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October 291" is the presentation of the Chancellor of the Exchequer’s 2018 Budget to Parliament — the last Budget before the UK’s proposed formal exit from the EU on the 29" March 2019. The UK
and the EU have yet to agree on issues such as the Irish border and customs agreements, and Prime Minister Theresa May’s talks with the EU in the next few weeks could make the difference
between a relatively smooth departure from the bloc and a no-deal exit. Meanwhile, Britain’s long hot summer helped boost its economy in the three months to August, according to data published by the
Office for National Statistics. The economy grew 0.7% during the three months ending in August, while national statistics also show that the labour market remains robust, driven by growth in full-time jobs.
Surveys of local firms’ recruitment intentions have also risen this month, reflecting a tighter labour market. In the 12 months up to March 2018, unemployment stood at 4.9% in GM, down from 6.9% in the 12
month period up to June 2016. However, unemployment in GM still stands above national and regional rates, and the number claiming unemployment/underemployment benefits have risen to a four year high.

Macro-Economic Trends & Developments

The North West — along with Wales — jointly led regional business activity growth in
September 2018, with the regional PMI for the NW rising to 55.6, from 54.2 in August
(above 50 = growth). This marked a second consecutive month of improvement in the NW,
and puts business sentiment in the region back above pre-referendum levels (55.5) for the
first time since February 2018.

According to monthly estimates from the Office for National Statistics (ONS), UK
GDP grew by 0.7% in the three months to August 2018 (Jun-Aug), matching the
upwardly revised 0.7% growth recorded in the previous three months (May-June). The
services sector had a rolling three-month growth of 0.5%, resulting in a large positive
contribution to headline GDP growth. The production industries and construction also had
positive contributions to GDP growth, with rolling three-month growths of 0.7% and 2.9%,
respectively.

Policy, Trade, & Regulation

The Chancellor of the Exchequer will present his Budget to Parliament on Monday
29th October 2018 setting out government spending plans over the next year. This is
three weeks earlier than last year, brought forward to fit around Brexit negotiations.

The EU’s Chief Brexit Negotiator Michel Barnier has said that the EU had refined its
planned “backstop” solution for Ireland, identifying solutions that would avoid a hard
customs border between Northern Ireland and the rest of the UK.

Secretary of State for Exiting the EU Dominic Raab has announced in a House of Commons
statement that any extension of Britain’s participation in the customs union— seen as key to
guaranteeing no hard border in Ireland — would have to be “temporary, limited and finite”.

For more information, please contact:
Matt Mirecki, Lead Analyst — GMCA Economics Team
matthew.mirecki@greatermanchester-ca.gov.uk

Key Sectors & Business Investment

Research with GC Business Growth Hub clients in the 3 months to the end of September 2018 shows a
cautiously improved picture around business hiring and investment plans. Businesses are showing a
slightly brighter outlook around hiring plans (with 4% planning to increase hiring, up from <1% in the
previous quarter (April-June)), as well as investment plans (with 8% planning to increase investment
compared to 2% in the previous quarter). In both cases, however, the majority of businesses responded that
their plans remain unchanged.

The end of the third quarter saw a mild improvement in the performance of the UK manufacturing sector, with
the UK Manufacturing PMI rising to 53.8 in September from an upwardly revised 53.0 in August.

September data pointed to another solid increase in business activity across the UK service sector, with the
rate of growth easing only slightly since August. The UK services PMI posted 53.9 in September, down
from 54.3 in August.

The underlying trend in the retail industry — as suggested by the three-month on three-month measure —
is one of growing sales, with the quantity bought in the three months to August increasing by 2.0%
when compared with the previous three months, with continued growth across all sectors.

Property and Housing

July 2018 housing sales data from the Land Registry show that the vote to leave the EU has had little
impact on house prices in Greater Manchester. House price growth in GM also accelerated recently, and
overall prices in GM have risen faster than national and regional averages since the referendum.

