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Introduction

The purpose of this Quarterly Economic Briefing is to provide a focused quarterly assessment of a small number of key national 

and international economic trends to help inform future investment decisions and identify new opportunities. 

The key economic indicators covered in this report are:

• GDP growth

• GDP forecasts

• Interest rates

• Inflation

• Unemployment

• Investment

• Productivity

• Exchange rates

• UK Trade

• Industry views

• Regional outlook

For each indicator we provide a short overview of the current trend along with a brief analysis of what it means for businesses.

In addition to these indicators, we have also included an overview of the latest government and political situation at the front of 

the briefing to provide additional insight and context.

The next publication will be in January 2019. 

Headlines

2018 Budget

Philip Hammond set out his 2018 Budget which was designed to prepare for a post-Brexit world and to honour the prime 

minister’s pledge to end the era of austerity. This set out a net £5 billion tax giveaway over the period to 2023-2024 and 

provided some indication of government Brexit plans.

Modest growth

Gross Domestic Product growth has been modest in 2018 – The ONS estimated it to have increased by 0.6% in Quarter 

Quarter 3 (July to September) 2018. The Office of Budget Responsibility have subsequently revised down their forecast for 2018 

from 1.5% growth to just 1.3% growth.

Improved growth forecast but caution over Brexit

Looking ahead growth is expected to improve slightly with the OBR revising up estimates for 2019 to 1.6%, largely reflecting an 

upward revision in expected labour market participation as employment surpasses expectations.

The most immediate downside risks confronting the economy is the possibility of a disorderly exit from the EU next March. This 

could have severe short-term implications for economic activity, the exchange rate and asset prices.

Unemployment levels continue to fall

Unemployment levels continue to drop. The unemployment rate (the number of unemployed people as a proportion of all 

employed and unemployed people) was 4.0% which is the joint lowest it has been since December 1974 to February 1975.

Introduction
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Key indicators

The table to the left sets out the historic 

trend for the key headline indicators.

Key indicators summary
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Updated 24 October 2018 Latest 12mo trend

Bank base rate % 0.75            

3mo LIBOR % 0.80            

10yr gilt % 1.48            

USD:GBP rate 1.30            

EUR:GBP rate 1.13            

CPI % y-o-y 2.40            

RPI % y-o-y 3.30            

Unemployment % 4.00            

GDP % y-o-y 1.20            

FTSE 100 index 6,955          

FTSE 250 index 18,352        

Baltic Dry index 1,577          

Oil $/bbl 77.5            

Gold $/oz 1,233.1       
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Budget

Philip Hammond set out his 2018 Budget on 29 October: a budget designed to prepare for a post-Brexit world and to honour the 

prime minister’s pledge to end the era of austerity. This set out a net £5 billion tax giveaway over the period to 2023-2024 and

provided some indication of government Brexit plans.

1. Tax changes

Many tax-related announcements feed into that net £5 billion. Here are some of the key tax announcements.

• Addressing the challenges posed by the digital economy: As widely anticipated, he announced the introduction of a 

digital services tax (DST): 2% on UK related revenues of digital businesses with global revenues over £500 million per 

annum. This will come into force in April 2020 - although if an OECD international solution comes out before, the UK will 

consider adopting that provision instead of acting alone.

• Intangible fixed assets regime: The government will seek to introduce targeted relief for the cost of goodwill (the amount 

paid for a business that exceeds the fair value of its individual assets and liabilities) when buying businesses with eligible 

intellectual property from April 2019.

• Help for high street retail: From April 2019 retail properties with a rateable value below £51,000 will receive reductions to 

business rates for two years.

• Off-payroll working in the private sector (IR35): This will affect all medium and large organisations that engage with 

contractors, freelancers or consultants through a limited company or agency. From April 2020 the engaging company will 

now be responsible for assessing whether the engagement is caught by IR35 and the fee payer (which is now the private 

sector company or another entity in the supply chain, like an agency) would be responsible for operating PAYE and NIC.

