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Introduction and summary 

Not all UK cities are equally well equipped to cope with 
21st century economic conditions, in particular the 
ongoing shift to a knowledge-based service economy 
facilitated by technological developments. This paper 
provides a framework for considering which cities are 
likely to benefit most from these changes. This 
framework is then overlaid with other features of 
regional real estate markets to identify those with the 
most positive long-term prospects for office occupier 
demand. 
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Executive summary 
− Cities have long been regarded as engines of economic 

growth. In the UK and other developed economies, 
however, the key driver of a city’s performance has 
shifted in recent decades as their role as manufacturing 
centres has all but disappeared. With the shift to a 
service-based economy, the role of cities as hubs of 
interconnected, knowledge networks has become 
increasingly important. 

− Not all cities have coped well with the rise of the 
services sector. Indeed, certain ones in the north of 
England are faring particularly poorly. The most 
successful cities are those that have been able to 
metamorphosize into knowledge-based service centres. 
They are heavily concentrated in the south of England. 

− The growth of knowledge-based industries is likely to 
continue given that major drivers such as globalisation 
and technological change have further to run. We have 
used indicators of economic geography to assess which 
cities are most likely to benefit from this ongoing trend. 

− We have overlaid this analysis with office market 
indicators and some qualitative analysis to identify the 
office markets we feel have the best prospects for the 
long term. 

− Twelve cities score in the top 20, both in terms of 
economic geography measures and real estate 
fundamentals. Birmingham and Bristol feature in this list 
and we provide some commentary on those markets to 
explain why they rank highly. 

Cities as ‘engines of growth’ and crucibles of ideas 

Urban economists often describe cities as engines of 
economic growth to reflect the correlation between 
urbanisation and economic progress. The UK was, of 
course, the first country to experience an industrial 
revolution and the first where living in cities became the 
norm. More recently, these trends are being replicated in 
emerging economies and the shift from rural to urban living 
represents the biggest migration in human history.  

So why are cities so successful at driving economic 
growth? Economists generally attribute their 
outperformance to what they term agglomeration 
economies. These are the benefits that firms reap from 
locating to an area where they are in close proximity to 
each other. These economies fall into two major 
categories:  

− Economies of scale – proximity to transport networks, 
to markets and to large pools of labour can lower costs; 

− Network effects from the sharing of ideas and 
information. Much information can be codified in forms 
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such as books and manuals and shared across great 
distances. But in many cases, knowledge is most easily 
shared face-to-face. Cities facilitate the sharing of this 
tacit knowledge.   

In the UK, and the developed economies generally, the 
relative importance of these two types of agglomeration 
effect has shifted in recent decades. The rise of 
manufacturing and international trade drove the UK’s 
growth and rapid urbanisation in the nineteenth and early 
twentieth centuries. During this period, the centres that 
grew most rapidly were those that offered economies of 
scale through access to raw materials, particularly coal, 
access to rivers, ports and railways for transport and 
access to large numbers of workers and customers.  

The manufacturing sector has experienced huge changes 
over the last fifty years or so. Electrification means that 
firms no longer need to be close to coalfields as a source of 
energy. Due to globalisation, it is often cheaper to site 
manufacturing operations in emerging economies. 
Meanwhile, the rise of road transport means that those 
manufacturing operations that remain in the UK can enjoy 
the benefits that come from locating outside of the major 
cities and towns. As a result, manufacturing has become 
more dispersed. The impact on the UK’s cities has been 
profound with their role as industrial centres all but 
disappearing.  

Yet the UK’s urban population continues to grow 
suggesting that cities still offer economic advantages. 
However, these advantages increasingly relate to the 
second type of agglomeration effect, namely knowledge 
networks. The UK economy is now, of course, 
overwhelmingly service-based and against this backdrop, 
the role of cities as ’crucibles of ideas’ is increasingly 
important for economic performance.  

Which UK cities have adapted best to the role of 
knowledge centre? 

A recent study by the Centre for Cities (CfC) provides a 
useful analysis of which cities have coped best with the 
decline of manufacturing and the rise of a service-based 
economy1. The paper looks at the job market performance 
of 57 cities across England and Wales since 1911 to 
determine which centres have been most successful at 
creating jobs and what types of jobs have been created. 
The analysis sheds light on which cities have taken best to 
the role of knowledge centre.  

