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Foreword

This report touches on one of the biggest strategic questions
facing the North of England. In a world in which the agglomeration
of economic activity seems to be increasing, can the North of
England provide an alternative focus of economic critical mass to
match the power of London and the South East?
Since the start of The Northern Way in 2004, there’s been a particular focus on
the opportunities for closer integration of the larger Northern cities, as a means of
improving productivity and growth. Our work on trans-pennine transport links has,
in particular, strengthened the case for investment in inter-city corridors. The
opportunity for Regional Development Agencies, city regions and their partners to
develop more integrated regional strategies is prompting a debate on priorities for
investment. And the lively discussion of options for High Speed Rail is prompting a
renewed interest in the economic benefits of radical reductions in travel times.
Is there more to be gained from fostering stronger economic relationships between
the Northern cities, or between them individually and London? How do inter-city
connections measure up against intra-city networks? Can city-to-city links benefit
the wider regions, or are the benefits focused more locally? Will everyone benefit
from a widening of labour markets, or do some groups and industries have more to
gain than others?
In the light of these debates, The Northern Way partnership was particularly pleased
to work with the Spatial Economics Research Centre, to examine the benefits from
closer links between our two largest city regions: Manchester and Leeds. The work
has been supported through our Policy and Research Programme, funded by the
northern RDAs, and the Department of Business Innovation and Skills.
When the Spatial Economics Research Centre began in Spring 2008, it was natural
that The Northern Way would want a close and productive relationship with it. We
supported the alliance between the LSE and Newcastle University in their original
proposal to set up SERC, and have been keen to use this significant national centre
of expertise to address the questions we see as priorities from the North. We were
delighted when Henry Overman and his team accepted our challenge to conduct a
detailed economic study of the Leeds-Manchester relationship.
Built up from an impressive database of inter-connections between communities
across the UK, it is the product of 18 months of work by a SERC team of
researchers based at the LSE, supported by two team of stakeholders – from city
regions from both sides of the Pennines, from RDAs and Central Government,
working with independent academic challenge from the University of Manchester. It
provides a methodology that can potentially be used more widely.
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Those looking for a silver bullet solution will be disappointed. The report backs the
view that improvements in links between these two cities can have a wider positive
impact across the North, and contribute to a narrowing of the economic gap
between North and South. But it warns that infrastructure investment can only
be part of a solution. The considerable economic benefits that it identifies – up to
£6.7 billion across the north of England from a 20 minute reduction in travel time –
require, and would prompt, significant structural change in skills and occupational
mix. Only those in a position to upgrade their skills in response to the larger labour
market would be likely to benefit directly.
As we publish this report, the north is tentatively emerging out of a serious
recession. The stronger cities have ridden out the recession better than in the
past, while the areas with less reliance have again been the hardest hit. This
report suggests that a focus on building stronger connections between our core
economic centres can be part of a positive economic strategy for the recovery
phase, alongside a renewed emphasis on skills and labour market reform to widen
the benefits to a wider range of communities.
Andrew Lewis,
Director of The Northern Way
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1: Introduction

This report summarises research by the Spatial Economics Research Centre
(SERC) that aims to understand economic integration and interaction between the
Manchester and Leeds City Regions. As well as analyzing current patterns, the
research assesses the possible economic impacts of increased integration.
The research was commissioned by The Northern Way, as a contribution to its
Policy and Research programme, to provide robust evidence about the economic
relationships between the two city regions and to assess:
• economic opportunities which could accrue from closer links; to the two
city regions, other Northern territories and the wider UK
• risks, either in terms of adverse impacts on the economy of one of the two
centres, or impacts on surrounding territories
• the potential and feasibility for public policy to stimulate and encourage
such relationships.
The research involved a number of complementary projects, and it was undertaken
between July 2008 and November 2009. Facilitated by The Northern Way, the
project was supported by representatives from the two city regions, Yorkshire
Forward and the North West Development Agency, Government Departments and
independent academic advisors.
A summary of findings and policy conclusions is provided in this report. A full report,
describing the detailed findings and methodology is also available on the website of
The Northern Way at www.thenorthernway.co.uk/leedsmanchester and on the
website of SERC at www.spatialeconomics.ac.uk.
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2: Background to the research

