these. Although the sector boundary is
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https://www.gov.uk/government/collections/bioscience-and-health-technology-database-annual-reports
https://www.gov.uk/government/collections/bioscience-and-health-technology-database-annual-reports
https://www.ons.gov.uk/economy/grossdomesticproductgdp/compendium/unitedkingdomnationalaccountsthebluebook/2023/supplementarytables; Trade Time Series, 2024 - https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/datasets/tradeingoodsmretsallbopeu2013timeseriesspreadsheet
https://www.ons.gov.uk/economy/grossdomesticproductgdp/compendium/unitedkingdomnationalaccountsthebluebook/2023/supplementarytables; Trade Time Series, 2024 - https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/datasets/tradeingoodsmretsallbopeu2013timeseriesspreadsheet
https://www.ons.gov.uk/economy/grossdomesticproductgdp/compendium/unitedkingdomnationalaccountsthebluebook/2023/supplementarytables; Trade Time Series, 2024 - https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/datasets/tradeingoodsmretsallbopeu2013timeseriesspreadsheet
https://www.ons.gov.uk/economy/grossdomesticproductgdp/compendium/unitedkingdomnationalaccountsthebluebook/2023/supplementarytables; Trade Time Series, 2024 - https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/datasets/tradeingoodsmretsallbopeu2013timeseriesspreadsheet
https://www.ons.gov.uk/economy/grossdomesticproductgdp/compendium/unitedkingdomnationalaccountsthebluebook/2023/supplementarytables; Trade Time Series, 2024 - https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/datasets/tradeingoodsmretsallbopeu2013timeseriesspreadsheet
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/15627jobsinthecreativeindustriesandoccupationsinlondonandallotherregionsoftheuk2010to2021
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/15627jobsinthecreativeindustriesandoccupationsinlondonandallotherregionsoftheuk2010to2021
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/15627jobsinthecreativeindustriesandoccupationsinlondonandallotherregionsoftheuk2010to2021
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/15627jobsinthecreativeindustriesandoccupationsinlondonandallotherregionsoftheuk2010to2021
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/ashe1997to2015selectedestimates OLS: Bioscience and health technology sector statistics, 2023 - https://www.gov.uk/government/statistics/bioscience-and-health-technology-sector-statistics-2021-to-2022#full-publication-update-history
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/ashe1997to2015selectedestimates OLS: Bioscience and health technology sector statistics, 2023 - https://www.gov.uk/government/statistics/bioscience-and-health-technology-sector-statistics-2021-to-2022#full-publication-update-history
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/ashe1997to2015selectedestimates OLS: Bioscience and health technology sector statistics, 2023 - https://www.gov.uk/government/statistics/bioscience-and-health-technology-sector-statistics-2021-to-2022#full-publication-update-history
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/ashe1997to2015selectedestimates OLS: Bioscience and health technology sector statistics, 2023 - https://www.gov.uk/government/statistics/bioscience-and-health-technology-sector-statistics-2021-to-2022#full-publication-update-history
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/ashe1997to2015selectedestimates OLS: Bioscience and health technology sector statistics, 2023 - https://www.gov.uk/government/statistics/bioscience-and-health-technology-sector-statistics-2021-to-2022#full-publication-update-history

Chart 1, GVA per Hour Worked by Sector (Volume Index 2019=100)
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Source: ONS (2022) Labour productivity by industry division (2022, January). https://www.ons.gov.uk/econo
my /economicoutputandproductivity /productivitymeasures/datasets/labourproductivitybyindustrydivision.

fuzzy, it is intertwined with health policy
and the role of the NHS in the UK as a
purchaser of products, a valuable environ-
ment for trials, and increasingly as a po-
tential source of data for use in research.
Not surprisingly, given the role of safety
regulation in medicines as well as the out-
size importance of government policy de-
cisions in health provision in the UK, the
industry undertakes considerable lobbying
efforts, which help explain the shape indus-
trial policy interventions have taken over
Naci & Forrest (2023) summarize

these efforts as funding for patient support

time.

groups (which can call for the NHS to pay
for specific drugs, for example; for clinical
commissioning groups; and for Parliamen-
tary interest groups (p22).

