
Change in % 2016 2017

Q1 Q2 Q3 Q4e Q1f Q2f Q3f Q4f

GDP (Preliminary) 0.4 0.6 0.5 0.6 0.6 0.5 0.7 0.6

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

GVA 0.3 1.5 1.7 1.1 1.0 1.2 1.1 1.3

Midlands GVA 0.4 1.6 1.8 1.2 1.0 1.3 1.1 1.3

GDP 2.0 2.5

Midlands GVA 3.8 5.0

BCU-MEF Output Model - Quarterly Assumption

Source: ONS, IMF & MEF

Preliminary figures indicate that the UK economy continued to expand  

during the fourth quarter of 2016, with growth in line with long-term trends. 

In 2016 overall, this growth was primarily driven by expansion in the service 

sector (up 2.6% in 2016 compared to manufacturing growth of 0.3%), 

although growth in manufacturing industries that the Midlands specialises  

in was notably stronger.

Growth in sectors which are key to the Midlands, such as wholesale & retail 

(up 4.9%), automotive manufacture (up 4.4%) and food & drink manufacture 

(up 1.4%), was robust. This augurs well for performance in the Midlands.

On a quarterly basis, manufacturing performed rather more strongly, 

showing growth of 0.7% in Q4 of 2016. Growth in the distribution sector, 

which has a large presence in the Midlands, was also strong at 1.6%.  

These figures, combined with the latest PMI data, suggest that the Midlands 

as a whole experienced a buoyant fourth quarter, outperforming the UK  

and this is reflected in our positive nowcasts.

2015 2016e 2017f 2018f 2019f

UK GDP (£bln) 1,832 1,870 1,915 1,963 2,005

UK  GDP % change 2.2 2.0 2.5 2.5 2.1

UK GVA (£bln) 1,669 1,727 1,811 1,896 1,974

UK GVA % change 2.8 3.4 4.9 4.7 4.1

Midlands GVA (£bln) 217.7 225.9 237.1 248.7 259.2

Midlands GVA % change 2.0 3.8 5.0 4.9 4.2

BCU-MEF Output Model - Yearly Assumption

 Source: ONS, IMF & MEF
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Midlands Perspectives
•	 The	Midlands	economy	continues	to	outperform	the	British	economy,	driven	mostly	by	the	 

West Midlands, according to latest PMI data.

•	 Price	pressures	continue	to	firm,	attributed	to	continued	Sterling	weakness	and	strengthening	

commodity prices.

•	 Midlands	export	performance	continues	to	improve.

•	 Regional	infrastructure	constraints	are	impacting	on	productivity	and	output.

•	 Strengthening	labour	market	demand	in	the	Midlands	may	contribute	to	increased	wage	

pressures and intensify recruitment conditions – localised structural rigidities remain however.

•	 Prime	Minister	Theresa	May	has	launched	the	Government’s	Industrial	Strategy,	aimed	at	enabling	

business development through a more active role from Government.

•	 The	Prime	Minister	has	also	outlined	the	twelve	key	objectives	for	Brexit	negotiations	with	the	EU,	

including leaving the Single Market and seeking a customs agreement with the EU.

Global Trends
Negotiations	with	the	EU	regarding	Brexit	and	the	inauguration	in	the	USA	of	President	Trump	are	

likely to have critical impacts on the regional economy. The most significant of these will be over  

the medium if not longer term, as global trade patterns are retextured as profoundly new 

macroeconomic strategies are respectively adopted by global economic powers. The immediate 

impact has so far been broadly positive with demand rising, although factors such as rising input 

prices and tight labour market conditions do suggest caution. 

Over	the	course	of	2017,	demand	in	the	region’s	principal	export	markets	is	likely	to	increase,	and	

coupled	with	stronger	British	economic	performance	is	expected	to	contribute	to	a	buoyant	year	 

for the region. Prospects for 2018 and beyond are currently more difficult to determine, largely  

as a result of the political factors mentioned above.

An Industrial Strategy?
The Government, building on previous statements, has announced the parameters of their Industrial 

Strategy.	Crucial	as	always	will	be	the	government’s	demonstrative	political	commitment	to	the	

Strategy and the degree of project implementation, as well as the depth and breadth of that Strategy. 