There is increasing interest in the role of cities in driving economic growth
and development.
An immediate focus is on the role cities may play in recovery from the current
recession. However, beyond this, the importance of cities to the economy and thus
to economic policy is increasingly recognised at both national and international
levels. In the UK, this increased interest reflects the fact that, after a long period of
relative decline, a significant number of English cities have experienced improved
economic performance (ODPM, 2006). At the same time, evidence about underlying
structural changes suggests there may be potential for continued long term growth
in these cities, and for this to drive change in the surrounding city regions.
In particular, if the UK economy continues its inexorable move from manufacturing
to services, this will have important implications for continued growth in cities.
There is a large body of evidence which suggests that producers of services
benefit in a variety of ways when they locate in cities. Crucially, the benefits of this
agglomeration appear to be larger for service producers than for manufacturers.
A structural shift towards services, combined with the fact that services benefit
more from cities, points towards a future in which more economic activity could be
concentrated in a small number of larger cities.
Amongst policy makers in the UK, particularly those concerned with spatial
disparities, this raises a number of important questions. Will this growth be
concentrated mostly in London and the Greater South East? If so, is there anything
that policy can, or should, do to counteract this? What role might future growth in
Northern cities play in increasing growth in the wider northern economy? Which
cities in the North might drive this growth and what, if anything, might be the
appropriate role for policy? The research that we describe in this report is
concerned with the last of these questions. In particular, we consider the
implications and feasibility of developing stronger economic relationships between
the Manchester and Leeds City Regions.
1

2

Recent reports for The Northern Way from IPEG/CUPS and the Centre for Cities
have assembled extensive evidence describing the economic connections between
Northern cities and between the Northern cities and London. This research has
served to reinforce the longstanding sense within The Northern Way, and those
working around it, that one of the key opportunities for the acceleration of growth
available to the north of England as a whole may be the stimulation of higher levels
of integration between the Leeds and Manchester economies. These cities are of
particular interest because, while both cities have recently experienced strong
growth, existing research finds little evidence of interaction in terms of business
connections or commuting despite their geographical proximity. Our research
builds on this work to provide further evidence on the feasibility and implications of
strengthening economic linkages between the Leeds and Manchester City Regions.

1.

See ‘The Northern Connection’.
IPEG/CUPS for The Northern
Way, January 2008

2.

See ‘City Links’, Lucci & Hildreth,
March 2008
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3: Our findings

