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Preliminary estimates for overall national GDP growth are modest 

at 0.5% and 2.4% for the year. In the Midlands, it is apparent that 

growth in key sectors is firmer. Manufacturing nationally was flat, 

although in the key Midlands automotive, aerospace and food 

production sectors growth is probably stronger. Additionally,  

the related business services sector again recorded firm growth.  

As a result, based on these preliminary estimates, we forecast  

that quarterly output growth in the region was 0.7%.

BCU-MEF Output Model: Quarterly Assumptions

Change in % 2014 2015

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

GDP (Preliminary) 0.8 0.8 0.7 0.5 0.3 0.7 0.5 0.5

GDP (Final) 0.6 0.8 0.7 0.7 0.4 0.5 0.4 -

Nominal GVA 1.3 1.6 1.3 -0.3 0.9 0.5 0.8 -0.9

Regional GVA (est.) 1.6 1.7 1.4 -0.2 1.2 0.4 0.8 0.7

GDP 2.9 2.4

Regional GVA 4.6 5

Source: ONS, IMF, BIS, OECD, HMRC & MEF
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Overview
•	 Global	trade	is	fragile	due	to	the	slowdown	in	China,	which	has	ramifications	for	the	region’s	

exporters

•	 Nevertheless,	market	worries	appear	to	be	overdone

•	 Producer	Price	Deflation	is	a	major	concern	but	there	are	opportunities	as	well	as	risks	in	the	

present fragile environment

•	 The	potential	for	a	‘flight	to	quality’	in	such	an	environment	plays	to	the	strengths	of	the	

region’s	manufacturers

•	 Regional	labour	market	shows	considerable	strength	and	unemployment	is	now	below	the	

national	average.	However,	there	remains	an	East/West	divide	in	the	Midlands’	labour	market

Global Trends
The uneasy calm that settled in the final quarter of last year, has been rudely disrupted in the first 

period of 2016 with the return of extreme financial and commodity market volatility. Global equity 

markets have recorded substantial trading losses and global oil prices, in parallel with most other 

commodity prices, have fallen to levels not recorded since 2003. Whether this translates into a 

downturn in the real economy is obviously a key concern.

0 

2 

4 

6 

8 

10 

12 

14 

16 

18 

0 

20 

40 

60 

80 

100 

120 

140   

German Border Natural Gas (rhs) 
US Henry Hub Gas (rhs) 

West Texas Intermediate Oil Blend   
Brent Oil Blend 

Jan
07

Jul Jan
08

Jul Jan
09

JulJul Jan
10

Jul Jan
11

Jul Jan
12

Jul Jan
13

Jul Jan
14

Jul Jan
15

Jul Jan
16

Global Energy Price Trends (Oil-US$/pb, Gas-US$/mm BTUs)

Source: EIA & MEF



3

January 2016

PMI-based data provided  
by kind permission of  

In conjunction with

Brent oil has fallen from over US$ 115 p/b in June 2014 to below US$28 p/b by mid-January 2016, 

with the rate of decline recently accelerating. Nevertheless, OPEC estimates that world oil demand 

increased in 2015 (to 92.92 mb/d), with demand anticipated to firm in 2016. Furthermore, global 

supply was estimated at 94.87 mb/d last year and forecast to be flat in 2016. This seems to suggest 

that rather than a major supply/demand imbalance, that the oil prices, particularly futures, trajectory 

reflects the rapid deflation of an asset bubble rather than solely a collapse in real demand. 

Accordingly, whilst this may have a significant impact on financial instruments and facilities 

structured on a high oil price, demand in the real economy may remain firm or at most ease. 
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The Baltic Dry Index has in January fallen to historically its lowest level, however this may reflect 

large-scale shipping over-capacity, driven by speculative lending, as much as a serious erosion of 

economic performance. This analysis would seem to be corroborated by the latest leading economic 

indicators released by the OECD, which point to stable growth momentum in the Euro area, 

particularly in Germany and Italy, whilst for France firming growth is signalled. Although for the  

UK and USA easing growth, albeit from high levels, is suggested, growth in India is expected to be 

robust. In China, Russia and Brazil much weaker performance is anticipated, although in the case  

of China the current growth outturn is in line with official forecasts as macroeconomic strategy 

shifts from an export and investment focus to a domestic and consumer orientation.

Recent Output Performance
Weakness in key export markets and difficult industrial conditions in certain sectors, notably 

including steel and parts of the wider metals industry, are likely to continue to challenge the region 

over the next 12 months. The latest PMI data also indicate that demand growth may be slowing 

across the UK and the Midlands will not be immune from this.
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However, the current global environment presents opportunities as well as threats for the region. Falling 

input prices (notably of raw materials and oil) may partially offset the effects of output price deflation. 