The Government has stated that the Strategy is based on ten pillars. The broad intention appears to 

be for the Government to act as an “enabler” for business development rather than “picking winners” 

and supporting specific companies. In order for the region to flourish, real resources will need to be 

mobilised to deliver on the ten pillars outlined below. In particular, efforts must be made to 

rebalance infrastructure spending towards the regions and act to devolve spending powers and 

decision-making to a regional level. 
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Further investment in science and research as well as facilitating improved technical education and 

skills development will also be welcome in a region with an ageing workforce and notable skills shortages.

1. Investing in science, research and innovation

2. Developing skills

3. Upgrading infrastructure

4. Supporting businesses to start and grow

5. Improving procurement

6. Encouraging trade and inward investment

7. Delivering affordable energy and clean growth

8. Cultivating world-leading sectors

9. Driving growth across the whole country

10. Creating the right local institutions

In his Autumn Statement the Chancellor announced investment in a National Productivity 

Investment Fund of £23bln, to include £1.1bln for transport. He also said that the economy was too 

focussed in London and the South East, and announced a strategy for the Northern Powerhouse – 

although he is still yet to announce the corresponding strategy for the Midlands Engine.

The Brexit Process to-date
Following the Supreme Court ruling on January 24th, the government will now have to secure 

Parliamentary approval, before activating Article 50. As most Parliamentary political parties have stated 

they	will	not	oppose	the	activation,	the	legal	decision	will	serve	only	to	delay	the	Brexit	process,	 

by as little as a few days, which was affirmed to Parliament by the Secretary for Leaving the EU.

Of notable interest was the associated decision that the Devolved Parliaments have no right to 

intervene	in	the	Brexit	process,	and	implicitly	that	rather	being	in	effect	putative	sovereign	bodies,	

they are effectively of equal status to English regions. This is likely to cause some consternation  

in	Edinburgh,	Belfast	and	Cardiff.

For	the	Brexit	process	itself,	although	not	in	Parliament,	the	Prime	Minister	has	outlined	the	12	

objectives	for	Brexit	gave	a	broad	outline	of	the	strategy	which	the	government	will	follow	in	their	

negotiations with the European Union. These are:

1.  Provide as much certainty as possible, wherever possible, about the process of leaving the EU.

2.		Control	of	our	own	laws.	Thus,	Britain	will	leave	the	jurisdiction	of	the	European	Court	of	Justice:	

all	laws	will	be	made	in	Westminster,	Edinburgh,	Cardiff	and	Belfast	and	will	be	interpreted	by	

judges in the UK.

3.  Strengthen the Union. The Government has set up a Joint Ministerial Committee and ministers 

from	the	UK’s	devolved	administrations	can	contribute	to	the	process	of	planning	the	exit	of	the	EU.

4.  Maintain the Common Travel Area with the republic of Ireland.
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5.  Control of immigration.

6.		Protect	the	rights	of	EU	nationals	living	in	Britain	in	exchange	for	protection	of	the	rights	of	British	

nationals living in the EU.

7.		 Protect	workers’	rights.

8.  Free trade with European markets. The UK will pursue a Free Trade Agreement with the remaining 

members of the EU leading to the freest possible trade with the EU.

9.  New trade agreements with other countries.

10.  The best place for science and innovation. Aiming for agreement to continue collaboration with 

European Partners on science, research and technology initiatives.

11.  Cooperation in the fight against crime and terrorism. Work closely with European allies on 

security matters.

12.		A	smooth,	orderly	Brexit.	This	will	involve	a	phased	process	of	implementation.

For	the	region,	making	Brexit	a	success	will	require	enhancing	the	international	competitiveness	 

and connectivity of its infrastructure, so as to boost trade penetration across the globe and 

subsequently enable effective FTAs to be negotiated. A more detailed analysis can be found in 

the	BCU	Discussion	Paper.