Box 1 summarizes relevant policy inter-

ventions since 1990. These take three main

forms. First, there is a clear and stable
regulatory framework. This has been a sig-
nificant enabler of UK comparative advan-
tage in the life sciences in particular. The
extended public and political consultations
undertaken by the Warnock Review led to
the establishment of the Human Fertilisa-
tion and Embryology Authority (HFEA) in
1991, setting a regulatory framework for
embryology and genetic research that had
societal consent and enabled the UK to op-
erate at the frontier of blue skies and ap-
plied research in this area (Harding 2023).
The legislation set the HFEA dual aims of
patient care and medical innovation (UK
Government, 1990). The broader regula-
tory framework for approving pharmaceu-
tical products and funding them, with the
Medicine and Healthcare Products Regula-

tory Agency, has also remained stable and
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Box 1: Health and Life Sciences timeline 1990-present

* 1990s to 2000:

¢ Clear regulatory framework e.g. HFEA in 1991 set framework for life sciences research; European

Medicines Agency established in 1995

e Healthcare policy and market access: targeted cost-effectiveness of new drugs to support healthcare policy.
Led to the National Institute for Health and Care Excellence (NICE), 1999

+ 2000- 2010:

¢ Medicine and Healthcare Products Regulatory Agency, MHRA established in 2003
o Increased public funding for Research; National Institute for Health Research (NIHR) established in 2006

¢ 2010-2020s:
Cancer Drugs Fund Established in 2011

Cell and gene therapy Catapult Centre (across 4 locations) established by Innovate UK

¢ MHRA rebranded, 2013
o Tax subsidy: Patent box 2013

Technology transfer and innovation support: attempts at commercialisation spin-outs from R&D,
e.g., the Biomedical Catalyst programme 2013 — now under Innovate UK
¢ Programmatic interventions beginning in 2012, e.g., establishment of the Cell and Gene Therapy Catapult

2012
and the Medicines Discovery Catapult 2015

¢ Increased research support: National Health Research Authority 2015

e Cancer Drugs Fund Reformed, 2016

e Public-private partnerships, e.g., Industrial Strategy Life Sciences Sector Deal 2017
e More programmatic support — PPP Innovative Medicines Fund, 2021; NHS launches Commercial Medicines

Framework, 2021

¢ MHRA becomes standalone UK Regulator of Medicines, 2021
o Innovative Licensing and Access Pathway (ILAP) established, 2021

Source: Authors’ own

provided researchers and the private sector
with a clear operating framework. This is a
clear example of the benefits of regulatory
clarity and stability in enabling innovation
and investment.

The second, and related, intervention
has been consistent and significant pub-
lic funding for research in UK universities,
augmented by private funding from chari-
ties and foundations such as the Wellcome
Trust. Jones and Wilsdon (2018:5) note the
scale of the increase in funding for biomedi-
cal research since at least 2000: “The share
of overall research council spending ac-
counted for by the Medical Research Coun-
cil (MRC) has risen from 16 per cent in
2004 to 24 per cent in 2015 — a 75 per cent
increase in real terms,”.

Chart 2 shows the increase over time in
health-related research funding. This has
brought huge innovations, not least the first
sequencing of the human genome by John
Sulston and colleagues, announced in 2000,
and several UK Nobel Prizes. The contin-
uing research funding has enabled the UK

to retain its research lead and to attract

and retain private investment in pharma
and biomedicine, building on early indus-
trial strengths from ICI in the 1960s on-
wards and on early intellectual advances,
such as Franklin, Crick and Watson’s dis-
covery of DNA. The Laboratory of Molecu-
lar Biology at Cambridge has recently been
singled out as one of the most successful
ideas factories ever, producing over a dozen
Nobel Laureates (Gebel et al., 2024). One
estimate put the annual total economic rate
of return on public health research spend-
ing in the 20 years to 1995 at between 15
and 18 per cent (Sussex et al., 2016) al-
though — in arguing for a reprioritization
of funding away from basic biomedical and
life sciences research to research into be-
havioural and environmental influences on
health — Jones and Wilsdon argue that the
economic return has diminished since.

