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Summary
UK Economic activity remains sluggish
After starting to tail off in the first half of 2018, economic growth has remained sluggish. In particular
manufacturing output has fallen as car sales to China, a key export market, have fallen. Brexit
continues to impact, meanwhile, with heightened levels of uncertainty leading to deferred and
cancelled business investment decisions and falling consumer confidence.
FDI in the UK has fallen significantly since the EU referendum
Foreign direct investment (FDI) in the UK has fallen by nearly 20% since the EU referendum. While the
decline could be temporary due to the current Brexit uncertainty, there is a danger that it could indicate
a permanent shift away from the U.K. by foreign investors.
But prospects are more favourable in the longer term
The consensus among commentators, however, is that after Brexit any impact on UK economic growth
is likely to be relatively short lived. If a deal is agreed between the EU and the UK it is believed that
growth might stutter temporarily, while no deal might lead to a more significant slowing of growth. But
by 2020-2021 growth is expected to return to its long term trajectory.
A robust performance has put the region’s economy in a better position to deal with these
national and global head winds
In 2016 and 2017 regional GVA grew strongly and the West Midlands out-performed the UK in terms of
exports, led by export sales in the automotive industry, and by exports to China in particular. These
developments have had a knock-on effect in regional supply chains – and business numbers have
increased for 6 successive years – and in turn these trends have led a significant rise in employment
and fall in unemployment.
But national and global factors are now starting to impact significantly on the region
After previously out-stripping the national average, regional economic performance has dipped below
that of the UK as a whole in November and December 2018. Regional export performance has been
deteriorating since the second quarter of 2018 with export sales to China from the automotive sector
falling particularly sharply.
However beyond these immediate challenges the prognosis for the region is much better
The region’s dependence on manufacturing has fallen sharply as new growth sectors such as
professional and financial services, tech and digital and life sciences have come to the fore. Over the
2019-2022 period the region is forecast to be the best performer in the country and Birmingham will be
one of the top performing European cities for growth in service sector employment.
While tourism continues to be a star performer
Since the fall in the value of Sterling after the EU referendum the UK has been a very cost competitive
tourist destination – and the West Midlands has benefitted significantly from these trends. After
matching or exceeding 2016 figures for most of 2017 hotel occupancy rates have been higher still
throughout 2018. awareness of the region’s tourism offer, and perceptions of the region as a
destination, are both healthy in the UK and in many of our key target markets – providing a solid base
on which to build going forward.

UK Economy
Economic activity remains sluggish
After starting to tail off in the first half of 2018, year-on-year growth in GDP has remained sluggish. The
UK economy grew by just 0.3% in the three months to November, with manufacturers suffering their
longest period of monthly falls in output since the financial crisis . These trends reflect particularly sharp
decline in output within the automotive industry, underpinned by a falling demand from key export
markets such as China, where in 2018 car sales fell for the first time in 20 years due to a combination of
a general economic slowdown and rising import tariff charges as its trade war with the US continues.
Brexit is also having an on-going impact, with heightened levels of uncertainty leading to deferred and
cancelled business investment decisions and falling consumer confidence.
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FDI has fallen significantly since the EU referendum
Foreign direct investment (FDI) into the UK has fallen by nearly 20% since the EU referendum, as
businesses have scaled back investment in the UK and begun to move operations overseas. While the
decline could be temporary due to the current Brexit uncertainty, there is a danger that it could indicate
a permanent shift away from the U.K. by foreign investors due to the prospect of losing unfettered
access to the EU single market once the U.K. leaves the EU.
There is a consensus among commentators, for example, that attracting new foreign advanced
manufacturing plants, European headquarters and first-time-in-Europe investors to the UK will become
substantially more difficult, greenfield projects and expansions of existing UK operations could
potentially be lost to Germany, Ireland, the Netherlands and Central and Eastern European countries
and UK-based financial services providers, who may soon lose the ability to serve customers in the EU,
will increasingly seek a second home in mainland Europe.
But prospects are more favourable in the longer term
The consensus among commentators, however, is that after Brexit any impact on UK economic growth
is likely to be relatively short lived. If a deal is agreed between the EU and the UK it is believed that
growth might stutter temporarily, while no deal might lead to a more significant slowing of growth. But by
2020-2021 growth is expected to return to its long term trajectory.
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West Midlands Economy: Recent Performance
A robust performance in recent years has left
the region’s economy in good heart
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A robust performance in recent years has put the
region’s economy in a better position to deal with
these national and global head winds. For
example:

5.0%

Dudley

4.5%

Walsall

4.4%

Warwickshire

3.5%

Coventry

• Between 2016 and 2017 (latest available data)
the region’s economy, as measured by its
Gross Value Added (GVA), grew by 3.3%, just
below the UK figure of 3.6% - with growth of
some 5% in Wolverhampton, 4.5% in Dudley
and 4.4% in Walsall.
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• These developments have had a knock-on
effect in regional supply chains – and business
numbers increased by 4% between 2016 and
2017 – the 6th successive year of growth – with
business start-ups exceeding closures by more
than 20%
• In turn these trends have led to significantly
improved employment prospects for the
region’s residents. While the proportion of the
working age population in employment has
risen from 70.2% in Q3 2017 to 71.9% in Q3
2018 (representing an increase of nearly 75,000
of those in work), the proportion unemployed
(ILO definition ) has fallen from 6.1% to 5.1% (a
fall of more than 15,000).
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• This growth has been underpinned in particular
by exports to China by Jaguar Land Rover - the
region’s, and indeed the UK’s, largest
carmaker. By 2017 China had become the
company’s single largest market, accounting for
nearly 20% of its total sales .
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• In 2016 and 2017 the West Midlands outperformed the UK in terms of exports, led by
export sales in the automotive industry, and by
exports to China in particular. As a result, the
West Midlands has been the only UK region
with a trade surplus with China.
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West Midlands Economy: Key Challenges
Year-on-year growth in exports (£)
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The Quarterly Economic Survey conducted by the
region’s Chambers of Commerce indicates that, while
domestic demand is holding up so far, export demand
began to reduce from the second quarter of 2018.
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HMRC data indicates that in the second quarter of 2018
saw the first year-on-year fall in regional export sales by
value for more than 2 years and, while recovering a little
in the third quarter, the level was still a fraction of that
achieved in 2016 and 2017.
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While the automotive industry, which is highly vulnerable
to Brexit-related and other global economic shocks, is
still an important component of its economy, the region’s
dependence on manufacturing has fallen sharply as new
growth sectors such as professional and financial
services, tech and digital and life sciences have come to
the fore. Manufacturing accounts for less than 15% of
jobs today compared to more than 30% a decade ago.
Over the 2019-2022 period the region is forecast to be
the strongest performer in the country and Birmingham
will be one of the top performing European cities for
growth in service sector employment.
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However beyond these immediate challenges the
prognosis for the region is much better
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The Lloyds Bank/MARKIT Purchasing Managers Index
(PMI) indicates, after out-stripping the national average
throughout 2016, 2017 and the first 10 months of 2018,
regional economic performance has dipped below that of
the UK as a whole in November and December.
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At Jaguar Land Rover, for example, sales to China fell
by 44% in the first half of 2018 and the company has
responded by reducing its headcount – first cutting its
contract workforce in autumn 2018 and then cutting a
further 4,500 permanent posts in early 2019.
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More detailed analysis indicates that export sales to
China have fallen significantly – dropping by more than
20% between the fourth quarter of 2017 and the first
quarter of 2018 – and that automotive export sales have
fallen particularly sharply - dropping by nearly a quarter
in Q1 2018 and falling further in the second and third
quarters of the year.
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But national and global factors are now creating
some immediate challenges for the region
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Visitor Economy

Hotel occupancy rates in the WMCA
area

Tourism continues to be a star performer
90%

Since the fall in the value of Sterling after the EU
referendum the UK has been a very cost competitive
tourist destination. While 2017 was a record year for
domestic and overseas visits and spending,
overseas visits to the UK are forecast to break
through the 40 million mark for the first time in 2018
while spending by overseas visitors to the UK is
forecast to reach nearly £30 billion .
The West Midlands has benefitted significantly from
these trends. After matching or exceeding 2016
figures for most of 2017 hotel occupancy rates, a
key indicator of the volume of overnight visits, have
been higher still throughout 2018. The occupancy
rate peaked at 82% in September 2018 and reached
more than 84% in Birmingham – which was above
the UK average and competitor destinations such as
Manchester, Leeds, Belfast, Newcastle and
Sheffield.
Our own research indicates that awareness of the
region’s tourism offer, and perceptions of the region
as a destination, are both healthy in the UK and in
many of our key target markets – providing a solid
base on which to build going forward:
• More than 60% of UK, nearly half of Indian, nearly
40% of Chinese, more than a third of German and
nearly a quarter of US consumers are familiar
with what Birmingham has to offer and the figure
is just under 60% in the UK, nearly 30% in China
and 20% in India for Stratford-upon-Avon.
• More than half of UK, more than 40% of Indian
and Chinese and a quarter of US consumers
have visited or are familiar with Shakespeare’s
birthplace and the figure is more than half in the
UK, more than a third in India and nearly 30% in
China for Warwick Castle.
• Around 60% of UK, Chinese and Indian, nearly
half of US and nearly 40% of German consumers
agree that the West Midlands is a great place for
history and heritage. A similar proportion of UK,
Chinese and Indian and around 30% of US and
German consumers agree that the West Midlands
is a great place to visit canals and waterways and
for shopping, a city break or a family day out.
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