Economic inclusion

Trends in unemployment since the referendum broadly reflect previous long-term trends, with an overall
decline in ILO unemployment rates in GM (to 4.9% in the 12 months to March, compared to 6.6% pre-
referendum). Unemployment in GM however is still above national and regional rates; and numbers of
Job Seekers Allowance (JSA) and related universal credit claimants continue to rise.

The Consumer Prices Index and Household Finance Index both indicate a continued rise in consumer
costs and resultant squeeze on household finances, with living costs rising faster than wages.
Recent rises in costs have been driven in particular by rising transport costs.


mailto:louis.richards@greatermanchester-ca.gov.uk
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According to monthly estimates from the Office for National Statistics (ONS), UK GDP grew by 0.7% in the three months to August 2018 (Jun-Aug), matching the upwardly revised 0.7% growth

recorded in the previous three months (May-June). The services sector had a rolling three-month growth of 0.5%, resulting in a large positive contribution to headline GDP growth. The production industries
and construction also had positive contributions to GDP growth, with rolling three-month growths of 0.7% and 2.9%, respectively.()

The Bank of England’s Agents Report for Q3 2018 indicated rising (although still modest) consumer spending boosted by good weather, slowing manufacturing output and exports, rising business

uncertainty around Brexit (particularly for investment plans), and recruitment difficulties resulting in higher average pay settlements. The Bank also left interest rates on hold at 0.75% in September,
although highlighted concerns around ‘greater uncertainty’ in the future in light of Brexit and the increasing possibility of no deal.(@3

UK International Trade

. The total UK trade deficit (goods and services) narrowed by £4.7 billion to £2.8 billion
in the three months to August 2018; this was driven by a £3.5 billion narrowing of the goods
deficit, but mitigated somewhat by a £1.1 billion widening of the services surplus.®

EU Trade

. The UK was a net importer from the EU in
August 2018, with imports exceeding
exports by £7.0 billion.®)
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Non-EU Trade

. The UK was a net importer from non-EU
nations in August 2018, with imports
exceeding exports by £3.3 billion.®)
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IHS Markit Regional Purchase Managers’ Index (PMI)
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The North West — along with Wales — jointly led regional business activity growth in September
2018, with the regional PMI for the NW rising to 55.6, from 54.2 in August (above 50 = growth). This
marked a second consecutive month of improvement in the NW, and puts business sentiment in the
region back above pre-referendum levels (55.5) for the first time since February 2018. All other regions
shown in grey below.

Businesses surveyed up and down the country reported a steep rise in their costs in September, due in
part to the recent upturn in oil prices and a subsequent increase in the cost of fuel.®
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Key Sectors & Business Investment

Business Investment & Hiring

Research with GC Business Growth Hub clients in the
3 months to the end of September 2018 shows a
cautiously improved picture around business
hiring and investment plans. Businesses are
showing a slightly brighter outlook around hiring
plans (with 4% planning to increase hiring, up from
<1% in the previous quarter (April-June)), as well as
investment plans (with 8% planning to increase
investment compared to 2% in the previous quarter).
In both cases however, the majority of businesses
responded that their plans remain unchanged.(”

Greater Manchester Chamber of Commerce

GMCA

What impact is Brexit likely to have on your hiring plans?
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What impact is Brexit likely to have on your investment plans?

Decrease Remain the Decision Increase ,
. . Don’t know
investment same put on hold investment
3% 65% <1% 8% 23%
3% 71% <1% 2% 23%
Retail Sales

The GM Chamber of Commerce’s Q3 2018 Quarterly Economic Survey reported a continued upturn in both manufacturing and construction in
Greater Manchester, although services experienced a slightly surprising drop, mirroring other survey results and a slowdown in financial services.
Construction orders over the next quarter are anticipated to grow, but manufacturing orders appears to be slightly cooling off. Services orders are
now back down to start of the year levels, which may reflect some early Brexit impact associated with financial/legal deferments.(®)

IHS Markit/CIPS Manufacturing & Services PMIs®

The end of the third quarter saw a mild improvement in
the performance of the UK manufacturing sector, with
the UK Manufacturing PMI rising to 53.8 in
September from an upwardly revised 53.0 in August
(above 50 = growth).