The fact that there is little evidence of interaction between Leeds and Manchester
has led some commentators to conclude that the links between the two cities are
somehow weaker than they should be and that increasing these links could play a
part in improving economic performance of the Northern regions.
In part, this conclusion is based on a comparison to the higher levels of interaction
in other parts of the UK, in particular in London and the South East. In part it is
based on international comparisons, where we observe stronger economic
interactions between similarly sized cities positioned close to each other.
Commentators have sought to explain these weak links as arising from a number of
factors including; topography (in particular the Pennines), cultural differences and
poor transport connections.
In developing this research, we recognised that an analytical jump from the
observation of low levels of interaction to the conclusion that integration is weaker
than it should be is not warranted. Further evidence on the links between the two
economies is needed to help assess the case for intervention and to understand
whether increasing integration has any role to play in improving the economic
performance of the two city regions or the wider Northern economy.
To reach the conclusion that integration is weaker than expected, one needs to
make the comparison with an appropriate benchmark. Arguably, neither London
and the Greater South East, nor a limited number of international cities provide
particularly compelling comparators. Therefore, in the first stage of our analysis we
revisited this issue and used regression analysis to construct more appropriate
benchmarks based on observed behaviour across the whole of Great Britain.
The second part of our analysis then turned to the likely economic impact of
increased integration.
The rest of this summary report sets out our approaches and findings in more depth.
3.1 Commuting
This section of the research considers commuting – the only “flow” between places
in Great Britain for which we have reasonable data. This analysis is based on all
possible combinations of Local Authority areas between which there is some
commuting, for example Bolton and Wakefield, Reading and Westminster, Glasgow
and Edinburgh, as well as Leeds and Manchester. We ask what determines
commuting between Local Authority areas and, given this, whether commuting
between Local Authority areas in the Manchester and Leeds City Regions is actually
lower than expected.
When making this comparison, we consider the commutes between all Local
Authority areas in the Manchester City Region and all Local Authority areas in the
Leeds City Region (in both directions). For example, we look at commutes between
Bolton and Leeds, as well as between central Manchester and Leeds. Our
underlying regression model captures the fact that differences in physical distances,
differences in transport time and costs, and the complexity of the total journey all
mean that commuting will be lower between some pairs of Local Authority areas (for
example Bolton and Wakefield) than others (for example central Leeds and
Manchester). We then look at whether overall commuting between the Leeds and
Manchester City Regions is unusually low taking these differences into account.
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Our analysis of commuting between Local Authority areas in Britain suggests that
commuting is greater when areas are larger in terms of employment. High wage
areas attract more commuters while low wage areas generate more commuters.
Transport costs reduce commuting. These findings are in line with previous
research and theoretical predictions.
In order to get a suitable set of comparators, given the size of cities and the
distances between them, we use this analysis to compare commuting between
pairs of Local Authority areas in the Manchester and Leeds City Regions to pairs
3
within Local Authority areas in eight broadly equivalent comparator city regions.
These comparators were selected, after consultation with the project’s steering
group, as areas providing a stronger basis for comparison than a general
comparison with Great Britain as a whole, or with commuting to London.
Compared to this group, we find that commuting between the Manchester and
Leeds City Regions is about 40% lower than expected given the characteristics of
the two cities and the physical distance between them. High overall commuting
costs between the Manchester and Leeds City Regions appear to be the main
4
cause of this lower commuting. Once we include the overall costs of commuting
between areas, both by car and train, in our analysis we can no longer be certain
that there is any difference between the Manchester and Leeds City Regions and
the other comparator city region pairs. In short, the overall costs of travelling
between Manchester and Leeds City Regions explain why commuting between
pairs of Local Authorities in the two cities is lower than might be expected given
their physical proximity. The fact that economic factors appear to explain low
commuting levels leaves little room for other factors (for example cultural or social)
to play a large part in this story.
There has been some concern expressed in policy circles that the two cities might
be particularly isolated from each other in terms of higher skilled workers. This may
make the cities less attractive to higher skilled workers than they otherwise might be
and make it harder to attract or retain those workers. However, at least in terms of
commuting, we find little evidence that this is the case. Indeed, if we focus only on
the highest skilled workers we find that commuting is about 10% lower than we
would expect given the physical distance between Manchester and Leeds. This
difference is not statistically significant and vanishes when we control for travelling
costs. In short, commuting of skilled workers between the Manchester and Leeds
City Regions is not much lower than we would expect given the distance between
the two cities. The overall costs of travelling between the two city regions explain
any shortfall.
For other skill-groups within the labour market, commuting between the Manchester
and Leeds City Regions is considerably lower than we would expect given the
distance, but again most, if not all of the shortfall is explained by the overall costs of
commuting between the two city regions.
3.

Bristol-Cardiff, EdinburghGlasgow, Leeds-Hull, LeedsSheffield, Leeds-York,
Manchester-Birmingham,
Manchester-Liverpool,
Nottingham-Derby).

4.