• Entrepreneurs’ Relief survives again, but not for all: The chancellor made some targeted changes which are unlikely to 

affect owner managers with large shareholdings, instead aiming for shorter-term investors and those without sufficient 

economic rights. The new rules will extend the period for which the qualifying conditions need to be met from 12 months to 

24 months for disposals from 6 April 2019.  They have amended the qualifying shareholding definition with immediate effect 

to require 5% of economic rights as well as share capital and voting rights. This is a serious blow in many ongoing and 

historic buyout structures where management have shares with less than 5% of the economic rights in the company and 

have historically qualified for relief. A large number of these individuals will have seen their Entrepreneurs’ Relief eligib ility 

disappear in an instant.

2. Brexit

• Economic impact of Brexit: "There remains no meaningful basis on which to predict the outcome of the current 

negotiations over the relationship between the UK and the EU after Brexit”. This stark statement was issued by the Office for 

Budget Responsibility (the independent government economic forecaster) alongside the Budget, explaining that they are 

unable to provide any meaningful forecast of the economic impact of Brexit.

• Government planning: The Chancellor signaled that Government is doing serious Brexit contingency planning: he topped 

up the existing £3.7 billion Brexit preparation funding for government departments, increasing it to £4.2 billion.

• “Clearing the decks” for Brexit: the Chancellor’s spending commitments were mostly short-term measures to defuse 

potential crises over the next year – making government better able to focus on the challenges of Brexit. The Chancellor 

provided additional short-term funding to stem emergencies in public services over the next year: social care, universal 

credit, high street shops, local government funding and even potholes in roads. These should ensure that government is not 

fighting on numerous fronts; and they enable government to delay longer-term, radical reform that would be distracting for a 

government stretched by Brexit.

Political update: Budget and 
Brexit

5

https://obr.uk/efo/economic-fiscal-outlook-october-2018/


© 2018 Grant Thornton UK LLP. | Final Quarterly Economic Briefing | October 2018

The increased spending in the Budget is on these short-term fixes plus some popular tax measures (raising the personal tax 

allowance early, in April 2019 not 2020; and freezing duty on beer, whisky and fuel). These measures could provide a small 

fiscal stimulus and help bolster consumer confidence or could help the government if they need to call a snap election in the

face of parliamentary deadlock on Brexit.

This was a short term Budget to tide government over for the next 6 months and wait to see how Brexit pans out. The 

Chancellor indicated that longer term plans will come next year – if there is a Brexit deal, there will be more public spending 

available and a 5 year government Spending Review later in 2019 to identify priorities. 

Now the Budget is over, Government will be exclusively focused on Brexit…

Brexit

The last 3 months:

No Deal Planning

Since August, Government has published over one hundred “No Deal Notices” providing advice on what No Deal would mean in 

different areas. Some are very detailed and aid planning (e.g. on food regulations, data, customs, and importing) and some 

provide very specific sectoral guidance. You can see them all here: https://www.gov.uk/government/collections/how-to-prepare-

if-the-uk-leaves-the-eu-with-no-deal

What we can expect to see over the next 3 months:

Skills and Post Brexit migration policy

We are awaiting a Migration White Paper that provides detail on post Brexit immigration policy. The headlines were announced 

at the Conservative Party conference by Theresa May and Sajid Javid:  a skills-based, single system treating people from the 

EU and all other countries the same. There will be visas for higher skilled / higher wage roles; there will be no exemptions for

lower skilled sectors, which will not qualify for visas.  The only exemption for low skilled work is for seasonal workers in farming 

and agriculture – with time limited work permits. The Prime Minister also restated the government’s support for labour mobility 

between EU and UK after Brexit (ie short-term intra-firm work placements, secondments, projects etc). And she indicated that 

the UK would introduce “ESTA” style electronic visa-waivers for EU visitors.

In the next few months we will also see the launch of the process for EU citizens to apply for the right to remain in the U.K. 

Government has provided initial details here: https://www.gov.uk/settled-status-eu-citizens-families . Many employers we work 

with are taking steps to ensure their employees and their families are aware of this and planning how they can help them to 

apply.

December / January: Deal or No Deal?

