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SUMMARY (1)

Yorkshire firms under pressure as
slowdown gathers pace

SUMMARY

e Home sales fall to —15, down 18% on previous quarter.

o Export markets fall, but are slowing much less quickly than the UK market.
e Employment drops 10% since the second quarter to —3.

e Confidence hits new low of -7, down 12% since Q2 and down 51% on year.
e Cashflow down sharply to —22 leaving more firms vulnerable to slowdown.

The global and UK economic slowdown is putting severe pressure on an increasing number of
businesses across Yorkshire & Humber according to new figures published by the Chambers of
Commerce in the region.

The Yorkshire & Humber Chambers of Commerce Quarterly Economic Survey includes responses from 764
businesses from all sectors and parts of the region up to 16th September 2008. The overall pattern emerging
is that business confidence has fallen to new record lows and sales and orders have weakened significantly in
home markets, less so in export markets. The number of firms shedding jobs is increasing and this trend is

expected to continue for the foreseeable future.

A number of businesses are still anticipating growth during this period with 23% still reporting increasing sales,
18% growing the size of their workforce and 34% expecting to be more profitable than last year. However, the
number of firms reporting growth is roughly half of that a year ago and the number reporting falling sales and

fewer jobs in the future has doubled over the same period.
The headline indicators show the following trends:

. Home sales have fallen 18% since the last quarter, down to a a balance of —15. The balance was +25
as recently as the final quarter of 2007 and is well below any levels recorded over the past decade. The
rate of deterioration is quickening (down 7%, 15% and 18% is the past three quarters). The outlook is
even bleaker. Home orders are lower than sales (a balance of —21). The deterioration was sharpest in

diverse sectors such as construction and marketing.
(Continued on page 3)
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SUMMARY (2)
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(Continued from page 2)

. Exports have weakened but much less quickly than UK sales and orders. The balance of —3 is down 1%
on Q2 but is only 8% lower than a year ago this compares to home sales which are 40% lower over the
same period. The number of firms increasing export sales (22%) is also twice as high as it was a year ago.

. The employment balance has fallen 10% to —3. The number of firms decreasing employment has risen
sharply since 2007 and expectations for the next 6 months are even weaker. Overall 64% of businesses
expect the size of their workforce to remain unchanged in the next quarter. Employment in manufactur-

ing was down 19% to —14 and down 9% for service sectors.

. Cashflow has deteriorated sharply making more businesses more vulnerable than a quarter ago. The

balance is now —22 which is 16% down on the previous quarter. Investment has also fallen sharply.

. Business confidence is substantially down for the fourth successive quarter. The balance for turnover

expectations is still in positive territory at +9 (down 15% on the previous quarter) although profitability is

hit harder, falling into a negative balance of —7. For comparison, this balance was +44 just a year ago.
Michael Oughtred, President of the Yorkshire & Humber Chambers of Commerce commented:

“These are clearly worrying times for many businesses who are bracing themselves for very difficult trading conditions as
the impacts of the financial market crisis coincides with weaker demand and rising bills both for businesses and consum-
ers. Our figures suggest the pace of the downturn is quickening and the situation will get worse before it gets better as
sales, jobs and confidence are likely to fall lower.”

“The gravity of the situation is now clear for all to see and we need the Government and other political parties, the Bank
of England and others to take firm and speedy action to make the downturn as shallow and quick as possible. We should
also remain optimistic and remember that many businesses in our region are strong and will need to react quickly to mar-
ket conditions so that they will be well positioned when the economy has stabilised and growth can be assured.”

ABOUT THE SURVEY KEY

Yorkshire & Humber Chambers of Commerce Economic Review is the largest regular A Production

business trends survey in the region. The survey is conducted every quarter by the Cham- B Manufacture: electronic/IT goods
bers of Commerce in the region and is also part of the highly respected British Chambers of || C Manufacture: other goods
Commerce Quarterly Economic Survey. D Construction

E Transport/communication

The balance figures used throughout this survey are calculated by subtracting the number of || F Retailing/wholesaling
companies that report a decrease in sales, orders, cashflow etc. from those that report an G Hotels/catering

increase. A positive balance would therefore reflect the fact that more companies than not H Professional services

report an increase quarter to quarter. I Marketing/media

] Consumer services

K Public/voluntary sector services
L Other services

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.

