GREATER MANCHESTER’S
QUARTERLY ECONOMIC SURVEY
FULL REPORT & ECONOMIC BRIEF
QUARTER 2 - 2013

Greater Manchester
Chamber of
Commerce
Connect. Communicate. Create.

gmchamber.co.uk

CONTENTS

CHIEF EXECUTIVE’S FOREWORD

Clive Memmott
CEO

At the last QES presentation, we said a very fond farewell to our Chief Economist,
Dr Brian Sloan, as he headed off for his exciting new role with the Bank of England.
I’m delighted to welcome Dr John Ashcroft as our new Chief Economist. John will
be well known to many of you as a prominent economist and Chief Executive of pro.
manchester. He will maintain his role at pro.manchester and will work on a part time
basis at the Chamber.
This sort of collaborative work between two
key Greater Manchester bodies is, I believe, the
blueprint for the future. John’s appointment gives
us an invaluable extra level of economic insight
and commercial understanding that will add
real value to our members. With his extensive
experience, knowledge and connections, John
will be an excellent ambassador for the important
work we want to deliver in the coming months
and years and will complement and enhance
the existing talent we have within the Chamber. I
am also very pleased to announce that Christian
Spence has been promoted to the new role of
Head of Business Intelligence and will work closely
with John.

and just one example of some of the ambitious
collaborative projects we’re developing. Now let’s
turn to economics.

The origins of the Greater Manchester Chamber
of Commerce date back to 1794. Tradition and a
sense of history is very important in providing a
feeling of stability in a volatile and fast changing
world. But tradition is only important if we use it
as the bedrock on which to build a new Chamber
that is relevant to, and reflects, the needs and
aspirations of modern business. The same can be
said of our great cities and no city better mirrors
the combination of tradition, radical change and
ambition than Manchester.

Following recent public declarations of
intent by the Chair of the US Federal Reserve,
Ben Bernanke, the international stock markets
shuddered as the reality set in of what the future
may hold. It will be interesting to see how new
Bank of England Governor Mark Carney reacts
to this.

The Chamber must offer an increasingly
differentiated service that appeals, and adds
value, to different sectors, different sizes, from
start up to growth, from individuals to corporate,
from Social Enterprise to BME business. One size
does not fit all and it never did! It’s the same with
our economic analysis, it has to provide insight
that is increasingly useful and relevant to all our
members as well as our other partners in Greater
Manchester and beyond.
If the Chamber really wants to broaden its
services, and its appeal, we must become a
more representative and diverse organisation
ourself. Our current image has to change – not be
eradicated but built on, significantly broadened
and better balanced. The appointment of John is
a very important stepping stone in this journey
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Bob Dylan’s “Times they are a changin’ ” keeps
ringing in my ears and it seems that after a period
where we have got used to low interest rates and
QE the economy may be about to take the next
step forward and we should be prepared.
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In his first Economic Overview for Greater
Manchester Chamber of Commerce, John reflects
on the increasing noise being made around
interest rate rises – more a case of when not if and what this may entail.

Whilst all this may seem a million miles away
from your day to day business, the elegance and
effectiveness of the QES means that we have a
real finger on the pulse of the economy so we
can pick up fast on when, and how, the impact of
decisions made by the central banks and others
filter through into the wider economy. As well as
an indicator it is also an early warning system and
if indeed we enter a new period of uncertainty
prompted by a recovering economy, you’ll know
about it at an early stage through the QES and
we’ll be able to respond quickly.
Thank you to those businesses who took
the time to complete the Quarter 2 survey and
for your continued support. Please encourage
others to take part in the survey. We already
have a response that is significant on the national
stage but we must not be complacent
and we need to drive this number
higher so that your voice is heard even
more clearly.

GM Chamber - QES Survey - Q2 2013
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ECONOMIC OVERVIEW

Dr John Ashcroft
Chief Economist

FROM RESCUE TO RECOVERY

INFLATION

“The British Economy is healing and we
are moving from rescue to recovery” the
words of the Chancellor of the Exchequer
in the Mansion House Speech, June 2013.
“The economy is growing, record numbers
are in work, unemployment is falling and
the surveys of confidence and future
activity are stronger.”

The QES Inflation Tracker ® suggests
inflation fears are over blown at this
time. In the first quarter of the year, UK
consumer price inflation averaged 2.8%. In
April the rate fell to 2.4% then increased
to 2.7% in the latest update for May. Some
analysts fear a return to 3% inflation in the
near term.

Clearly the Treasury must have access to the
Greater Manchester Chamber of Commerce QES
survey for the second quarter of the year. Our
composite leading indicator suggests another
period of growth into the second quarter of the
year and the prospects for employment continue
to improve, albeit at a modest pace.

Other than a dramatic increase in oil prices, it
is hard to see how this can materialize. Oil prices
averaging around $105 dollars in June, Brent Crude,
will be some 10% higher than June 2012, the best
may have been in the April figures. In the second
half of 2012, oil prices averaged $110, there is not
much to beat as we move into the latter half of
the year. Inflation pressure from oil and energy will
remain subdued.

The overall index ticked higher in the second
quarter driven by higher performance in
manufacturing deliveries at home and abroad,
producing an increase in confidence in turnover
and profits in the months ahead.
In the service sector, the index was driven
forward by export activity in both orders and
deliveries. At home both order trends were
stable and deliveries appeared to slip slightly.
Nevertheless confidence in turnover and profits
was particularly strong looking ahead.
The QES Composite Leading Indicator ® has
a high correlation with changes in UK GDP stats.
The second estimate of GDP in the first quarter
suggested growth of 0.6% year-on-year; our
indicator suggests GDP growth may be as high as
1% in the second quarter. This would appear to be
in line with the National Institute of Economic and
Social Research GDP tracker index, initial estimates
of which for May are available at this time.
The QES survey suggests the UK economy is
recovering, and the Greater Manchester economy
is a contributor to, and a beneficiary of that trend.
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THE POLICY STRATEGY

At the national level, the UK jobs market
continues to improve with the claimant
count falling to around 1.5 million in the
second quarter, down by a peak of 1.6
million in the first quarter last year.