We use a measure of generalized
transport costs which capture
both the monetary and time costs
of commuting.
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In
In summary:
summary:
• Commuting between Local Authority areas in the Manchester City Region and
Local Authority areas in the Leeds City Region is about 40% less than might be
expected given the physical proximity of the two cities.
• This is particularly true for low to medium skilled workers rather than higher
skilled workers.
• Economic factors, specifically the overall costs of commuting between the two
cities, are the most important factor in explaining these relatively low commuting
levels. This suggests that lowering these costs has an important role to play in
increasing integration between the two city regions. This in turn may improve the
economic performance of the two city regions as we discuss further below.
• We do not examine the role of cultural or social factors directly. However, the
fact that economic factors appear to explain low commuting levels leaves little
room for cultural or social factors to play a large part in this story. This suggests
that such factors are unlikely to act as a barrier to increased commuting
between the two cities if transport investment lowers the overall costs of
commuting, or if other economic factors lead to enhanced interactions.

3.2 Interactions in earnings, employment and output
While commuting is one of the most important ways in which interactions between
cities occur, there are of course a number of others, including linkages between
customers and suppliers. Unfortunately, there is very little, if any data, collected on
these other linkages. There is certainly no systematic source of data collected for
different places in different time periods. Therefore, for these other linkages, unlike
with commuting, we are unable to directly observe the interactions between places.
Instead, we have to turn our attention to the possible effects on outcomes, which
are far harder to analyse than the interactions themselves.
We focused on three outcomes that are of great policy interest, namely earnings,
employment and output per worker. Our approach considers the extent to which
nearby places appear to experience similar levels, changes and growth in these
outcomes. Again, we use observed behaviour across the whole of Great Britain to
ask what determines these similarities and whether Manchester and Leeds are in
any sense unusual.
Our analysis indicates that the correlation in outcomes between Leeds, Manchester
and their neighbouring areas is weak relative to the correlation between outcomes
in neighbouring places in London and the South East. Taken at face value, this
finding would appear to match concerns of commentators that while the individual
growth performances in Leeds and Manchester have been strong, weak
interactions have prevented the cities from mutually reinforcing and building on one
another’s growth. However, the correlation in outcomes between Manchester and
Leeds and their neighbouring areas are broadly similar to those elsewhere in Great
Britain. Any anomalies can be explained by allowing for a small number of
observable characteristics of city regions and Local Authority areas, specifically
crude measures of industrial structure and skill levels. We find that it is these
characteristics of the city regions that explain differences and similarities between
them in terms of outcomes.
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In
In summary:
summary:
• Overall, we find no strong evidence that Manchester and Leeds are unusual
in the co-movements of key economic indicators.
• Any differences from general GB patterns are explained by a few structural
economic characteristics of the two areas. As with commuting, this finding
points away from social, cultural or similar factors as drivers of weak linkages
between the cities (although we do not study these factors directly). It
suggests that other unexplained factors are unlikely to constrain Manchester
and Leeds from following the general GB pattern.
• This analysis reminds us that the interactions between places are as much
outcomes of the underlying structural characteristics of those places as they
are drivers of changes in those structural characteristics. Given the current
industrial and skills structures of the Manchester and Leeds City Regions the
correlations in terms of outcomes are about what we would expect.
• Overall, this suggests that structural change would be likely to play an
integral part in increasing the extent of observed interaction between the
two city region economies.

3.3 Labour markets
In the second part of our research we turn to the implications of increasing
integration between Manchester and Leeds with a particular focus on the possibility
of raising the economic performance of the North. We approach this question of the
implications for economic performance in two ways.
The first is to view enhanced integration between Manchester and Leeds as a way
of increasing the size of the local economy. A larger local economy may help firms
be more productive. Such agglomeration economies – as economists refer to the
beneficial effects of a larger local economy – may arise for a variety of reasons. In
particular large local economies may facilitate sharing of resources (for example of
large infrastructure such as airports), matching of capacity (for example, of the right
workers to the right firms) or learning (for example, a transfer of knowledge from one
firm to another). Can we say anything about the likely impact of these effects if we
achieved increased integration between Manchester and Leeds?
5

Existing work for The Northern Way has followed Department for Transport
guidance on evaluating the wider economic impacts of transport schemes to
address this question. This approach uses estimates of the strength of
agglomeration economies, coupled with assumptions on the extent to which
integration would increase local economy size to work out the productivity
impacts on different sectors of the economy. We use labour market data to try
to understand whether this existing work captures all the likely impacts of
increased integration.
5.