Encouragingly, the majority of cities have been successful 
in creating new jobs over the past 100 years or so. Four-
fifths of the centres studied in the report have increased the 
number of jobs over this period, with over a third seeing the 
number of jobs more than double. However, a minority 
have seen job numbers decline, in some cases quite 
dramatically. Burnley, for instance, has less than half the 
                                                
1 A Century of Cities, Centre for Cities, March 2015 

number of jobs now compared to 100 years ago. In fact, all 
of the centres that have seen a decline in jobs are located 
in the north of England. The former mill towns of 
Lancashire, as well as ports such as Liverpool and Hull, 
make up the majority of this category.    

But not all northern centres have seen such a decline. 
Clearly some adapted better than others to the changing 
economic climate. The CfC study identifies two approaches 
that have been taken by cities faced with declining 
traditional industries: replicating or re-inventing. The 
replicators have tended to replace jobs in declining 
industries with other routine and generally lower-skilled 
jobs, such as in call centres and distribution warehouses. 
The re-inventors, by contrast, have successfully created 
jobs in knowledge-based growth industries, such as IT and 
digital media. 

This, of course, begs the question of why some cities have 
been able to re-invent while others have had to settle for 
replication. The short answer is that the “geography of 
knowledge”, like all economic factors, is not evenly 
distributed and the industrial makeup of some cities was 
better suited to the shift to a knowledge-based economy. 
Economic complexity theory highlights the fact that new 
industries do not just appear, rather they evolve out of 
existing industries. Publishing and digital media are 
examples. The tacit knowledge and knowledge networks 
already existed in these centres to facilitate the growth of 
the new knowledge-based industries. 

Chart 1: The evolution of the UK’s employment 
structure 
The UK’s Evolving Employment Structure, 1841-2011 

 
 
Source: ONS, 170 years of industrial change across England and Wales, 2013 
* Data from 1841 to 1911 covers Great Britain. Data for 1921 to 2011 covers 
England and Wales, no census data for 1941or1971   
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The rise of knowledge-based industries to remain a key 
driver of growth 

For developed economies, such as the UK, we expect 
knowledge-based service industries to remain a key driver 
of growth in the period ahead. This derives from the view 
that the major macroeconomic trends of recent decades 
still have much further to run. Globalisation will see the 
continued outsourcing of manufacturing and back-office 
functions to emerging markets. The disruptive effect of 
technology looks set to continue and perhaps even 
increase in importance; in a recent paper, for instance, we 
highlighted the potential for new technologies to drive a 
major new round of job automation in the coming years2. 
Finally, demographic trends will remain a key determinant 
of which cities fare best. Overall, the UK’s birth rate is 
below replacement meaning that population growth is 
driven by a combination of increasing life expectancy and, 
primarily since the 1990s, positive net migration. Migrants, 
of course, are drawn to the most vibrant economic centres. 

As we have seen, a city’s starting point in terms of 
industrial makeup influences its prospects and 
developments at a micro level have a big bearing on which 
cities manage to attract and grow knowledge-based 
industries. Important factors in this regard include the 
development of the local labour market, in particular the 
skills of the workforce; the local industrial structure; overall 
economic vibrancy; and the quality of the physical 
environment, including transport infrastructure. 

How to assess the ’geography’ of knowledge 

Of course, knowledge and knowledge networks are 
intangible and so it is not possible to measure them 
directly. We have attempted to measure the UK’s economic 
geography to get around this problem by selecting a range 
of indicators that can indirectly give us an idea of which 
cities are best suited to the growth of knowledge-based 
industries. The measures we have chosen include: 

1. Labour market strengths 
– Workforce size and skills 
– Labour market health (unemployment and 

employment) 

2. Industrial structure and economic vibrancy 
– Knowledge-intensive private sector jobs versus 

government jobs 
– Business density 

3. Physical environment 
– Urban profile  
– Quality of life  
– Accessibility to employment and services 

                                                
2 Rise of the Machines, UK Real Estate in the Computer Age. Richard Levis, Aviva 
Investors’ Investors’ Journal, November 2014 

We then weighted and combined these measures to 
produce location attractiveness scores for each of the main 
workforce catchment areas in the UK. Over 200 urban 
centres across the UK have been ranked on this basis.   