If we are to build a credible business,
industrial and commercial strategy for the
UK, it has to be based on realisable policy
objectives. The strength of the UK car
market is a case in point. Registrations in
the UK may hit 2.2 million in the current
year, which is great news for the consumer
recovery. From an industrial policy
perspective, the result will be the import of
two million vehicles to meet the demand.

In Greater Manchester the claimant count
peaked at 87,000 in the first quarter last year,
falling to 86,000 in the first quarter this year and
and an average of 83,000 in the second quarter of
the year.
The Chancellor claims a record number of people
are in employment in the UK, our challenge is to
ensure the fair share of new job gains is secured in
Greater Manchester and the North West.
In that respect, the QES survey data for Q2 was
supportive. Employment in the quarter had risen
slightly in both the service and manufacturing
sectors and prospects for jobs in the forthcoming
quarter improved again albeit at a modest pace.

SO WHAT ARE WE
WORRIED ABOUT?

UK car manufacturing is recovering and may hit
just under 1.5 million units this year. But over 80%
of the output is assembled for the export market
from parts, many of which are imported from
abroad. The Chancellor may wish to rebalance
the economy and the Prime Minister may wish to
re-industrialise Great Britain. Ambition indeed, but
lessons from history can help.
In 1870, 36% of the workforce was engaged in
manufacturing, by the end of the current year
the figure will be near to 8%. Manufacturing
remains vitally important, as indeed is any sector
maintaining employment. The reality is, it is the
service sector that will continue to lead the output
recovery in the UK as has been evidenced to date.

In the service and manufacturing sector
businesses are less worried about
inflation, interest rates, taxation and
business rates but slightly more concerned
about competition and exchange rates.

UK manufacturing output prices averaged just
over 2% in the first quarter and will be around
1% to 1.5% in the second quarter of the year.
Manufacturing input cost prices, averaged just
over 1.5% in the first quarter and appear to have
increased to 2.2% in May according to latest data.
The overall outlook for inflation is benign into the
second half of the year.

Competition is an ever present worry in a
stagnant or a vibrant economy but businesses are
right to be concerned about the benign neglect
of sterling and how it affects their trading in the
European markets.

Given the resilience of service sector inflation,
averaging 3.8% for the last twenty years, the 2%
CPI target will continue to be elusive. We expect
inflation CPI basis to be around 2.4% by the end of
the year and remain a permanent feature on the
inflation horizon.

DEMAND COMPARISON
UK GDP % q/q

We continue to argue that a weaker currency
is of little gain to the UK economy given the
high dependency on imports of commodities,
energy, raw materials and manufactured goods.
The inflation impact over the last five years has
been evident. The anticipated surge in export
activity was never likely to materialize given the
relatively high demand and relatively weak price
elasticities of UK exports and imports. Sterling is
fair value against the dollar but remains seriously
undervalued against the Euro.

The QES survey data implies inflation may fall
faster than most analysts expect, with the QES
inflation tracker suggesting inflation fears are
falling in manufacturing (22% down from 30%)
and in the service sector, (down from 31% to 21%).
The survey should provide some reassurance to
the incoming Governor of the Bank of England,
Mark Carney.

GM Chamber - QES Survey - Q2 2013
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ECONOMIC OVERVIEW
INTEREST RATES AND
MONETARY POLICY

cont.

So what of concerns about interest rates?
Interest rates at 50 basis points have been
the norm since March 2009. With rates
at or near zero, we refer to life on Planet
ZIRP: Zero Interest Rate Policy.
It is an experimental world, few have experienced
before. With inflation at 3%, rates would normally
be around 5% not 0.5%. We are experiencing
negative real rates of minus 2.5%. It is indeed a
strange world. Some analysts suggest low rates will
be held in place until 2016 i.e. for a further three
years. Oh, for such a crystal ball.
What is clear is that long term rates, identified
by ten year gilts are on the turn. The great rotation
from bonds to equities has begun albeit with a
pause over the summer.

AND WHAT OF INVESTMENT?

SUMMARY

Despite the low base rates, investment
intentions in both the manufacturing and
service sector remain subdued in the
latest QES survey. Whilst up from the
doldrums of 2008-9, compared to the pre
recession highs of 2005 to early 2008,
investment intentions remain muted.

We opened with the comments from
the Chancellor, “The British Economy is
healing and we are moving from rescue to
recovery”. The economy is growing, record
numbers are in work, unemployment is
falling and the surveys of confidence and
future activity are stronger.

Policy makers on the MPC and at the Bank
of England may be surprised at the lack of
investment, given the low level of base rates. The
economic models may suggest investment will
increase as interest rates fall but business realises
the low costs of capital is of little value balanced
against uncertain demand. As the recovery
gathers momentum, then and only then will
investment plans will be dusted off and brought
back to the board.

The Greater Manchester QES survey is
supportive of the proposition. The economy is
recovering and growth will be stronger this year
than most analysts currently expect. Output
Growth will come from the service sector in
response to an improvement in domestic demand.

Gilt yields on the other hand are on the move.
Having hit a low of 1.60% in July last year, UK ten
year gilt yields have rallied to 2.15% heading back
to fair value at around 4.5% over the next few years.

In addition, with additional government
departmental spending cuts in prospect, a modest
boost to infrastructure and housing spend would
ensure the nascent recovery is not derailed. In
Greater Manchester and the wider North West we
would like a fair share and more of that.

At some stage base rates will follow but not
for some time yet. We caution, by the end of the
year the climate may appear to be much different.
When the change in sentiment comes it will come
to a sudden rush. The time to hedge is now, if the
margins are available.

QES COMPOSITE LEADING INDICATOR
GDP Change Year on year

QES INFLATION TRACKER
QTR AVERAGE

QES CLI
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30

The issue in consumer’s minds is not particularly
debt but the fact that real income is restrained.
Negative real earnings are a drag on retail
spending and consumer sales. For the recovery
to be sustainable, inflation must continue to fall
and earnings increase as the economy gathers
momentum.