Overview of the Midlands Economy
The Midlands economy has performed robustly in the fourth quarter according to recent PMI data 

and it is forecast that this growth momentum should be sustained into the New year. Nevertheless, 

potential challenges to the regional and national economy remain. In particular, price pressures 

remain elevated nationally and appear particularly acute in the Midlands.
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To	date,	the	economic	impact	of	the	vote	to	leave	the	EU	in	June’s	Referendum	appears	to	have	been	

largely benign. Notwithstanding considerable volatility in financial markets in the immediate aftermath 

of the vote, most economic indicators have been favourable with growth in line with its historic average.

The	continued	weakness	of	Sterling	may	now	be	providing	a	boost	to	the	region’s	exporters.	It	is	not	

surprising	that	the	region	should	be	an	early	beneficiary	of	this	effect	as	it	is	Britain’s	major	export	

region,	providing	some	22.8%	of	England’s	exports	in	2015.	Global	inflationary	pressures,	driven	 

by a rebound in commodities prices from lows early last year are being exacerbated by the scale  

of the depreciation in Sterling seen in the aftermath of the referendum.

This is contributing to the intensification of cost pressures, which are beginning to feed into output 

prices. These effects are visible in both national official data on producer prices, and PMI data. Whilst 

official data on regional prices are not publicly available, it is noteworthy that regional PMI  

data	indicate	that	producer	price	inflation	has	increased	more	rapidly	in	the	Midlands	than	in	Britain	

as	a	whole.	Once	again,	the	region’s	dependence	on	international	trade	and	relatively	large	

manufacturing sector (which tends to use raw materials and imported inputs that experience more 

volatile changes in prices) may be at the root of this. Price pressures now appear to be feeding 

through into consumer prices with the CPI having increased from 0.3% in May to 1.6% in December).
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As	can	be	seen,	growth	in	the	region’s	key	export	markets	is	strengthening	over	the	past	year	

according to the PMI-based regional Export Climate Indicator (a leading indicator). This positive 

performance	bodes	well	for	the	region’s	export	prospects.	The	ongoing	weakness	of	Sterling	may	

also prove a boon for exporters, although analysis of ONS data on output prices suggests that,  

thus far, more manufacturers are using the gains to improve margins rather than gain market share.  

As the lags associated with currency movements and improvements in the current account are 

significant it is anticipated that this will shift over the course of 2017 as old inventory is cleared and 

hedging strategies unwind.
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Regional Export Performance
The	EU	was	the	Midlands’	largest	export	market	in	2015,	making	up	42.9%	of	all	exports	from	the	

region, with almost a quarter of those going to Germany (10% of overall exports, making it the 

Midlands’	second	largest	single	export	market).	The	largest	Non-EU	export	markets	were	the	USA	 

and China, making up 17% and 9.3% of total exports respectively.
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Source: HMrC & MEF

The Midlands shows a stronger trade performance outside of the EU than with the EU, having had a 

Non-EU trade surplus since 2013. The Midlands had the second largest trade surplus with Non-EU 

countries	in	2015	(marginally	behind	Wales).This	could	bode	well	for	the	region’s	export	performance	

when	Britain	leaves	the	European	Union,	since	the	region	was	able	to	successfully	respond	to	global	

demand shifts post-2008 and Eurozone crises by shifting focus to Non-EU markets. Nevertheless,  

EU	trade	is	a	significant	proportion	of	the	region’s	trade,	being	an	integral	part	of	global	supply	chains	

– most notably in the aerospace and automotive sectors.

The most recent regional trade data is for Q3 of 2016: comparing the first three quarters of 2015 with 

the first three of 2016, the EU trade balance has remained largely static, with the Non-EU trade 

balance worsening, falling into a small deficit for Q3 (0.02% of total trade for that quarter), the first 

time it has been in deficit since 2013. However, it should be noted that trade data are highly volatile, 

and more data will be needed to see if this is a trend for future trade statistics.
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Transport & Communications 
Infrastructure
Transportation and Storage was worth over £77 million in GVA to the UK economy in 2015, and 

almost £12 million to the Midlands alone. However, the regional impact of transportation and  

storage is greater than this, given its role in the value-added supply chains, notably but not solely  

in the predominant food processing, automotive and aerospace industries.
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road related operations account for 90% of passenger journeys and close to 70% of freight traffic. 