A third significant policy tool support-
ing the sector has been tax relief for pri-
vate sector R&D and the introduction of
the patent box in 2013. Companies reg-
istering for the relief pay a lower corpora-

tion tax rate of 10 per cent on profits at-
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Chart 2: Direct Expenditure on Health-related Research in the UK
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Source: The UKCRC Health Research Analysis Forum (HRAF) (2023), a subgroup of twelve large public and
charity funders of health research, plus the Association of Medical Research Charities (AMRC. https://hrcsonli
ne.net/wp-content/uploads/2024/04/UK__Health_Research__ Analysis_ Report_ 2022 web_ v1-1-postpub.pdf

tributable to patented products they have
developed. The total value of relief claimed
in 2022 was £1.4bn, almost all (94 per cent)
claimed by large companies. The tax au-
thority, His Majesty’s Revenue and Cus-
toms (HMRC), does not publish data be-
yond broad SIC categories, but manufac-
turing companies account for over half the
claimants and 44 per cent of the relief. The
effectiveness of the tax relief in encourag-
ing companies to locate and commercialize
their R&D in a particular country has been
questioned (Gaessler et al., 2021) but — as
with other corporate tax instruments — gov-
ernments are likely to feel compelled not to
diverge too far from practice in countries

competing for such investments.
Financial Services

The UK has long had a comparative ad-
vantage in financial and related services
thanks to the City of London. From the

formation of the Lloyds of London insur-

ance market after its early informal begin-
nings in local coffee houses to innovations
such as the idea of discounting (Deringer,
2018), today’s City began to take shape in
the 17th and 18th centuries. The creation
of the Bank of England in 1694 was an im-
portant milestone (Kynaston, 2018). In re-
cent times, the growth of the Eurodollar
markets through the 1980s paved the way
for the major de- or re-regulation in the
shape of the 1987 ‘Big Bang’.

Among other factors, the legislation
passed by the first Thatcher Government
enabled a substantial shake-up of the tra-
ditional market structures, permitted the
growth of derivatives markets, opened Lon-
don more to foreign banks, and paved the
way for most building societies to shed their
mutual status and list as public companies.
The offshore ‘Eurodollar’ markets moved
onshore, and the City grew massively in
terms of transactions volumes, jobs, and
also net exports. The financial services core

has also enabled growth in ancillary profes-

INTERNATIONAL PRODUCTIVITY MONITOR

29


https://hrcsonline.net/wp-content/uploads/2024/04/UK_Health_Research_Analysis_Report_2022_web_v1-1-postpub.pdf
https://hrcsonline.net/wp-content/uploads/2024/04/UK_Health_Research_Analysis_Report_2022_web_v1-1-postpub.pdf

sional services businesses such as law and
accountancy firms and mergers and acqui-
sitions (M&A) consultancies.

The regulatory and legislative environ-
ment is the main focus of many accounts
of financial services policies, and has con-
tinued to be contested. The Labour Gov-
ernment’s decision early in its 1997 term
to make the Bank of England independent
and responsible for monetary policy drove
one rearrangement of the supervisory archi-
tecture. In the 1980s the Securities and Fu-
tures Authority (SFA) was responsible for
oversight of investment firms, and the Bank
With the Bank’s

independence, a new single body, the Fi-

of England for banks.

nancial Services Authority, emerged from
the predecessor Securities and Investments
Board formed prior to Big Bang.

Unsurprisingly, the regulatory environ-
ment changed again in the wake of the fi-
nancial crisis, with the splitting of respon-
sibilities into the Prudential Regulatory
Authority (PRA, prudential regulation of
all firms) and the Financial Conduct Au-
thority (FCA, conduct of consumer-facing
firms), while the Bank of England regained
responsibility for overall financial stability.
This complicated institutional history indi-
cates a once a decade major restructuring
of the basic regulatory environment, and
was accompanied by an increasingly com-
plex set of international rule books, both
from the EU and other bodies such as the
Bank for International Settlements and Fi-
nancial Action Task Force.

One of the benefits of Brexit was claimed
to be the potential to lift some of the
post-2008 regulatory burden on the finan-
cial sector, including unpopular (with the

City) caps on bonuses. In 2024, the newly-

elected Chancellor Rachel Reeves used a
speech to signal a tilt away from regula-
tion toward greater risk-taking (HM Trea-
sury, 2024). The overall picture is one of
an unstable regulatory environment for the
sector.

