
Change in % 2016 2017 2018

Q1 Q2 Q3 Q4 Q1 Q2 Q3f Q4f Q1f Q2f Q3f Q4f

GDP (Preliminary) 0.4 0.6 0.5 0.6 0.3 0.3 0.4 0.7 0.4 0.6 0.5 0.6

GDP (Final) 0.4 0.6 0.6 0.6 0.3 0.4 0.5 0.7 0.4 0.6 0.5 0.6

GVA 0.3 1.5 1.7 1.1 1.0 1.2 1.1 1.4 1.1 1.3 1.1 1.4

Midlands GVA 0.4 1.6 1.8 1.2 1.0 1.3 1.1 1.4 1.1 1.5 1.3 1.5

GDP 2.0 1.8 2.1

Midlands GVA 3.6 4.8 5.8

BCU-MEF Output Model –  Quarterly Assumption

Source: ONS, IMF & MEF

The GDP preliminary estimate for Q3 of 2017, published by the ONS today,  

is 0.4%. According to the official data, Q3 saw growth for Production of 1%, 

within which Manufacturing also grew by 1%.This bodes well for the  

Midlands, given its strengths in this industry.

Construction saw a decline of 0.7% – reflecting the recent PMI data – and 

following a fall of 0.5% last quarter. The Service sector saw growth of 0.4%, 

with strong performance in computer programming activities, growing  

by 1.9%, which is part of transportation, storage and communications,  

which grew by 1% overall. This is also positive news for the Midlands,  

and could reflect the growing sector of “ManuServices”, both within the 

Midlands and across the UK as a whole.

2015 2016e 2017f 2018f 2019f 2020f 2021f 2022f

UK GDP (£bln) 1,832 1,865 1,899 1,939 1,982 2,031 2,086 2,142

UK GDP % change 2.2 2.0 1.8 2.1 2.2 2.5 2.7 2.7

UK GVA (£bln) 1,669 1,726 1,805 1,906 2,006 2,106 2,205 2,308

UK GVA % change 2.8 3.4 4.6 5.6 5.2 5.0 4.7 4.7

Midlands GVA (£bln) 217.7 225.6 236.5 250.3 263.7 277.5 291.1 305.4

Midlands GVA % change 2.0 3.6 4.8 5.8 5.4 5.2 4.9 4.9

BCU-MEF Output Model –  Yearly Assumption

Source: ONS, IMF & MEF
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Midlands Perspectives
•	 2017	Q3	growth	of	0.4%	Q-on-Q,	stronger	than	market	expectations,	positive	for	output	

prospects but raise probability of near term interest rate tightening.

•	 Inflation,	at	3%,	is	stronger	than	the	BoE	is	comfortable	with,	although	it	is	expected	to	peak	 

early	next	year.

•	 Chancellor	Merkel’s	intervention	has	added	new	fluidity	to	Brexit	negotiations,	but	Britain	may	

have to be more innovative on financial settlement.

•	 Aside	from	Brexit,	EU	confronted	by	a	range	of	potentially	existential	challenges,	not	least	

Catalonia.

•	 Midlands	economy	continues	to	record	firm	performance,	largely	on	the	back	of	strengthening	

manufacturing output.

•	 Regional	export	performance	continues	to	reflect	Midlands’	position	at	the	apex	of	a	range	of	

global value added supply chains.

Global Trends & Brexit
Increasingly	Britain’s	decision	to	leave	the	EU	appears	less	of	a	political	outlier	and	more	of	an	

expression	of	discontent	in	tune	with	that	of	broad	swathes	of	the	EU	population.	The	EU	project	is	

facing fundamental challenges as country after country –  and increasingly region after region – are 

registering, if not Eurosceptic majorities in elections and referenda, then significant minorities voting 

for such political positions. This trend is evident not just in what might regarded as the EU periphery 

but	in	core	and	key	states.	Whilst	in	Britain	52%	voted	for	Brexit,	and	a	significant	proportion	of	the	

remainers indicated (according to opinion polls) considerable dissatisfaction with the perceived 

current structure and practice of the EU, some 48% of the French electorate voted in the first round 

for Presidential candidates who had a sceptical approach to the EU. Similarly, it is not only in 

Scandinavia and the Visegrad Group (Czechia, Hungary, Poland and Slovakia) that governments are 

having to recognise and accommodate local dissatisfaction with ever more stringent demands for 

centralisation and conformity by the EU, but also in Germany and Italy. 