The last two months have seen the possibility of a No Deal increase. It is worth bearing in mind that the “deal” (if we get one) 

only covers four things:

• Rights of EU citizens already in UK to continue to live and work here (and ditto UK citizens in EU)

• How much the UK will pay the EU for outstanding liabilities etc. (the alimony - around £40bn)

• A 21 month transition period during which the UK and EU maintain existing trade and other arrangements and allowing time 

to negotiate our future trade relationship

• A cast iron way of ensuring no border controls between Ireland and Northern Ireland (referred to as “the backstop” - what 

happens if the trade deal the EU and UK negotiate after March 2019 doesn’t provide for a completely open border).

95% of this is agreed - including the first 3 points. The sticking point is on the Northern Ireland border and this has proved 

intractable to date. In the coming weeks the UK government and EU heads of state may reach an agreement based on keeping 

the whole of the UK in the EU customs union and UK regulatory alignment with the EU if need be - this avoids a physical border 

with Ireland and also avoids a new border between Great Britain and Northern Ireland down the Irish Sea.
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This still does not guarantee a “deal”. The UK Parliament needs to approve the deal - and it is written into UK law that there 

must be a meaningful vote by 21 January 2019. The deal is not guaranteed unless Parliament approves it. This is the second 

hurdle and by far the biggest - any compromise on the Northern Ireland border risks losing the support of the Ulster Unionist 

DUP MPs and / or the Conservative MPs who are opposed to any deal feeding the UK from EU rules. In addition, the Labour 

Party has signalled it is likely to oppose any deal. Whether we have a deal or not will come down to parliamentary arithmetic and 

possibly a handful of MPs. This is too close to call.

We may not get an agreement between the UK Government and EU until mid December - and ratification by Parliament may 

wait until January. So by the time we know whether we have a deal or no deal, we may only have 2 months left to prepare.

Note that any ‘deal’ agreed in the next five months will not include detail on the future trade relationship between the UK and EU 

(the basis for a trade agreement); there may be some political statements and ‘head of terms; on this but the detail of our future 

relationship with the EU will not be agreed until after 29 March 2019; in effect the ‘transition period will be a period of further 

negotiation on our future trading relationship.

Impact of Brexit in markets

We are now seeing serious No Deal planning in all sectors. Many in financial services and pharma have already developed and 

implemented No Deal plans due to tight lead times, now everyone else is, particularly manufacturing, retail, import/export and 

logistics.

Many clients in these sectors are about to press the go button to implement their No Deal plans as their lead times (for 

warehousing, supply chain re-engineering etc.) cannot wait until Christmas or January to know whether Parliament approves a 

deal.

Plans include: steps to ensure products can continue to get to customers in March in the event of delays at borders, new 

customs processes and new regulatory requirements for British hauliers; ensuring their products or services are still legal and 

have necessary regulatory approvals to sell in EU markets; and taking steps to retain EU workers and avoid 

increasing labour shortages next year.

Many businesses have plans to stockpile - getting as much stock of components or raw materials into the UK to ensure 

continued production in April; stockpiling spare parts for factory machinery and transportation; and building up export stock in

the EU and even third country markets. Others – notably BMW’s MINI plant – are planning a temporary shutdown in April to 

avoid any potential disruption.  

In some cases, businesses are looking at how they can make five months of sales in the first quarter of 2019. 

Businesses are also looking at cost increases next year. Most of this cost is driven by No Deal assumptions (tariffs, customs

admin, and exchange rate) but also rising labour costs. This, and fear of a possible economic downturn, is driving many 

businesses to review their costs and take action now to ensure they are as lean and agile a possible, with a strong balance 

sheet, as they approach 2019. 

In corporate finance, we are now seeing some tightening of credit by lenders, as they begin to anticipate a tougher trading 

environment in the next 6 months.  IPOs since August have proved less successful and are now drying up and M&A activity 

whilst buoyant through the summer is now also starting to decline.  We can expect reduced activity at least until the outcome of

Brexit talks is clear in January.

Our Brexit Advisory team at Grant Thornton can help you plan for Brexit – whether measuring risk and opportunities and 

creating a plan, reviewing your existing plans, assessing portfolio or supply chain exposure, or helping with implementation:

https://www.grantthornton.co.uk/en/services/advisory/brexit-advisory/
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Business impact

Economic growth is important for all 

businesses in a variety of different 

ways.  Over time a period of prolonged 

economic growth leads to major 

improvements in living standards, 

expansion of existing markets and 

opening of new ones.  It sees the 

creation of new job opportunities and 

wage increases.  However, the 

converse is also true for a period of 

economic contraction.

