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SUMMARY (1)

Business confidence starts to return
but new Inflation fears emerge

REGIONAL SUMMARY

Home sales rise 13% on the previous quarter but remain wedl at

Export sales rise less quickly by 5%i6

Employment balance improves as number of firms cutting jobs falls to 22%
Business confidence recovers very strongly by 41% to a balance of +15
Cashflow remains weak but improves slightly6&2

The first signs of significant recovery in the Yorkshire & Humber economy have been revealed
with a surge in business confidence over the past quarter.

The rise in confidence is a good indicator that the worst of the recession has passed. However, the recess
remains both severe and damaging with figures also showing that many businesses continue to suffer fron
extremely tough trading conditions. Sales, orders and employment improved but remain weak, especiall
manufacturing, and firms are increasingly concerned that inflation could rise in the medium term threaten
the prospects for growth.

The figures come from Chambers of Commerce in Yorkshire & Humber as part of the Quarterly Econom
Survey for the second quarter of 2009. A total of 767 companies from the region completed the survey duri
the period from 25 May to 15 June 2009.

Despite the improved figures, it is far too early to draw firm conclusions for two reasons. Firstly, key indic|
tors remain very low by historical standards and are simply recovering ground from the shocking balances
ported in recent quarters. Secondly, the evidence shows that things are not getting better, they have sin
stopped getting worse for some businesses. For example, the number of businesses reporting increased
in the UK market improved 13% to a net balance-89, although this was almost entirely because of a reduc-
tion in the number of firms reporting falling sales (from 53% in Q1 to 41% in Q2) rather than any increase
the number reporting increased sales (up just 1% on the previous quarter to 22%). A similar pattern is
ported for home orders, export sales, employment, employment expectations, cashflow and capital investm

The figures therefore represent a stabilisation rather than a recovery at this stage.
(Continued on pagé)
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SUMMARY (2)
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OVERVIEW OF KEY INDICATORS

The chart above shows the second quarter net balances and change since the previous quarter for key indicators in Ydtkshbrer& It shows that there has been
an improvement in most key net balances overall, although they remain very weak with many in negative territory, Tharklamks the change since the first

quarter of the year and it reveals that all key indicators improved to some degree. The biggest improvement was for tandguefitability expectations although
exports and cashflow indicators improved less rapidly. The red and green bars show the respective balances for semiaegautdring. It clearly shows that
despite the improvements, all except confidence indicators remain in negative territory, i.e. more businesses reportiignecatber than improvements.

(Continued from page)

The major positive is the recovery in business confidence indicators. Turnover expectations rose very str
by 36% a net balance of +22 and profitability expectations rose #2énin Q1 to +15 in Q2. Confidence is a
soft indicator and so there is a need for caution, however, it is a useful barometer of future trends. Busi
confidence was the first indicator to start falling at the start of the recession and sales, orders, investmen
employment fell in later quarters. This result therefore provides grounds for cautious optimism that the re
sion has at the very least bottomed out in Yorkshire & Humber.

The key headlines for the second quarter of the year were as follows:

. Business confidence has risen very sharply. The number of companies expecting profitability tg
improve this year was up 18% from 26% in the first quarter of the year to 44% this quarter.

. Manufacturing remains weak.  More than half of all manufacturers are still reporting falling sales a
orders. Home orders remain lower than home sales, which suggests the recovery could be slow.

. The employment indicator improved slightly as the number of firms cutting jobs fell from 31% las
quarter to 22% in this quarter. However, the number of firms increasing the size of their workforce W
unchanged at just 12%.

. Many businesses remain vulnerable unless the economy recovers this year. 46% of firms said
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SUMMARY (3)
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(Continued from pag®)
their cashflow got worse over the quarter and it is now vital that the improvements in confidence are
translated into new sales and orders to avoid the economic situation worsening in the region.

There was also a new factor emerging in the medium term which threatens to stifle any recovery. Inflation is a
growing concern for many businesses. Manufacturers reported that inflation was an increased concern for the
fifth consecutive quarter. 49% were worried about inflation in this quarter 2, a figure which has risen stepdily
over the past year. This is worrying as it highlights the future risks to the economy which could derail the return

to growth as we emerge from recession.

