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Preliminary figures suggest that national GDP growth has slowed 

significantly in the first quarter of 2016 from 0.6% to 0.4%.  

Our latest estimates indicate that the Midlands economy 

performed somewhat stronger than the national average, 

maintaining growth similar to that of Q4. Nationally, ONS figures 

show that the manufacturing sector shrunk during the first quarter. 

However, once again, growth in the key Midlands sectors of 

automotive, aerospace and food appears stronger. PMI surveys 

further suggest that business in the Midlands remains more 

buoyant than nationally. In addition the logistics sector, in which 

the Midlands specialises, outperformed overall services growth 

substantially. This is consistent with our forecasts for more 

buoyant regional output growth over the next five years.

BCU-MEF Output Model: Quarterly Assumptions

Change in % 2015 2016

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

GDP (Preliminary) 0.3 0.7 0.5 0.5 0.4 - - -

GDP (Final) 0.4 0.5 0.4 0.6 - - - -

GVA 0.5 0.4 0.4 0.6 0.4 - - -

Regional GVA (est.) 0.5 0.5 0.4 0.6 0.5 - - -

GDP 2.3 2(f)

Regional GVA 3(e) 2.8(f)

Source: ONS, NOMIS, BIS, OECD, IMF, HMRC & MEF
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Overview
•	 Global	trade	remains	fragile	but	Eurozone	growth	appears	to	be	firming,	although	the	uncertainty	

surrounding the upcoming EU referendum may have some impact on confidence and investment 

in 2016.

•	 Some	tentative	signs	that	the	slowdown	in	China	may	have	reached	its	nadir

•	 If	sustained,	the	recent	depreciation	of	sterling	should	also	give	some	respite	to	the	region’s	

exporters and combined with the recent rebound in commodities prices, particularly oil, this 

should reduce the risk of a damaging deflationary environment

•	 Nevertheless,	with	interest	rates	remaining	at	record	lows,	the	Bank	of	England	has	little	room	for	

manoeuvre in the event of further negative demand shocks.

•	 Systemic	risks	in	the	UK’s	financial	sector	remain,	particularly	with	regard	to	losses	stemming	from	

investments into oil and emerging markets.

Global Trends
In recent weeks, the IMF has again lowered its global growth forecasts. However, we believe that 

conditions may be bottoming-out, although significant downside risks clearly remain. In terms of the 

Midlands’	major	export	markets,	the	Eurozone	is	now	well	into	a	period	of	sustained,	albeit	modest,	

output growth. Indeed, as the Export Climate Index shown below indicates, conditions for export growth 

to the EU are now more favourable than those to the rest of the world, for the first time in some years.
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Source: Markit PMI,HSBC, ISM, Lloyds Bank & WMEF

Thus far, this appears to be borne out in official data, which indicates that export growth from the 

Midlands to the EU outperformed export growth to the rest of the world for the first time since the 

recession. There are tentative signs of stabilisation in the Chinese economy after a sharp slowdown, 

which if continued should aid both the beleaguered steel sector and exporters to the wider Asia-Pacific 

region. Equally, however, this does highlight the risks in the upcoming EU referendum. On the flip-side, 
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the recent depreciation of sterling (in part linked to the uncertainty over the upcoming referendum) 

is clearly a relief for exporters who have been battling an overvalued currency for some time.

Recent Midlands Output Performance
After some softness in the second half of 2015, which we believe is primarily linked to the impact of a 

strong exchange rate, Chinese slowdown and more subdued domestic demand, the Midlands 

economy has exceeded expectations during the first quarter. This appears driven by rapid output 

growth in January and February. In part, this may be a result of cyclical factors. However, it also 

appears that fundamentals in the region have improved since our last report. In particular, the sharp 

depreciation in sterling combined with stabilisation in China has enabled the region to withstand the 

slowdown	in	domestic	demand	much	better	than	other	parts	of	the	UK.
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Productivity Insights
Manufacturing productivity growth in the Midlands appears to have kept pace with national and 

international peers in the recent past. As indicated in the graph below, the Midlands appears to track 

Eurozone	manufacturing	productivity	growth	(and	particularly	German	productivity	growth)	more	

closely	than	its	UK	counterparts.	In	many	regards,	this	should	not	be	surprising:	the	predominance	of	

the automotive, aerospace and metals industries matches the profile of German manufacturing more 

closely	than	other	regions	of	the	UK.