QES EMPLOYMENT TRACKER

Inflation Tracker
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to move forward. There have been small
improvements within the broad manufacturing
sector: its balance has made a small gain of three
points on last quarter’s level, though remaining
below zero at -2%. Again, this improvement
is driven by healthier orders within narrow
manufacturing (up six points to +3%), though
the balance of construction companies reporting
weakened order books has reduced this quarter
by one point and now stands at -10%.

DOMESTIC DEMAND

After a nearly flat 2012, there are now signs of growth emerging. A number of
indicators are pointing to improved performance in the UK economy and forecasts
are now being lifted as the economic outlook has strengthened during the past
three months. The Office for National Statistics estimates that the national economy
grew by 0.3% in the first quarter of the year and recent data from Markit Economics’
PMI surveys also notes solid expansion across their three primary sectors (services,
manufacturing and construction). The British Chambers of Commerce this quarter
upgraded its prediction of economic growth from 0.6% to 0.9% for 2013, though we
are forecasting stronger growth above 1.2% this year.
Much of the drag on economic growth over the
past couple of years has been generated within
a small number of sectors: finance and banking,
mining and extraction and construction. Together
these sectors make up around a fifth of the UK
economy but, with each going through its own
difficulties (the latter two posting heavy losses in
output recently) it was always going to be difficult
for the rest of the economy to counteract them. In
fact, omitting these sectors, the last two quarters
have seen the economy post positive growth.
The service sector remains the stronger of the
sectors for UK demand, though the survey notes
a slight weakening of the balance, dropping three
points to +12%. This follows a two-point easing
last quarter, though the measure remains firmly
in growth territory. The strength is driven by the
financial, professional and business support sectors
as well as digital, creative and media, though
there was also a positive performance from the
hospitality industry suggesting that some aspects
of consumer spending, particularly at the heart of
the city region, may be starting to improve.

We noted in last quarter’s report the
disproportionate percentage of retail spend
focused on the Manchester Arndale and the Intu
Trafford Centre, around one-third of the North
West’s spend. Official retail sales statistics for
May have recorded a stronger increase but this
is unlikely to have any significant effect on some
of our secondary town centres or those which
are already struggling. Consumer habits are
changing and online is only one of many drivers.
Evolving social habits, retail becoming focused
on destinations and the public expecting a wider
and more comprehensive offer. Local authorities
have a vital part to play in fully and pro-actively
responding to these changes and not trying to
recreate past halcyon days.

last quarter since we published the
narrow sectoral data in Q2 2010 and
suggests either an outlier in the data or a
one-off effect. The headline figure from
the whole of the production industries in
the survey was held back from stronger
gains by the construction sector which,
having strengthened over the past couple
of quarters has, in quarter two, moved
further into negative territory at -12%,
down nine points on quarter one.
Order book data remains level on last
quarter within the service sector with
the balance at +7%. This level has been
exceeded only twice since the recession
and supports other evidence that the
service sector as a whole is beginning

Broad manufacturing has recovered a little
from its weak point of -2% last quarter, up five
points to a balance of +3%. This recovery is driven
by a significant strengthening of the narrow
manufacturing sector which has rebounded 15
points to stand at a balance of +11%. This is positive
news after this sector recorded its first contraction

UK SALES
MANUFACTURING

Official statistics for new orders in the
construction industry supports a number of our
observations of the sector. North West orders
have improved over the past few quarters to
Q1 this year (the latest available data) though
the rate of increase has slowed somewhat into
the start of 2013. We raised some caution in
last quarter’s report that there was a risk of
a weakening in that growth and this survey
suggests that that may be true.

CONSTRUCTION & MANUFACTURING SALES
SERVICES
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INTERNATIONAL TRADE & EXPORTS

With the Euro zone, our largest trading partner, still in recession and its growth
for the whole of 2013 forecast to be negative, our own trading position is naturally
affected. The UK as a whole has maintained and increased its exports to our second
largest partner, the United States, but exports from our own region there have been
falling over the past few years. As these two destinations together account for over
two-thirds of all North West exports, expansion into new and emerging markets is
unlikely to wholly offset these weaknesses.
We are working closely with the British
Chambers of Commerce and UKTI, as well as some
of our other partners in Greater Manchester and
the North West to support all businesses within
the export markets to perform better, export more
and to seek new markets for their businesses.
Forthcoming campaigns will look specifically
at encouraging those firms who have never
exported to do so for the first time, helping them
to understand that the overwhelming majority of
products and services are suitable for export and,
in the age of digital marketing, it has never been
easier to raise your business’s profile abroad.
The QES reports a strengthening in the export
balances for service sector firms this quarter.
After losing strength into the New Year, the survey
shows that the weaker balances of the first quarter
have been removed in the latest data, with service
sector sales for Q2 rebounding to their Q4 levels
of +17%. Previous reports have noted the volatile
nature of this data set since mid-2011, often easily
affected by the developments within the Euro
zone. However, the overall trend since the recent-

low of -3% in the third quarter of 2011 has been
positive and, with global trade forecast to steadily
improve, we expect Greater Manchester to be able
to take advantage.
The survey also shows the manufacturing
sector has seen an improved performance in the
international markets with a large improvement
in the demand balance. Up nine points to +17%,
this is the second quarter of strengthening after
the slowing down across the latter quarters of
2012; this returns this measure to close to its postrecovery average. The official export data showed
that, despite an overall fall in exports from the
North West, there was around 8% growth in the
export of manufactured goods in the first quarter
of this year (the latest data available); our survey
suggests that this is likely to have continued
through the second quarter.
Order books for overseas are more of a mixed
picture this quarter, though both sectors continue
to show a reasonable level of growth. The export
order balances track their sales balance indicators

The manufacturing order balance has weakened
a little this quarter, easing four points to +9%.
This measure saw a sharp fall at the end of last
year and, following a good recovery, this quarter’s
position may be part of the continued correction
from that episode. Construction sector exports
represent a small sample and so are highly volatile,
though both indices for these businesses have
reported a balance of +8%.

EXPORT ORDERS

EXPORT SALES
MANUFACTURING

quite closely, perhaps reflecting that commitments
to overseas are planned much further ahead than
within the domestic market. The service sector
balance has risen nine points to +13%, its highest
level since Q2 2011 and echoes the sales measure’s
near-two years of improved trend growth.