More crucial, however, is likely to be a “flight to quality” in terms of industrial products, which will benefit 

those in the region that specialise in producing high-quality or niche goods. Moreover, notwithstanding 

anticipated weaker performance in Russia, Brazil and notably China, Midlands export demand can be 

expected to firm as a result of strengthening performance forecast in the EU, especially France and 

Germany, as well as India, Japan and the United States. Furthermore, the recent sterling depreciation will 

be a welcome respite for exporters but will take some time for its effects to feed through the supply 

chain. In spite of recent exchange rate movements, sterling is still strong relative to our major trading  

rivals	and	the	ongoing	large	deficit	in	the	UK’s	current	account	suggests	that	it	remains	overvalued.
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Regional Productivity
The most recent official statistics indicate that productivity in the Midlands has grown at a similar, 

albeit slightly quicker, pace than the rest of the UK since 2010. Parts of the East Midlands have seen 

particularly rapid growth over the period, with productivity growth over 2.5 percentage points 

greater	than	that	seen	in	the	UK	as	a	whole.	As	highlighted	in	previous	reports,	the	region’s	

manufacturing sector experienced particularly rapid productivity improvements in the years 

following the financial crisis and recession. Nevertheless, other key sectors have demonstrated 

similarly rapid development. This is particularly true in logistics where both East and West Midlands 

have dramatically outperformed the UK as a whole as can be seen in the chart.
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The wholesale and retail sector accounts for approximately one-eighth of the economy in both the East 

and West Midlands and is over 10% in the UK as a whole. Although commonly perceived as the archetypal 

services sector industry, it is in fact better thought of as part of a much wider logistics sector. As such, 

whilst traditional services, such as finance, have struggled to generate significant productivity growth 

(certainly compared to the manufacturing sector), logistics has actually seen rather robust improvements 

both in the UK and internationally. Key to this has been the implementation of high-technology  

solutions, notably in transport and wholesale, and the adoption of increasingly efficient “just-in-time” 

delivery amongst retailers. The use of GPS and machine learning algorithms to optimise delivery and 

transport routes, more fuel-efficient transport and the widespread adoption of electronic stock 

management systems (using increasingly sophisticated prediction algorithms to manage stocks) are 

all examples of how the use of technological solutions is transforming the logistics industry.

Anecdotal evidence would suggest that productivity in the Midlands, and particularly that of the 

manufacturing sector, is significantly stronger than suggested by the latest official data. There may 

be a number of potential reasons for this. As discussed previously in Midlands Perspectives, the 

absence of regional price deflators leads to output and productivity in high-cost regions (notably 

London) being overestimated relative to lower cost regions like the Midlands and North. Another 

distortion is due to head office location and the reporting of profits. 
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Labour Market
Unemployment in both the Midlands and the wider UK has fallen dramatically since peaking after  

the financial crisis. Whilst the two have generally moved in tandem, the unemployment rate in the 

Midlands has fallen significantly more rapidly since mid-2013. Indeed, for the first time in a number  

of years, the unemployment rate in the Midlands is now below that in the rest of the UK.
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These unemployment dynamics have driven a corresponding increase in employment in the region. 

Approximately 70% of the rise in employment the region has seen since January 2010 has been 

driven by falling unemployment and 20% is due to population increase. The remainder can be 

explained by a modest fall in the number of people, especially women, taking early retirement.

For the UK over the same period, population growth was slightly stronger than in the Midlands 

(primarily due to higher levels of international migration to London and the South), whilst the fall in 

unemployment was slightly less pronounced. However, labour market participation in the Midlands 

(and particularly the West Midlands) remains lower than for the UK as a whole. This is primarily due  

to the fact that the West Midlands has a higher proportion of students and homeworkers, whilst 

participation rates for the East Midlands are close to that of the UK as a whole.

Industry in Focus: Automotive
Post-recession, the automotive sector has seen rapid growth and the Midlands, with its legacy of 

specialised manufacturing clusters, has been at the vanguard of this. The UK is now the third largest 

car producer in Europe and its automotive sector has one of the highest levels of productivity in 

Europe. Crucially, this is now generating significant growth throughout the supply chain. The 

proportion (by value) of components sourced domestically has risen by 5% since 2011, although 

the UK continues to lag behind leaders such as Germany on this measure. Half of automotive 

companies in the West Midlands produce vehicle components, illustrating the crucial importance 
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of the automotive supply chain for the region. Companies like GKN Driveline are examples of the 

region’s	world-leading	expertise	in	the	automotive	components	sector.
Pr

od
u

ct
io

n
 (m

ill
io

n
s)

 

0 

0.5 

1 

1.5 

2 

Cars Commercial Vehicles 

2009 2010 2011 2012 2013 2009 2011 2012 2013 2007 2008 2014 2015

UK Automotive Manufacture

Source: SMMT

In	2013	the	West	Midlands	alone	accounted	for	one	third	of	the	UK’s	total	vehicle	manufacture	

turnover. Moreover, this figure looks likely to have increased as Jaguar Land-Rover overtook Nissan 

last year to become the largest car manufacturer in the UK. The East Midlands also has a significant 

automotive	presence:	Toyota’s	Burnaston	plant	in	Derbyshire	experienced	robust	growth	of	over	 

10%	during	2015.	Moreover,	the	region’s	expertise	extends	well	beyond	car	production,	with	

companies like Dennis Eagle producing specialist commercial vehicles. As can be seen, the Midlands 

now exports more vehicles (by value) than the rest of the UK combined, making an important 

contribution	to	the	UK’s	current	account.
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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

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.

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 

Registered in Cardiff, number: 07025784.
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