Thus, although official data for overall productivity growth suggests that the Midlands is ceding ground 

to	its	peers	within	the	UK,	we	argue	that	this	is	primarily	due	to	measurement	problems.	Specifically,	

overestimating	the	size	of	the	financial	services	sector	and	failing	to	adjust	for	price	differentials	within	the	

UK.	The	former	effect	skews	the	data	such	that	London	benefits	at	the	expense	of	regions	with	a	smaller	

financial services sector. The latter effect benefits the South and East of the country and punishes the 

Midlands and North. Any remaining deterioration is small and can be entirely explained by the loss of skilled 

manufacturing jobs in the West Midlands conurbation and their replacement by lower-skilled occupations.
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Bremain vs. Brexit
With	the	UK	poised	to	take	perhaps	the	most	important	vote	in	a	generation,	there	is	a	clear	need	to	

understand the potential regional impacts of either a vote to remain or leave the EU. The exact 

impact of a Brexit vote depends on the specific post-exit deal negotiated, something which is unknown 

a	priori.	However,	the	UK	is	unlikely	to	be	able	to	avoid	EU	product	regulation	due	to	the	simple	fact	that	

in order to sell goods and services to the EU, it is necessary to conform to the regulations set there.

As can be seen, a recent WMEF survey of local 

SME businesses indicated that a large proportion 

(over 25%) were uncertain of their preferred long-

term option. Nevertheless, of those that did 

express a preference, a clear preponderance of 

local businesses wanted to remain. Crucially,  

this was contingent on the implementation of 

meaningful reforms. It is unclear whether the 

government’s	renegotiated	terms	of	

membership is sufficient for this group.

For the region, the EU is shrinking in 

importance as a market as the above graph 

demonstrates. Excluding the automotive 

sector, however, the EU remains the chief 

trading partner of the Midlands and its relative 

importance has shrunk only moderately over 

the past decade. The supply chain impact of 

an EU exit is unpredictable and would depend 

on the post-Brexit deal negotiated.
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In all other cases where nations have negotiated access to the European Economic Area (including 

EFTA), the imposition of core EU directives (including on the movement and migration rights of EU 

citizens)	has	been	a	necessary	precondition.	Were	such	a	renegotiation	to	take	place	post-Brexit,	little	

would change relative to the status quo but there would be significant economic dislocation in the 

short	term	while	negotiations	took	place.	At	the	other	extreme,	were	the	UK	to	return	to	MFN	status	

at	the	World	Trade	Organisation	this	would	lead	to	the	re-imposition	of	European	tariffs	on	the	UK,	

together with the need to renegotiate trading relationships with all other non-EU partners. The 

impact	on	trade	and	investment	in	the	interim	would	be	devastating	and	as	the	UK’s	principal	

exporting region, the Midlands would be hit particularly hard.

The main risks from a “Bremain” vote surround the potential for unexpected and unfavourable policy 

directions. Whilst the Midlands is relatively isolated from potential curbs on the financial services 

sector,	the	potential	for	unwanted	policy	decisions	remains.	The	UK	can	mitigate	this	risk	either	 

by use of its veto (which would apply in the case of any expansion) or by forming a coalition of 

 like minded members to block unwanted legislation. Another concern is the possibility of a sharp 

appreciation of the exchange rate in the aftermath of a Bremain vote.

Steel Crisis & Potential Midlands Impact
The	loss	of	steelmaking	capacity	in	the	UK	is	clearly	visible	in	the	chart	overleaf	and	the	threat	to	the	

remainder	of	the	UK’s	steel	industry	(predominantly	in	the	form	of	TATA’s	steel	operations)	is	grave.	