While the recent growth is an 

encouraging sign the economy remains 

fragile and continues to lag behind 

other international economies.  In light 

of this all business cases and 

investment plans should include a 

range of sensitivities that assess both 

positive and negative GDP growth.

Change in Gross Domestic Product (GDP) is the main indicator of economic 

growth. Office for National Statistics data illustrates that UK GDP was estimated to 

have increased by 0.6% in Quarter 3 (July to September) 2018. This was the fastest 

rate since Quarter 2016.

Commenting on Quarter 3 figures, the ONS Head of National Accounts said: “The 

economy saw a strong summer, although longer-term economic growth remained 

subdued. There are some signs of weakness in September with slowing retail sales 

and a fall-back in domestic car purchases. However, car manufacture for export 

grew across the quarter, boosting factory output. Meanwhile, imports of cars 

dropped substantially helping to improve Britain’s trade balance.”

The UK Quarter 2 growth of 0.4% was comparable to that seen in Germany, 

(0.45%) and greater than France (0.2%), but much lower than the average of the 

Eurozone (2.2%).

For more information see the latest ONS releases on Gross Domestic Product. The 

next release date is 10th December 2018.

GDP growth
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GDP Growth

Source: ONS

Source: National Statistics offices
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Business impact

As noted previously the biggest 

implications of these forecasts is the 

uncertainty that they highlight.  

Therefore, all business cases and 

investment plans should include a 

range of sensitivities that assess both 

positive and negative GDP growth.

This section sets out expectations for future GDP growth for the UK from a number 

of institutions. The graph below plots these GDP forecasts. 

The Office for Budget Responsibility (OBR) recently released their Economic and 

Fiscal Outlook to accompany the Autumn Budget.

They note that the performance of the economy in 2018 has been less impressive 

than expectations, with GDP growth revised down from their March forecast from 

1.5% to 1.3%. Looking ahead, economic performance is anticipated to be better 

than March forecasts, reflecting an upward revision in expected labour market 

participation as employment surpasses expectations. GDP growth is expected to be 

1.6% in 2019, an upward revision of 1.3% from the March forecast. While GDP 

growth is expected to be 1.4% in 2020, 1.4% in 2021, 1.5% in 2022 and 1.6% in 

2023. These predictions are slightly higher than those for March as productivity 

growth improves.

The most immediate downside risks confronting the economy is the possibility of a 

disorderly exit from the EU next March. This could have severe short-term 

implications for economic activity, the exchange rate and asset prices.

GDP forecasts
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GDP Forecasts
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Business impact

The Bank of England increased the 

Bank Rate to 0.75% in August and 

intends to gradually increase the rate 

further over the next few years if the 

economy continues to perform as 

expected. Further increases in interest 

rates can increase the cost of 

borrowing as banks charge more for 

business loans, while customers will 

have less to spend as they have to pay 

interest on their personal loans.

The Bank of England’s Monetary Policy Committee (MPC) sets monetary policy to 

meet the 2% inflation target and help sustain economic growth and employment.

Following the decision to raise the Bank Rate by 0.25 percentage points to 0.75% in 

August, the members of the MPC voted unanimously to maintain the Bank Rate at 

0.75% in the latest meeting on 1st November 2018. 

The MPC also voted unanimously to continue the programme of Quantitative 

Easing by maintaining the stock of sterling non-financial investment-grade corporate 

bond purchases, financed by the issuance of central bank reserves, at £10 billion, 

and to maintain the stock of UK government bond purchases, financed by the 

issuance of central bank reserves, at £435 billion. 

In the Bank of England’s August Inflation Report, the MPC notes that if the 

economy continues to develop broadly in line with its projections then any future 

increases in the Bank Rate are likely to be at a gradual pace and to a limited extent.

For more information see the Bank of England’s latest Monetary Policy Summary 

and Minutes and Inflation Report. The next MPC meeting is Thursday 20th

December 2018.