Contact: Nick Pontone

Email: nick.pontone@yhchambers.org

Telehone: 07799 465964

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

YHCC PRESIDENT

Economic downturn nearer its start than
its end

Three months ago in the foreword to the previous issue of this survey, | described the figures showing the rate of
decerelation in the Yorkshire & Humber economy as ‘astonishing’. Three months on and I'm not sure there’s an
adequate adjective which would reflect the changes we've experienced since.

Sales, orders and business confidence have fallen to record lows. During the 2005 downturn the lowest home
sales balance was +10, today it stands at -15 and is falling. The lowest business confidence balance during that
period was +30, today it is -7.

There are several important points to make to put the depressing figures into context.

Firstly, we remain positive about the medium term prospects for the Yorkshire & Humber economy, which is
more diversified than in the past and is composed of well run, very competitive businesses. Whilst they are not
immune from financial turbulence and a deteriorating macro-economy, they are better placed to deal with it than
they may have been in the past. We hope that the impact on companies in the financial sector will be minimised
through the steps taken by Government to renew confidence.

Secondly, in both good and bad economic times there are winners and losers across and within certain sectors.
As consumer and corporate behaviour has shifted this year there are more losers struggling with sales and confi-
dence. We welcome the fact there are businesses that continue to thrive in these times, but that shouldn’t hide
the fact that the net impact of more companies struggling are a major concern for the economy.

Finally, whilst the financial and banking crisis is critically important from a macro-economic perspective, the other
big story yet to fully emerge is a growing economic crisis which is nearer its start than its end. Tighter credit re-
sults in reduced spending, and there are also higher energy, fuel and commodity costs piling pressure on business
and consumers. If major job losses result as well then even worse effects will be felt This is not simply a London
financial crisis the economy will need support as well.

There is now widespread recognition that the economy is experiencing very difficult times. The two key ques-
tions are how bad will it get and how long will it last? We should be very concerned that the spectacular turbu-
lence in global financial markets marks the beginning and not the end of economic downturn.

The past year has sequentially seen rapidly declining business confidence, falling investment and falling sales and
orders. We are starting to see this feeding through to employment as companies cut costs, or worse go out of
business. Concerted action and nerves of steel will be required to see us all through
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SALES AND ORDERS

UK sales down but exports mixed
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e Home sales down 8% from quarter 2 to - 15
e Export sales and orders continue to fall, to - 3 and - 7 respectively
e Home orders drop by 14% to - 21

Sales and orders in both UK and export markets were down for businesses in Yorkshire & Hum-

ber but there were significant trends emerging.

Home sales fell by a substantial 18% since the second quarter of the year to a balance of —15 (23% reporting
increased sales, 38% reporting decreases). This balance is the lowest on record and is down 37% on the corre-

sponding quarter a year ago and 48% lower than the high of +33 in the third quarter of 2004.

Sales in export markets were also down | 1% to —3, but the scale of the downturn was significantly less marked
than in the home market and the dip into a negative balance has already happened on two other occasions in
the past five years alone. The number of firms increasing export sales is actually double what it was a year ago
(22% this quarter compared to | 1% in Q4 2007), although the number of firms reporting falling export sales
has also risen as differing markets and sectors become more variable.

The number of firms reporting unchanged export sales has fallen from 83% in Q4 2007 to 53% this quarter.
The conclusion is that the export markets are becoming more volatile and performance varies widely depend-
ing on the currency sector and market in which our businesses are operating in. Home sales were weaker in

manufacturing sectors (-21) than in service sectors (-12).

Balances for future orders are lower than for sales, but have fallen less sharply over the last quarter. Order
books for firms operating in the UK market were at a balance of —21, a fall of 14% since Q2. Export orders
were at —7, down 8% on the previous quarter. Export order books are |1% lower now than Q3 2007 com-
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SALES AND ORDERS
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Home orders in Yorkshire & Humber by sector, Quarter 3 2008
pared to 35% for home orders over the same period.