Rates of expansion in output and new orders gained
traction, while the trend in new export business saw a
modest recovery following August's solid contraction. On
the price front, rates of input cost and output charge
inflation both strengthened.(®)

September data pointed to another solid increase in
business activity across the UK service sector, with the
rate of growth easing only slightly since August. The UK
services PMI posted 53.9 in September, down from
54.3 in August. However, the latest reading was still
above the 50.0 no-change value and slightly stronger
than the average in 2018 so far (53.6).(10)
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The volume (not value) of retail sales grew by 0.3%
in August 2018 compared to July 2018, with increases
across all sectors except food, clothing and petrol.

The underlying trend in the retail industry — as
suggested by the three-month on three-month measure
—is one of growing sales, with the quantity bought
in the three months to August increasing by 2.0%
when compared with the previous three months, with
continued growth across all sectors.(1)
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Policy, Trade, & Regulation
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Budget

The Chancellor of the Exchequer will present his Budget to Parliament on Monday 29" October 2018, three week earlier than last
year to fit around Brexit negotiations, setting out government spending plans over the next year. The plan is expected to address
issues raised at the conservative conference such as ongoing austerity and funding for public services, as well as personal income
allowances and the government’s universal credit scheme. (12

However, the Democratic Unionist Party's 10 Westminster MPs have threatened to vote down the Budget if they are unhappy about
the government's Brexit plans. The party has said any post-Brexit customs or regulatory border in the Irish Sea would be unacceptable
and that it would oppose the October 29" Budget in response.(®3)

Irish Border

The EU’s Chief Brexit Negotiator Michel Barnier has said that the EU had refined its planned “backstop” solution for Ireland,
identifying solutions that would avoid a hard customs border between Northern Ireland and the rest of the UK.

Mr Barnier said that Brussels was sticking to the broad thrust of its backstop plan, which would see Northern Ireland stay in the EU single
market and customs union even once the UK has left, but he stressed that the proposals did not pose any territorial or constitutional threat
to the UK.(4)

Customs Union

Secretary of State for Exiting the EU Dominic Raab has announced in a House of Commons statement that any extension of Britain’s
participation in the customs union — seen as key to guaranteeing no hard border in Ireland — would have to be “temporary, limited and finite”.
However, Mr Raab’s statement will have to be reconciled with an insistence in Brussels that a final deal would have to provide a lasting
guarantee that Brexit will not result in a return to a hard north-south border in Ireland.

Brexit: Six Months to Go

The Institute for Government has published a paper entitled Brexit: Six Months to Go which looks at the progress made in
delivering Brexit since the EU referendum and what to expect with just six months until the UK is scheduled to exit the EU. The paper
examines the three main challenges of negotiation, legislation and implementation.

The paper notes that the Prime Minister “faces major political hurdles” to realising a “smooth and orderly” Brexit, and highlights that March
2019 “is not the end of Brexit”, with the much more difficult task of agreeing a future relationship with the EU and implementing it yet to come
following any deal the UK reaches on withdrawal before December 2020.(16)

Future of European Funding in Greater Manchester

From 2014-20 the Greater Manchester allocation of ERDF and ESF totalled €405m, for which the European Commission has announced the
region will continue to be eligible until 2020/21. UK organisations have been advised to continue bidding for EU funding of all types,
with the UK Government underwriting the continued payment of any successful funding application, even when projects are
approved after the UK leaves the EU. In their recent ‘no deal’ technical notices, the government has reiterated that they will guarantee any
funding secured before 29t March 2019 and continue all allocated 2014-20 ESF and ERDF funding, even in the event of a no deal. Current
proposals for the EU and UK’s future relationship also allow scope for the UK to continue in certain EU funding and science schemes as a
‘third country’.

Brexit - Key Dates

18th October
2018

Late October
2018

13th
December
2018

21st January
2018

29th March
2019

3lst
December
2020

EU summit during which both the UK
and EU hope to agree an outline of the
future UK-EU relationship.