However,	there	is	much	anecdotal	evidence	that	many	transport	routes	across	Britain	are	

encountering	capacity	constraints.	According	to	the	latest	available	data,	traffic	density	on	British	

motorways is 113m vehicle miles per mile of road, it is 47m in Germany and 39m in France. Official 

estimates suggest that motorway congestion may cause £2bln a year in lost time, rising to £10bln  

a year by 2040. It should be noted that these estimates are below those provided by other research 

bodies	such	as	the	INRIX	and	the	CEBR	as	well	as	MEF,	which	indicate	predict	that	the	cost	to	the	 

West Midlands economy alone will be in a range around £24bln by 2030.

Transport Capital Expenditure 2005-15

Source: HM Treasury & MEF

2004/5 2005/6 2006/7 2007/8 2008/9 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15

Total (£m)

Midlands 961 937 1,269 1,355 1,433 1,607 1,360 1,342 1,302 1,308 1,716

West Midlands 557 559 763 775 836 899 746 730 829 740 962

East Midlands 404 378 506 580 597 708 614 612 473 568 754

London 1,892 2,310 2,379 2,311 2,796 3,593 3,341 2,957 2,514 2,924 3,869

Scotland 739 905 1,271 1,316 1,225 1,427 1,182 1,257 1,422 1,347 1,428

Per Capita (£)

Midlands 99.958 96.79 133.43 147.93 151.82 156.2 134.77 132.28 126.74 127.33 165.69

West Midlands 104.32 104.7 141.89 148.17 160.43 157.32 133.76 129.87 147.01 130.44 168.17

East Midlands 93.972 87.6 122.56 146.32 140.54 154.29 136.11 134.95 103.8 123.75 162.54

London 256.062 309.442 295.92 374.46 365.55 468.67 414.65 360.27 302.74 347.52 453.31

Scotland 145.552 177.542 245.3 248.37 257.95 240.52 224.59 237.17 267.74 252.82 267.29
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regional infrastructure capacity constraints are exacerbated by current regional funding imbalances. 

Transport funding per capita in the Midlands was 36.6% per capita of that in London in 2014/15, 

which is a £2bln funding gap. Over the last 10 years, there has been a £15.3bln gap between London 

and the Midlands.

Additionally, the transport and communication industry has an increasingly mature age profile, with a 

significant proportion of workers aged over 50 (30.4% in the UK and 29.6% in the Midlands), ensuring 

a lack of not only skills, but experience, could severely constrain future output performance.
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Source: Nomis & MEF

With the rise of intelligent manufacturing in the Midlands, broadband speeds will become an 

increasingly important part of infrastructure in the future. Even with the final introduction of 

“Superfast”,	Britain	will	be	lagging	substantially	behind	its	global	competitors.	Whilst	the	UK	has	 

close to 32m registered IPv4 addresses, less than 8% of registered users are enabled for the next 

version IPv6 which is being rapidly rolled out globally (and has compatibility issues with IPv4) and  

for	which	there	is	no	stated	official	strategy	for	its	introduction.	While	95%	of	British	businesses	 

use the internet, only just over a fifth receive orders via the internet, and just over half place orders 

on the internet. 

In	part	this	probably	reflects	the	weakness	of	internet	speeds,	globally	ranked	19	the	UK’s	average	

download speed is 14.9Mbps, compared to the global leader South Korea with an average of 29Mbps, 

and global rank 28 for peak download speeds of 61Mbps significantly behind global leader Singapore 

with 146.9Mbps. Similarly, although 91% of premises can achieve 4Mbps average download speeds, 

only 36% can achieve 15Mbps (in South Korea a level of 69% is attained). Whilst the UK has a vague 

commitment for Universal Service Obligation of 10Mbps, South Korea already has a provision level  

of 42% for average download speeds of 25Mbps and the republic of Ireland aims that by 2022 every 

address will have at least 30Mbps broadband.
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Productivity
According to PMI-based measures, manufacturing productivity growth in the Midlands has been 

competitive with the UK and its international peers. In the second half of 2016, productivity growth 

has been notably firmer than that in the Eurozone along with that of the UK as a whole. The fourth 

quarter has seen productivity growth somewhat firmer in the West Midlands than in the East, 

although for the 12 months prior to this the reverse has been true.
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regional productivity, according to official data appears much less robust, in part due to different 

methodological approaches. A variety of international and European conventions determine the 

methodology used by the ONS in calculating this. The ONS use a “top down” approach, whereby they 

apportion national output in each sector of the economy to different regions. However, this has 

implications for determining regional productivity, which currently part of the MEF research programme.