SERVICES

30

MANUFACTURING

The official export of goods data from HMRC
shows that the North West’s chemical exports are
behind the recent quarter’s (Q1) fall to £5,928m
(down from £6,613m). Strong growth in mineral
fuels and manufactured goods was not enough
to offset the reduced volumes from the chemical
industry that make up around half of all exports
from our region. The number of exporters in
the North West is up just over one hundred on
the year though down slightly on the quarter at
4,664. To help our economy to rebalance and take
advantage of the relative strength of many global
markets, we need to do more to bring new firms
to export.

HMRC TRADE IN GOODS
SERVICES
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LABOUR MARKET

As discussed in previous reports, the relative strength of the labour market compared
to economic output has been surprisingly strong. Employment numbers are at an alltime high, though there are also large volumes of part-time and self-employment in
the total which may be contributing to them over all weaker productivity levels. Official
claimant count figures show that increased numbers of people are finding work and
those unemployed are decreasing across all ten local authorities.
Youth unemployment has been particularly
high though that too is now easing back across
our region though many challenges still remain in
supporting our young people into taking an active
role in the workforce. Those challenges increasingly
exist too across all age groups as our economy
continues to evolve.
Greater Manchester’s growth is underpinned
by a strong financial and professional services
and retail and hospitality offering at the heart
of the city region. Supported by growth sectors
like digital, creative and media and logistics and
communications, our economy is changing to
support this area’s future. The number of jobs lost
in Greater Manchester is being outpaced by the
number of new jobs being created, but there is
often a large divide between them. As the labour
market adjusts to these changes, the training of the
region’s workforce becomes ever more important.
Both major sectors have shown an improvement
in the balances of businesses reporting increased
employment last quarter. Up three points to +13%,
this is the strongest level for 18 months and is only
two points lower than the pre-recession peak in
Q3 2007. It is driven mostly by a strong increase in
the balances from companies in the construction

EMPLOYMENT IN MANUFACTURING
ACTUAL CHANGE

sector (up nine points to +16%), though there was
also a one-point rise from pure manufacturers
whose balance is now +11%. This level falls short
of last quarter’s expectations but does follow
the trend of that indicator. Expectations for
employment for the coming quarter are also up,
ticking one-point higher to +18%, the strongest
balance on record for the Greater Manchester
QES. Again, this is driven by a much strengthened
balance from the construction sector (up 12 points
to +27%) whilst narrow manufacturing has stayed
level this quarter at a healthy +15%.
The balance of firms indicating that they
attempted to recruit in the last quarter varies by
sector with the manufacturing sector posting an
increase to +50% from last quarter’s 47%. Whilst
this is only a small change, it is positive, and there
has also been a strong increase in favour of fulltime positions rather than part-time with the latter
making up only 8%, the lowest percentage for
four years. Service sector recruitment eased back
slightly in this quarter erasing last quarter’s gains
and falling eight points to +47%. This sector’s share
of part-time is much higher than in manufacturing,
averaging around one-third, and the balance of
businesses reporting part-time recruitment last
quarter has increased by five points to +36%.

EMPLOYMENT IN SERVICES
ACTUAL CHANGE

EXPECTED CHANGE
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EXPECTED CHANGE
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LABOUR MARKET
cont.

Recruitment difficulties persist in all sectors
with balances maintained significantly above
their pre-recession levels. Though the number
of firms reporting difficulties has eased slightly
this quarter, the numbers remain high, with 63%
of service sector and 67% of manufacturing
sector companies reporting difficulties in filling
positions. Skilled manual labour remains the
hardest role to fill for manufacturers with 52%
reporting problems, though this is a small
decrease on last quarter. The service sector has
seen a rise in this indicator this quarter with 31%
(up eight points) reporting difficulties in finding
skilled manual workers.
As may perhaps be expected, an easing in
recruitment difficulties is echoed in a reduction
of investment allocated to staff training. The
levels of investment in training have increased
since the recession though there are indications
that over the past six months a peak may have
been reached and the trend appears to be
weakening. Falling five points to +9% in the
manufacturing sector and easing one point to
+11% in the service sector, a weakening level
(though still growing) of training investment
risks storing troubles in the future. As our
workforce will continue to require larger volumes
of skilled labour, the Chamber is supporting its
members to develop the talents of their own
staff through the Employer Ownership of Skills
project, helping businesses to build up the
resources they need in their companies to help
their future growth.
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MANUFACTURING
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CONFIDENCE & INVESTMENT

For many, confidence has been the key plank of recovery which has been missing for
the past few years. Low growth and low demand, a desire to deleverage and build
reserves – for both companies and households – has kept investment levels low and
confidence in future returns on those investments weak. The Quarterly Economic
Survey shows clearly how confidence after the initial recession rebounded strongly
and reached post-recession highs around the time of the general election in 2010.
The uncertainty created by coalition government and the spending plans that were
put in place at the emergency budget in June of that year caused that confidence to
evaporate, reaching lows around the beginning of 2011.
Since then, confidence has been building
and this quarter’s results show that levels
are continuing to grow and stand at their
highest since the beginning of this parliament.
Investment levels are broadly steady but
improving slowly. Confidence may yet have
to improve significantly before large-scale
investments are made, as evidence of real
returns will have to become more tangible. Many
medium and large businesses have spent the
past few years building cash reserves; these
have helped firms maintain a buffer in case of
weak demand and a supply of investment capital
should it not be readily accessible from the
banking system. Anecdotally, a number of firms
have spoken of a desire to look to invest in the
short-term, readying themselves for a stronger
economic position in the coming quarters.

