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SUMMARY (1)

Yorkshire firms feel the heat from the
economic downturn

SUMMARY

« Significant decrease in home sales of 15% to +3

o Employment slips but not as far as for sales, orders or confidence

o Negative quarter for capital investment, down 16% to -4

« Confidence indicators continue to fall with profit expectations down 23%
o Businesses increasing prices eases by 3% to +36

Businesses across Yorkshire & Humber have reported the weakest set of Chamber economic
survey figures for a generation in the second quarter of 2008. Almost every key indicator has
shown a significant deterioration over the past three months with home sales, orders, invest-
ment and business confidence in particular falling sharply. Taken together the figures suggest
the crisis of confidence evident over the previous six months has turned into something more
serious with the prospect of worse to come as order books, expectations for employment and
profitability are all down.

The key indicators in the Economic Review Yorkshire & Humber, based on responses from 704 businesses
across the region in the weeks from 26th May to 18th June 2008, are as follows:

¢ Home sales slowed by 15% from +18 to +3, the lowest level recorded in this survey in recent years.
Home orders fell even more sharply, down by 19% to &7.

¢ Export sales and orders slowed 5% and 11% respectively, back to the levels reported at the end of 2007.

¢ Employment fell 5% since the first quarter to +7 and employment expectations  dropped 9% to +9.
However, only 2% more businesses expected to reduce the size of their workforce this quarter than last.

¢ Capital investment plummeted 16% to 64 and investment in training  fell 15% to +2. Cashflow dete-
riorated by 10% for the second consecutive quarter.

¢ The proportion of firms raising prices eased by 3% at +36 although overheads such as energy and fuel (up

(Continued on page 3)

KEY INDICATORS

Q2 CHANGE CHANGE Q1 Q4 Q3 Q2
2008 ONQI ON YEAR 2008 2007 2007 2007

HOME SALES +3 -15 -22 +18 +25 +22 +25 |Page 5

EXPORT SALES @ +8 -5 +5 +13 +5 +6 +4 |Pageb

EMPLOYMENT W’ +7 | 5 +4 | +12 +11 +12 +10 |Page7
CAPITAL INVESTMENT m 4 | -16 18 | +12 +8 +13 +14 |Page 9
CONFIDENCE (V’ +5 | 23 34 | +28 +33 +44 +39 |Page 11

PRICES ‘V’ +36 | -3 +14 | +39 +32 +26 +22 |Page 9
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SUMMARY (2)

Key indicators slide as slowdown accelerates
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(Continued from page 2)
11% to 57%) and raw materials (up 3% to 50%) continued to rise as key concerns for businesses.
¢ Business confidence weakened to unprecedented levels with profitability expectations down 23% to +5

and turnover expectations down 21% to +24.

The survey generally paints a very gloomy picture but despite the substantial falls across a range of indicators,
employment balances held up reasonably well. Employment expectations fell sharply by 9% to +9 although
more encouragingly only 2% more employers expect the size of their workforce to decrease over the coming
months. Export performance slowed a little but effectively coming back into line with the trends reported

through 2007.

Michael Oughtred, President of Yorkshire & Humber Chambers of Commerce commented that:

0This has been the most remar kabl e, and
The economic uncertainties have become certain. Six months of falling business confidence are now ref
stantial falls in sales, orders and investment, which is concrete evidence that this is the most serious slowd
t wenty years. The indicators show the position

OWedve been very careful not to O6talk downdé the
vey now reveals a deeply troubling picture in key sectors such as retail and construction. The combina
confidence, high energy and fuel prices, rising inflation and slower growth is a potentially toxic combinatio

thing to do would be to panic, but wurgent action
ABOUT THE SURVEY KEY
Yorkshire & Humber Chambers of Commerce Economic Review is the largest regular Production

business trends survey in the region. The survey is conducted every quarter by the Cham-
bers of Commerce in the region and is also part of the highly respected British Chambers of
Commerce Quarterly Economic Survey.

Manufacture: electronic/IT goods
Manufacture: other goods
Construction
Transport/communication
Retailing/wholesaling
Hotels/catering

Professional services
Marketing/media

Consumer services
Public/voluntary sector services
Other services

The balance figures used throughout this survey are calculated by subtracting the number of
companies that report a decrease in sales, orders, cashflow etc. from those that report an
increase. A positive balance would therefore reflect the fact that more companies than not
report an increase quarter to quarter.