Nick Pontone, Director of Policy for Yorkshire & Humber Chambers of Commerce commented:

0The rapid improvement in Yorkshire's business c¢confidence is the

I't is significant because increased confidence i|s a necessary pr
Contact:

Ol mproved confidence does not yet signal a recoyery.. Confi dence

Humber and Bradford and remains worryingly weak in manufacturing. Most importantly the hard survey datgmgcl)l:r rﬁ&!;%%ﬂone @yhchambers.org

orders and exports remain fragile. Only two in ten firms in the region increased sales this quarter, fallieg to ju3tiehendn07799 465964

increasing employment, and this is no better t ha nvokhirha@umbd Bagogs & ®minerced €
34-38 Beverley Road
Hull
N : : . . . . HU3 1YE
oOWhilst it is very welcome that confidence isitytiarting to return
of slipping back into recession should not be dils"®yPHFTed and fea
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COMMENT

Richard
WIGHTMAN

YHCC PRESIDENT

Rebound in confidence is first step to recove

It's still too early to say the Yorkshire economy is in recovery, but there are some tentative signs that the de|
point of the recession could have been the first quarter of this year.

Just as the dramatic falls in business confidence in late 2007 precipitated a period of huge falls in sales, of
investment, the equally dramatic rise in business confidence could signal the start of a recovery.

Indeed the improvement in service sector balances is particularly significant. Profitability expectations in
shirefs service sector is higher in this quarte
balance was also second best of any UK region, adding to the sense that Yorkshire & Humber is fighti
against the global downturn. Manufacturing confidence also rose above the national average although othe
tors showed the difficulties that continue to impact on the sector.

The key point is that confidence would be first indicator we would expect to see improve before any sust
recovery were to begin. The significant improvement from the low base of the last quarter does suggest
orders and investment could follow over the coming months.

There are reasons to remain cautious. The recovery is likely to be slow and bumpy, and in the meantin
recession will claim more victims as businesses cut costs, jobs, and in the worst cases go bust. It is very di
talk about recovery when the painful legacy of recession will continue for some time. The emerging fears
may be difficult to avoid fuelling inflation as we move back to growth is also a concern. As global demand s
rise, there is every possibility that oil and raw material prices could increase rapidly.

We are in uncharted territory and the medium term effects of near zero interest rates and quantitative easin
unknown. This survey does show however that future inflation is an increasing concern for many businesse
past year has also seen substantial destocking and the recent rise in optimism is in part due to rise in der
some business rstock. There are no guarantees this improvement will be sustained.

For all of these reasons, we need to keep more positive results of this survey in perspective. But we also n
be optimistic. The recovery can only begin in earnest once consumer and business confidence starts to
and this survey provides evidence that this is now what is starting to happen.

ry

epest

N\

d d

The key point is that

York- .
- confidence would he
9 hditst indicator we

r indica-

would expect to see

_improve before any

ained ]

saggistained recovery
were to begin.

ne the
ficult to
that it
tarts to

v

O

g are
s. The
nand as

eed to
return

Economic Review Yorkshire & Humber, Second Quarter 2009



SALES AND ORDERS

Sales improve but remain weak
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HOME SALES FOR YORKSHIRE & HUMBER BUSINESSES 2004 -2009

Home sales rise by 13 points since Q1 but remain wea#1&
Home orders rise by 14 points td24

Export sales improve by 5 points 16

Export orders up by 6 points t@20

The number of businesses reporting falling sales and orders improved in the second quarter of
the year, but the recession is still hitting firms hard across Yorkshire and the Humber.

41% of businesses reported that their UK sales fell in the second quarter of the year, an improvement on the
53% who reported falls in the previous quarter. Whilst this suggests further stabilisation in the Yorkshire
economy, it should be noted that there was little improvement in the number for businesses reporting sales
increases. 22% of firms said their sales had risen between April and June, up just 1% on the previous quarter.
Sales in home markets were stronger in services than manufacturing. The net balance for service sector sales
wasdll (13 points better than Q1), compared 39 (7 points up on Q1) for manufacturers. Export sales
rose 5 points to a balance @fl6. The balance for manufacturing was weak®5) than for services.

A similar pattern was reported for home order books in the region. 18% of firms reported order books had
strengthened this quarter, the same figure as the previous quarter, with 42% reporting they had weakerjed.
The net balance improved by 14 points 4. The balance wa®3 for manufacturing andl7 for service
sectors. Export orders improved by 6 points ti20.

The overall picture is that all four sales and orders indicators improved in the second quarter of the year which
suggests the worst balances of the recession may have been reported in the first quarter of the year. The|fig-
ures remain very weak and the change has been fewer businesses reporting falls rather than any rise in the
number reporting improvements.