The entire sector is facing a “perfect storm” of global overproduction, a major slowdown in China, a 

until recently a strong exchange rate and high cost base. For the Midlands, the major threat is to the 

broader	metals	supply	chain.	The	metals	sector	makes	up	20%	of	the	West	Midlands’	manufacturing	

sector and 10% of that in the East Midlands. The Black Country, in particular, contains probably the 

greatest concentration of specialised metalworking in the EU.
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The concerns raised by the collapse of the sector are therefore twofold. Firstly, the region requires 

timely and flexible access to high quality steel. There is concern that deliveries of such steel may be 

less timely (and therefore put the region at a competitive disadvantage vis-à-vis its European peers) 

in the absence of a domestic steel industry. In addition, many of the issues faced by steelmakers are 

shared	by	significant	swathes	of	the	region’s	manufacturing	industry.	The	comparative	electricity	

costs shown below are of concern whether one is running a steel plant, a car assembly plant in Castle 

Bromwich or producing high-tech aerospace manufacture in Derby.
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Sector in Focus: Construction
Whilst construction has seen some recovery from its trough during the recession, there remains 

considerable scope for further growth. In addition to its direct effects on employment and output 

the sector has a key role to play in bringing down business costs via provision of affordable and high 

quality homes & commercial space. It is concerning to see the sector in the Midlands is expanding 

more	slowly	than	in	the	rest	of	the	UK.	Closer	inspection	indicates	that	the	primary	reason	for	this	 

is a drop in public sector construction spending, particularly on infrastructure: private sector 

construction within the region remains buoyant. The Midlands appears to be losing out not only  

to the South East and London but also to the North-West in terms of infrastructure spending.
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Transport
One area where the impact of improved 

infrastructure is immediately visible is 

transport. As the chart below demonstrates, 

there is a clear correlation between flight 

volumes and export growth of the 

surrounding region.

Whilst this is obviously predicated on strong 

import demand in the target economy, as 

evidenced in the deterioration in exports to 

Asia, direct flights undoubtedly facilitate 

passenger and freight movements. In our  

next issue, we will examine recent regional 

export performance and improved air access 

following the expansion of Birmingham 

Airport and recent developments at East 

Midlands.
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The Midlands Perspectives examines the comparative performance, international competitiveness 

and future prospects of the Midlands. Comments on how we could develop new perspectives on the 

regional economy are welcomed – we aim to create a dialogue rather than a monologue.

For further information: info@midlandseconomicforum.co.uk

2014 (or latest data) Total % of England Total % of England

Land Area (sq km) 28,360 21.7 Population 10,350,700 19.1

GVA (£ bln) 209,933 15.2 GVA per capita (£) 20,283 80

Economically Active 5,128,000 18.4 GVA per EA person (£) 40,939 82.9

GDHI (£ bln) 161,334 16.8 GDHI per capita (£) 15,587 87.4

Qualifications

GCSE (5 A*-C, incl. M&E) 54.5 % of age cohort

Degree Level Residents 30.1 % of resident population

Total %

Businesses 356,270 100

Micro (0 to 9) 314,105 88.2

Small (10 to 49) 34,765 9.8

Medium (50-249) 6,000 1.7

Large (250+) 1,400 0.4

Midlands Basic Data

Source: ONS, NOMIS & MEF

Disclaimer:  
The analysis presented in this report accurately represents the personal assessment of the analyst(s) and no part of the 

compensation of the analyst(s) was, or will be directly or indirectly related to the inclusion of specific views in this 

report. Further information is available on request. The information contained, and any views expressed, herein are 

based on data currently available within the public domain. The contents of this Report are not a substitute for specific 

advice and should not be relied on as such. Accordingly, whilst every care has been taken in the preparation of this 

publication, no representation or warranty is made or given in respect of its contents and no responsibility is accepted 

for the consequences of any reliance placed on it by any person. 

The Midlands Economic Forum is a neutral, independent forum bringing together representatives of the public,  

private and voluntary sectors to evaluate real trends in the local economy. Midlands Economic Forum is part of the 

West Midlands Economic Forum Group.

West Midlands Economic Forum 
8 Beaufort Way, Aldridge, WS9 0HJ 

info@westmidlandseconomicforum.co.uk  
www.midlandseconomicforum.co.uk 
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