Figure 1: Economic geography: 14 variables combined 

 
Source: Aviva Investors Real Estate Research Team 

Which office markets are best prepared for the growth 
of knowledge-based industries? 

This analysis is of greatest relevance for offices because it 
flags those centres where demand for space is likely to be 
greatest. In order to determine which office markets are 
best placed to handle this demand, we looked at office 
market indicators for 60 UK office markets to assess their 
relative competitiveness over the long term. The office 
market features we looked at include: 

− Physical supply - are there issues of structural over or 
under-supply; how quickly does supply respond to such 
issues?  

− Investor and occupier demand, including measures of 
rental growth, capital value growth, take-up and net 
absorption  

− Liquidity: How deep is the pool of commercial 
floorspace and businesses? 

Again, these indicators are weighted to arrive at a measure 
of office market competitiveness for each centre and the 
centres are ranked accordingly. 

To complete the analysis, a qualitative overlay is added to 
incorporate relevant factors not likely to be captured by the 
quantitative analysis. This overlay draws heavily on our on-
the-ground market knowledge and experience. It also looks 
at the potential for policy initiatives, such as city devolution, 
to alter a market’s outlook. Infrastructure developments and 
transport projects are also included. The latter, in particular, 
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offer the potential to alter a centre’s growth path through 
the production of agglomeration effects which increase the 
number of people and businesses that can access the 
centre. 

Figure 2: Office market fundamentals: eight variables 
combined 

Long term measures of: 

 
Source: Aviva Investors Real Estate Research Team 
 
 
The regional office markets that appear best placed  
for growth 

Following this analysis, which office centres appear best 
placed to take advantage of the expected growth of 
knowledge-based industries? The table below shows the 
top-ranking cities outside London based on economic 
geography and on real estate fundamentals. 

Figure 3: The results - Top 20 cities on both measures 

Workforce catchment  
economic geography Rank 

 Office market 
fundamentals Rank 

Manchester 1  Manchester 1 
M4 corridor 2  Glasgow 2 
Birmingham 3  Birmingham 3 
Reading 4  Cambridge 4 
Guildford and Aldershot 5  Newcastle upon Tyne 5 
Cambridge 6  Aberdeen 6 
Crawley 7  Bristol 7 
Bristol 8  Edinburgh 8 

Luton 9 
 Solihull and Birmingham 

OOT* 9 
Oxford 10  Cardiff 10 
Southampton 11  Sheffield 11 
Leicester 12  Bournemouth and Poole 12 
Leeds 13  Leeds 13 
Leamington Spa 14  Oxford 14 
Glasgow 15  Brighton 15 
Brighton 16  Milton Keynes 16 
Harrogate 17  Southampton & Eastleigh 17 
Milton Keynes 18  Reading 18 
High Wycombe and 
Aylesbury 19 

 
Portsmouth 19 

Portsmouth 20  Staines and Chertsey 20 
 
Source: Aviva Investors Real Estate Research Team 
* Out of town 

This analysis allows us to identify cities that score well on 
both economic geography and real estate fundamentals. 
Twelve centres rank in the top 20 on both measures.  

 

Conclusions 

The UK’s cities have changed beyond recognition as the 
nation’s employment base has slowly shifted away from the 
industries that created them. Locational trends in 
globalisation, technology and demographics have 
combined to alter the form and function of these urban 
areas, and they will continue to do so in future. We believe 
we are midway through a slow rediscovery of cities as 
desirable places to live and work. In the globalised post-
industrial age, we believe knowledge-based employment is 
likely to continue to grow as new technologies develop. The 
urban areas best able to adjust to these trends will be the 
successful cities of the future. Such places must be able to 
compete in a highly-interconnected global economy. They 
must have the individuals and structures in place to 
facilitate strong knowledge networks, nurture creativity, 
benefit from technological developments and adapt to 
social and demographic changes. As long-term investors in 
real estate we look for the locations with the strongest 
resilience and best prospects for future economic 
development. 
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Focus on Birmingham  