Interest rates
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Interest rates

Source: Thomson Reuters Datastream
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Business impact

One of the primary effects of inflation is 

the impact that it has on employees 

and the extent to which they are feeling 

‘squeezed’. This in turn impacts on 

salary expectations and demands. This 

is particularly true for companies that 

use inflation to set pay increases.  

The knock on impact of ‘squeezed 

consumers’ is a reduction in consumer 

spending which will impact those 

businesses whose business model is 

B2C.

The latest ONS estimates show that 

average weekly earnings for employees 

in nominal terms (not adjusted for 

inflation) increased by 3.1% excluding 

bonuses, or 2.7% including bonuses, 

between June to August 2017 and June 

to August 2018. While, in real terms 

(adjusted for price inflation) they 

increased by 0.7% excluding bonuses, 

or 0.4% including bonuses, over the 

same period.

The ONS Consumer Prices Index including owner occupiers’ housing costs (CPIH) 

12-month inflation rate was 2.2% in September 2018, down from 2.4% in August 

2018. 

Most categories of goods and services had an upward effect on the CPIH 12 month 

rate. The exceptions were clothing and footwear which fell 0.4%, while prices for 

miscellaneous goods and services fell by 0.3% in the 12 months to September 

2018. The largest upward contribution to the CPIH 12-month rate between August 

and September came from transport with prices rising 5.5% in the year. Within 

transport, the largest contribution has come from motor fuels. While other large 

contributions came from housing and household services (e.g. domestic utilities), 

recreation and culture. 

In the Bank of England’s August Inflation Report, it is anticipated that external cost 

pressures resulting from the effects of sterling’s past depreciation and higher 

energy prices will ease in future, while domestic cost pressures are expected to 

rise. Taking these influences together, and conditioned on the gently rising path of 

the Bank Rate (see Interest Rate section), it is expected that inflation will remain 

above the 2% target over the next couple of years.

For more information see the latest ONS Inflation and Price Indices  update and the 

Bank of England’s Inflation Report. The next ONS release is 14th November 2018.

Inflation
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Inflation rates

Source: ONS
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Business impact

With unemployment at record lows, 

getting the balance right between high 

employment and high productivity is a 

challenge for the United Kingdom, and 

it is one that businesses can play an 

important role in addressing.  It is 

something that we see as critical in 

helping to create a vibrant economy, 

not least because of the clear link 

between improved productivity and 

improved prosperity.

A key issue for businesses is that with 

record levels of employment, skills 

gaps and hard to fill vacancies will 

increase – already an issue for many 

employers.  This may be compounded 

by the perception – if not yet the reality 

– that government will reduce 

immigration in the near future. 

Businesses therefore need to think 

about how they develop and attract 

talent.

Should rising unemployment return as 

an issue, for many businesses this is 

less likely to impact on business 

decisions and operations.  However, 

rising unemployment would have a 

number of important implications for 

organisations in the public and third 

sectors, many of whom would need to 

change policy or practice in order to 

respond to increasing levels of people 

out of work.  

Unemployment is a valuable indicator of the overall health of an economy and the 

extent to which prosperity and economic growth is filtering through the economy. 

The unemployment rate, measured by the Office for National Statistics, is the 

proportion of the economically active population (those in work plus those seeking 

and available to work) who are unemployed.  

ONS estimates from the Labour Force Survey show that, between March to May 

2018 and June to August 2018, the number of people in work has remained broadly 

the same. The number of unemployed people decreased, but the number of people 

aged from 16 to 64 not working and not seeking or available to work (economically 

inactive) increased.

There were 1.36 million unemployed people (people not in work but seeking and 

available to work), 47,000 fewer than for March to May 2018 and 79,000 fewer than 

for a year earlier. The unemployment rate (the number of unemployed people as a 

proportion of all employed and unemployed people) was 4.0% which is the joint 

lowest it has been since December 1974 to February 1975.

There were 32.39 million people in work, similar to the March to May 2018 period, 

but 289,000 more than for a year earlier. The employment rate (proportion of people 

aged 16 to 64 years who were in work) was 75.5%, lower than for March to May 

2018 (75.7%), but higher than for a year earlier (75.1%).