Policy Direction of EU Populist Right

Source: FT National Data & MEF *british 2016 referendum result
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of votes

Freedom Party – Austria 25.9 27.7

National Front  – France 33.9 48.4

Alternative for Germany  – Germany 12.6 15.6

UKIP  – britain 1.8 51.9*

Freedom Party  – The Netherlands 13.1 29.5

Five Star Movement –  Italy 25.6 10.9
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Across the EU, the political constructs that have managed greater harmonisation, integration and 

globalisation	over	past	decades	are	failing,	or	recording	historic	lows	in	elections	since	the	Brexit	

vote. Most recently the Czechia October General Election result saw the success of a right-wing 

populist party with an apparently authoritarian stance, a feature increasingly common in Central 

Europe.	The	EU	may	be	a	proxy	for	anti-establishment	sentiment	toward	local	elites,	but	it	is	also	

widely perceived as part of the problem. In particular, one of the fundamental attractions of the  

EU has been its preference for the rule of law, a feature not evident throughout Europe. The EC  

have	expressed	its	concern	over	developments	in	Poland	and	Hungary,	whilst	the	assassination	 

of a Maltese journalist investigating allegations of high-level political corruption sadly merely 

demonstrates the pervasiveness of the problem.

Perhaps a fundamental contradiction of the EU is that it is a union of sovereign states of vastly 

different sizes and competencies enjoying equal status in political and bureaucratic decision-making 

Councils. As a result, national economies of the size of birmingham, Nottingham and Coventry enjoy 

equal status with Germany, France and Italy in determining policy and the direction of macro-

economic management. Indeed, in the case of the European Economic Area, principalities the size  

of rutland can demand equanimity with britain regarding trading regimes.
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Source: : IMF & MEF

This political-economic asymmetry may in part be responsible for increasing centrifugal forces 

evident in the larger EU states, rather than acceleration in a centripetal direction preferred by the EC. 

In Scotland, Wales, Flanders, Wallonia, more recently in Lombardy and Veneto but most significantly 

Catalonia regions have been articulating demands for greater autonomy, if not outright separatism. 

This seems largely fuelled by dissatisfaction with the capacity of national governments to deliver 

economic goods or their failure to assuage regional aspirations or to provide effective access to key 

EU	and	Non-EU	markets.	Indeed,	Catalonian	aspirations	for	independence	pose	an	existential	threat	

to	an	EU	founded	on	sovereign	states	with	inviolable	borders.	The	very	fact	that	one	of	Europe’s	

most prestigious cities and prosperous regions, is facing the very real prospect of large-scale civil 

disobedience and even violent confrontations should it make a unilateral declaration of 

independence, reflects the scale of the political problems confronting the EU.
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It	is	this	context	that	Britain	is	conducting	its	negotiations	to	exit	the	EU,	and	may	in	part	explain	the	

rigidity of the EU negotiations. Moreover, the two parties have different objectives, whereas for 

britain it appears to be to secure continued friction free access to EU markets, for the EU the primary 

objective would seem to be to limit the impact on the EU. Progress, as evident from public 

statements	from	the	respective	parties	seems	extremely	limited,	and	indeed	appeared	deadlocked	

until	the	widely	expected	post-election	intervention	of	German	Chancellor	Merkel.	Whilst	this	may	

bring greater fluidity to the talks, britain will still have to make significant concessions, not least on 

conceding of the methodology for calculating british financial obligations and their longevity arising 

from departure from the EU.

Most commentators estimate the gross financial settlement in the region of between D40 to D60 

billion,	which	would	be	equivalent	to	an	extra	2.6%	of	annual	British	fiscal	expenditure	should	it	be	

paid within the current multiannual financial framework period for 2014-2020. The net figure is likely 

to be considerably lower, as britain receives offset and budget surplus repayments as agreed 

programmes are fulfilled and wound down. Accordingly, and particularly if the repayments are 

staggered	over	a	more	extended	period,	the	net	impact	of	the	financial	settlement	could	be	

significantly	less	than	1%	of	current	expenditure.	Furthermore,	this	is	in	strictly	fiscal	terms	and	does	

not include the positive economic benefits these payments are likely to bring to britain, not least 

placing negotiations on a more cordial footing opening real prospects of a successful trade deal, 

rather than the more limited benefits of securing no deal.

