
Local Quarterly Business  
Bulletin Summary Summer 2019

With thanks to the wider business community in the HotSW LEP 
area, for providing feedback about what are the important issues for 
you this quarter and your impressions on the local economy. 

And particularly to the following business  
groups who have kindly shared their data  
and thoughts in this Bulletin.
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Welcome to Heart of the South West’s first Business Bulletin. I am extremely 
grateful to our partner organisations who have helped bring this together and 
who represent over 25,000 businesses across our patch. This analysis includes 
a snapshot of some of the key business surveys from across our area, and at 
the back of the bulletin you will find a summary of the feedback from the wider 
business community about what their key issues are at this time.  

We will be publishing the Bulletin quarterly and I believe it provides a 
comprehensive summary of business sentiment across the Heart of the 
South West, as well as showing the national context. I hope it will be useful in 
supporting businesses and local and national policy makers to make informed 
decisions that reflect the challenges and opportunities of our area.

In future editions, we will include more economic data and much of this will be 
updated on an annual basis rather than quarterly, which is why the sentiment 
from the business community is so important. Below I have set out the key 
findings from this first edition. 

Nationally

It almost goes without saying that the climate is uncertain and challenging but the 
Bulletin shows there is some nuance in this. Overall, the national picture is one of 
business and consumer confidence reducing and there is emerging evidence of 
later payments beginning to create cashflow problems for businesses. Despite the 
challenges, growth remains but the pace is slowing. There is improved sentiment 
amongst exporters, though overall export levels are reported as falling.

Heart of the South West

• Within the Heart of the South West the picture of growth remains;  
although at lower levels, and this is also reflected with manufacturing 
showing noticeable declines

• Business investment has remained relatively steady to date, though  
the sentiment is that this is showing a decline in the coming months

• Local businesses continue to report that finding the right skilled 
labour is more challenging. This has been a long standing issue, but 
the problem is becoming particularly acute and across most sectors

• Anecdotally we are hearing that some businesses have very strong order 
books, but that clients are choosing to delay the start of the project 

• Increased costs of staffing and growth in input prices are  
pressuring margins

• In the farming sector there has been a significant downward move  
in beef and lamb prices, and together with the rising costs this is  
threatening profits in the sector.

So not surprisingly, the short term picture is increasingly challenging.  
For the LEP, this underlines the importance of continued investment in 
growing productivity in our area through better transport connections, 
better broadband connections, better levels of skills, better levels of 
entrepreneurship, innovation and exports. This will ensure that businesses 
here are best placed to weather whatever the economic challenges are 
now and in the future, and are well placed to maximise on the substantial 
opportunities that exist in key areas such as the growing application  
of data analysis and artificial intelligence.

We have submitted our Local Industrial Strategy to Government that sets 
out the key opportunities and are working with Government to finalise 
this in the next few weeks – more information can be found at  
https://heartofswlep.co.uk/about-the-lep/strategies-and-priorities/local-
industrial-strategy/

An Economy in Stasis - Executive Summary

What the local business community are telling us

David Ralph HotSW LEP Chief Executive
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The Office for National Statistics (ONS)

ONS GDP First Quarterly Estimate, UK: April to June 2019 https://
www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/
gdpfirstquarterlyestimateuk/apriltojune2019

ONS Labour Market Overview: August 2019 https://www.ons.gov.uk/
employmentandlabourmarket/peopleinwork/employmentandemployeetypes/
bulletins/uklabourmarket/august2019

UK GDP contracted by 0.2% in Q2 2019, having grown by 0.5% in the first 
quarter of the year. This is weaker than market expectations and the latest 
Bank of England forecast, which were for a flat Quarter 2. The UK economy 
grew by 1.2% compared with the same quarter in the previous year, a slowing 
from 1.8% in Quarter 1 (Jan to Mar) 2019.

The path of GDP and some of its components has been particularly volatile 
through the year so far, largely reflecting changes in timing of activity related 
to the UK’s original planned exit date from the EU in late-March. There is 
evidence that stockpiling was taking place in the first quarter of the year, which 
provided a boost to GDP, with the latest figures showing that these increased 
stock levels were partly run down in Q2 2019. Furthermore, it was also 
reported that a number of car manufacturers had brought forward their annual 
shutdowns to April as part of contingency planning. 