MANUFACTURING CONFIDENCE
TURNOVER

Headline confidence balances from the
survey have risen the most strongly within the
manufacturing industries with construction posting
a 20-point increase in turnover confidence for the
coming year, fully erasing the falls of last quarter.
At +31%, this is the highest confidence balance
for construction since our data series began in Q2
2010. The pure manufacturing sector confidence
for turnover held level at +36% leaving the broad
indicator up eight points at +34%. Confidence
for profitability rose more sharply within this
sector, suggesting that firms may be expecting
to improve their margins over the coming twelve
months. Up 11 points to +20%, this reflects a rise
in this balance across all production industries.
Service sector confidence, too, continues to rise.
Both the turnover and profitability balances rose
four points this quarter, and now stand at +43%
and +34% respectively.
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The survey asks businesses what external
factors affect their companies more than in the
previous quarter and a steadily rising answer has
been competition. For manufacturers, this index
reached its highest on record this quarter with 63%
of businesses reporting this as a major factor at
present. For service industries the number is lower
at +53%, though this is the highest since 2009.
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Capital investment levels are still some way
short of their pre-recession average and the trend
since mid-2011 is broadly flat. Some discouraging
changes in the tax landscape that were later hastily
reversed have not been enticing to businesses, and
there is around 18 months left of a raised annual
investment allowance which may help to bring
forward medium-term plans for businesses. There
are some generous reliefs available for research
and development investment and we would
encourage businesses to take advantage of these
where possible. The survey shows that investment
in plant and machinery is marginally higher in both
broad sectors, rising one point in each to +4% for
the service sector and +9% for manufacturing.
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COSTS & PRICES

The Bank of England in its recent Inflation Report admitted that it was expecting
inflation to continue to rise through the rest of 2013 before falling back towards the
2% target in 2015. The relative weakness of Sterling to other currencies means that
imported inflation continues to be a pressure, and this month saw increased producer
prices once again. Service sector inflation persists as the main problem, with a long-run
average of over 3.5%. As the largest contributor to the CPI “basket”, it is hard to see
how inflation can be brought down significantly without weak price growth or even
deflation from the manufacturing industries.
Despite positive rhetoric about making
the costs of business lighter, the government
continues to increase the burden on companies
each year. Whilst reductions in the headline rate
of corporation tax are welcome (and the survey
picks up a three-to-four point fall in concerns over
corporate taxation, depending on sector), there
are increases in many other areas. The Chamber
has long been vocal about the impact of business
rates on all sectors, but at a time when retail and
the future of the high street is forefront in many
people’s minds – not least the government’s – to
pursue a reckless strategy of RPI-increases each
year against flat or falling rental values is at best
confused policy and at worst a reckless error.
Around a third of the current inflation increase is
attributable to government regulated prices. From
fuel duties, the climate change levy, mandated
increases in business rates and railway tickets,
many of the increased costs of business are
directly attributable to policy decisions. Regulatory
costs continue to mount with businesses having
to comply with the new Real Time Information

INTENTIONS TO INCREASE PRICES
MANUFACTURING

payroll systems for HMRC this year and the
introduction of auto-enrolment for all businesses
over the next three years which will increase
both direct employee costs and add a large
administrative burden.
Within this quarter’s QES results we see a
reduction in the balance of businesses who intend
to increase their prices in the coming months.
Despite the high levels of inflation, these balances
have been on a downward trend since early-2011
and are at their lowest for around four years.
Whilst raw material and other overhead concerns
have remained broadly level for eighteen months,
this suggests that a combination of increased
competition and weak demand have held prices
down. Falling eight points in the service sector
and nine points in manufacturing, the balances
are now at +13% and +9% respectively. Inflation
as an external factor affecting businesses has
also fallen this quarter, dropping ten points within
the service sector to 21% and eight points for the
manufacturing industry to 22%.

Exchange rate concerns have increased
slightly this quarter as there has been some
volatility in the primary currency exchanges.
Since the first quarter of this year, Sterling
has appreciated somewhat against the Dollar,
gaining around 4% since its low in midMarch, taking some of the pressure off the oil
price, though this may be outweighed by an
appreciation in average crude prices this year.
A similar strengthening against the Euro during
May lifted the rate to around 1.19, has since eased
back somewhat.

PRICE PRESSURES IN MANUFACTURING
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When asking about specific price pressures,
almost all indicators have eased this quarter.
There were no recorded increases for the service
sector with pay settlements and financial costs
both easing by two points to 11% and 15%, close
to their lowest recorded levels. Raw material
price pressures have eased back four points to
17% whilst the measure for other overheads
in the service sector is flat at 42% for the third
consecutive quarter
Within manufacturing the raw materials
measure has eased back five points to 56%, the
third lowest recorded level for this measure. This
fall was driven by the narrow manufacturing
sector recording a fourteen-point drop to 59%
whilst the construction industry noted a small
three-point rise to 51%. Other overheads fell a
sharp eight points to 37% with finance costs
easing two points to 16%. Pay settlements within
manufacturing is the only measure within the
prices section to rise, stepping up four points to
18%, erasing fully the weakening pressure from
last quarter.
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BACKGROUND & METHODOLOGY

Greater Manchester Chamber of Commerce is the largest Chamber of Commerce in the
United Kingdom, providing business support services to 4,500 members who collectively
employ 350,000 people, around one-third of Greater Manchester’s workforce.
Recognised as a leader in its field, Greater
Manchester Chamber’s reputation in government
circles has grown locally and nationally. At the
heart of the area of greatest economic intensity
outside London and the South East, the Chamber
is the primary body for business support, policy,
representation and networking.
The aim of the Chamber is to support businesses
and to help create the best climate for the region
to prosper. This is achieved by ensuring that those
taking decisions on key issues such as transport,
taxation and business regulation hear the voice of
our members. The representation of our members’
views is central to the work of the policy team
at the Chamber; these views are gathered in a
range of ways including our local councils, policy
committees, sector councils, the main Chamber

council, focus groups, meetings with politicians,
consultations and, of course, this Quarterly
Economic Survey (QES).
Forming part of the British Chambers of
Commerce’s national survey, Greater Manchester
is the single largest contributor to this important
body of evidence. As the principal national
business survey, and the first to be published in
each quarter, its results are closely watched by
both HM Treasury and the Bank of England’s
Monetary Policy Committee. Having been the first
survey to call the last two recessions, the data
revealed by it is timely, accurate and invaluable
for anyone wishing to understand the subtle shifts
in the economic climate for businesses in Greater
Manchester and beyond.