There were 8.75 million people aged 16-64 years who were economically inactive 

(not working and not seeking or available to work), 103,000 more for than for March 

to May 2018 but 65,000 fewer than for a year earlier. The inactivity rate (proportion 

of people aged from 16-64 years who were economically inactive) was 21.2%, 

higher for March to May 2018 (21.0%) but lower than for a year earlier (21.4%).

For more information see the latest ONS Unemployment update. The next data 

release for unemployment figures from the ONS is 13th November 2018.

Unemployment
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Business impact

The Bank of England, in its most recent 

Agents’ summary of business 

conditions, stated that investment 

intentions for the next 12 months have 

softened slightly, depressed by the 

economic and political uncertainty. In 

particular, concerns were focused on 

potential trade frictions with the EU 

after withdrawal, which led some firms 

to put investment on hold or divert to 

other countries or subsidiaries.

Investment in new equipment influences the productive capacity of the economy. It 

can also be seen as a measure of business optimism as to the future growth of the 

economy.

The ONS measure business investment as net investment by private and public 

corporations. This includes investments in transport, information and 

communication technology (ICT) equipment, other machinery and equipment, 

cultivated assets (such as livestock and vineyards), intellectual property products 

(IPP, which includes investment in software, research and development, artistic 

originals and mineral exploration), and other buildings and structures. 

Business investment does not include investment by central or local government, 

investment in dwellings, or the costs associated with the transfer of non-produced 

assets (such as land). 

Business investment was estimated to have fallen by 0.7% to £47.5 billion between 

Quarter 1 (January to March) 2018 and Quarter 2 (April to June) 2018. This 

followed a fall of 0.5% between Quarter 4 (October to December) and Quarter 1 

(January to March).

Transport equipment made the largest negative contribution of minus 1,5 

percentage points. There were increases in intellectual property products, 

information and communication technology equipment and other machinery and 

equipment, but the extent of this was not enough to offset the reduction in transport 

equipment.

Over the longer term, business investment is now 13.2% above the pre-economic 

downturn peak of Quarter 1 2008 and 37.5% above the level at the lowest point of 

the economic downturn.

For more information see the latest ONS release on Business Investment. The next 

update is on 21st December 2018.

Investment
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Business investment

Source: ONS
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Business impact

Brexit could have further implications 
for UK productivity. The OECD 
highlights estimates that Brexit could 
reduce total factor productivity (ie the 
portion of output not explained by 
labour and capital used in production) 
by approximately 3% over the next ten 
years through diminished trade 
openness, weaker R&D intensity and a 
reduction in the pool of skills.

The extent that the labour market is 
kept open to foreign workers could be 
of critical importance. 

The first graph shows different measures of UK productivity over the past five years 
released by the ONS. Movements are shown for output per hour, output per job and 
output per worker. 

UK labour productivity, as measured by output per hour, is estimated to have grown 
by 1.4% in Quarter 2 (April to June) 2018 compared with the same quarter a year 
ago. This remains below the long-term trend observed pre-financial crisis when 
growth averaged nearly 2% per annum, and suggests that the ‘productivity puzzle’ 
remains unsolved.

UK labour productivity is estimated to have increased by 0.5% in Quarter 2 (April to 
June) compared with the previous quarter. The increase in productivity can be 
attributed to a fall in the number of actual hours worked and stronger output growth.

The second graph shows historic and forecast productivity growth rates, as 
measured by GDP growth, for the OECD, France, Germany and the USA. In 
Quarter 3 of 2018 USA (1.30%) had the greatest rate of productivity growth, higher 
than the OECD Total (1.16 %), Germany (0.76%), France (0.48%) and the UK 
(0.47%).

For more information see the latest ONS Labour Productivity update and OECD 
Productivity Statistics. The next ONS release is 9th January 2019.

Productivity
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UK productivity

Source: ONS

OECD Productivity inc forecast

Source: OECD
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Business impact

Exchange rates have a direct 

implication for any international work 

and investment affecting both the cost 

of doing business as well as the 

potential profits that can be realised.  

Contingencies – positive and negative 

– should therefore be applied to any 

investment plans and business cases 

within this investment priority. 

This is particularly the case for 

businesses who export goods and/or 

import raw materials. 

For those that import raw materials, 

many of which are paid for in dollars, 

this change is likely to squeeze profits 

significantly. 