Economic Review Yorkshire & Humber, Second Quarter 2009 6



EMPLOYMENT

Some improvement in employmen
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EMPLOYMENT AND EMPLOYMENT EXPECTATIONS FOR YORKSHIRE & HUMBER 2004 -2009

Employment indicator improves 10 points 0
Employment expectations improve 13 points to 0
Services sectors report stronger balances than manufacturing

Employment indicators have improved in the second quarter of the year, but the labour market
remains fragile with the prospect of more job losses through the rest of the year.

The net balance for the employment indicator rose 10 pointsdid with 12% increasing the size of their
workforce over the quarter compared to 22% who reduced it. The number of firms cutting jobs fell from 319
in Q1 to 22% in Q2, which accounts for the improvement in the net balance. There was only a 1 point i
crease in the number of firms growing their workforce and the total number of businesses recruiting fell by
point to 28%.

The strongest employment balances were reported by companies in consumer services (+5) and pu
voluntary sector (0). Constriction remained weak with 31% of the 72 firms from the sector reporting they hal
cut jobs over the quarter compared to 7% who had grown the size of their workforce. Businesses Lee
Wakefield, Huddersfield and Halifax reported the strongest employment balances in service sectors, altho
they remain relatively weak. The best figures in manufacturing were reported by businessesyiorksidire,
Doncaster and the Humber.

Employment expectations for the next quarter look slightly better with a net balance of 0, however once ag
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EMPLOYMENT

H Increased ® Remainedconstan ® Decreased

EMPLOYMENT BY SECTOR IN YORKSHIRE & HUMBER BUSINESSES Q2 2009

the improved net balance is entirely due to fewer firms expecting to cut jobs (13%) rather than any rise in g
number of businesses looking to growing their workforce (13%). 75% of respondents said they expected
size of their workforce to remain constant in the next quarter.

Employment indicators were weaker for manufacturers than firms operating in service sectors. The net b
ance for employment wad23 in manufacturing compared &5 for services. Employment expectations in the
service sector rose back into positive territory for the first time since the third quarter of 2008 as 15% of firm
expected to increase their workforce compared to 10% who expected to reduce it.

The fact that there was a slight fall in the number of Yorkshire & Humber firms recruiting (down 1 point t
28%) shows that despite improving balances, the labour market remains fragile. This is particularly the ca;
manufacturing, however, the regions figures are slightly better than the national averages.

There has been an increasing trend of businesses recruiting for part time positions. 33% of those who
cruited during the quarter did so for patime jobs which is 2 points higher than the previous quarter and 7
points higher than the same quarter a year ago. 61% of positions recruited for were permanent jobs, a rise
2 points on the previous quarter but down from 69% in the second quarter of 2008.

34% of firms that recruited reported that they had experienced difficulties doing so. This figure is significa
below trend, with the five year average for recruitment difficulties at 52%. The number of firms reporting dif
culties recruiting for skilled manual or technical positions has halved from 33% a year ago to 17% in the se
quarter of the year. The number of firms reporting difficulties recruiting clerical staff has also fallen significal
from 16% to 9% over the past year. The biggest recruitment difficulty in the last quarter was for professiory
managerial staff at 29%. This figure is only marginally different from the 30% reported a year ago.
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BUSINESS PERFORMANCE

Cashflow balances remain critical
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CASHFLOW AND INVESTMENT IN YORKSHIRE & HUMBER 2004 -2009

o Cashflow has improved slightly on the previous quarter but remains criticG82
o Capital investment rises 8 points @23
o Three quarters of firms operating below capacity, unchanged on Q1

Cashflow and investment indicators have improved since the first quarter of the year but the
business environment remains very difficult for many businesses.

14% of businesses said their cashflow had improved in the second quarter of the year, a rise of just 1 p
46% said their cashflow position had worsened compared to 50% in the previous quarter. The net ba@ance

32 remains weaker than a year ago and makes these firms vulnerable to a prolonged recession.

Investment in plant and machinery improved the for the second consecutive quarter to a balad2® @fith

13% of firms increasing investment compared to 36% who were cutting it. Investment is therefore not increps

ing, it is merely being cut at a slower rate. The net balance for investment in training was slightly higter at

Three quarters of businesses said they were operating below capacity in the second quarter., 1 point hig
than in the first quarter. 81% of manufacturers said there were operating below capacity.

The number of firms raising their prices is much lower than a year ago. 13% increased their prices in the sec

ond quarter of 2009 compared to 52% in the same quarter a year ago.
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BUSINESS CONFIDENCE AND EXTERNAL CONCERNS

Business confidence rebounds
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BUSINESS CONFIDENCE IN YORKSHIRE & HUMBER, 2003

« Business confidence rises strongly in both services and manufacturing
« Profitability expectations improve 41 points to +15
« Inflation is the largest external concern during Q2

Business confidence rebounded in the second quarter of the year, potentially signalling a
stronger recovery in the rest of the year.