All figures are actual numbers from respondents and unless specified are unweighted in
relation to the size of business and distribution of their sector across the region.

CRAXTTIOTMTMOO®>»

Contact: Nick Pontone

Email: nick.pontone@yhchambers.org

Telehone: 07799 465964

Yorkshire & Humber Chambers of Commerce, 34-38 Beverley Road, Hull, HU3 1YE
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COMMENT

YHCC PRESIDENT

When does a crisis of confidence become
a genuine economic crisis?

These are astonishing, and worrying figures. The speed of the slowdown means this is the worst set of figures
from our economic survey for many years. The economic uncertainties have become certain. Six months of fal-
ling business confidence is now reflected in unprecedented falls in sales, orders and investment which is concrete
evidence that this is the most serious slowdown for nearly twenty years and it could get even worse.

We have past the point where the sliding indicators were those of perception or a feeling that things were okay in
members own business but bad for everyone else. On the evidence of this survey, the economic slowdown goes
much deeper than a crisis of confidence. This is not our view as economic commentators, these are the facts as AN
reported by more than 700 companies in our region. Businesses are telling us home sales are down 15%. Em-
ployment expectations down 9%. Cashflow down 10%. Capital investment down 16%. Profitability expectations
down an incredible 23%. There is no easy way of dressing up these results as anything better than awful. These are astonishing
The Chambers of Commerce in the region have taken a deliberately moderate line in our past two economic and worrying flgures'
survey reports for fear of talking down the prospects for our economy, which has grown strongly for a decade. | 1he speed of the

We have pointed to an upturn for exports, the geréﬁ)wa(l)wr-yméahgﬁﬂse i
of businesses in our region. But these results are worse than our worst case scenario and suggests a deeper and ]
more prolonged downturn. Weak order books and deteriorating cashflow means more businesses are vulnerable is the worst set of
to a larger than expected period of difficult times and will push some firms to the edge. ﬁgu res from our

The evidence for this is that all of the measures for future prospects look bleak. Home and export orders are €conomic survey for
lower and have slowed faster than sales. Employment expectations for the next quarter have slipped twice as fast many years.

. ) _ . V4
as employment this quarter. Confidence levels are at record lows, with investment sharply down and a deterio-
rating cashflow position for an increasing number of businesses. O

When wedve had difficult quarterly figures in the past, we have
which would give grounds for optimism. There may have been a spike or relatively high historical balance masking
a single quarters slump. This is different. There are balances lower than ever previously reported and there are
accelerations on the downward trends set out in the last two surveys. It would create a false impression to put a
positive gloss on a very worrying picture.

Ti mes have changed. As Mervyn King said, the 6éniced decade is o
to take the economy through these difficult timegs. Businesses i
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SALES AND ORDERS

Home sales and orders plummet
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Home sales Home orders
Export sales Export orders

e Home sales down 15% from quarter 1 to +3
o Export sales and orders both fall, 5% and 11% respectively
« Significant fall in home orders by 19% to -7

Home sales and orders in Yorkshire & Humber have slowed at an unprecedented rate in the sec-
ond quarter to their lowest recorded levels. The figures provide clear evidence that the weaken-
ing UK and global economy is denting the performance as well as the confidence of businesses in
the region.

The previous quarter had seen a weakening of home sales and orders of 7% and 4% respectively, but the slow-
down this quarter was remarkable with home sales down 15% to +3. These trends look set to continue with
home orders plummeting 19% on the quarter to a balance of &7.

Home sales and orders have now weakened for the second consecutive quarter as the steadily improving bal-
ances through 2006 and early 2007 have been well and truly reversed. The home sales balance of +3 is a full
7% below the weakest previous balance recorded during the 2005 downturn, highlighting the precarious state
of the regions economy. It should be noted that more companies than not are still reporting increasing sales
with 30% saying sales increased over the quarter compared to 27% reporting decreases. There were also dif-
ferences between sectors with home sales for manufacturers in negative territory at 84 compared to +6 for
service sectors.