Agglomeration Simulation
Exercise, Steer Davies Gleave
(November 2006) for
The Northern Way; and Model
Development and Results for The
Northern Way using the South
and West Yorkshire Dynamic
Model, Steer Davies Gleave
(December 2006)
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It has been suggested that the size of the Manchester and Leeds economies may
have negative implications for labour market outcomes, particularly for more highly
educated workers, and that this may be an important factor in explaining their
6
relative under performance. To examine this possibility we use data on individual
wages to see how the level and growth of wages are affected by the size of the
local labour market. We then assess the extent to which economic benefits arise
from changing the composition of the labour force (building on the observation that
large cities have more educated workers) as opposed to generating higher wages
for existing workers. Finally, we use our estimates, coupled with realistic
assumptions about policy induced changes in transport costs, to assess the impact
of increased integration on wages.
We find that closer integration between Manchester and Leeds could be expected
to have a positive effect on wages. Our largest estimate, for a 20 minute reduction
in train journey times between Leeds and Manchester, has average wages
increasing by between 1.06% and 2.7%. The yellow bar in figure 1 shows these
changes for selected Local Authorities.
It is important to note that nearly all of these wage effects come about because the
composition of the workforce is different in larger, better connected places. This
difference in composition may arise through sorting effects – movements in the
population in response to economic opportunities, or because people change their
characteristics in response to changes in labour market size. It is also possible that
the difference could arise because of past decisions to better connect existing
concentrations of more productive workers.
Whatever the mechanism, the research identifies a particularly important
composition effect, in terms of the years of education of the workforce and an even
stronger role for unobserved characteristics of worker such as, for example,
cognitive ability. The effects for an individual worker, with given and unchanging
characteristics (often called place-based effects), are smaller at somewhere
between 0.20 and 0.50 of a percent. Again, figure 1 shows the effect of controlling
for observed and unobserved characteristics (orange and brown bars) for the same
selected Local Authorities.
Figure 1: Effect on wages in selected Local Authorities before and after
controlling for composition
Bradford
Leeds
Wakefield
Bolton
Manchester
Salford
Trafford
% changes
in wages

6.

See, for example, the Manchester
Independent Economic Review’s
work on skills which considers
this issue