Official productivity data suggest that labour productivity in the Midlands has grown more slowly 

than	Britain	as	a	whole	since	1997.	The	graph	below	indicates	relative	output	per	workforce	job.	

However, once financial services and the volatile oil and gas sectors are excluded, productivity in the 

Midlands is approximately two percentage points higher. Additionally, with the exception of 2015, 

the latest for which data is available, the region has seen little-to-no deterioration in relative 

productivity. This accords closely with the conclusions implied by PMI data, where little long-term 

erosion of relative productivity is evident (with the period during and after the 2009 recession).
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Midlands Labour Market
There is considerable evidence mounting that labour demand is strengthening in the regional 

economy.	The	most	recent	Lloyds	Bank	regional	PMI	release	suggests	that	over	both	a	3	month	and	

12	month	period,	labour	demand	in	the	West	Midlands	has	been	stronger	than	the	British	average.	

East	Midlands’	labour	demand	has	been	even	stronger	over	3	months,	with	the	fastest	rate	of	job	

creation of the whole of the UK. Over a 12 month period, performance in the East Midlands has been 

in line with that of the West Midlands – both have shown stronger growth than the UK at large. These 

figures are broadly consistent with the results seen in the most recent Markit/rEC report on Jobs.
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Official data on workforce jobs confirms that labour demand is robust, although the latest data are 

from September 2016, and recent data suggests that the Midlands labour market has continued to 

firm. According to this, job growth (September 2015 – September 2016) in the West Midlands was in 

line	with	that	of	Britain	at	1.6%,	whilst	the	East	Midlands	performed	slightly	below	the	national	

average	at	1%.	Both	figures	indicate	that	job	growth	was	quicker	than	population	growth	(and	

substantially faster than that of the working age population).

Since	2013,	the	unemployment	rate	has	increasingly	converged	on	the	British	average.	This	overall	

performance hides significant regional variations as can be seen in the chart below. The WMCA area 

has under-performed the rest of the West Midlands region, and therefore the West Midlands as a 

whole is shown as underperforming the East Midlands, which now has a lower unemployment area 

than	Britain	as	a	whole.
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Over	the	course	of	the	past	two	decades,	the	region’s	proportion	of	England’s	total	workforce	has	

fallen. Whilst the driving factors have been demographic – the region has slower population growth 

and	an	ageing	population	-	nevertheless	the	region’s	below	average	employment	rates	have	been	a	

further contributory factor.

Whilst	England’s	employment	rate	is	74.1%	(up	by	1.5%	in	a	decade),	that	of	the	East	Midlands	is	74.3%	

(steady over the past decade) and the West Midlands is below 71% (down by 0.3% over the decade). 

As can be seen, low employment in the Midlands is spatially concentrated in the WMCA area, with all 

other regions either close to or outperforming the national average. raising employment to the 

national average in this area could increase GVA per head by up to 10%.

There are a variety of reasons behind the employment shortfall in the WMCA area. Measured 

unemployment accounts for just over one sixth of the total shortfall. Moreover, whilst “hidden” 

unemployment is an issue – some 15.5% of those outside the labour force would like a job – it is less 

of an issue than in England as a whole (where the equivalent figure is 24.1%).
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The majority of the disparity in employment rates between the WMCA region and England as a whole 

is accounted for by the lower “activity rate” in the former. This comprises people of working age who 

are not in the labour force. Three major factors account for almost the entirety of the differences in 

activity rates. The biggest factor is the large number of students resident in the area due to the 

presence of a large number of higher-education institutions. It is a perverse statistical fact that the 

success	of	the	region’s	centres	of	higher	and	further	education	results	in	a	lower	measured	

employment rate (and hence lower GVA per capita). It might, therefore, be worthwhile exploring the 

option of compiling statistics that explicitly exclude the student population to take account of this.