Birmingham, of course, has long been one of the UK’s 
major centres and vies with Manchester for the title of 
second city. It is also a powerful example of the changing 
role of cities. In Victorian times, it was known as “the city of 
a thousand trades” with its thriving economy based on a 
multitude of small manufacturing workshops. This 
knowledge base left it well placed to benefit from the 
growth of large-scale manufacturing in the 20th century. It 
had a particularly prominent role in the automotive industry. 
The growth of assembly-line manufacturing, a move which 
in many ways involved a de-skilling of the workforce, drove 
the shift to large-scale manufacturing. Increased global 
competition in the decades following the second world war 
hit many of these operations hard, and manufacturing in 
the city has declined very significantly. In recent decades, 
Birmingham has, however, managed to create significant 
numbers of jobs in knowledge-based industries helped by a 
strong city centre, the presence of the International 
Convention Centre and strengths in some significant 
industries, notably insurance and legal services. 

In our analysis, Birmingham ranks third both in terms of 
economic geography and office market fundamentals. Both 
the city centre and out-of-town markets are large, mature 
and well defined, with the latter currently seeing very low 
levels of vacancy. In addition, the city fares very well in 
terms of transport infrastructure. It is at the heart of the 
UK’s motorway network and rail connections to London 
from the recently redeveloped New Street station are 
extremely good with journey times of about 1.5 hours. If 
high-speed rail network HS2 is built, the journey time could 
drop as low as 49 minutes. Birmingham International 
Airport is well located for access to the city centre, the NEC 
and London, and is currently expanding its long-haul 
destinations notably to China. Locally, significant additions 
to the Midland Metro system are planned. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: Birmingham  

 
Source: Aviva Investors Real Estate Research Team 
 
The charts in figures 4 and 5 show the relative contributions of 
each standardised and weighted measure of economic geography 
and the office market to the overall location ranking score. Positive 
contributions add to the location’s attractiveness score and vice 
versa. 

Meanwhile, the political backdrop offers Birmingham and 
the wider West Midlands region the prospect of enhancing 
its identity. Most notable in this respect is the recently-
announced proposal to create a “metro mayor” covering 
Birmingham, Solihull, Sandwell, Dudley, Wolverhampton 
and Coventry. With the aim of enhancing its ability to take 
advantage of the building of HS2, the regional authority will 
have considerable powers over transport, skills and 
schemes such as the Curzon Street Enterprise Zone. 
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Focus on Bristol 

The UK’s eighth most populous city, has had quite a 
different economic history. Its major historic role, of course, 
was as a sea port facilitating trade first with Ireland and 
continental Europe and later as a major trans-Atlantic port 
for trade in slaves, cotton and tobacco. It has long had an 
important manufacturing role but never to the extent of 
centres such as Manchester and Birmingham. In contrast 
to some other port centres, it has also managed the 
transition to knowledge-based industry quite well.  

The history of Liverpool, for example, has many parallels 
with that of Bristol. The former, however, has lost jobs over 
the past 100 years, according to the CfC, while Bristol has 
added jobs overall, particularly, in knowledge-based 
sectors. Since the 1960s, it has been a major regional 
office market. The CfC highlights two important high-tech 
clusters in and around Bristol, namely aerospace and IT.  
According to the Office for National Statistics, the city’s 
economy grew by 19.2 per cent between 2009 and 2014, 
making Bristol the fastest-growing economy of any UK city 
outside London. 

Bristol’s strong showing in knowledge-based and high-tech 
industries is one reason for its high ranking in our economic 
geography measures. It rates well also in terms of size, 
accessibility, quality of life and educational qualifications. 
Both the town centre and out-of-town office markets are 
large and well established and it also rates well in terms of 
office market fundamentals. The city scores reasonably 
well in terms of transport infrastructure. It is well-connected 
to London by the M4 motorway, and plans to electrify the 
West Coast mainline by 2018 will reduce journey times and 
improve reliability. Bristol airport is the UK’s ninth-busiest, 
although it is largely a regional hub for European 
destinations and does not offer significant long-haul 
operations. 

The political backdrop in the wider Bristol region is 
somewhat fragmented. The city of Bristol has a directly-
elected mayor, albeit with relatively limited powers. There is 
considerable competition between the various local 
authorities and the city-region does not have a combined 
authority. As a result, plans for greater devolution to the 
region are relatively undeveloped. 

Figure 5: Bristol 

 

Source: Aviva Investors Real Estate Research Team 
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