The collection period for this survey was Monday 20 May to Wednesday 12
June inclusive. A total of 701 businesses, together employing 111,257 people
responded to the survey.
This report has been researched, written and compiled by Dr John Ashcroft,
Chief Economist, and Christian Spence, Head of Business Intelligence.
If you require any further information about the production or detail of this
report, please contact Christian on (0161) 237 4045 or email christian.spence@
gmchamber.co.uk.
Net balance figures referred to throughout this report are determined by
subtracting the percentage of businesses reporting a decrease in a factor from
the percentage of businesses reporting an increase. The broad manufacturing
definition includes the agriculture, energy and water, construction and
manufacturing sectors.
Copies of this and previous reports can be downloaded from the Chamber’s
website at www.gmchamber.co.uk/qes.
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ACTION FOR BUSINESS
Q2 2013

Since the last Quarterly update on Action
for Business activity when the focus was
on the announcements made by the
Chancellor in the Budget, there have been
further significant events which have
shaped the Chamber’s recent policy work
and will influence future activity.
On 2nd May local elections took place in most of
the UK and the headlines were filled the following
day with news of the rise of UKIP and the apparent
arrival of a fourth major party on the UK political
scene. Some of this euphoria has subsided over
the last few weeks but its legacy has ensured that
Europe remains at the top of the political and
economic agenda and could play a huge role in the
build up to the 2015 General Election.
Less than a week later the current Parliamentary
session was opened with the Queen’s Speech in
which forthcoming draft legislation and Bills were
announced.
Chris Fletcher
Director of Policy &
Communications

Closer to home the Greater Manchester
Combined Authority has recently closed the
consultation period on the new Greater Manchester
Strategy.
Work has also been ongoing through the
Chamber’s Action For Business Forums ahead of
the Spending Review (held on 26th June) – the
outcome of which came after this report went
to print but which will be fully assessed and
responded to in due course.
The Chamber’s Action For Business work is also
undergoing some changes. The current version has
been in place since January 2011. In response to our
members and impending work around developing
a business manifesto for the 2015 election we will
be refreshing our policy strategy. The same themes
will be worked on but the activity will be more
campaign based with greater clarity around results
and action.
In addition to the above the first meeting
of the Chamber’s new Policy Committee took
place recently. This group will assist with the
identification, discussion and decision making
on major strategic policy issues and create
activities that will enable greater involvement
and connection with Chamber members so that
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they can have their say. As this work develops the
ambition is for a much greater emphasis on Action
For Business and how key messages are presented.
Over the next couple of pages is a breakdown of
our recent activity and highlighted future action.

EUROPE –
BACK ON THE AGENDA
No local elections were held in Greater
Manchester on 2nd May, however the results
announced elsewhere in the country and in the
South Shields by-election held on the same day,
saw the United Kingdom Independence Party raise
itself, according to many political pundits, to major
political party status. The scale and share of the
vote showed that the UKIP message resonated
with the electorate.
Below is a blog published on 22/5/13 which
highlighted several issues raised in discussions with
businesses immediately in the aftermath of the
election results.
“It would have been nigh on
impossible over the last few weeks to
have missed what could turn out to
be a pivotal point in British politics
and one that could have a significant impact at
the next election and beyond. The rise of UKIP
has long been in the making and the electorate,
looking at the current hand of cards they’ve been
dealt, seem to have been attracted by what they
see and hear. Whether UKIP will make the same
impression in 2015 at the election or whether this
is another “protest” party that does well at certain
points in the electoral cycle is yet to be decided.
What is important though is the immediate impact
this has had.
As a comment in a newspaper noted recently,
as UKIP has no MPs, with the Conservative back
benchers (and, indeed, Ministers) making all their
right noises, does this matter? The old wounds
have been opened again and the Prime Minister
suddenly finds himself at the eye of the storm
which is increasing daily.
What does this mean to business? A huge
amount to be honest and some people may not
like what they hear. A recent British Chambers of
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Commerce survey showed that 62% of businesses
felt that withdrawal from Europe would have a
negative impact on the country. So the majority
would see benefit in staying, however 65% of
respondents said that a transfer of some powers
back to Westminster would have a positive
impact. Maybe a case of having your cake and
eating it but far from a call to abandon ship.
Sitting, as we do, under the EU umbrella
does have its advantages, especially as regards
trade. The EU is the largest trading bloc in the
World. If we left the EU, how easy would it be
to renegotiate all the trade agreements? Would
we need to? With the Transatlantic Trade &
Investment Partnership in the making between the
US and the EU it could be said that now may not
be the best time to be having second thoughts
about our relationship with Europe? A point made
recently and obliquely by President Obama. The
US is still the UK’s primary overseas market, what
would be the knock-on effect of an EU pull out on
this? It’s hard to say, isn’t it?
This is an issue we will come back to – it’s
impossible to ignore - but what we cannot allow
it to become is a football for the political class to
kick around on one pitch, whilst
the rest of us have to focus on the
“real” stuff such as the economy,
growth and employment.”
Following on from this the Chamber began a
discussion on its Linked in page and the question
of the importance of Europe as an issue at the
next election was discussed at our A4B forums.
The question posed was not a direct “in or out
of Europe” but one to gauge how important
members saw Europe as an issue. One thing that
is clear is that if there is to be a further debate on
Europe clarity of facts is crucial, best summarized
by this comment from our LinkedIn discussion:

“I sometimes think that the facts about being in the
EU are lost in the emotion. My instinctive reaction is
that we should be in. The economic arguments will
always be a little hard to get to the bottom of because
it is always a comparison between a known present
and a hypothetical future, but I can’t see why the
growth economies in the far east are going to want
to concentrate on our market when there is a much
bigger one next door. How many businesses decide to
push for exporting to Mexico rather than the US?”
In light of the Chamber’s drive to increase
exports and with the much anticipated trade talks
starting between the US and the EU this will be a
subject that we will continue to monitor.
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QUEEN’S SPEECH
08 MAY 2013
From the Chamber’s news feed 8th May:
Earlier today the Queen delivered the
agenda for the Government’s legislative
programme. Director of Policy at the Chamber,
Chris Fletcher has chosen a couple of the Bills
announced to keep an eye on:
The National Insurance Contributions Bill
will enable the Employment Allowance –
announced in the Budget - to come into law
giving businesses a £2000 cut in employer
NICs.
There are also two Bills relating to
High Speed 2. The first, High Speed Rail
(Preparation) Bill, opens up the funding
streams to allow development work to start
on the proposed routes. The ‘Paving’ Bill is the
first step in not only bringing the scheme to
life, but also potentially reducing the timescale.
The second Bill is the HS2 Hybrid Bill which will
allow the Government to enact compulsory
purchase orders to buy land to then get the
network built.
In addition to the above, the Energy Bill
continues into its second session in Parliament,
whilst the Intellectual Property Bill is designed
to simplify patent-protection laws and means a
single patent is valid in most EU countries.
A Deregulation Bill was also announced
which is designed to help Government lay out
how and where cuts to excessive red tape can
be made. A fundamental of this is that one of
the stated benefits of cutting legislation will be
to facilitate growth.
Over the coming months, as these Bills pass
through Parliament we will be keeping a close
watch on their progress and making sure that
they deliver in the way that they are intended
to. As the next election is just two years away
this programme of legislation, coupled with
the Spending Review in June, will set many
people’s perceptions of what the Government
has achieved. With this Autumn’s conferences
already pitched as being part of the manifesto
formation process, the countdown to Spring
2015 has now started.
The Chamber will be keeping a watching
brief as this legislation progresses through
Parliament.
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ACTION FOR BUSINESS
Q2 2013
cont.

GREATER MANCHESTER
STRATEGY
At the end of March the Greater Manchester
Combined Authority and AGMA published the
draft Greater Manchester Strategy for 2013 – 2020.
A full version of this document can be found at
www.agma.gov.uk/gmca/gms_2013/index.html
The Chamber’s response to this was that the
strategy contained the right priorities and areas for
focus - growth, business, worklessness & skills and
reducing dependency & demand.
Where it was felt to be lacking though was
around detail as to how the proposals were to be
implemented, timescales for achievement and a
clearer evidence base of previous successes and
failures with which to set the recommendations
for future action. There also needed to be greater
clarity on issues and fewer key priorities.
It was also disconcerting that key activities such
as the Employer Ownership of Skills – Chamber
led and which supports the City Deal - are not
mentioned in the document.
There are significant opportunities for the
Chamber to play a key role in the delivery of
the strategy, in some cases by continuing its
existing work, as outlined in the summary to the
Chamber’s response:
“Greater Manchester Chamber of Commerce
strongly supports the need for a high-level strategy
for Greater Manchester to drive the economic
fortunes of the sub-region and enable all partners,
whether public or private, to work together to
deliver a single shared coherent vision.
The Strategy would be strengthened by
building on existing evidence of the good practice
and achievements of Greater Manchester to
date as well as the contributions of partner
organisations. Lessons from the successes of other
cities around the world — our competitors — would
also provide an essential benchmark against which
Greater Manchester’s strategic planning should
be measured.
This Strategy needs to outline in more detail how
all key partners can be more fully engaged with
the development of the strategy and its outcomes
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and the timescales for both delivery plans and
implementation. The Chamber of Commerce is
already working with the Combined Authority
through the Manchester Solutions review, Employer
Ownership of Skills and the Skills and Employment
Partnership and is keen to build further on these
achievements to deliver a coherent and viable
strategy for the region and to take forward with
others the realisation of these important aims
and objectives.”

ACTION FOR BUSINESS
TIME FOR CHANGE?

SPENDING REVIEW

Mindful of recent changes within the Chamber,
the increasing popularity of our A4B Forums and
the setting up of a new Policy Committee the time
is now right to take the next stage of evolution with
this work.

In our most recent A4B forums one of the big
questions asked was for members to identify
where the government spending priorities should
be. Prior to the June 26th announcement just 7% of
government spending went on capital expenditure
(transport infrastructure, digital connectivity,
major building projects) with the remaining 93%
going on current expenditure (welfare payments,
services etc).
Recognizing that there is a finite amount of
cash available and set against increasing demands
and strong hints from the likes of the IMF about
increasing investment on capital projects that
will boost growth the Chancellor had some
crucial decisions to make – some of which were
highlighted in Danny Alexander’s speech at the
Chamber’s Annual Dinner in May. So, we asked the
question at our recent Action For Business Forums
about where business felt the priorities should be.
The results from the forums that ran the question
showed that the clear priority was to increase
spending on Economic Development closely
followed by Health and Education.
Recognising this was a simple tick box survey the
numbers of responses, over 100, to the question
did show a wide spread of what people perceive
to be the priority areas. Interestingly enough and
considering that it is one of the ring fenced items,
bottom of the list and by a considerable margin
was foreign aid. Whether this reflects sentiment
or the fact that this is one of the “untouchables” in
government spending is not clear.
As this report went to print immediately before
the Spending Review the Chamber will monitor the
outcome of the review and will also keep watch on
how any new government in 2015 will deliver its
targets bearing in mind that the current Shadow
Chancellor and Leader of the opposition have
stated an intention to abide by the review.
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Since January 2011 the Chamber’s Action For
Business work has been published in the well
recognized table format that has been in every
version of this Quarterly Report since then. It is
worth pointing out that the original Action For
Business dates back to 2008 and the first onset of
the downturn.

The intention is to keep the same strategic
themes: Transport & Infrastructure; Finance &
Taxation; Skills & Employment; Trade & Innovation
and Low Carbon Economy & Energy.
To support this a new style Policy and Campaign
matrix is being developed which will allow for
all activity to be tracked relating to a particular
issue. It will also give the Chamber stance on key
issues and allow a watching brief to be kept on
upcoming issues.
We will be consulting with members at key
stages of this work and, as ever, your views
will ensure that this work accurately and
effectively delivers.

