THE

PRODUCTIVITY
INSTITUTE

Rethinking the Role of Finance in Regional
Growth and Development

Michiel Daams, Colin Mayer and Philip McCann



Cluster risk premium (r; - r¢)

Cluster risk premium (r; - ry)

A. Pre-crisis, slope = 35 degrees; theoretical fit ,
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B. Post-crisis, slope = 16 degrees; theoretical fit , *
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(a) Pre-crisis, slope = 43 degrees; theoretical fit ,
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(b) Post-crisis, slope = 20 degrees; theoretical fit ,
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A. Pre-crisis risk premia across UK metropolitan areas
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B. Post-crisis change in UK metropolitan risk premia
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UK-wide cost of capital surface
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Place Matters

Local banking in 19t century financed industrial revolution

Local stock markets in early 20" century financed iconic companies
_ater consolidation in London/ SE made “north another country”
Relationship banking, e.g. Handelsbanken, requires local presence
Development banking, e.g. ICFC, requires tacit, local knowledge
Equity financing for start-ups/ scale-ups requires local angels/ VCs
Of 39 UK unicorns, 31 are in London




Figure 3.7
Angels’ home and investments by location in the 2023/24 tax year and since™
Souwrce: The UK Business Angel Market surwey 2025
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Table 3
Number and value of announced equity deals by nation and region

Source: British Business Bank analysis of Besuhurst data
Mations and English Mumber of deals % change ve 2023 Investmant valus £m % change ve 2023
regions (2024) (2024)
London
Scotland
South East
MNorth West
East of England
South West
Wales
Yorkshire and the Humber
Morth East
East Midlands
West Midlands
Morthern Ireland 24
UK 2,048

British Business Bank
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Picturad: Number of unique VC investors per 100 high-growth businesses Source: British Business Bank analysis of
ONS business demography and PitchBook




Policy Implications

Importance of regional financial hubs

Ecosystem of professional service as well financial firms
Business education, skills, mentoring, networking are critical
Focus of national/ local public policy

BBB, as Britain’s development bank, key role in promoting hubs
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