0.00

0.50

1.00

Key
● Changing composition
● Age, sex, education, occupation, industry held fixed
● Age, sex, education, occupation, industry, ability held fixed
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2.50
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These percentage increases in wages (controlling for labour force composition) are
in line with the benefits identified by existing studies on the likely productivity impact
of increased integration. These existing studies are focused on identifying wider
economic benefits that arise as a result of agglomeration economies and that
should be included in the cost-benefit analysis of transport schemes. Our estimates
of the impacts on wages, controlling for composition, provide a useful cross-check
that suggest wider benefits on wages of roughly the same magnitudes as the
productivity effects captured in existing studies.
So what, then, do the larger estimates – those that do not remove the effect of
composition – tell us about the likely effect of increased integration? These
estimates are best thought of as an upper bound to the overall economic impact of
improved linkages. They represent the combined impact of (i) place-based
productivity effects on workers with fixed characteristics (ii) movement and sorting of
more productive workers into more closely connected places and (iii) upgrading of
education and skills for workers. They capture the effects of place, plus sorting, plus
education and skill upgrading, once workers have moved around across places in
response to reduced transport times and the greater integration that delivers. But
caution about this interpretation is required, as the direction of causality may not run
from improved connectivity to labour market composition, but in the opposite
direction: Productive labour markets may encourage better transport linkages. If this
is the case then improving transport linkages will not be effective in changing the
composition of the labour market, preventing the realization of overall effects on the
scale implied by the higher estimates.
The smaller estimates, taking out the effects of composition, capture the additional
benefits to workers who don’t enhance their skills or become more educated or
able in response to economic changes that occur as a result of improved transport
links between Manchester and Leeds. They are also less sensitive to the possibility,
outlined above, that transport policy has no effect on labour force composition.
For these reasons, and because the effects, net of composition, capture the
beneficial impact on individuals, many economists argue that they represent the
most appropriate focus for policy. Arguably, the smaller estimates are likely to
be the most relevant for the vast majority of people currently working in the
two city regions.
Therefore, the role of these findings in the assessment of particular investment
propositions will depend on policy objectives. A traditional cost-benefit analysis
should exclude the impact on wages generated purely by the sorting of individuals
from one place to another. However, the upper-bound, combined impacts
(including composition) might be of more interest to some policy-makers. They may
be seen as appropriate objectives by sub-national authorities working at regional or
local levels aiming to increase average wages or incomes in their specific areas, or as in the UK – where national government has adopted objectives to address
aggregate spatial disparities per se.
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Our findings on wage growth lead to an even starker contrast. Individual wage
growth is faster in larger, better connected labour markets, but this effect appears
to be driven entirely by the fact that these cities tend to have more educated
workers. Once we control for this there is essentially no relationship between city
size and wage growth or between city size and the amount of wage growth that
occurs because of between job moves. This suggests that greater integration would
deliver no wage growth benefits to people who do not change education or skills
levels. However, changing composition of the workforce would mean that we may
see higher rates of aggregate wage growth in Manchester and Leeds over time.
In summary:
• Closer integration may deliver additional benefits in terms of increased wages
for workers. These effects will be largest for those individuals who increase
their education or skills in response to the new economic opportunities that
greater integration may bring. For those who do not do so the smaller gains
highlighted above would represent a persistent, but once and for all, increase
in wages. As argued in existing work for The Northern Way, these gains
should be considered as additional and may play an important role as wider
economic benefits in the cost-benefit analysis of specific projects.
• The aggregate effects of closer integration may be larger than these
individual benefits. This relies on structural changes moving the composition
of the Leeds and Manchester workforces towards higher skilled jobs. From a
traditional cost-benefit perspective, these effects would not be counted as
additional for individual investment projects if, as is likely, they come about
because of greater attraction or retention of existing skilled workers. If they
occur because existing workers increase their education or skills in response
to changing economic opportunities some part of these higher gains may be
additional (to the extent that the individual benefits of increasing, say,
education, outweigh the costs).
• Regardless of the mechanism, if increased integration does lead to structural
change these compositional changes will increase aggregate output in
Manchester and Leeds, and this will be of interest to policy-makers
interested in the performance of these places and of the wider North.

3.4 Wider spatial impacts
Our work on labour markets treats enhanced integration between Manchester and
Leeds as a way of increasing the size of the local economy and studies the impact
of this on wages and the structure of the economy in the two city regions. The
method that we use, referred to as a “reduced form” approach, makes it hard to
be specific about the economic channels through which these effects operate.
This, in turn, makes it difficult to say anything precise about how these effects will
impact on the wider Northern economy. To understand the impact of increased
integration between Leeds and Manchester on a wider territory, in the final part of
our research we therefore examine these impacts using what economists refer to
as a “structural model”.
This model is very specific about the channels through which increased integration
impacts on productivity. We focus, in particular, on selection effects that are
increasingly recognized as generating a large part of the productivity increase that
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we observe as economies become more integrated. The strength of these selection
effects depends on both the size of the local economy and the extent to which it is
integrated with other local economies. This means that we can use the model, fitted
to data across Great Britain, to examine how increased integration affects
productivity across different economies and so get some idea of how closer LeedsManchester integration might affect other places in the North.
We find that both intra and inter city region transport schemes will deliver
productivity benefits as a result of the selection effects generated by greater
competition. These effects are positive and will make a contribution to closing
the productivity gap between North and South, although they are not particularly
large in their impact. These benefits are additional to the user benefits identified in
traditional cost benefit analysis and provide an alternative measure of the
agglomeration benefits now included in the transport appraisal of some
larger projects.
7