The	second	major	reason	for	the	region’s	low	participation	rate	is	the	large	number	of	individuals	

who are outside the labour force in order to care for “home or family”. There are two potential 

reasons behind this. Firstly, general labour market weakness and restrictions on accessing 

unemployment benefits mean that this is a preferable option to unemployment. Alternatively, 

females in certain demographic groups are far less likely to enter the labour force (particularly after 

childbirth). In this vein it is instructive to note that some 43% of economically inactive females in the 

WMCA stated that this was due to “looking after family/home” (6.9% of males), compared to around 

36% of economically inactive females in the UK as a whole (7.4% of males).

The	final	main	factor	behind	the	WMCA’s	employment	shortfall	is	a	larger	share	of	persons	who	are	

outside the labour market due to ill health which accounts for the same proportion (approximately 

one sixth) as the elevated unemployment rate. It is unclear what precisely is driving this phenomenon.

In all cases, the shortfall is almost entirely accounted for by the under-50 age groups. Given the 

preponderance of the student population and demographic issues leading to lower employment 

rates amongst working-age mothers this is to be expected, although the elevated sickness rates in 

this group comes as something of a surprise.
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by kind permission of  

Midlands  
Perspectives  
January 2017

Data Source Year Midlands England UK

Total Area 2011 28,628 130,395 243,610

Population Characteristics

Total Population Nomis 2015 10,428,000 54,786,300 65,110,000

Population Aged 16-64 Nomis 2015 6,520,600 34,669,600 41,241,000

% of 16-64 population economically active APS 2015 76.20 78.00 77.60

% employed of 16-64 population APS 2015 72.00 73.80 73.50

% of 16-64 population with NVQ4+ APS 2015 31.50 36.80 36.90

% of all in employment who are:

Managers, Directors and Senior Officials APS June 2016 9.80 10.70 10.40

Professional Occupations APS June 2016 17.60 20.10 20.00

Associate Professional & Technical APS June 2016 13.10 14.40 14.10

Administrative & Secretarial APS June 2016 10.70 10.50 10.60

Skilled Trades APS June 2016 11.40 10.40 10.60

Caring, Leisure & Other Services APS June 2016 9.20 9.00 9.20

Sales & Customer Services APS June 2016 7.40 7.40 7.60

Process, Plant & Machine Operatives APS June 2016 8.20 6.40 6.40

Elementary Occupations APS June 2016 12.20 10.70 10.70

Midlands Top 5 SIC2 Location Quotients (2015)

SIC Code EM WM Midlands England

29 Manufacture of motor vehicles BRES 0.67 3.50 2.33 1.00

14 Manufacture of wearing apparel BRES 3.00 1.00 2.00 1.00

16 Manufacture of wood and wood products BRES 2.00 2.00 2.00 1.00

24 Manufacture of basic metals BRES 1.00 2.50 2.00 1.00

36 Water collection, treatment and supply BRES 1.00 2.00 2.00 1.00

Employee Proportions by Broad Industry Sector (2015)

Sector EM WM Midlands England

Production BRES 21.13 19.41 20.18 14.37

Distribution BRES 29.83 31.39 30.69 31.99

Services BRES 19.35 18.99 19.15 23.10

Societal BRES 29.69 30.21 29.98 30.55

% of Enterprises by Broad Industry Sector (2016)

Sector EM WM Midlands England

Production BASL 23.30 22.47 22.85 19.72

Distribution BASL 34.05 34.92 34.52 33.92

Services BASL 27.14 27.00 27.06 30.97

Societal BASL 15.52 15.61 15.57 15.39

Midlands Merchandise Trade (HMRC)

Top 5 Exports (£m) Top 5 Imports (£m)

road Vehicles 17,101 road Vehicles 7,262

Power Generating Machinery 8,488 Power Generating Machinery 4,497

General Industrial Machinery 2,921 Petrolum & Petrolium Products 3,928

Electrical Machinery 2,017 Electrical Machinery 3,411

Misc. Manufactures 1,684 General Industrial Machinery 2,953

Total Exports 48,298 Total Imports 55,019

Midlands Basic Data

Source: ONS, NOMIS & MEF
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