The EU-27 have agreed to hold internal discussions (that is without britain) on the parameters of 

trade	talks.	However,	until	the	outstanding	issues	of	the	financial	settlement;	citizen’s	rights;	other	

issues and the Northern Ireland border issue, show considerable progress; these are unlikely to 

proceed. The December EU summit is therefore likely to be a crucial watershed. It does however 

seem probable, unless a transition period is agreed in principle in December, that britain will enjoy  

a	period	of	conducting	trade	on	WTO-basis	with	the	EU.	It	is	not	axiomatic	that	tariffs	have	to	be	

immediately imposed, but the importing country has the option of varying the tariff levy or indeed 

not imposing it. Warnings by the German business association, the bDI, of the impact of a no-deal on 

UK-based German corporates may indicate a growing preference to secure a mutually beneficial deal.

The forthcoming budget may offer britain the opportunity to signal its intention to provide further 

contingency	funding	for	Brexit,	which	could	have	a	positive	impact	on	the	negotiations	with	the	EU.	

With recent forecasts by both the IMF and the OECD of substantially weaker growth prospects for  

the british economy in 2018 and beyond, a number of Cabinet Minsters seem to be discovering that 

there is a magic money-tree, and are calling for a more accommodative fiscal stance and innovative 

financing for infrastructure investment. However, who will actually present the budget on 

Wednesday 22nd November, is something of moot question, given increasing speculation that  

Prime Minister May could attempt a major Cabinet re-shuffle.

In contrast to britain, where weaker growth prospects may defer any interest rate hike despite 

strengthening price pressures, the IMF is forecasting much firmer growth amongst the G20.
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The IMF is now anticipating firmer economic performance in 2017 and 2018, with global output 

growth	expected	to	rise	by	3.6%	and	3.7%	respectively.	This	is	predicated	on	more	favourable	

assessment of future prospects for the Eurozone, Japan, Emerging Asia, Emerging Europe and 

russia, offsetting the easing of growth rates in the USA and britain. However, the pace and 

pervasiveness of the recovery remains constrained in a number of economies and inflation subdued. 

Notably,	primary	commodity	exporters,	notably	hydrocarbons,	are	being	hit	by	continued	

contraction	in	forex	earnings.	Moreover,	the	medium-term	prospects	are	mixed	with	governments’	

needing to adopt pro-active policies to boost investment and productivity.

The	landslide	victory	of	Prime	Minister	Abe	in	Japan’s	weekend	general	election,	suggests	revision	 

of	the	country’s	pacifist	constitution	will	now	be	actively	considered,	as	Japan	(currently	perhaps	 

the second/third largest military capable power) takes a more proactive stance toward North Korea. 

Additionally the PrC has been quietly tightening its pressure of the Hermit Kingdom to shift its 

stance	–		indeed,	given	the	consolidation	of	President	Xi’s	position	at	this	month’s	CPC	Congress,	

both	the	PRC	and	Japan	can	be	expected	to	assume	more	assertive	foreign	policy	stances.	In	

contrast,	President	Trump’s	decision	to	release	secret	files	relating	to	JFK’s	assassination,	may	

indicate further domestic political turbulence ahead in the US.
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Midlands Economic Overview
According to the latest PMI data, both the West Midlands and the East Midlands have continued to 

outperform	the	UK	average.	Recent	data	on	manufacturing,	both	from	the	ONS	Index	of	Production	

and the Manufacturing PMI, showed robust output in manufacturing, which is positive for the 

Midlands given the sectoral bias towards manufacturing and production industries in the region.  

This	was	reflected	in	today’s	GDP	figure	of	0.4%,	and	contributed	to	our	estimate	of	1.1%	for	nominal	

growth in the Midlands. 
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The most recent PMI data for the Midlands shows that business confidence in the Midlands is 

stronger than that nationally, which could be due to the upgraded growth forecasts produced by  

the	IMF	for	key	Midlands	exports	markets	such	as	Europe,	the	USA	and	China.	Although	the	PMI	data	

suggest that confidence in the UK overall is more fragile in the Midlands, nevertheless, recently 

revised ONS data show that business investment grew by 0.5% in Q2 of 2017, and grew by 2.5% 

between Q2 of 2016 and Q2 of 2017, with other machinery & equipment and ICT two of the areas 

 of investment growth.