Deadline set by the EU’s chief
negotiator Michel Barnier as the point
by which Brexit negotiations must have
concluded to give the EU time to sign
off on the deal. It is expected UK
parliament will need to have also voted
on this final deal prior to this.

Final EU summit of 2018. A possible
fallback option if the October deadline
is not reached.

If no deal is agreed, the Prime Minister
must announce a ‘no deal’ by this date
giving MPs 14 days to vote on a plan of
action, being leaving with no deal,
seeking an extension of Article 50, or
holding another referendum.

Britain's formal exit from the EU, two
years following the trigger of Article 50.
In the case of a ‘no deal’, all current EU
legislation and agreements would
cease to apply from this date in the
absence of any other arrangements.

Planned end of the proposed Brexit

transition period. Until this date, the UK
will essentially function as if a member
of the EU (including continuing current
funding and regulatory arrangements).
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Housing sales

July 2018 housing sales data from the Land Registry shows that the vote to leave the EU has had little impact on house prices in GM, with post-referendum trends in house prices roughly in line

with pre-referendum trends. London has however seen flatter growth since the referendum, although price growth has picked up in London in recent months. House price growth in GM has also accelerated
recently, and overall prices in Greater Manchester have risen faster than national and regional averages since the referendum.®?
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Economic Inclusion

I
Unemployment and Claimant Count

Trends in unemployment since the referendum broadly reflect previous long-term trends, with
an overall decline in ILO unemployment rates (the standard definition of unemployment).

In the 12 months up to March 2018, unemployment stood at 4.9% in GM, down from 6.9% in
the 12 month period up to June 2016. However, unemployment in GM still stands above
national and regional rates, despite falling at a faster rate during the last 12 months. (9

Numbers of people claiming unemployment / underemployment benefits (Job Seekers
Allowance and related Universal Credit) in GM have however risen to their highest levels in
over four years in August, up 580 (1.1%) on the previous month to 54,015 people, with rises in
all age groups.

The total number of claimants is 16.6% (7,685) higher than pre-referendum levels. As a
proportion of the working age population, the number of claimants has also risen to 3.0% from
2.6% in June 2016, mirroring national and regional trends. (29

Due to recent changes to unemployment benefits and the roll-out of Universal Credit in GM over the last year, long-term trends in
claimant counts should be treated with caution. Greater numbers may be moved onto certain types of benefits or be expected to find
additional work and may appear in counts, while total unemployment rates may not change. ILO unemployment rates are unaffected.

ILO Unemployment Rate (% of economically active population aged 16-64)
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Household Finances

Number of Claimants

The Household Finance Index (HFI) —
which tracks Britons’ sense of financial
wellbeing - reveals a continued
although relatively softer squeeze on UK
household finances. September's HFI
remained at the August level of 45.9 (below
50 signals deterioration). Though
employment incomes continued to grow,
uncertainty about job security also
intensified.(@)

The Consumer Prices Index (CPI-H) 12-
month inflation rate was 2.4% in August
2018, up from 2.3% in July, indicating a
continuing rise in consumer costs.
Transport fares continued to make the
largest upward contribution to inflation.(22)

3.0%

2.5%

2.0%

1.5%

1.0%

0.5%

0.0%

Aug '15

Dec '15

Apr '16

EU Referendum

Aug '16

Dec '16

e Consumer Price Index

(inc. owner-occupier

housing costs)

Apr '17

Claimant count (JSA and related UC) in GM by age group

55,000 :

50,000

45,000

40000 [EACEEY

35,000

30,000

25,000

20,000

15,000

10,000

5,000 [AS[=]eMECERL:!
0 |
4 a a 3 3 S ] 2
8 & § & 5 2 8

©
s
3]
o)
(@)

Feb '17

Apr'17

Jun '17

Aug '17

Oct '17

Dec '17

Aug '17

Feb '18

Dec '17

Apr '18

Apr '18

Jun '18

Aug '18

Aug '18



BOLTON MANCHESTER ROCHDALE STOCKPORT TRAFFORD
SO u r C eS BURY OLDHAM SALFORD TAMESIDE WIGAN

Section Sources

. ONS (10 October 2018): Statistical bulletin: GDP_monthly estimate, UK: August 2018

