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Welcome to the 2017q2 Manufacturing Outlook report, in 
partnership with BDO LLP.

Our latest report continues to be a beacon of good news 
for the UK economy. The recovery that has been taking 
root in manufacturing since the end of last year is alive 
and well and gaining ground. A trend manufacturers 
seem confident will continue into the second half of 
this year. 

Our Manufacturing Outlook survey isn’t alone in 
portraying a sector on the up. Official statistics confirm 
output growth over the past six months. In the most 
recent quarter for which data are available – 2017q1 – 
ONS reported a 2.6% expansion in output relative to the 
same quarter a year ago.     

With the balances for our key output and orders 
indicators remaining firmly positive (+26% and +25% 
respectively), and well above their historic averages, in 
the past three months, there are plenty of reasons to be 
confident that manufacturing will be chalking up further 
quarters of output expansion over the remainder of 
this year. 

While we note rather less sector variability in output, 
new order intake and forward-looking expectations than 
was the case a year ago, there are signs in our survey 
that the capital goods sectors are pulling away from 
intermediate and consumer facing sectors.  Nevertheless, 
2017 should see more broad-based output growth across 
manufacturing this year. This is underpinning our slightly 
upgraded forecasts for manufacturing growth both for 
2017 and next year. We now predict output increases of 
1.3% and 0.5% respectively.

FORewORd

The factors underlying the improved performance of 
manufacturing have not shifted from the previous 
quarter. One of the most significant developments for 
UK manufacturers over the past 12 months has been 
the synchronised upswing in global markets. From 
official data to surveys of business confidence in the US, 
eurozone and emerging markets, the global economic 
story is one of growth and we see the impact on UK 
manufacturers in our latest survey findings. The export 
orders balance in the past three months hit a six year 
high and fewer than one in six companies has seen no 
improvement in demand in overseas markets, down from 
one in four a year ago. 

Encouragingly politics do not appear to have gotten 
in the way of positive expectations for the year ahead. 
While the risks of a political upset in Europe have all but 
diminished, news of a snap election at home hasn’t had a 
material impact on how manufacturers see their business 
conditions or indeed the UK economy evolving over the 
next 12 months. 

As actions often speak louder than words, the still 
subdued investment picture suggests that manufacturers 
are wary of storm clouds appearing on the horizon. 
Indeed, our survey points to companies opting to 
increase their workforce to meet additional demand 
rather than investment in physical assets. This will support 
a growing sales pipeline, but will do less to support longer 
term productivity gains. And right up there, in terms 
of priorities for the new government, will be outlining 
its productivity goals for the next parliament and 
embedding them in an industrial strategy white paper.

Lee Hopley
Chief Economist
EEF

Tom Lawton
Head, BDO Manufacturing
BDO LLP 
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After a strong start to the year, manufacturing activity 
has eased somewhat in the past three months. Output 
and orders came short of manufacturers’ expectations 
three months ago, but double-digit balances continue 

2017Q2 HeAdLINes
to paint a manufacturing sector in good health. With 
confidence levels holding steady ahead of the snap 
election, manufacturers reported further increases in 
headcount and investment in the past three months. 

INdICATOR BALANCE CHANGE

Confidence 5.7  Slight retreat from the six-quarter high in the previous report

Output 26%  Despite fall, output balance remains strongly positive - consistent across most sectors

UK orders 16%  Domestic demand comes in weaker than last quarter's expectations

Export orders 28% á Overseas markets on the up and export balance overtakes UK sales

Employment 21% á Employment balance further advances to 10 quarter high, with more recruitment planned

Investment 7%  Balance of companies planning more investment stays positive for third quarter running

Source: EEF Manufacturing Outlook Survey

companies reporting price rises in the past three months fell 
back to 16% from last quarter’s three-year high of 21% as 
the surge in input costs has now passed its peak. However, 
the double-digit balance suggests that the pass-through of 
the past sterling depreciation into higher output prices is 
still unfolding, albeit at a slower pace than earlier this year. 
Export price balances also continued to drift up this quarter 
after bouncing back into positive territory in 2017q1.  

All of these trends are spurring manufacturers’ confidence 
about the future ahead of the snap election. 

CONFIdENCE HOLds uP AHEAd OF sNAP ELECTION

CONFIDENCE IN THE NExT 12 MONTHS 1 = SUBSTANTIALLy WORSE, 
10 = SUBSTANTIALLy BETTER
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The momentum in manufacturing activity seen at the start 
of 2017 continued into the second quarter, although at a 
slightly more moderate pace. The balance of companies 
reporting growth in output and orders slipped back to 
26% and 25% respectively from last quarter’s multi-
year peaks. Nevertheless, both components remain firmly 
anchored in expansionary territory and significantly higher 
than the levels prevailing over the past two years. The 
strength in demand is prompting manufacturers to expand 
capacity with further employment gains this quarter, while 
investment intentions remain positive, but down on the 
previous three months. 