Turnover expectations improved by 36 points to move back into positive territory at a net balance of +23
47% of businesses now expect turnover to rise in the coming months, up from the low of 29% in the final qu
ter of 2008. The number of firms expecting turnover to fall has halved. 50% anticipated falling turnover ty
quarters ago compared to 25% in this quarter. Turnover expectations rose by 33 points for both services (tg
net balance of +29) and manufacturing (to a net balance of +3).

Profitability expectations rose by 41 points overall to a net balance of +15. The number of companies expect-

ing profits to fall dropped sharply from 52% in Q1 to 29% in Q2. There were wide local variations in busine
confidence. Businesses in Leeds,-Midkshire and Doncaster reported the strongest confidence figures but
the recovery was lower in the Humber and Bradford.

The biggest external concern reported this quarter was inflation, which 41% of businesses said there w
worried about. This has eased overall by 2% since the previous quarter but has risen for the fifth succes
quarter in manufacturing, up from 26% to 49% over the past year. Most other external concerns remain low
than historical trends, mainly because the key concern is the overall state of the economy.
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LOCAL & REGIONAL PERSPECTIVE

Wide local variation in confidence
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There are wide variations in the levels of business confidence reported across the region in the

HOME SALES, Q2 2009

second quarter of the year. Serv. Man.
Whilst the regional average for profitability expectations rose very sharply to a net balance of +15, Champ&f™SIeY/Roth: 15 0
members in Bradford, Sheffield and Hull & Humber reported a more gloomy picture. However, Chambergradford -21 -47
across the region took a positive line to the results for the second quarter of the year. Doncaster 12 .35
. . . . . . Hull & Humb 24 -50
Steven Leigh, Head of Policy at the Midrkshire Chamber put the results into perspective by saying that ! umber
OWhil st a number of key balances have i mproved egsy ar e 82t i |-10
weak. However, the pleasing improvement in business confidence indicators gives cause for some optimismgy 245 iadica- +5 15
tors suggest that the service sector is recovering quicker than the Manufacturing sector, which remains a m jghr (f:foacern. »0 =
efrre - -
The MidYorkshire Chamber underlined the important role of Government in ensuring that it continued to Y&H -11 -39
11
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LOCAL & REGIONAL PERSPECTIVE

focus on helping the economy get back to growth, but specifically called for the Government to rever
pl anned taxes r i slesstabehoft that improvdmenitsgyiil comstiaue tthroughout the next
ter, and that wealthreating businesses will be given full support by Government in driving forward a sustain
ery from recession. These signs of fragile improvements in the economy are most encouraging but recent
be sustained by nurturing business through these continuing difficult times. It is to be hoped that the Gov
abandon their planned increase in N.l. contributions, and suspend any other plans for further company ta
could stifle business growth. Our members clearly have major concerns about present Government fiscal g
inflation, and this needs to be carefully monitored because it is a major risk factor which could inhibit the spg
ery. o6

Bradford Chamber President, Balbir Panesar of PEC Building Services, also welcomed the rise in confideng
pointed out that the business environment remained very tough:

"The local economy, like elsewhere, has been suffering over the last few months. The position is still one
but the latest survey shows that things might be picking up a bit. There are fewer companies than last quar
falling sales, fewer firms showing a fall in turnover, and a slight stirring in recruitment activity. This doesn
the economy is growing again but we can be hopeful that, if the trend is sustained next quarter, the pace o
slowed. In short, that we've reached the bottom of the recession. Companies still have megsHtmuderas
problem and investment is being deferred, for exhuotghere have been some improvements in turnover levels
in particular, changes in export activity. This, in turn, is affecting the mood on profit expectations, so we ¢
see the confidence factor returning at some point."”