Order books in home markets are even weaker at 610 for manufacturing and &7 for services. The overall
balance for home orders 87 is a full 25% below the corresponding quarter in 2007. The graph on the following
page shows home orders by sector which clearly demonstrates that retailing and wholesaling (-33), hotels and
catering (-27) and consumer services (-21) have the weakest order books.
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SALES AND ORDERS
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Home orders performance in Yorkshire & Humber by sector, Quarter 2 2008

Export trends were also weaker in this quarter although the falls were softer than for the UK market and are
broadly at the same levels as the whole of 2007. However, the improvements in export markets reported in
the last quarter have not been sustained.

Export sales slowed 5% from +13 to +8 since the first quarter of the year. Although the overall balance re-
tuned towards the levels reported in the final quarter of 2007, the picture is actually quite different. In quarter
4 of 2007, 83% of exporters reported that sales remained constant compared to 58% this quarter. The per-
centage of firms reporting export sales increases has risen from 11% to 25% alongside similar rises in those
reporting decreasing sales from 6% to 17%. The conclusion is that whilst the overall balances are holding up
relatively well, there are winners and losers amongst individual businesses.

Export orders show a similar trend, failing to sustain the improvements reported in the first quarter of the
year by coming back into line with the balance reported through 2007. 22% of exporters reported improved
order books in the second quarter of the year compared to 21% reporting decreases. Manufacturers (-1) re-
ported weaker order books than service sector firms (+3).

Economic Review Yorkshire & Humber, Second Quarter 2008




EMPLOYMENT

Employment trends weaken
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e Employment falls 5% to +7
e Drop in employment expectations of 9% to +9
o Less businesses experienced recruitment difficulties at 32%

Employment trends weakened in the second quarter of 2008 as falling confidence and slowing
sales appear to be starting to impact on the labour market. Unlike the figures for sales and or-
ders, the employment balances remain stronger at present than during the low point of the 2005
downturn although falling expectations suggest further falls are likely.

Employment fell by 5% since the first quarter to +7, a modest deterioration in the context of the rest of this
survey and still a higher overall balance of +4 reported in quarter 4 of 2005. However, it is a significant change
in the static trends reported for the previous two years. 23% of firms in Yorkshire & Humber reported in-
creased employment in the second quarter compared to 16% reporting decreases. The employment balance
for services was +8 compared to +5 in manufacturing.

The graph on the following page shows employment by sector. The weakest balances were reported in retail-
ing/wholesaling and hotels/catering which are in line with the figures reported for sales and orders. 9% of re-
tailers increased the size of their workforce over the past quarter compared to 16% who decreased them,
leaving a balance of &7 compared to an overall balance of +7 for all sectors. Only 5% of hotel and catering
firms increased the size of the their workforce (balance of 85) although it should be noted that 85% said their
workforce had remained constant. The strongest sectors for employment in Yorkshire & Humber were in
marketing/media (+20 balance) and consumer services (+13).

Employment expectations fell more sharply by 9% to +9 suggesting a more uncertain picture for the rest of
the year. However, the percentage of firms expecting to decrease their levels of employment in the coming

MANUFACTURING

CHANGE Q2

EMPLOYMENT +5
EXPECTATIONS -1
SERVICES

CHANGE Q2

EMPLOYMENT m +8
EXPECTATIONS m +12

% OF COMPANIES WHO
RECRUITED STAFF IN Q2

50%

% OF THESE REPORTING
RECRUITMENT DIFFICULTIES

32%

RECRUITMENT DIFFICULTIES

Q2

SKILLED MANUAL / TECHNICAL 33%
PROFESSIONAL / MANAGERIAL 34%
CLERICAL 16%

SEMI OR UNSKILLED 15%
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EMPLOYMENT
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Employment in Yorkshire & Humber by sector, Quarter 2 2008

period has risen only 2% since quarter 1 to 12%, although 7% fewer firms expect to increase employment.
Overall, 67% expect employment to remain constant suggesting that even in difficult times a majority of busi-
nesses are not anticipating making major changes to their staffing levels at this stage.

Half of all respondents recruited staff during the second quarter, down 2% since Q1. Most jobs being re-
cruited for remain full time (74%) and permanent (69%). Unsurprisingly given the weaker labour market, there
was a substantial fall in the number of firms reporting recruitment difficulties  down 22% from 54% to 32%.