. Bank of England (13 September 2018): Agents' summary of business conditions - 2018 Q3

Macro-Economic Trends & . BBC News (13 September 2018): Bank of England leaves rates on hold amid Brexit uncertainty

Developments

. ONS (10 October 2018): UK trade: August 2018

. HMRC (10 October 2018): Overseas Trade Statistics - Non-EU and EU Trade: August 2018

o o A W N B

. IHS Markit / NatWest UK Regional PMI (8 October 2018): “Wales outperforms all other UK regions for business activity growth in third quarter’

7. Manchester GC Business Growth Hub (end-September 2018 snapshot): Internal Survey of Client Companies

8. Greater Manchester Chamber of Commerce Quarterly Economic Breakfast, 28 September 2018
Key Sectors & Business

Investment 9. Markit/CIPS UK Manufacturing PMI (1 October 2018): “UK manufacturing growth improves at end of third quarter ”

10. Markit/CIPS UK Services PMI (3 October 2018): “Solid rate of service sector growth maintained in September, but input costs rise sharply ”

11. ONS (20 September 2018): Retail sales, Great Britain: August 2018

12. BBC (10 October 2018): “DUP 'could vote against the Budget' over Brexit deal”
13. FT (10 October 2018): “Unionists issue Budget threat to Brexit deal”

Policy, Trade, & Regulation 14. FT (10 October 2018): “EU has refined planned backstop solution for UK and Irish border: Barnier”

15. FT (9 October 2018): “Raab vows to curtail keeping UK in customs union*

16. Institute for Government (17 September 2018): “Brexit: six months to go”

17. HM Land Registry (19 September 2018): House Price Index Database: July 2018

Property & Housing
18. Markit/CIPS UK Construction PMI (2 October 2018): “Weakest rise in construction output for six months in September”

20. ONS (2018): Labour Force Survey (model based estimates of unemployment), accessed October 2018

21. ONS (2018): Claimant count (combined Job Seekers Allowance and unemployment element of Universal Credit), accessed October 2018

Economic Inclusion
22. IHS Markit Household Finance Index (17 September 2018): “Household finance index remains close to survey-high in September, supported by continued growth in employment incomes”

23. ONS (19 September 2018): Consumer price inflation UK: August 2018



https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpmonthlyestimateuk/august2018
https://www.bankofengland.co.uk/agents-summary/2018/2018-q3
https://www.bbc.co.uk/news/business-45508563
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/bulletins/uktrade/august2018
https://www.uktradeinfo.com/Statistics/OverseasTradeStatistics/Pages/EU_and_Non-EU_Data.aspx
https://www.markiteconomics.com/Public/Home/PressRelease/3b66306ed7584d15a46aad546e0c0a42
https://www.markiteconomics.com/Public/Home/PressRelease/3b66306ed7584d15a46aad546e0c0a42
https://www.markiteconomics.com/Public/Home/PressRelease/baf2b9734d8d4194a8d5a39f0f26a3f4
https://www.ons.gov.uk/businessindustryandtrade/retailindustry/bulletins/retailsales/august2018
https://www.bbc.co.uk/news/uk-politics-45806063
https://www.ft.com/content/2c2a1734-cc89-11e8-9fe5-24ad351828ab
https://www.ft.com/content/0442189a-cca5-11e8-b276-b9069bde0956
https://www.ft.com/content/b4fa0538-cbcb-11e8-9fe5-24ad351828ab
https://www.instituteforgovernment.org.uk/publications/brexit-six-months-go
https://www.gov.uk/government/collections/uk-house-price-index-reports#july-2018
https://www.markiteconomics.com/Public/Home/PressRelease/fe7a000f87c44eb1a28cfffb5f069d4b
https://www.nomisweb.co.uk/
https://www.nomisweb.co.uk/
https://www.markiteconomics.com/Public/Home/PressRelease/1d1345232e614b239cd3859bd3f82297
https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/august2018