In Q1 2019, the UK’s employment rate was 76.1%, the highest estimate on 
record, while the unemployment rate fell to 3.8% – the lowest rate since Q4 
1974. Despite such strong employment levels, average weekly earnings inc. 
bonuses increased by just 3.1% compared to a year earlier. On top of modest 
pay growth, households continued to rein in their borrowing in April, and the 
y-o-y growth rate of consumer credit is now 5 ppts below its peak of Nov 2016, 
with household borrowing in the midst of a cyclical downswing.

Bank of England (BoE)

BoE Inflation Report: August 2019 https://www.bankofengland.co.uk/
inflation-report/2019/august-2019 

Since May, global trade tensions have intensified and global activity 
has remained soft. This has led to a substantial decline in advanced 
economies’ forward interest rates and a material loosening in financial 
conditions, including in the UK. An increase in the perceived likelihood of 
a no-deal Brexit has further lowered UK interest rates and led to a marked 
(4%) depreciation of the sterling exchange rate.

Evidence from companies suggests that uncertainty over the UK’s 
future trading relationship with the EU has become more entrenched. 

Purchasing Manufacturers’ Indices have fallen across a number of 
advanced economies over the past year. But the UK’s composite output 
PMI is now at the bottom of a range of advanced economies, so the 
weakness is likely to also reflect an increase in Brexit-related uncertainties. 
One area of the economy where this effect may be apparent is in business 
services and finance, where output growth has slowed sharply. Evidence 
from the Bank’s Agents suggests that a dampened appetite for investment 
in the UK has led to weaker demand for related professional services. The 
UK’s financial account does show unusual weakness in foreign inflows 
of direct and portfolio investment in Q1. The labour market remains tight. 
Annual pay growth has been relatively strong. Consumer spending has 
remained resilient. CPI inflation (inc. households) was 2.0% in June and 
core CPI inflation was 1.8%.

The National Picture 

Summaries and extracts from key reports 
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Federation of Small Businesses (FSB)

FSB Voice of Small Business Index: Quarter 2 2019 https://www.fsb.org.uk/
docs/default-source/fsb-org-uk/fsb-sbi-q2-2019-final.pdf?sfvrsn=0

The UK economy experienced a notable uptick in economic growth in the 
first quarter of 2019. Indeed, while the latest quarterly data are superficially 
quite impressive, much of the reported increases in output were caused 
by businesses building up stockpiles of either imported inputs, for their 
production processes, or their own finished products. The UK has also felt the 
impact of a slowdown in growth around the world. 

Combined with uncertainty over Brexit, this has knocked the confidence 
of consumers and businesses alike. The combination has also had a 
profound impact on business investment, which fell every quarter in  
2018, and is down by 1.4% when compared to the same period last year.

This lack of investment and consumer borrowing continues despite the Bank 
of England holding interest rates at just 0.5%. The annual rate of growth in 
the Consumer Prices Index (CPI) was 2.1% in April, up 0.2 percentage points 
from March, and now sits above the BoE target. Although some inflationary 
pressure is starting to build, it is likely to be tolerated by the BoE while the 
exact nature of the UK’s future trading relationship with the EU is clarified. 
Businesses are likely holding back large capital investments for the same 
reason. As a consequence, UK productivity and growth are probably going  
to remain sluggish.

Business confidence among small firms fell back in Q2 2019 after a small rise 
in the previous quarter. The UK Small Business Index sits at -8.8, a decline of 
3.8 points from the first quarter of 2019. Year-on-year, the index fell by 21.7 
points, its largest annual drop since Q3 2016, when a fall of 23.2 was recorded 
in the wake of the EU referendum. 