FUTURE ACTIVITY
Town Centres and High Streets – this is a
favourite topic at our local forums and one which
does not seem to have a simple answer. This does
not mean that we should ignore it. There seems, at
any one time to be a number of schemes or reports
being done on this issue but very little action. This
issue is in the new Greater Manchester Strategy
and would seem an ideal fit with the Chamber’s
Local Councils to work on developing the
relationships that exist with the 10 local authorities.
Business Rates – linked closely to some of the
causes of the above issue is the subject of business
rates. Whilst some businesses do not see this as
an issue many, especially in retail, construction
and manufacturing do. The other issue is that at a
time when government is looking for new models

Action for Business - Q2 2013

and ways to achieve growth the Chancellor’s
stubborn refusal to acknowledge this issue in
successive budgets (despite widespread lobbying
and evidence from all business organisations)
is frustrating. The current mechanism when it is
understood and explained to business does not
seem to be as effective as it should be. There are
several different possible models that could be
investigated but apart from one off initiatives such
as the Earnback model in Greater Manchester
there seems to be a distinct lack of willingness
to consider change. The first stage in any activity
would seem to be an information and education
exercise to ensure better understanding of the
current system which can then lead into distinct
work looking at alternatives.
Skills – The first Employer Skills Groups are now
working on tackling skills deficiencies and it is
important to communicate what this will mean for
business both now and in the future. Businesses
will be able to directly influence skills work, it
is therefore crucial that a mechanism exists to
allow this to be captured and actioned as well as
communicating success to a wider audience.
Exports – There needs to be continued focus
on international trade and making sure that
new exporters are given support and access to
the expertise that they need, existing exporters
are encouraged and supported to explore new
markets and that all businesses at least understand
that their product or service is more than likely
exportable. Building on work in conjunction with
British Chambers of Commerce the Chamber will
play a key role in developing an effective strategy
for existing, new and non-exporters that will deliver
the above.
Energy – There is increasing disquiet about the
state of the UK energy market and supply. Over the
next few years there will be an energy pinchpoint
as old power stations and sources of energy are
replaced. With an increasing reliance on imported
energy and a creaking critical infrastructure the
focus and immediate action may well be about
keeping the lights on rather than exploiting new
sources of energy and technology – in which the
UK has world leading expertise. It is crucial that
both the issue of securing supplies at a reasonable
cost and the commercialisation of technology are
addressed successfully.
The above issues are all ongoing and will be
in the first version of the updated Policy and
Campaign matrix which will be released shortly.
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RECENT QUARTER RESULTS - MANUFACTURING
DELIVERIES & ORDERS

RECENT QUARTER RESULTS - SERVICE
DELIVERIES & ORDERS

Q3-12

Q4-12

Q1-13

Q2-13

UK sales

-2

5

-2

3

UK sales

UK orders

-9

-2

-5

-2

Export sales

14

6

8

17

Export orders

12

-5

13

9

LABOUR

Q3-12

Q4-12

Q1-13

Q2-13

5

17

15

12

UK orders

-1

10

7

7

Export sales

-2

17

8

17

Export orders

-4

8

4

13

LABOUR

Employment in the last quarter

7

3

10

13

Employment in the last quarter

8

12

12

13

Employment expectations for next quarter

7

10

17

18

Employment expectations for next quarter

15

16

19

16

49

47

47

50

% Tried to recruit staff

48

49

55

47

% Tried to recruit staff
If yes, were they for: 			

% Part-time jobs

13

19

14

8

If yes, were they for: 			

% Part-time jobs

30

33

31

36

					% Full-time jobs

79

75

77

87

					% Full-time jobs

72

74

73

70

					% Temporary jobs

27

29

28

22

					% Temporary jobs

24

20

24

21

					% Permanent jobs

46

40

38

34

					% Permanent jobs

39

43

35

34

% Recruitment difficulties

64

78

72

67

% Recruitment difficulties

69

63

67

63

If yes, were they for: 			

% Skilled manual/technical

48

51

56

52

If yes, were they for: 			

% Skilled manual/technical

17

21

23

31

					% Professional/managerial

10

16

14

13

					% Professional/managerial

23

22

16

18

					% Clerical

31

36

34

29

					% Clerical

36

31

38

36

					% Semi/unskilled

13

16

13

13

					% Semi/unskilled

15

18

18

15

CASH FLOW

-13

-6

-4

-4

CASH FLOW

-9

3

-2

-4

INVESTMENT PLANS

INVESTMENT PLANS

Investment plant & machinery

10

5

8

9

Investment plant & machinery

5

5

3

4

Investment training

11

11

14

9

Investment training

13

16

12

11

Turnover

22

31

26

34

Turnover

30

39

39

43

Profitability

8

14

9

20

Profitability

19

30

30

34

35

36

28

27

31

35

35

32

Balance of firms expecting to increase prices

15

17

21

13

CONFIDENCE (FOR NEXT 12 MONTHS)

CONFIDENCE (FOR NEXT 12 MONTHS)

PRODUCTION

PRODUCTION

% At full capacity
PRICES/COSTS

% At full capacity
PRICES/COSTS

Balance of firms expecting to increase prices

15

20

18

9

Is your business currently suffering

% Pay settlements

13

18

14

18

Is your business currently suffering

% Pay settlements

10

13

13

11

pressures to raise its prices from

% Raw material prices

50

58

61

56

pressures to raise its prices from

% Raw material prices

18

20

21

17

any of the following			

% Finance costs

15

20

18

16

any of the following			

% Finance costs

16

18

17

15

45

41

45

37

					% Other overheads

41

42

42

42

18

14

17

16

					% Other overheads
EXTERNAL FACTORS

EXTERNAL FACTORS

Affecting your business more than

Interest rates

17

three months ago			

Exchange rates

16

19

18

Affecting your business more than

Interest rates
Exchange rates

32

17

29

32

three months ago			

16

14

14

16

					Business rates

31

39

34

32

					Business rates

25

30

30

28

					Inflation

26

29

30

22

					Inflation

31

30

31

21

					Competition

54

59

55

63

					Competition

46

44

50

53

					Corporate Taxation

29

32

29

25

					Corporate Taxation

25

24

23

19

234

285

234

246

587

519

612

455

73088

71499

20453

31506

69765

108723

221774

79751

Number of respondent companies
Number of employees
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Chris Fletcher
Director of Policy & Communications
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