One area of business investment growth is the recent £75million investment by Mondelez 

International in the bournville Cadbury factory. The investment has both increased capacity and 

levels of automation, meaning that the production process is more efficient. As part of the 

investment, 200 people took early retirement, however, this means that the jobs which remain at  

the factory are more productive, and has allowed Mondelez to award a higher than inflation pay  

rise for its employees this year.

robust levels of output growth in the Midlands are also being reflected in the labour market, with  

the IHS Markit rEC report on jobs recording the fastest rise in permanent placements of all the UK 

regions. This was reflected in the regional labour statistics produced by the ONS, which showed  

the West Midlands having the fastest rate of employment growth, up by 1.4% to 73.2%, in the three 

months to August. In the East Midlands, there was a slight fall in employment, by 0.7% to 73.9% 

 over the same time period. Nevertheless, in the year to June 2017, the West Midlands and the  

East Midlands had the highest growth in the number of workforce jobs in the UK.
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Inflation Trends
The	Consumer	Price	Index	reached	3%	in	September,	with	CPIH	reaching	2.8%,	the	highest	it	has	

been since March 2012. With boE Governor Mark Carney saying that inflation is set to rise further, and 

wage increases of 2.1% between August 2016 and August 2017, many households will be affected by 

inflation as real incomes fall. Similar trends have been seen in the Producer Price Indices (PPIs) and 

PMIs, although inflation for producers is no longer at the levels seen at the beginning of the year.  

The main driver of increases in input prices was the rising cost of raw materials, notably crude oil.
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The effects of higher inflation were borne out in the retail spending figures for September, with the 

value of sales rising faster than the volume bought; indeed, in the case of food and automotive fuel 

sales, the volume of sales fell while the value bought rose. There is also evidence to suggest that 

consumers are increasing their levels of debt in order to maintain their living standards, with 

consumer credit rising 8.5% between the three months to August in 2016 and 2017 according to the 

bank of England, although this is slightly slower growth than seen previously in 2017.

Consumer Credit 2017

Source: boE & MEF

Amounts 
Outstanding (£bln)

3m Annual  
Growth (%)

May 199.8 10.3

June 200.7 9.8

July 201.5 9.0

August 203.0 8.5

However, the inflation currently being seen is largely due to increasing costs rather than increasing 

demand – one of the major factors behind this is the lower trading range of Sterling since the  

Brexit	referendum.	This	has	led	to	a	conundrum	for	Central	Bankers	in	recent	years,	as	the	economic	

models which they use to predict inflation are not as reliable as they have been previously.  

For	example,	in	the	recession	of	2008-2009,	where	it	would	be	normal	to	see	low	or	negative	

inflation, instead price rises persisted.

One of the models traditionally used is the Phillips Curve, which maps the negative relationship 

between inflation and unemployment. The idea behind this model is that when unemployment is 

low, and growth is strong, wages and prices rise as slack in the economy is reduced. However, this 

relationship has not been seen as strongly in the last decade; currently, unemployment is falling,  

but wage rises remain low.

One	potential	explanation	for	these	changes	is	increasing	globalisation	and	the	development	of	

technology. Consequently, the UK economy is now not just affected by economic events within  

the UK, but events outside the UK as well. Over the last three decades, new emerging markets  

have opened up to the global economy, including the former Soviet economies and China, and  

at the same time, new technologies have developed that allow faster communication and transport  

around the globe. This will obviously have an impact on the functioning of individual economies  

and the labour and goods markets within them.
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As can be seen from the chart above, inflation levels have become more similar over time – in the 

case of France, Germany and Italy, the introduction of the Euro may have caused some of this,  

but overall it is clearly a global phenomenon.

The approach adopted by the European Central bank, which has been persistently seeing deflation 

despite	robust	growth	in	the	EU,	is	to	focus	on	“Super-Core”	inflation	–	an	inflation	index	which	 

strips out more volatile consumer products and focuses on products which are more closely related 

to slack in the economy.

However, if some economists are correct, and the effects of monetary policy and the drivers of 

inflation have changed, then this may not be the correct way to deal with inflation. Claudio borio, 

Head of the bank for International Settlements Monetary and Economic Department, has suggested 

that	monetary	policy	frameworks	must	be	adjusted	and	re-examined	in	order	to	deal	with	inflation,	

as well as economic and financial stability, in the future.

The Midlands’ Trading  
Relationship with the EU
Understanding the relationship between the Midlands and the EU is important  in interpreting the 

potential	impact	of	future	trade.	Domestic	value	added	in	gross	exports	is	essentially	the	percentage	

of	the	exports	produced	in	the	country,	with	the	rest	of	the	value	being	imported.	As	global	value	

added supply chains become more integrated, domestic value added has fallen. In the case of the 

UK, domestic value added is above that in some EU countries such as Ireland, Germany and France, 

but still below that of countries such as Japan and the USA.
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In	the	context	of	Brexit,	understanding	concepts	such	as	the	domestic	value	added	will	be	important	

when calculating the rules of Origin for goods, an important feature of WTO trade rules.