Economic Review Yorkshire & Humber, Second Quarter 2008



BUSINESS PERFORMANCE

Prices ease despite rising pressures
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« Businesses increasing prices drops slightly by 3% to +36
o Cashflow falls by 10% into a negative balance of -6
« Capital investment and investment in training drops by 16% and 15% respectively

The worrying trend of rising prices eased in the second quarter of the year despite ever increas-
ing pressures from rising raw material, fuel and energy costs. However, investment and cashflow
deteriorated significantly over the quarter.

Cashflow weakened by 10% on the quarter, falling back into negative territory at 86. This follows the 10% fall
in the previous quarter and this significant worsening in the cashflow position of businesses is a major concern
for the rest of the year. 30% of firms reported a deterioration in their cashflow position over the quarter
compared to 24% reporting an improvement. This balance is 14% worse than the corresponding quarter of
2007 and threatens the ability of some businesses to ride out any prolonged economic downturn. Casflow was
slightly worse for micro-businesses with a balance of &8 for firms employing less than 20 compared to &1 for
those employing 20 to 200.

Investment in both plant & machinery and training unsurprisingly fell in line with lower levels of confi-
dence and weaker sales. The scale of the falls is a major concern. Capital investment plummeted by 16% to &4
and investment in training fell 15% to a balance of +2. These are now well below the balances reported in the
2005 downturn. Investment in training was strongest in professional services (+13) with the weakest figures
reported in the construction industry (-15).

The number of firms passing on costs to their customers by raising prices had been rising for three successive
quarters until this quarter, with a fall of 3% to +36. 42% of businesses in the region increased their prices over
the quarter with 6% decreasing them. At a time of rising inflation, this softening of prices is welcome but the
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BUSINESS PERFORMANCE
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pressures of higher energy, fuel and raw material costs continue to rise. The pressure of raw material costs

rose as a concern for the fifth successive quart

as a concern to 57%, up 11% on the quarter. Pay settlements (21%) eased by 2% as a price pressure and fi-
nance costs (23%) were unchanged as a concern,
to be causing most firms significant additional problems accessing finance at the present time.

f

CAPACITY UTILISATION
% OPERATING AT FULL CAPACITY

CHANGE Q2

MANUFACTURING 35%
SERVICES 39%

TOTAL 38%

er to 50% and 060
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BUSINESS CONFIDENCE AND EXTERNAL CONCERNS

Busi ness confi dence 0
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Tumover Profitability

e Turnover expectations fall 21% to a balance of +24
« Profitability expectations drop 23% to +5
« Corporate taxation remains the greatest concern at 50%

The most startling trend in this remarkable survey is business confidence. The first signs of the
economic downturn were displayed in the falling levels of confidence in the final quarter of 2007.
This downward trend was sustained in the first quarter of the year to the lowest recorded levels

and have now plummeted further on an incredible scale.

Whatever ups and downs these quarterly surveys have reported over many years, business confidence has
generally remained relatively high and strong. Profitability expectations  have not fallen below +30 in the

past five years, even during the 2005 downturn and have been as
. N . 0 . . .

a cliffd and have dropped a very worrying 23% t|o EX%’ERNALE(?I\'CERNSfIgU

manufacturers (-1). ARROW SHOWS CHANGE FROM Q1

Turnover expectations  are higher but have followed a similar trend falling 21% to +24. Services (+27) re- CORPORATE TAXES & 50%

ported significantly higher levels of confidence than manufacturers (+15). Restoring confidence to businesses

. . L EXCHANGE RATES 42%
and consumers is key to turning this situation around. @ ’

COMPETITION 39%
Corporate taxation (50%) was once again the biggest external concern followed by exchange rates which
were up 12% to 42%. The concerns over the levels of corporate taxation have been rising over the past year. INTEREST RATES 34%
In the second quarter of 2007, 31% of businesses highlighted it as a worry and the increase of 19% over the =
past year is particularly concerning as we enter a serious downturn. Businesses ability to survive and thrive INFLATION ‘v 26%

over the coming period is likely to be hampered by a high tax burden.