While the story of regulation since 2008
has largely been one of increasingly tight
restrictions, an important exception has
been the FCA’s introduction of its inno-
vation ‘sandbox’ for fintech startups and
for already-authorized firms wanting to test
new technology products. Studies typically
find positive effects on the participants on
metrics such as ability to raise capital and
many other countries have adopted regula-
tory sandboxes for finance. The innovation
remit of the Payment Services Regulator
and efforts to enforce competition in UK
retail banking through the Open Banking
initiative, have probably also helped foster
fintech innovation.

As Box 2 indicates, other ‘classic’ in-
dustrial policy supports for financial ser-
vices have often been overlooked, however.
These have included planning reforms en-
abling the construction of the modern land-
scape of the City, with large floor spaces
for trading floors and the liberation of air
rights to build out over public highways
and spaces; and the creation in 1981 of the
London Docklands Development Corpora-
tion. The City — or rather Canary Wharf
— has also benefited from infrastructure in-
vestments in the Docklands Light Railway
(cumulatively over £1bn), the Jubilee Line
extension (£3.5bn), London City Airport
(£400m), and the Elizabeth Line serving
Canary Wharf from towns west of London
(£19bn). Other parts of the UK can only

weep at the scale of these investments in
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Box 2: Financial Services Timeline 1990-Present

o« Late 80s — early 90s:

e Major regulatory shake-up: ‘Big Bang’, Financial Services Act and Building Societies Act 1986,
Building Societies’ demutualizations. Securities and Investment Board 1985
¢ Planning reform in City of London and Docklands, development support for Docklands,

construction boom
e Infrastructure investment: DLR, City Airport
o Late 90s to mid-2000s:

¢ Regulatory evolution: Bank of England loses stability and market oversight functions in creation
of Securities and Investment Board; SIB morphed into Financial Services Authority

(Financial Services and Market Act 2000)

¢ Investment schemes: e.g., Venture Capital Trusts, 1995 — targeted at small, high-risk companies

e Jubilee Line extension
¢ Post-2008 crisis:
Regulatory evolution: shake-up of regulators

Public funding for R&D in fintech
Banking Reform Act, 2013

Elizabeth Line opened 2022 (Crossrail)
Financial Services and Markets Act 2023
Brexit

Source: Authors’ own

London’s transportation infrastructure.

Creative Industries

In contrast to pharma/life sciences and
financial services, the UK’s creative indus-
tries did enjoy an intentional industrial pol-
icy early in the 20th century, but have been
the poor relation in terms of policy atten-
tion and strategy in recent decades, to the
extent that it is the most ‘accidental’ of
the industrial policy examples in this pa-
The BBC was established 1922 as
the British Broadcasting Corporation, by

per.

the Post Office convening private compa-
nies such as Marconi to create a commer-
cial rival to RCA and help ensure that the
American company did not dominate in the
new technology of radio (Coyle, 2015). At
that time it was seen as a research and
engineering-centric company; while subse-
quent BBC Royal Charters have all in-
cluded a core engineering R&D function,
this has shrunk over time although it has
remained an important participant in areas
of broadcasting and internet research, and
in international standards-setting in broad-

cast and online technologies.

Nationalization of failing banks — subsequent share sales

The radio and then television markets
subsequently grew, with the UK landscape
changing when the television Act of 1954
established the Independent Television Au-
thority, later known as the Independent
Broadcasting Authority, and the first com-
Mrs

Thatcher’s Government further liberalized

mercial channels launched in 1955.

the broadcasting market in 1990.

Other pre-1990 interventions were the
establishment of the British Film Insti-
tute Production Board in 1964 (it was
folded into the UK Film Council in 2000,
which in turn was closed down in 2011) to
commission experimental and indeed un-
commercial films; and the launch in 1982
of publicly-owned Channel 4 & S4C (in
Welsh) to stimulate innovation in the inde-
pendent production sector. These broad-
casters are purchasers not producers, and
hence their funding (advertising for Chan-
nel 4 and part of the BBC licence fee for
S4C) is a form of advance market commit-
ment (Kremer et al., 2020).