The National Picture 

– a summary of and extracts from key reports
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HotSW’s Opportunity Sectors - Sector Size (Real GVA, £m - 2017)

Agritech

Real Sector GVA growth (% ch. 2014-17)

Health & Care Services
Tourism & Hospitality

Aerospace
Food & Drink

Photonics & Electronics
Creative Industries

Defence
Environmental Industries

Marine
Advanced Manufacturing & Engineering

Energy
Digital Technologies

Construction
Medical, Health & Life Sciences

-14%
-7%
-3%
-1%
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5%
5%

8%
11%

15%
16%
17%

21%
25%

Real (CVM, 2016 prices): 
34.7bn 

(+0.6% v. UK 
+1.9% on 2016)

Nominal (CP): 
£35.3bn 

(2.2% v. UK +3.7% 
on 2016)

Nominal GVA per hour worked: £27.9 
(82.9% of the UK average); +2.9% 2016 to 2017 v. UK +2.5%
Real GVA per FTE job: £44,084 
(73% of the GB average); -1.2% 2016 to 2017 v. GB +1.2% 

FTE Jobs: 721,378; +1.9% 2016 to 2017 v. GB +0.6%

Gross median FT wages per week (workers): £498.3 
(87.6% of the UK average); +2.0% 2017 to 2018 v. UK +3.5%

Overview of HotSW’s Economy

Productivity

FTE Jobs

Earnings

GVA (2017)

INCLUSIVE
GROWTH

Earnings 
(bottom 25% 
of working 
residents)

Household
Income

Gross median FT wages per hour week (residents): £383.3 
(93% of the UK average); +2.6% 2017 to 2018 v. UK +3.1%

Gross Disposable Household Income (GDHI) at current basic 
prices per head: £18,071 p.a. 
(92.6% of the UK average); -0.08% 2016 to 2017 v. UK + 0.99%
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The table below shows the business confidence (the UK Small 
Business Index) and reflecting the year-on-year position. 
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ICAEW

ICAEW UK Business Confidence Monitor: Q3 201. https://www.icaew.com/-/
media/corporate/files/technical/economy/business-confidence-monitor/2019/
icaew-bcm_report_q3_2019.ashx

Confidence is higher, on average, in Q3 than in Q2 2019, but there is a clear 
downward trend within the year. 

Export growth has dipped, partly because of slower growth in the global 
economy. Companies expect that export growth will improve, despite the 
challenges created by Brexit. The number of companies running with spare 
capacity is now at 57%, and one in five businesses say that late payments 
are a growing challenge for their businesses. Regulations remain the fastest 
growing business issue, although less markedly than in recent quarters.

Costs are outpacing prices, and companies are therefore restricting 
employment growth to less than the increase in their sales volumes.  
New labour-saving technology is likely to be one factor making that possible. 
Profits are growing slowly, and with subdued confidence, investment is 
suffering. The increase in capital investment in the last year is the weakest 
since Q3 2011.

Negative business sentiment is now apparent in every business  
sector, with the sole exception of IT and Communication. 

Confidence is less negative among SMEs than among quoted companies, 
although the difference is not large. More striking is that a larger proportion 
(24%) of SMEs say that late payments are a growing challenge than is the case 
for quoted companies (13%).

British Chambers of Commerce Quarterly Economic Survey (QES)

BCC Quarterly Economic Survey (QES): Q2 201. https://www.chamberelancs.
co.uk/2019/07/bcc-quarterly-economic-survey-q2-2019/

“Over the last three months, the Brexit ‘pressure valve’ has loosened  
a little for some firms, but the overall picture is still one of an economy  
in stasis.” Dr Adam Marshall, Director General, BCC

The Quarterly Economic Survey (QES) examines business sentiment on a 
range of forward looking indicators, including investment intentions, turnover 
confidence, and prices. In Q2 2019, these indicators point to the impact that 
relentless Brexit uncertainty, rising business costs and tougher global trading 
conditions are having on the UK economy, with continued weakness in the QES 
investment, cash flow, and domestic and export orders balances.

In Q2 2019, 10% more manufacturers reported growth in domestic sales than 
contractions – this is down from a balance of 15% in favour of growth in Q1. 
Services firms, on the other hand, were more likely to report growth in domestic 
sales in Q2 than in Q1, with a balance of 17% in favour of growth compared to 10% 
the previous quarter. The picture is similar in terms of export sales. Nevertheless, 
compared to the same time last year, both domestic sales and exports have 
continued to decline both for UK manufacturers, and for services firms.