Inter-city schemes favour Leeds, while intra-city schemes favour Manchester.
Better connecting Manchester and Leeds to London delivers larger gains than
linking Manchester-Leeds. Given total 2006 GDP in the two city regions and a
discount rate of 3%, a 20 minute reduction in train journey times between
Manchester and Leeds would be worth £6.7 billion across the whole of the north of
England (assuming benefits persist indefinitely) of which £2.7 billion is captured
within the two city regions. Reducing train journey times between Leeds-London by
40 minutes is worth £3.4 billion to those two cities, while the same time reduction
between Manchester and London is worth £3.6 billion to those two cities. For both
the improvements involving London, percentage increases are greater in the
Northern cities but the larger size of the London economy means that it accounts
for a larger share of the total gains.
As pointed out above, these benefits are additional to the user benefits identified
in traditional cost benefit analysis and provide an alternative measure of the
agglomeration benefits now included in the transport appraisal of some larger
projects. The overall percentage gains in productivity from improving rail links
(between Manchester and Leeds or between either city and London) are small.
Thus, whilst there are productivity gains from these schemes for both the North
and the South, rail links will do little in isolation to address the productivity gap
between them.
Increasing the populations of Manchester and Leeds leads to small wage and
8
productivity gains for individuals but quite large total GDP gains. However, if this
population increase came by drawing in workers from lower productivity areas
elsewhere the direct effect of moving workers from low to high productivity areas
would outweigh the effect from increased productivity as a result of greater selection.
In a scenario where the population moves from all over Great Britain the fact that
some higher productivity places in the South lost population would offset this effect.
The broad spatial distribution of gains and losses is usually quite intuitive although
the details can be quite complicated. For example, figure 2 shows the difference
between a 40 minute reduction in train journey times between Leeds-London (page
14 above) and Manchester-London (page 14 below) and a 20 minutes reduction in
train journey times between Manchester-Leeds (page 15). The spatial patterns vary
markedly, depending on the specifics of the policy change (tested by a number of

7.

This is in line with the overall
findings of existing research for
The Northern Way that formed
part of the evidence base
produced in support of
The Northern Way Strategic
Direction for Transport published
in 2006.

8.

This is in line with evidence
presented in Steer-Davies-Gleave
North-South Connections report
for The Northern Way
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different counterfactuals in our research). As discussed above the ManchesterLeeds improvement delivers smaller aggregate gains than links with London, but
these gains are more spatially concentrated in the North. It is not certain that all
areas in the North would benefit as a result of closer integration between Leeds and
Manchester or between those cities and London, and some areas could be z
Figure 2: Percentage Change in GDP per worker in response to a 40 minute
reduction in train journey time between Leeds and London (below) and
Manchester and London (bottom) and a 20 minute reduction between Manchester
and London (opposite page).