Whilst these figures are worrying, it is worth putting them into some context. The survey records quarter on
quarter trends and when market conditions deteriorate as they have in the past 12 months it is not surprising
that the sales and orders of an increasing number of businesses are affected. The figures do not record the

absolute size of the change in sales and orders, merely whether the direction of travel is up or down.

Looking to the future there are some significant sector variations in terms of home orders. The sectors re-
porting the weakest order books includes construction (-35), hotels/catering (-30) and marketing and media
(-26). Orders in the public and voluntary sectors showed a positive balance of +8.
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EMPLOYMENT

Jobs start to go as downturn bites
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e Employment falls 10% to -3
e Drop in employment expectations of | 1% to -2
e Increase in businesses experiencing recruitment difficulties up 20% to 52%

Employment balances are weakening but have not yet fallen by the same levels as sales, orders
and business confidence. However, the trends for employment expectations are weaker than for
current employment and it is likely that more jobs will be shed over the coming months as the

downturn bites.

Our employment balance over the past three months fell 10% to a net balance of —3. Whilst this is the lowest
level recorded for many years, the labour market is generally holding up more strongly than other indicators as
businesses look to make redundencies only as a last resort. 18% of firms increased the size of their workforce
over the previous three months, showing some firms are still able to grow in difficult economic times. This
figure was only 5% higher a year ago which shows the labour market is not deteriorating quickly, at least not

yet.

The number of firms decreasing the size of their workforce in the last quarter rose 5% to 21%. The balance is
now |4% lower than a year ago which compares to a fall of 40% for home sales, 37% for home orders, 25%
for capital investment and 51% for business confidence over the same period. An optimistic view would be
that the labour market is holding up well in the face of a serious economic downturn, but a more pessimistic
assessment would be that the lag between lower sales and fewer jobs means the region should be prepared for
a marked labour market deterioration in the next year.

The latter scenario is partially borne out by a more serious drop in employment expectations for the coming
months. Whilst the overall balance for employment expectations of —2 is actually marginally better than for
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Employment in Yorkshire & Humber by sector, Quarter 3 2008

current employment (-3) the downward trend is more pronounced. Employment expectations were at +23 in
the corresponding quarter a year ago and the number of firms expecting to grow the size of their workforce
has nearly halved whilst the number expecting to cut jobs has more than doubled since 12 months ago. Expe-
cations are clearly a soft indicator which is subject to change depending on the economic climate, but the re-
gion should be prepared and ready to respond to job losses should the more negative scenario develop.

46% of respondents recruited staff this quarter, a fall of 4% since Q2 and 10% down on a year ago. There has
been a slight increase in the proportion of these jobs being part time (up 2% to 28%) and temporary (up 5% to
36%). The number of firms reporting recruitment difficulties (52%) rose sharply on the previous quarter but

came back broadly into line with the longer term pattern suggesting the Q2 figure was a blip.

Employment in service sectors (-1) remained stronger overall than in manufacturing (-14). 30% of general
manufacturing firms reported decreased employment over Q3 whilst 28% of retailers cut their workforce. The
balance of —12 for firms in the construction sector highlighted the difficult trading conditions for many parts of

this sector, especially those linked to the housing and commercial property sectors.
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BUSINESS PERFORMANCE

Weaker cashflow puts firms at risk
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o Businesses increasing prices drops slightly by 5% to +31
e Casflow plummets 16% to - 22
« Falls in capital investment and investment in training of 13% & 8% respectively

A sharp deterioration in cashflow for many businesses is making them more vulnerable to any
prolonged downturn in the economy.

17% of firms reported improved cashflow over the quarter (half the figure of a year ago) compared to 39%
reporting a worsening position leaving a balance of —22. This is down from +14 a year ago and is a major
worry for the regions economy. Weaker cashflow is a major concern for business at any time, but to have
such a sharp drop before the full impacts of the downturn have begun to materialise is a worry. The position is
further exacerbated by the difficulty and cost of bank finance as a result of the credit squeeze. Cashflow has
now deteriorated for the third successive quarter and the fall of 16% between Q2 and Q3 is perhaps the figure
which should cause most concern in this entire survey if it feeds through into an increase in insolvencies.