One notable intervention with a lasting
impact on the UK economy was the BBC’s
commissioning of the BBC Micro in 1982,

as a tie-in to a TV programme (The Sil-
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Box 3: Creative Sector Timeline 1990-Present
e« 1990 to 2000:

The Broadcasting Act 1990: deregulation of the broadcasting industry
« BBC and Channel 4 provide advance purchase commitment and training for

independent sector

o Establishment of National Lottery, 1994, provided significant funding for

independent producers
¢ Creative Industries Task Force established, 1997
« 2000 to 2010:
o First set of tax reliefs: Film Tax relief in 2007
« 2010 to 2020s:
¢ Creative Industry Council established 2011

e More tax reliefs: High-End Television Tax Relief 2013, Video Games Tax Relief 2014

e Screen Skills created in 2018

Source: Authors’ own

icon Factor, followed by I'TV’s The Might
Micro in 1983) explaining computers (Rad-
cliffe and Salkeld 1983). The commission
to produce the machines, which supported
coding in a version of Basic, was won by
Acorn Computers in Cambridge, the seed
from which today’s chip design giant ARM
developed.

Even more significant, however, was the
development of a generation of software
developers and the highly successful UK
games industry out of the new coding en-
An
early blockbuster game was Elite, created
The UK’s

early strengths in games development were

thusiasts who bought the machines.
by two Cambridge students.

cemented by some new university courses,
such as those developed at Abertay Uni-
versity. The BBC undertook the exercise
as part of its education mission, specified
in every one of its Royal Charters, and had
a grant of £10,000 from the (then) DTT’s
Electronic Applications Division.  Since
that intentional start, however, there has
been little systematic strategic policymak-
ing for the games sector, the computer soft-
ware sector or the rest of the creative in-
dustries more broadly (Tsang 2021). The
UK’s games and software sectors are frag-
mented with few large companies, and

whose trade surpluses are small (Mandys

& Coyle 2024).

As the timeline in Box 3 shows, there
have been piecemeal policies across the cre-
ative sector, such as small tax reliefs and
— importantly — funding provided through
the National Lottery. On the contrary, al-
though on some definitions the creative in-
dustries account for as large a share of GDP
as do financial services, successive govern-
ments have cut basic arts funding (which
can be seen as the equivalent of R&D for
the cultural industries), downplayed the
importance of arts education in schools and
universities, reduced public funding in real
terms for the BBC, and kept the future sta-
tus of Channel 4 in doubt. Broadly speak-
ing, although (as Table 1 shows) various
industrial policy statements have included
the creative industries as a key sector, Box
3 indicates a paucity of policy interest, with
a focus on tax reliefs for the private sector
and deregulation.

The consequence of this market-first ori-
entation in the creative industries has been
— apart from constant funding pressures —
a failure to deploy effectively the BBC’s
role as an engine of industrial policy for
the sector, and an opening of UK broad-
cast markets to overseas providers. While
this may benefit consumers, it risks under-

mining UK-based skills and supply chains.
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In addition to its engineering R&D in
relevant technologies (including for exam-
ple the first deployment of long-form video
on demand and implementation of high
definition television), the BBC is a large
commissioner and purchaser of UK radio,
TV, online and music output, with regu-
latory requirements to purchase from sup-
pliers around the UK. It is an important
funder of the sector’s skills body and pro-
vides skills and experience for large parts
of the rest of the sector. R&D funding, ad-
vance purchases and skills provision are all
classic industrial policy tools.

Moreover, successive Governments’ ne-
glect has not been benign. Political attacks
and funding cuts have made it increasingly
difficult for the BBC and Channel 4 to play
these policy roles, as even some of their
commercial rivals accept. One specific pol-
icy decision with adverse consequences was
the Competition Commission’s 2009 deci-
sion to ban for 5 years a joint venture
between the five UK broadcasters to pro-
vide a long-form video streaming platform
(‘Project Kangaroo’). This paved the way
for Netflix to enter that market and be-
The

supply-side implications of the decision for

come the UK’s biggest broadcaster.

the UK’s production base did not feature in
the reasoning for the decision (Coyle 2024).

Discussion

Of these three examples, the sector that
comes closest to a ‘classic’ industrial pol-
icy, acknowledged as such, is pharmaceu-
ticals and the life sciences. It featured in
almost all the iterations of formal indus-
trial policy described in Table 1. One ex-

planation for this may be the lobbying ef-

fectiveness of the pharma industry (Naci &
Forrest 2023; Abraham 2002; Rickard and
Ozieranski, 2021). But the sector has his-
toric strengths dating at least back to the
1960s, both in research and in industrial
production.