“The continued weakness in the balance of firms reporting improved 
orders – both domestic and export – highlight the downward pressure 
firms face from the running down of excess stock, deteriorating 
global trading conditions and rising cost pressures.” 
Suren Thiru, Head of Economics, BCC

The National Picture 

– a summary of and extracts from key reports



Heart of the South West Quarterly Business Bulletin

Summer 2019 ︲ 7

ICAEW Business Confidence Index (BCI)

ICAEW Business Confidence Monitor: South West, Q2 2019  
https://www.icaew.com/technical/economy/economic-insight/business-
confidence-monitor-regional/south-west

For the 4th consecutive quarter, the BCI in the South West is firmly 
negative, at -17.2. Businesses are facing a range of challenges, 
particularly in the labour market. The proportions of businesses citing the 
availability of non-management skills (27%) and staff turnover (23%) as a 
rising issue are both up from last year. This is likely to reflect tightness in 
the labour market. Indeed, the latest ONS Labour Force Survey data give 
an unemployment rate of just 2.4% in the three months to March 2019, 
the lowest across all UK regions. 

Companies report more subdued domestic sales growth than  
a year ago. 

Domestic sales are rising by 2.7% in Q2 2019, compared to 4.5% a year 
earlier. Exports are faring a little better, increasing by 4.5% over the past 
year, compared to 2.9% a year ago. Given the sluggishness of domestic 
sales growth, businesses are struggling to achieve substantial increases 
in selling prices, with a rise of just 1.6% this year. This is notably slower 
than input price inflation (2.3%) and total wage growth (2.4%). 

Combined, all these factors are hindering profits, which 
are up by 3.3% year-on-year in Q2 2019, compared to 
3.9% last year. 

Despite these developments, the rate of investment 
growth remains broadly similar to a year ago. However, 
in the year ahead businesses look set to be markedly 
more restrained in their investment behaviour. Growth 
in R&D spending is expected to slow from 1.9% this 
year to just 0.4%. Companies also foresee a similar 
weakening in capital investment growth, from 2.2%  
this year to 0.8% in the coming 12 months. Businesses 
in the South West are also cautious about exports, 
which they expect to rise at the more modest rate  
of 3.3% in the year ahead. They are more bullish, 
however, in terms of domestic sales growth, projecting 
an increase of 4.9%. They expect this acceleration  
in domestic sales, if achieved, to help support  
a 5.1% rise in profits.

The Local Picture 

Summaries and extracts from key reports
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Federation of Small Businesses, Small Business  
Index (SBI) – with the Devon & Somerset branches

Pessimism across the board, as y-o-y confidence falls across all regions. 
Scottish small businesses recorded the largest q-o-q improvement 
in sentiment in Q2 2019. Increases were also recorded in the South 
West (+13.4 to an SBI of -4), the West Midlands (+8.8) and Wales (+4.4). 
Despite the large quarterly swing, all regions saw confidence fall 
compared to Q2 2018.

The map opposite shows how the confidence in the SW  
compares to other FSB areas. 

As the Article 50 deadline for the UK to leave the EU was extended, and 
Parliament indicated it was not willing to accept a no deal outcome on 29 
March or 12 April that could have caused major disruption to business, 
it is possible that this inspired a major confidence boost among 
businesses. 

Nevertheless, the continuation of political uncertainty and  
slow economic growth are taking their toll across the board  
as confidence weakens in all parts of the UK.

The Local Picture 

– a summary of and extracts from key reports
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IHS Markit Economics / NatWest Purchasing Managers’ 
Index (PMI)

NatWest South West PMI: July 2019  
https://cdn12.contentlive.
co.uk/39536eb663e14431ac38982fa2b83338:static/pdf/6276_nw_pmi_
south_west_july2019.pdf?versionId=O2bA7tyV1JugXEIxlHYNTY_SOjcf.
OYD

Latest survey data indicated that business conditions remained relatively 
weak across the South West private sector in July. The NatWest PMI 
survey showed that business activity across the region fell at the 
steepest rate since October 2012. The sustained drop in output was 
widely linked to softer market conditions and muted customer demand. 
Total new business placed with South West private sector companies 
declined for the 5th month in a row. According to a number of monitored 
companies, Brexit-related uncertainty and delayed decision-making 
among clients had hampered sales. Furthermore, both manufacturers 
and service providers in the region noted lower order volumes.