BUSINESS RATES ‘g 24%
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BUSINESS CONFIDENCE AND EXTERNAL CONCERNS
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tax burden. P
Inflation fell as a concern to businesses by 6% to 26% despite the rising cost of living and wider worries
amongst the public about this measure. Interest rate fears edged up 2% but the overall figure of 34% is still O

well below the highs of a year ago of 46%.

Competition is also a greater concern than a year ago at 39%, a rise of 10% from the corresponding quarter a
year ago.
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LOCAL & REGIONAL PERSPECTIVE

Confidence strongest in Leeds
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o Home sales, capital investment and employment highest in Hull & Humber
o Doncaster reports lowest capital investment
e Home sales lowest in Leeds

Businesses in Hull & Humber bounced back after a difficult start to 2008 in terms of the comparisons with the
rest of the region. Companies in East Yorkshire and Northern Lincolnshire reported the strongest home sales,
employment and capital investment (albeit with a very low balance).

Leeds firms were the most confident followed by those in Doncaster, Hull & Humber and Bradford. This was
despite respondents from Leeds reporting the weakest home sales in the second quarter of the year. Compa-
nies in the Mid-Yorkshire Chamber area reported the weakest figures for employment and were the least con-
fident despite having the second strongest home sales in the region.

LOCAL DATA / CONTACTS

Barnsley & Rotherham Doncaster Leeds Sheffield
www.brchamber.co.uk www.doncaster-chamber.co.uk www.leedschamber.co.uk www.scci.org.uk
Bradford Hull & Humber Mid-Yorkshire York & North Yorkshire
www.bradfordchamber.co.uk www.hull-humber-chamber.co.uk  www.mycci.co.uk WWWw.ynycc.com

Economic Review Yorkshire & Humber, Second Quarter 2008
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NATIONAL PERSPECTIVE

Alarming results highlight serious
risks of UK recession

m Services® ManufeLcturing

2 -
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Home sales Home orders Employment Business confidence

Key UK Indicators from BCC Quarterly Economic Survey, Quarter 2 2008. The figures show the
balance of the number of firms increasing sales or orders etc minus the number decreasing.

The British Chambers of Commerce (Q2) Quarterly Economic Survey received a record re-
sponse with nearly 5000 businesses, large and small, taking part.

The results are ominous and show serious risk of recession in the UK, with some results hitting historically low
levels in the manufacturing and service sectors.

If these trends continue, the UK business sector is now only one quarter away from technical recession. In
particular, the critical UK domestic balances for home sales and orders recorded negative growth in the last

three months in both manufacturing and services.

Other key results from the survey show:

. Cashflow in negative territory and at record lows, showing the credit crunch and rising costs have now
hit business

. All the confidence balances fell sharply in both manufacturing and services, a very worrying develop-
ment

. Service sector hit harder than manufacturing, seeing even bigger declines overall

The following key service sector balances are at their lowest level since the recession of the early nine-
ties: home sales and orders, employment expectations, and both confidence balances
¢ We believe that the correction period is likely to be longer and worse than anticipated

Commenting on the Q2 2008 Quarterly Economic Survey, Director General of the British Chambers of Com-
merce David Frost, said:

KEY INDICATORS
CHANGE SINCE g1
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MORE INFORMATION

Further details on the BCC Quar-
terly Economic Survey are avail-
able at:

www.britishchambers.org.uk

British Chambers of Commerce
65 Petty France Street

London

SW1H 9EU

Tel: 020 7654 5800
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NATIONAL PERSPECTIVE

0These results show a real risk of recession in
but for the consumer too, with both manufacturing and services reporting negativetesgitisoT lier the
Government will be to raise business taxes in the next PBR because the exchequer is running out of mong
be a catastrophe.

ol am sending Alistair Darling and Gordon Brown
the country: to put more pressure on business would not only restrict growth and hit the consumer hard, it v
crush what our economy isbasédcoon nf i dence. 6

David Kern, Economic Adviser to the British Chambers of Commerce, said:

0The Q2 results signal a menacing deterioration

the coming month

2y. This would

a strong message
ould further

in UK prospects.

first time in many years, the vital results for domestic sales and orders, and for cashflow, have moved into negative terri-

tory for both manufacturing and services. The outlook is grim, and we believe that the correction period ig
longer and nastier than anticipated.