For those that export there may be an 

increase in demand as products and 

services become cheaper.  Although 

given the uncertainty and nervousness 

that exists within the Eurozone 

currently this demand may be 

tempered. 

As has been the case in previous versions of this briefing, the continued uncertainty 

around Britain’s exit from the European Union means that the pound remains 

relatively weak compared to historical levels, but has strengthened slightly.

The Bank of England’s most recent Agents’ summary of business conditions notes 

that the impact of past depreciation in sterling on cost rises has weakened. Growth 

in manufacturing export volumes eased, but remains above average as global 

demand softened and the boost from sterling’s past depreciation began to wane. 

Annual consumer spending growth rose slightly, supported by the warmer weather, 

which boosted demand for seasonal food and outdoor leisure goods and activities.

Exchange rates
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Exchange rates

Source: Thomson Reuters Datastream
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Business impact

Despite hopes that the weaker pound 

would boost demand for British goods, 

exports have remained subdued, and 

effects of sterling’s depreciation have 

began to wane. 

The outlook for export growth will also 

depend on any changes to the United 

Kingdom’s trading arrangements and 

how companies anticipate and respond 

to these.

As noted previously the extent to which 

individual businesses are exposed to 

EU export and import markets will 

present both threats and opportunities 

to business growth.

UK trade shows import and export activity and is the main contributor to the overall 

economic growth of the UK. 

The Office for National Statistics states that in the three months to September 2018 

the total UK trade deficit (goods and services) narrowed by £3.2 billion to £2.9 

billion. 

This was mainly due to an improving goods balance. Goods exports increased £5.0 

billion compared with a £2.1 billion rise in goods imports. This resulted in the goods 

deficit narrowing £2.9 billion to £31.9 billion in the three months to September 2018.

Trade in services also contributed to the narrowing of the total trade deficit, as the 

services surplus widened £0.3 billion, due to a £1.0 billion increase in exports, 

partially offset by a £0.7 billion increase in imports.

For more information see latest ONS update on UK trade statistics. The next 

release is 10h December 2018.

UK trade
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Balance of UK trade

Source: ONS
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Business impact

Business confidence directly impacts 
on business investment decisions.  
Continued levels of uncertainty over the 
longer term with Brexit may limit levels 
of  business investment and delay any 
major new investment from 
Government.

The first chart shows the Markit Purchasing Managers Index for the Construction, 
Services and Manufacturing sectors. The Index is based on survey responses from 
panels of senior purchasing executives who are asked to state whether business 
conditions for a number of variables have either improved, deteriorated or stayed 
the same compared to the previous month. 

Services sector output eased slightly but remained strong, with the business 
activity index dropping from 54.3 in August to 53.9 in September. The latest 
survey indicated the fastest rise in employment numbers for seven months, which 
firms attributed to the alleviation of stretched capacity and long-term business 
expansion plans. Firms also reported a sharp rise in input costs driven by higher 
fuel prices.

Construction output had its weakest rise for six months, dropping from 52.9 
in September to 52.1 in August. House building and commercial construction 
continued to increase at a solid pace, although the latest survey indicated that  
subdued economic conditions in 2018 remained a factor holding back business 
activity growth. Business outlook optimism for the year ahead was low with 
construction companies noting political uncertainty and investor concerns around 
Brexit. Business outlook optimism for the year ahead saw decline and the second 
lowest level since February 2013. 

Manufacturing output improved at the end of the third quarter, with the index 
rising from 53.0 in August to 53.8 in September. Rates of expansion in output 
and new orders gained traction, while the trend in new export business saw a 
modest recovery following contraction in August. Business optimism also rose in 
September, with over 53% of companies expecting production to increase over the 
next 12 months. For more information see the latest IHS Markit PMI releases.

The second chart illustrates quarterly GDP growth across the three industries. 
Construction activity increased 0.8% in Quarter 2 of 2018, while Services increased 
0.6% and Manufacturing declined by 0.7%.

Industry views
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Purchasing Managers’ Index

Source: Markit /CIPS
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Business impact

In the context of government 

negotiations on the UK’s exit from the 

European Union the ICAEW stresses 

the need for businesses to focus on 

maintaining their positioning and 

competitiveness in a growing global 

marketplace.