Investment has unsurprisingly suffered as a result of the more difficult business environment. Investment in
training fell by 8% to —6 but capital investment fell much more sharply by 13% to —17 probably because of the

greater difficulty in raising finance for such investment and a cautious view in deferring such expenditure.

Concerns over inflation eased a little as the number of firms increasing their prices fell back this quarter to a
balance of +31, the lowest level for more than a year. The cost pressure of ‘other overheads’ such as energy
eased a little (down 4% to 53%) but finance costs as a price pressure jumped 6% to 29% on the previous quar-

ter.
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BUSINESS CONFIDENCE AND EXTERNAL CONCERNS

Confidence falls to new low
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e Sharp fall in turnover expectations of 33% to - 9
 Profitability expectations drop 12% to -7
o Corporate taxation remains the greatest concern, up 9% to 59%

Business confidence indicators continue to plummet as the concerns for the global and UK econ-
omy worsened substantially over the quarter. The levels of business confidence reported in
Yorkshire & Humber this quarter are unprecedented.

Business confidence has now dropped sharply each quarter for a year and turnover expectations fell a further
15% in the third quarter of the year to a balance of +9. This means more companies than not expect to in-
crease the size of their turnover in the coming months, but it should be put in the context of a positive balance
of +57 just 12 months ago.

Profitability expectations have now fallen into negative territory for the first time on record. 34% of firms
expect to increase their profitability compared to 41% (15% a year ago) who anticipate lower profits, leaving a
net balance of —7. Confidence in manufacturing sectors (-6 for turnover and —|2 for profitability) were lower

than in service sectors (+12 for turnover and —4 for profitability).

Many years of high and relatively stable trends have been reversed to levels never previously recorded in tran-
sitory downturns such as 2005, highlighting the seriousness of the current position for real businesses in our

region, not just the financial markets.

Concerns over the levels of corporate taxation are high and rising fast, up a further 9% this quarter to 59%.
This is a rise of 25% over the past year as businesses have become increasingly worried about the business tax
burden (see figure on next page). There was also increased concern about the rate of inflation, which was up
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BUSINESS CONFIDENCE AND EXTERNAL CONCERNS
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about the business tax

Corporate taxation as a concern to business in Yorkshire & Humber, 2003- 2008 burden /

8% to 34% this quarter. Concerns about interest rates rose again to 39% which is 7% up on two quarters ago O
but is still below the levels of concern recorded a year ago. Taken together, these figures highlight a desire
from business for the Bank of England to start cutting interest rates at the earliest opportunity.
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LOCAL & REGIONAL PERSPECTIVE

Confidence falls across the region
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e Employment highest in Bradford
e Leeds report greatest confidence in profitability at +6
e Home sales lowest in Hull & Humber at -27

Businesses in Hull & Humber reported particularly weak figures this quarter on a number of key

indicators.

The home sales and employment balances were the lowest in the region and capital investment was joint low-
est alongside Doncaster. Home sales were highest in Mid-Yorkshire although a negative balance was still re-

ported and confidence for future profitability was lower than any other part of the region in this quarter.
Bradford businesses reported the strongest employment balance and second highest level of business confi-
dence behind Leeds. Capital investment was highest amongst Sheffield companies followed by those in Brad-

ford.

The overall pattern was that key indicators were falling into negative territory across most parts of 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
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NATIONAL PERSPECTIVE