Richard Kendall, Policy Executive at Hull & Humber Chamber of Commerce, highlighted that the employm
indicators in the Humber had shown signs of improvement:

0OAfter two quarters of improving results busines
are close to returning to positive and profitability is following behind, although sales performance has yet tg
nificantly. The indicators for employment are particularly good news, suggesting that the bulk of widespre
may be behind us. Companies are staying flexible, though, with most recruiting any new staff on temporary,

OWe are not out of the recession yet, but barrin
an upward trend. However, the gains companies are making are fragile and could easily be lost. Any incrg
ness taxation or red tape now could be disastrous and leadhapad\fecession. The Government should ser
positive message to businesses by abandoning the planned increase in National Insurance contributions,
a tax on jobs. 6

Chambers also sounded a note of caution about the prospects for recovery with Helen Rana, policy and ref
sentation manager at Sheffield Chamber, commenéingthe | at est survey result

ous quarter, suggesting that the recession is beginning to stabilise and that consumer confidence is improvi
it is important to remember that any improvements made are to an economy that is still weak by historical st
we need to ensure that we treat these findings with caution.

OA key indicator is the regionés manufacturing
above the national average, reflecting the posit

LOCAL DATA / CONTACTS

Barnsley & Rotherham Doncaster Leeds Sheffield
www.brchamber.co.uk www.doncasterchamber.co.uk ~ www.leedschamber.co.uk WWW.ScCi.org.uk
Bradford Hull & Humber Mid -Yorkshire York & North Yorkshire
www.bradfordchamber.co.uk www.hulkhumberchamber.co.uk www.mycci.co.uk WWW.ynycc.com
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NATIONAL PERSPECTIVE

BCC: Worst of recession IS over but

recovery in not guaranteed

Home orders- natlonal percentage balance

2000 01 02 03 04 05 06 07 08 2009

I m— Manufacturing m— Services

The results of the Quarter 2, 2009 British Chambers of Commerce Economic Survey confirm
that the worst of the recession is over.

Data from 5,600 companies shows welcome progress in both the manufacturing and service sectors with
key indicators improving in the last quarter. However, almost all the critical measures remain in negative te,
tory and many are still weak by historical standards.

ost

=
T

Manufacturing recorded stronger improvements in Q2 than services, although in absolute terms, the manufac-

turing sector remains in a worse condition overall.

The most encouraging feature of the Q2 results is a marked strengthening in confidence following sharp
clines over the previous two quarters. Turnover confidence has now entered positive territory for the firs
time since Q3 last year and it has improved dramatically for manufacturing firms, rising 40 point8&@am
Qlto +2in Q2.

Employment expectations in both sectors saw gains this quarter, but the BCC continues to predict unemploy-

ment will reach 3.2 millioa some 10% of the workforce by mid 2010.

While these results finally point to some good economic news, there is a risk that without a continued focus

on limiting the impact of recession, the economy could dasbsuddenly, adding weight to the argument that
we are heading towards a Whaped recession. With official GDP figures revised heavily downwards only la
week, it is far too early to say that recovery is secure.

Commenting, British Chambers of Commerce Director General, David Frost, said:

0These results are sending Gordon Brown and Aligtair Darling a

It is absolutely vital that the improvement in business confidence is nurtured.

0Our economy i s based-creating busime$sesdneed toeknow theay avill beegavdn thie .

freedom and flexibility to drive the UK out of recession and into a sustainable recovery. British
Chambers of

0The government needs to think |l ong and hard abp Commerce es

stifle growth and employment. The planned increase in National Insurance contributions is nothing more than

Economic Review Yorkshire & Humber, Second Quarter 2009 13



NATIONAL PERSPECTIVE

tax on jobs and it should be abandoned immediately.

0Signs of improvement in the economy cannot be an excuse for the

as a remedy for the ill health of the nationdés f
David Kern, Chief Economist at the BCC, added:

0The pace of decline in the UK economy is <clear
serious downward pressures persist across all sectors and regions. Most key balances are still in negative
tory and remain weak by historical standards. Recovery is now possible but it is not yet secure.

OFurther corrective measures are stildl needed t
dence, albeit from exceptionally low levels, is welcome. However, these recent gains can only be sustain
the economy continues to stabilise and the recession ends.

OWith cashfl ow, capacity wutilisation, and ptermce
policy stance stays expansionary. Quantitative easing should be pursued aggressively.

0O0At the same ti me, sustaining any future recove
heavily on the adoption of a credible mediderm strategy for improving our public finances. To avoid undue
damage to our productive base, painful cuts to spending programmes must be the main tool for repairing
public finances. 6

inances. Risking

|l y moderating. Tt
erri-

o support the &ec
ed if
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British
Chambers of
Commerce

MORE INFORMATION

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

www.britishchambers.org.uk

British Chambers of Commerce
65 Petty France Street

London

SWI1H 9EU

Tel: 020 7654 5800
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FULL RESULTS: YORKSHIRE & HUMBER MANUFACTURING
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FULL RESULTS: YORKSHIRE & HUMBER SERVICES
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