A lack of new orders underpinned a further fall in outstanding business 
at South West private sector firms during July. Greater staffing costs and 
a weak sterling exchange rate were linked to a further marked increase 
in average input costs during July. This was despite the rate of inflation 
slipping to a near three-year low. Consequently, prices charged by 
private sector firms in the South West rose again. 

Subdued demand conditions and efforts to contain costs  
meanwhile led firms to reduce their headcounts for the first  
time since April.

SWMAS – Manufacturing Barometer

SWMAS Manufacturing Barometer Summer 2019-20 (Q1):  
South West Report.  
https://www.swmas.co.uk/sites/default/files/2019-20%20Q1%20Summer%20
Manufacturing%20Barometer%20South%20West%20Report.pdf

Actual performance of manufacturing businesses in the last six months 
continues to underline the challenge Brexit and its associated 
uncertainty presents throughout the sector. 

Nearly a quarter of SME manufacturers experienced a reduction in sales and 
a third experienced a loss in profits. Moving towards a fifth of manufacturers 
reduced investment in machinery or premises, and nearly a fifth registered 
their active reduction in staff numbers. 

Looking ahead to what the next six months holds shows gritty determination 
as just over half of the South West’s SME manufacturers continue to 
anticipate an increase in sales, and the number forecasting recruitment  
of new staff recovers somewhat to 45% after last quarter’s plummet. 

Draw a trend line through the reported findings across sales, profits, 
investment and recruitment, and there is no doubt that the swing in 
performance continues to move downward. It is therefore unsurprising 
that nearly 20% Barometer respondents reference the need for certainty 
and nearly 15% define their immediate aspiration as ‘survival’.

The Local Picture 

– a summary of and extracts from key reports
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Where recruiting new skilled and motivated people into the business 
could be a strategy to enable growth, over 50% are finding this difficult 
(largely due to talent shortages, and attitude and salary expectations 
of the candidates) – just 2% say it is easier than this time last year. This 
suggests pragmatism and a shift in focus internally on what they already 
have and on three core areas vital to driving productivity: people, products 
and processes. Out of this, development of existing people and existing 
processes is getting the bulk of the attention, but there is also a desire 
to develop new products (a likely catalyst for new sales). This focus is 
reflected when you look at manufacturers’ staffing strategies: nearly 70% 
say they will be deploying strategies to support the development of their 
existing people.

NFU ‘State of the Farming Economy’ with the  
Devon and Somerset branches

The UK farming industry’s contribution (measured through Gross Value 
Added (GVA) to the national economy fell in 2018 by 6% to £9.6bn. 
The last quarter has seen virtually all farm gate prices under pressure, with 
the exception of dairy, which remains broadly static. The HotSW area has 
a large number of beef and sheep farmers and they have seen significant 
downward pressure on prices, with beef prices over 12% down since the 
start of the year and lamb prices were down by 12% in Q2.  
This has been compounded by price increases across the vast majority  
of inputs, which will for many eliminate any potential profit margin.

Total input costs have seen an overall increase of 5.0% in May 2019 
compared with a year ago, according to the latest Defra’s Agricultural Price 
Index. The annual increase is driven by price rises across the majority of 
inputs. The most significant of these were large increases  
in fertilisers (14%), electricity (12%), followed by fuels for heating and 
energy and lubricants both increasing 8% respectively.

The impact of Brexit remains a major issue hanging over the sector, 
both in terms of the manner of our exit and the future relationship 
with the UK Government through the Agricultural Bill. The immediate 
concerns are around our external tariffs and labour provision post 
October 31st, in the event of a No Deal Brexit.

British Chambers of Commerce SW (BCCSW) including - 
Devon & Plymouth Chamber of Commerce and Somerset 
Chamber of Commerce. 

An example from the Devon & Plymouth Chamber of Commerce 
Quarterly Economic Survey (QES)

Compared to the previous quarter, Q2 2019 has seen an improved 
outlook amongst Devon and Plymouth businesses. Domestic sales and 
exports have mostly either remained the same (cca. 41%) or increased 
(41%). Of those who exported (approx. 38% of respondents), 29% 
reported an increase in export sales over the period, 50% said they 
remained the same, and 21% reported a decrease; 43% reported  
an increase in the number of export orders. 