Top Merchandise Trading Relationships Between the Midlands and the EU (2016) – Values in £m

Source: HMrC & MEF

Top 5 Trading Industries with EU
Top Individual Countries within Industry

Rank 1 Rank 2 Rank 3 Rank 4 Rank 5

rank 1 road Vehicles Germany belgium France Italy Spain

Value 12,641.75 3,332.63 1,878.96 1,513.59 1,176.20 1,062.03

rank 2 Power Generating Machinery Germany Spain Netherlands Italy France

Value 3,430.33 1,360.03 451.79 352.19 297.87 281.20

rank 3 General Industrial Machinery Germany Italy France Netherlands belgium

Value 3,285.53 946.097 482.51 410.122 317.776 150.952

rank 4 Electrical Machinery & Appliances Germany France Ireland Italy Spain

Value 3,143.41 925.5 406.767 213.341 213.248 199.644

rank 5 Specialised Machinery Germany France Italy Netherlands Ireland

Value 2,289.07 761.028 335.53 276.166 129.162 128.184

The relationship individual industries have with the EU is also important. It is clear from the table 

above that Germany is the key merchandise trading partner for the Midlands within the EU, as it is  

the most significant trade partner for all five of the top industries. France and Italy also appear to  

be key partners.

The industries which trade the most with the EU are all manufacturing, particularly automotive, 

which is understandable given their strength  within the Midlands. road vehicles was the largest 

category of trade with the EU, and was the top industry for 20 of the 27 EU states, which is perhaps 

unsurprising	given	the	long	and	often	complex	global	supply	chains	within	the	automotive	industry.
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Basic Data
Midlands Basic Data

Source: HMrC & MEF

Source Date EM WM Midlands UK

Population ONS 2016 4,724,400 5,800,700 10,525,100 65,648,100

Population Aged 16-64 ONS 2016 2,956,700 3,605,600 6,562,300 41,443,900

% Population 16-64 Economically Active LFS Aug-17 77.2 77.3 77.3 78.6

% Employed of 16-64 Population LFS Aug-17 73.9 73.2 73.5 75.1

% 16-64 Population with NVQ4+ APS 2016 31.3 31.5 31.4 38.0

Claimant Count Nomis Sep-17 2.0 3.0 2.5 2.3

% of Output which is from:

Production ONS 2015 28.6 26.1 27.2 20.0

Distribution ONS 2015 24.4 24.2 24.3 25.1

Services ONS 2015 24.0 26.5 25.4 32.5

Societal ONS 2015 23.0 23.2 23.1 22.4

% in Employment who are:

Managers, Directors and Senior Officials APS Jun-17 9.9 10.0 10.0 10.6

Professional Occupations APS Jun-17 17.8 17.3 17.5 20.3

Associate Professional & Technical APS Jun-17 13.3 12.9 13.1 14.1

Administrative & Secretarial APS Jun-17 9.7 10.6 10.2 10.3

Skilled Trades APS Jun-17 11.2 11.0 11.1 10.4

Caring, Leisure & Other Services APS Jun-17 9.5 9.3 9.4 9.2

Sales & Customer Services APS Jun-17 7.0 7.5 7.3 7.6

Process, Plant & Machine Operatives APS Jun-17 8.6 8.2 8.4 6.4

Elementary Occupations APS Jun-17 12.5 12.8 12.7 10.6

Top 5 SIC3 Midlands Location Quotients

Manufacture of Porcelain & Ceramics brES 2015 1.9 7.7 5.1 1.0

Manufacture of Tobacco Products brES 2015 8.9 0.0 4.0 1.0

Manufacture of Footwear brES 2015 7.7 0.2 3.5 1.0

Manufacture of railway Locomotives brES 2015 6.6 0.8 3.4 1.0

Manufacture of refractory Products brES 2015 4.2 2.6 3.3 1.0

Top 5 Midlands Export Markets (£m) EM WM Midlands % of UK

United States HMrC 2016 4,026.1 11,527.5 15,553.5 17.2

Germany HMrC 2016 4,095.6 6,514.8 10,610.4 16.3

China HMrC 2016 1,298.0 6,368.9 7,666.9 28.8

France HMrC 2016 2,667.7 3,842.0 6,509.6 15.9

Irish republic HMrC 2016 2,405.9 2,673.9 5,079.8 14.6

Total HMRC 2016 36,577.6 59,365.5 95,943.1 17.9
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