They also state that businesses are 

currently emphasising their focus on 

short term cost savings to deliver profit 

with the hope of increasing profit 

margins over the next 12 months.

The ICAEW Business Confidence Monitor is conducted every quarter, and gathers 

opinions on past performance and future perspectives for members' businesses, as 

well as investigating perceived changes in impact of factors such as availability of 

skills, government regulation and the tax regime.

In the third quarter of 2018 confidence was positive in five of the eleven regions. 

This follows quarter two of 2018 where confidence was positive in all regions.

Of those regions that remain positive, the West Midlands is the most optimistic at 

+13.6 reflecting strong growth in total sales. This region was followed by Scotland 

(+9.9), the East of England (+4.7) and the North West (+4.5) which all three 

demonstrating a positive index for at least three consecutive quarters.

Confidence in London was negative in quarter three of 2018, despite a positive 

index in the previous quarter. One factor said to influence this was the slowdown in 

domestic sales relative the rest of the UK. London businesses are also very 

conscious of the potential impact of Brexit, particularly if any deal with the EU 

excludes the services sector. While rising regulations also disproportionately trouble 

London with the financial sector centred there.

For more information see the full ICAEW UK Business Confidence Monitor Report.

Regional outlook
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Measure What is it? Why is it interesting?

Index of 
Services

Short-term indicator of 
services sector performance 

Understand which service sectors are 
growing and what rates

Balance of 
Payments

Estimates about UK’s trade, 
income and investment flows 
with the rest of the world

Trends in trade and also inbound and 
outbound overseas investment

Productivity Output per hour, important for 
our economic performance in 
the long run 

Productivity can be influenced by the 
structure of the labour market, 
investment and infrastructure, and the 
economic environment

UK Trade Size of the import/export 
trade deficit on goods and 
services

Signs of change in the balance of 
exports compared with imports. The 
sharp depreciation in sterling post-
referendum could be a key influence by 
making our exports cheaper and imports 
more expensive

Business 
Investment

Gross fixed capital formation 
and business investment

Look for change reflecting businesses’ 
assessment of the economic and their 
financial situations post referendum

Index of 
Production

Early indicator of growth in 
the output industry 

Manufacturing is dependent upon both 
upon domestic and overseas demand -
changes will how UK trade is faring in 
the post referendum world

Retail Sales Value and volume of retail 
sales

Indicates consumer confidence, prices 
and the overall financial position of 
households

Construction 
Output

Summarises ongoing and 
new construction work

Indicator of how confident enterprises 
and government are in investing in 
buildings and infrastructure, as longer 
term assets.

Inflation Movements in prices  of 
consumer goods and services

Reflects the degree of strength of 
domestic demand, domestic supply and 
changes in the UK prices of imports

Producer 
Prices Index

Factory gate prices and input 
costs

Changes could be due to changes in 
labour and energy cost; sterling 
depreciation could cause imported 
inputs to be more expensive 

House Price 
Index

Change in house prices An indicator of household's confidence 
in their financial situation 

Labour Market 
Statistics

Employment, unemployment 
and average weekly earnings

Labour market trends will reflect 
changes to the overall economy

Public Sector 
Finances

Public sector net borrowing 
and tax revenues

Indications of the level of activity in the 
economy, changes in fiscal and BoE 
policy

Business impact

This table sets out the economic 

measures and data that are assessed 

in the economic briefing.  This includes 

a brief explanation of what the measure 

is and why it is important to the health 

of the economy.

If you would like any further measures 

to be assessed in the next economic 

briefing, please get in contact with the 

one of the Insight & Analytics contacts 

on the following page.

Indicator glossary
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Get in touch with the insight 
and analytics team

Phillip Woolley

Partner

T +44 (0)7771 812 258

E phillip.woolley@uk.gt.com

Robert Turner

Director

T +44 (0)7584 185 371 

E rob.g.turner@uk.gt.com

Karen Douglass

Associate Director

T +44 (0)207 728 2674 

E karen.douglass@uk.gt.com

Ashley Turner 

Assistant Manager

T +44 (0)207 728 2215

E ashley.dc.turner@uk.gt.com
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