The financial services sector is not gener-
ally regarded as the beneficiary of a sector-
based industrial policy, in part because of
the tendency in the debate to focus on
manufacturing. It has nevertheless has
also been consistently seen as an area of
UK strength, with a long history of inno-
vation and comparative advantage dating
back to at least the 17th century. It too
wields significant lobbying power (Culpep-
per, 2014; Bell and Hindmoor, 2015, 2017)
while governments are also mindful of the
power of the financial markets to make or
break their macroeconomic policies. How-
ever, the debate about policy for the indus-
try focuses on regulatory design and insti-
tutions, whereas as we have noted it has
also benefited from other classic industrial
policy tools such as significant infrastruc-
ture investment. Given the instability of
the regulatory framework, other aspects of
the policy environment may have been im-
portant in cementing the UK’s status as an
international financial centre.

The creative sector has increasingly
come to be seen as an area of economic
strength for the UK but it is more dis-
parate, arguably lobbies less effectively,
and the BBC in particular has increas-
ingly become a focus of culture war pol-
itics. So while the sector benefited from
an explicit industrial policy in the early
20th century, and was a focus of deregula-
tory policies from the 1960s and especially

the 1980s on, government policies have be-
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come progressively less supportive of the
sector over time. Although it is compara-
ble in scale to the financial services sector
in terms of GVA, jobs and trade, it does not
have equal status in terms of policy priori-
ties such as tax reliefs or public R&D. In-
deed, recently government policies have in
some ways become actively hostile to the
sector, although the current Labour gov-
ernment has so far taken a different tone.

What the three examples have in com-
mon is that the various policies support-
ing them have not formed part of a con-
scious strategic framework, with interven-
tions linked to specific identified needs. As
Figure 1 indicated, the differing economic
welfare rationales for not ‘leaving it to the
market’ point to different subsets of pol-
icy instruments. While public support for
basic R&D due to knowledge spillovers is
indeed an appropriate instrument in the
case of life sciences, as noted questions have
been raised about whether or not there is
now too much funding relative to other re-
search areas.

Meanwhile the important role of the
UK’s regulatory environment has not been
fully acknowledged; it will be important
to maintain the stability of the regulatory
framework and to develop a similarly clear
and stable set of rules for health data use
in the age of Al In addition, other sec-
toral needs have not been met. For ex-
ample, companies often complain of skill
shortages at the mid-skill level, such as
lab technicians; from 2010-2020 the highest
growth in demand in scientific and tech-
nical companies was for employees with
undergraduate and higher apprenticeship
qualifications rather than PhDs (Royal So-
ciety, 2022). This too calls for a policy ad-

dressing the need for a public good, as in
Figure 1, and a strategic framework might
more easily enable joining up of financial
incentives, R&D and skills needs — as with-
out the latter, the impact of government
spending or tax breaks will be more lim-
ited.

In the case of financial services, the reg-
ulatory environment has by contrast been
unstable over many governments, under-
standably so post-crisis. But the frame-
work continues to be debated and it seems
likely to remain contested. There are also
questions about the appropriate regulatory
framework for fintech innovations, and the
balance between enabling innovation and
protecting consumers.

The debate also ignores the important
role of planning policies and infrastruc-
ture provision. The question here seems
to concern the societal economic return to
what has in fact been substantial public
subsidy to the sector (even ignoring the
public finance cost of bank bailouts and
the ultimate cost of the QE programme).
As a number of authors have pointed out
(Christophers 2013, Coyle 2014), the con-
struct in the national accounts of ‘finan-
cial intermediation services indirectly mea-
sured’ imputes valued added to speculative
Of the three sec-

tors discussed here, it is by far the most

trading by the sector.

successful net exporter, but it would not
be unreasonable to consider its ‘true’ ra-
tio of GVA to GDP to be lower than the
7 per cent recorded in the national ac-
counts. An intentional policy framework
would investment and regulation to better
outcomes for society including productiv-
ity and potentially regional economic out-

comes. For example, should infrastructure
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investments favouring the sector occur out-
side the City of London and Canary Wharf,
in cities such as Birmingham, Edinburgh
and Manchester?