BCC say results are ‘alarming’
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Home sales in service sectors by region. 12
Source: BCC Quarterly Economic Survey, Quarter 3 2008.
The British Chambers of Commerce report that Q3 QES results are alarming from a UK per-
spective. Virtually all the key national balances have worsened, and many are in negative terri-
tory.
Coming after worrying Q2 results, the Q3 results point to the UK being in a recession. All the Q3 domestic
balances, sales as well as orders, have moved deeper into negative territory, for both manufacturing and ser-
vices. All firm sizes, in both sectors, show negative Q3 balances, a very disturbing and unusual situation. The
collapse in confidence is a very troubling development. All the confidence balances, turnover as well as profit- British
ability, fell to record lows in Q3, for both manufacturing and services. The export situation is mixed, but trends Chambers of
are disappointing overall. Manufacturing export balances plummeted in Q3. Service export balances rose Commerce

slightly, but remain relatively weak. Investment balances in plant and machinery moved into negative territory

for both sectors. Cashflow balances remain negative. Overall, the Q3 results point to a worsening economic

outlook and rising unemployment.
MORE INFORMATION

* Domestic balances, sales as well as orders, have moved deeper into negative territory, for both manu-

Further details on the BCC Quar-

. . . . . . . . . terly Economic Survey are avail-
All firm sizes, in both sectors, show negative Q3 domestic balances, a disturbing and unusual situation able at:

facturing and services

Manufacturing export balances plummeted in Q3
www.britishchambers.org.uk

All confidence balances, turnover as well as profitability, fell to record lows in Q3, for both manufactur-
British Chambers of Commerce
65 Petty France Street
Cashflow balances remain negative in this quarter London

SWIH 9EU

ing and services

Recruitment dip across sectors

Investment balances in plant and machinery moved into negative territory for both sectors Tel: 020 7654 5800
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NATIONAL PERSPECTIVE
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Manufacturing business confidence (profitability expectations) by region.
Source: BCC Quarterly Economic Survey, Quarter 3 2008.

BCC Director-General David Frost said:

“We are clearly in a very difficult economic period but it is important that we retain a sense of proportion. Many parts

of the business community continue to perform well.

“Confidence is critical and it is vital that businesses are shown leadership. The BCC will be showing such leadership in

the coming months.

“The Government needs to say that business taxes will be cut. The Bank of England need to cut interest rates immedi-
ately and politicians need to get behind our businesses in these challenging times. More than just growth makers — busi-

nesses are critical to our local communities.”
David Kern, economic advisor to the BCC, added:

“Overall, the alarming Q3 results point to worsening dangers of major economic downturn and rising unemployment.
The results support the view that a UK recession has started and the downturn is getting worse. The domestic economy

is under immense pressure.

“The mounting global banking crisis reinforces our view that immediate threats to growth are more critical than dangers
of higher inflation. Without forceful and urgent corrective action, there is a serious danger that the recession will deepen

and cause huge damage.

“The MPC must cut interest rates without delay, with a half per cent cut. Over the next four months, interest rates must

be cut to four per cent as a minimum.

“The Government must put in place a credible framework for dealing promptly with any financial institution that may
experience problems. We need a comprehensive scheme that replaces the current ad-hoc and piecemeal arrangements.

British
Chambers of
Commerce

ORE 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

SWIH 9EU

Tel: 020 7654 5800
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FULL RESULTS: YORKSHIRE & HUMBER

38 ) 40 43 44 44 | 46 44 48 45

3 8 13 5 6 % 2 7 13 I5

EEEEETE > 2 7 0 | [ TeeE o | & 0 e
LA s | 7 s 7
9 | 2 15 8 3|25 15 13 s

2008 2008° 2008° 2007 2007

Remained constant

~

oo i

Remained constant

L

6l 6l 64 65 62 Remained the same 25 25 30 27 26

e > | ¢ 2 2 v R | s v w

I —

Remained constant

32 38 39 42 40
68 62 6l 58 60

I

Remained constant
‘ Recruited staff Yes

No

39 42 43 37 30
53 52 54 59 66

46 50 52 57 56
54 50 48 43 44

Balance 31 36 39 32 26

EEENEETTNN > [ ¢ = % ¢ e[ n v

e > |t s 7 I 5 | o v o« 4
% | 31 3 3 s w3 3 3 »

“leo © o » ORI | s o

i Y
2|0 s s S ree———————T 5k
wlw 4 % 7| e 0w

Business rates 25 24 24 23 16

ntlation
ompetition

16 16 14 5 21 Corporate taxation 59 | 50 4 38 34
17 5 16 14 IS Al figures in %

Economic Review Yorkshire & Humber, Third Quarter 2008 15