% GDP per worker change
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–
-0.004918
●-0.004917
–
-0.001148
●-0.001147
–
0.002846
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–
0.009406
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–
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● 0.015065
–
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● 0.018667
–
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% GDP per worker change
●-0.007894
–
-0.004368
●-0.004367
–
-0.000081
●-0.000080
–
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–
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● 0.006446
–
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● 0.011692
–
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–
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–
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% GDP per worker change
●-0.013465
–
-0.011889
●-0.011888
–
-0.010170
●-0.010169
–
0.000000
● 0.000001
–
0.014518
● 0.014519
–
0.031057
● 0.031058
–
0.069483
● 0.069484
–
0.092709
● 0.092710
–
0.157108

Overall, the structural model delivers two key policy messages:
• The more conservative estimates of the impact on wages produced in our
labour market work should be seen as an upper bound for the additional
benefits of increased integration net of compositional changes. The structural
model we present here carefully considers one of the mechanisms that could
lead to such effects and finds that they are smaller than the effects that we
identified in our labour market work.
• The spatial distribution of changes in response to the counterfactuals we tested
is complicated. This is an important finding, because the selection mechanism
that we study is one of a very limited number of situations where we are able to
articulate a model which allows us to capture the spatial distribution of changes.
While it remains popular in policy circles to expand on the likely impacts of policy
changes in one place on outcomes in other places our understanding and
modeling of these impacts remains in its infancy. Our work suggests that, whilst
there are aggregate benefits available for the North as a whole, some areas in
the North may lose as a result of greater integration between Manchester and
Leeds or between those cities and London.
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4: Policy conclusions

The key policy conclusions to draw from the findings of our
research are:
• Against the benchmark of other comparable city pairs within Great Britain, we
find evidence that commuting between Manchester and Leeds is around 40 per
cent lower than expected, given the characteristics of the two cities and the 40
miles distance from centre to centre.
• This is explained partly by overall transport costs between the two cities and
partly by their current industrial and occupational composition. This suggests
that lowering these costs has an important role to play in increasing integration
between the two city regions. This in turn may improve the economic
performance of the two city regions
• Although we do not examine their role directly, the fact that economic factors
explain these low commuting levels appears to leave little room for cultural or
social factors to play a large part in explaining overall commuting patterns. This
suggests that such factors are unlikely to act as a barrier to increased
commuting between the two cities if transport investment lowers the overall
costs of commuting, of if other economic factors lead to enhanced interactions
• Differences in the correlation between the city regions’ growth and levels of
earnings, employment and GDP (relative to GB benchmarks) are explained by
patterns of industrial and skill structure
• Overall, this suggests that structural change would be likely to play an
integral part in increasing the extent of observed interaction between the two city
region economies.
• Closer integration between Manchester and Leeds (from a 20 minute reduction
in journey time) could increase wages by 1.06%-2.7%. This impact is dependent
on induced changes in the industrial structure, composition and skill levels of the
population. It represents an upper bound of the possible effects as we cannot
rule out the possibility that some of this effect runs from the composition of the
labour market to lower transport costs (rather than vice versa). We find evidence
that the effect on wages for individuals who do not change their personal or job
characteristics are small (between 0.2% – 0.5%). This modest impact on the
wages of workers whose characteristics remain unchanged is likely to be offset
or even reversed by induced increases in the cost of living.
• This finding suggests that the effects on Manchester and Leeds will be bigger if
policy interventions, such as improved transport links, induce structural change,
particularly by changing the composition and skills of the workforce. In the
analysis of specific transport projects, whether these wider economic impacts
should be seen as additional to traditional user benefits depends crucially on the
policy objective. From a national cost-benefit perspective, these effects would
not be counted as additional if, as is likely, they come about because of
attraction or retention of skilled workers at the expense of other places. In a
policy context which aims to address the underperformance of the North, or
address spatial disparities, these effects would be of more importance.
• Inter-city transport schemes appear to favour Leeds, while intra-city schemes
favour Manchester. Better connecting Manchester and Leeds to London
(through a 40 minute reduction in journey times) generates larger overall gains,
with larger aggregate increases in GDP in London, but larger percentage
increases in the North. Taken individually, links from Manchester and Leeds to
London generate some wage reductions in parts of the east and west sides of
the North respectively. In contrast, Leeds-Manchester links concentrate more of
the benefit in the North, and generate a rather greater impact on the north-south
economic differential.
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