When it comes to the creative sector,
there is, in recent decades, a sense that
its success has come about despite stated
government support rather than because
of it. Although a varied sector, includ-
ing broadcast, games, software, publishing,
heritage and the arts, with a share of GDP
and numbers employed similar to financial
services, public funding has been progres-
sively reduced in real terms. The success
of public interventions such as Channel 4
or the BBC Micro does not feature in po-
litical rhetoric; on the contrary, successive
Conservative Governments sought to un-
dermine the case for any government role
at the same time as enabling and lauding
commercial activities — even though these
often have foreign providers without a com-
mitment to the UK supply chain.

Nevertheless, the UK’s creative sector
is, like the others, an economic success
story. Understanding interventions the sec-
tor as an important area of economic policy
would help maximize its potential produc-
tivity, which also has an important regional
dimension.

Given that these are successes, the ar-
gument here concerns the counterfactual:
how much more successful might they have
been with an intentional and stable indus-
trial policy framework, with interventions
targeted to identified market failures? ac-
cident. We argue that there are (at least)
two channels through which industrial pol-
icy by design would have enabled higher
productivity in these sectors, as compared

with the reality of accidental industrial

policies.

One of these is reduced investment risk
due to reduced policy uncertainty: a sus-
tained industrial policy would encourage
a more stable tax and regulatory environ-
ment, including by making explicit the po-
litical choice made with regard to trade-
offs.

sciences, the financial services sector could

For example, in contrast to the life

have experienced less regulatory upheaval,
offering firms more clarity about the policy
trade-offs between competition, innovation
and consumer protection or financial stabil-
ity. Similarly, if there had been a sustained
industrial policy focus on the creative in-
dustries, with less policy churn with regard
to tax breaks or skills policies, or simply
a greater awareness among politicians of
the sector’s economic scale and importance,
the UK could instead have grown a more
export-oriented sector with larger produc-
ers rather than the current fragmented sup-
ply base of small independent suppliers and
freelancers.

Policy churn is an often-noted weak-
ness of the UK political system, and
there is cross-country evidence that pol-
icy uncertainty reduces investment (Davis,
2019).

tential framework for reducing policy-

Industrial policy offers a po-

related uncertainty, both by reducing churn
and through classic instruments such as
standard-setting and advance market com-
mitments.

A second channel is the potential to
realize spillovers through co-ordination.
High value and knowledge-based sectors
are characterized by knowledge spillovers.
These can take the form of agglomera-
tion in certain locations, given the evidence

on the continuing importance of in-person
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links and thick labour markets for special-
ist skills (e.g. Atkin et al., 2022, Giroud
et al., 2024). The massive infrastructure
investment in London’s financial services
is an implicit recognition of the power of
agglomeration. With an intentional strat-
egy, UK Governments might also have con-
sidered more carefully the location of the
major infrastructure investments and plan-
ning reform, to accelerate the development
of secondary financial services locations in
the UK. With a greater focus on labour
market spillovers and training provision life
sciences and pharmaceuticals could have
fewer mid-level skill shortages or labour
market mismatch. The keystone role of the
public service broadcasters in the creative
industries could, in a counterfactual world,
have been used through R&D, training and
clustering to have delivered a larger sector,
exporting more. The positive impact of the
BBC’s 2007 decision to relocated a large
chunk of its services and activities to Media
City in Salford suggests the positive scope
for such policies (Nathan et al., 2024).

Labour reallocation from lower to higher
value sectors encouraged by policy inter-
ventions could also contribute to improved
aggregate productivity outcomes. Employ-
ment has grown in each of the three cases
considered here, although other work has
found that the contribution of labour real-
location effects to recent UK productivity
performance has been limited (Coyle & Mei
2023).

Policies affecting business decisions can-
not avoid having an impact on the sup-
ply side of the economy and thus on lev-
els of productivity; acts of omission are
choices, just as much as positive decisions.

Although the counterfactual outcomes are

necessarily speculative, the political revival
of interest in industrial policies argues for
making the most of the ones we already
have, in the context of a more intentional or
strategic approach to economic policy at a
time of significant technological and geopo-

litical transition.
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