Employment has remained broadly unchanged over the quarter,  
with only 31% reporting some increase in their workforce over the last 
3 months, but 56% keeping it the same; 64% of respondents plan to put 
their recruitment on hold over the next 3 months. At the same time, 
59% of respondents have said that they have attempted recruitment, 
and 64% of them have reported difficulties in recruiting.

The Local Picture 

– a summary of and extracts from key reports
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Cash flows and capital investment appear to have deteriorated, however: 
53% report that their cash flow remained the same, and nearly a third 
reported a decrease; 42% have held their investment in machinery and 
equipment unchanged, while a quarter have decreased their investment over 
the last quarter. Moreover, despite limited growth in employment, investment 
in workforce training has also broadly remained unchanged (67%). 

Overall, business sentiment across Devon and Plymouth appears to  
be broadly in line with confidence nationally. Note, however, that this 
looks at changes between Q1 and Q2 2019 only, and information on  
the annual trend is not yet available.

CBI South West

A number of priorities have been raised by members across our region, with 
Brexit continuing to dominate concerns. It is clear that only a good deal with 
the EU protects jobs, communities and the economy in the South West. 
However, it is not only Brexit that concerns members in the South West. 
Our members have been clear that improving transport infrastructure is 
essential to ensure productivity rises, and the region receives its fair share 
of transport funding. 

Top 3 issues for members in the South West: 1. Brexit; 2. Transport 
Infrastructure; 3. Ensuring the region has the right skills for the right jobs.

IoD South West

In the South West, the key local labour market challenges are: difficulties 
in attracting workers with the right skills/specific skills (66%), mismatch 
between education offerings and business needs (48%) and ageing 
demographics (34%). Top priorities for the Industrial Strategy are: 
improvements in existing infrastructure (53%), support for small businesses 

and start-ups (47%) and development of faster broadband infrastructure 
(43%). The South West is the region least confident in its ability to compete 
for trade, talent and investment from other regions/devolved administrations 
(compared to London and the South of England who are most confident).

The IoD’s members in the South West remain optimistic about the future 
as we cope with the considerable raft of pressures globally, nationally  
and regionally. Yet, there are specific issues that continually feature in  
the priorities for our unique region – notably:

• Improvements to existing infrastructure, especially transport  
and broadband

• Competing (and with other regions) to attract the right skills  
into our enterprises

• Support for start-ups and SMEs – the engine of our future

These priorities are reinforced in the IoD’s timely Policy Report of July 
2019 – Connected Economies, People and Places: A Blueprint for Local 
Growth in Post-Brexit Britain. As the title suggests, this looks beyond 
Brexit and aims to give much more impetus to the 2017 Industrial Strategy 
by recognising the potential for Local action, each with a different, 
regional emphasis… the IoD sees that the LEPs are critically important 
and one of our report’s 8 recommendations to central government gets 
to the point: Develop LEPs/Growth Hubs to become regional anchors for 
business support. 

The Local Picture 

– a summary of and extracts from key reports
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Each quarter the LEP asks the wider business community 
to set out their key issues.

The top three priorities have remained roughly the same 
for the last year, the only change being a slight shift in the 
ordering. As would be expected, businesses report that the 
challenges are being compounded by the uncertainty over 
leaving the EU.

Feedback from the wider HotSW business community  

What are your top three issues? 

1. Workforce – people, including:  
Restricted labour pool; Restricting growth potential (because of tight 
labour supply), attracting people to the area, demographic affect.

2. Brexit, including:  
Uncertainty and final outcome; Labour pool (inc. availability of skills);  
Agricultural policy.  

3. Workforce – skills and training, (very close 3rd to Brexit) 
Finding / keeping people with the right skills; training - Apprenticeships, 
Higher level / HE, etc. Careers advice / schools; Digital.

4. Infrastructure - other, including:  
Lack of public transport; Roads; Rail; Commercial development; 
Housing; Large projects.

5. Digital Infrastructure, including:  
Digital connectivity; Broadband - access and speed; 
Mobile connectivity; Telecoms investment. 

6. Jointly shared between: 

 Increasing cost / bureaucracy of doing business, including:  
Increasing costs; Regulations including GDPR and Business rates

 and 

 Financing for businesses 
Including access to finance and being finance ready. 
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