"Some key results, mostly in services, are at historically low levels not seen since the reced980fThe eal
threats facing the economy will be exacerbated by plunging confidence across both sectors. Overall, the Q
to growing risks of outright falls in UK output in at least one or two quarters.

"Intention to raise prices remains high, rising to a new peak in manufacturing and easing only slightly in s|
nesses are in a ldese situation. Falling demand and the squeeze on consumer disposable incomes will lin
prices can be increased.

"The MPC faces difficult choices. But immediate threats to growth are more alarming than dangers of hig
The sharp deterioration in the cashflow balances of both sectors to record lows heightens threats of a s

likely to be

y
P results point

ervices. Busi-
nit how far

ner inflation.
erious credit

crunch. An increase in rates at the present time would weaken further the banking sector, and would endanger the

smooth flow of finance to business.

"A major recession can still be avoided, but forceful measures are needed to improve confidence. The MP

C must resist

misguided calls for higher interest rates. Indeed, if wage pressures remain muted, the option of early interest rate cuts

must be considered. On its part, the Government must alleviate acute business concerns over new taxes a
and must stand ready to support vulnerable small businesses."

nd regulations,

British
Chambers of
Commerce

MORE INFORMATION

Further details on the BCC Quar-
terly Economic Survey are avail-
able at:

www.britishchambers.org.uk

British Chambers of Commerce
65 Petty France Street

London

SW1H 9EU

Tel: 020 7654 5800
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FULL RESULTS: YORKSHIRE & HUMBER
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Decreased

Investment

Training

Balance

Export orders Increased
Remained constant

Decreased

Turnover

Balance

Employment Increased
Remained constant

Decreased

Profitability

Balance

Emp. expectations | Increased
Remained constant

Decreased

Capacity

Balance
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Prices

Recruited staff Yes

Part-time Jobs
Full-time Jobs
Temporary Jobs

Permanent Jobs

o

Price pressures

N w N
3] al (= [e)]

External concerns

For Skilled manual / technical

Professional / managerial

Clerical

42 40 43 44 46
27 21 16 17 15
3 18 25 22 25
27 35 32 31 35
39 43 52 52 47
34 23 16 17 17
7 12 16 14 18
25 28 11 13 21
58 57 83 80 62
17 15 6 7 17
8 13 5 6 4
22 27 10 11 19
57 58 83 82 65
21 15 8 7 16
1 12 2 4 3
23 24 23 25

61 64 65 62 59
16 12 12 13 16
7 12 11 12 10
21 28 26 31

67 63 66 62 62
12 10 8 8 6
9 18 18 23

50 52 57 56 53
50 48 43 44 47
26 25 26 24

74 75 74 76 75
31 31 31 28 31
69 69 69 72 69
32 54 54 55 52
68 46 46 45 48
33 32 33 35 38
34 31 29 33 33
16 14 15 21 16
15 16 14 15 17

All figures in %

Improved
Remained the same

Worsened

2007 2007
z

33 32 30

Balance

Improved
Remained the same

Worsened

Balance

Improved
Remained the same

Worsened

Balance

Improved
Remained the same

Worsened

Balance

Improved
Remained the same

Worsened

Balance

Full capacity

Below capacity

Increased

Remained constant

Decreased

Balance

Pay settlements
Raw materials
Finance costs

Other overheads

Interest rates
Exchange rates
Business rates

Inflation
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46 48 45 48
30 26 19 23 22
-6 4 14 9 8
18 27 24 26 28
60 58 60 61 59
22 15 16 13 14
-4 12 8 13 14
19 27 25 25 23
64 63 63 65 65
17 10 12 10 12
2 17 13 15 11
49 60 60 66 64
27 25 27 24 28
25 15 13 9 8
24 45 47 57 56
40 49 53 59 55
25 30 27 26 29
35 21 20 15 16
5 28 33 44 39
38 39 42 40 45
62 61 58 60 55
42 43 37 30 26
52 54 59 66 70
6 4 5 4 4
36 39 32 26 22
21 23 27 25 20
50 47 44 41 38
23 23 25 23 18
57 46 45 43 37
34 32 39 48 46
42 30 28 20 26
24 24 23 16 21
26 32 26 30 32
39 34 37 30 29
50 42 38 34 31
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