Against last quarter’s picture of broad-based improvements, 
there was a more variable sector performance in the second 
quarter. The pullback occurred first and foremost in the 
intermediate goods industries. Sectors such as rubber and 
plastics, metals and non-metallic minerals have seen growth 
in output cooling down in the past three months after a 
strong first quarter on the back of a slowdown in the UK order 
pipeline. By contrast, capital goods sectors enjoyed buoyant 
demand conditions as businesses in the UK and abroad are 
investing again. The weak pound means UK capital goods 
manufacturers are best set to take full advantage of the 
worldwide investment revival. 

Inflationary pressures across the manufacturing supply 
chain eased slightly in the second quarter. The balance of 
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OUTPUT
The momentum in manufacturing activity has somewhat 
slowed in the second quarter of 2017. Output balances 
fell short of last quarter’s expectations at 26% in 
2017q2, down from a four-year high of 31% in the 
previous quarter. yet the picture of a manufacturing 
sector in rude health is not thrown off track as output 
balances remain anchored well above their long-term 
average and significantly higher than a year earlier. 

Looking forward, a net balance of a quarter of companies 
expects the expansion in manufacturing activity to 
continue into the third quarter reflecting a supportive 
economic environment both domestically and abroad.

PAST THREE MONTHS  26%

NEXT THREE MONTHS  25%

The apparent slowdown in manufacturing activity is almost 
entirely concentrated in the intermediate goods sectors. 
Output balances weakened in the non-metallic minerals and 
rubber and plastic industries, but this comes off the back of 
a surge in activity in the first quarter of 2017. This reflected 
a slowdown in domestic orders, while overseas markets 
provided some relief. yet a large balance of companies still 
reported an increase in output in the past three months. 

Output balances also took a step back in the metal industry 
this quarter. Earlier this year, the sector enjoyed a rally in 
global metal prices as well as vigorous demand from major 
export markets. While remaining in positive territory, growth 
prospects moderated to some extent in the second quarter, 
perhaps reflecting a softer growth pace in the automotive 
industry after an impressive 2016.  

By contrast, activity in capital goods industries experienced 
a hefty pickup in the second quarter of the year, exceeding 
last quarter’s expectations. Mechanical equipment, the 
dominant investment good in UK manufacturing, built 
on the strong momentum seen at the start of 2017 with 
the balance of companies reporting an increase in output 
climbing to 36%, up from 22% in the previous quarter. 
Similarly, manufacturing activity strengthened in the 
electronics and electrical equipment sectors, with 45% 
and 38% of companies respectively witnessing a rise in 
output volumes. 

The pickup is unsurprising. Domestically, investment activity 
is still on the rise, as demand conditions continue to surprise 
to the upside, while Brexit-related uncertainty is presenting 
less of a drag than previously expected. In addition, the 
global economy has seen a synchronised, widespread 
recovery in investment activity in recent months. As the 
low sterling exchange rate persists, UK capital goods 
manufacturers are well positioned to benefit from this 
upturn.

MANuFACTuRING OuTPuT GROWTH LOsEs MOMENTuM BuT 
REMAINs sTRONG

% BALANCE OF CHANgE IN OUTPUT
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Source: EEF Business Trends Survey

OuTPuT suMMARY

% BALANCE OF CHANgE

sECTOR PAsT 3 MONTHs NEXT 3 MONTHs

Basic metals 8 -23

Metal products 22 24

Mechanical 36 29

Electrical 38 14

Electronics 45 50

Rubber & Plastics 35 41

Other transport 28 35

TuRNOVER

£0-9m 21 27

£10-24m 37 29

£25m and over 54 34

Source: EEF Manufacturing Outlook Survey
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Last quarter our survey showed a surge across all of the 
orders balances in the period covering 2017q1. Resilient 
domestic demand conditions and a continuation of the 
improving trend in the rest of the world were flowing 
through to UK manufacturers’ order books. While most 
of the arrows in the table below indicate that orders 
balances have fallen in the most recent quarter, the 
underlying picture of solid demand conditions for 
manufacturers, supported by a growth in the rest of the 
world, continued to hold.

uK ORdERs PAST 3 MONTHS  16% NExT 3 MONTHS   12%

EXPORT ORdERs PAST 3 MONTHS á 28% NExT 3 MONTHS  28%

TOTAL ORdERs PAST 3 MONTHS  25% NExT 3 MONTHS  21%

uK ORdERs

Manufacturers have continued to report a solid intake 
of new orders from the domestic market over the past 
three months. The balance of companies increasing UK 
sales this quarter dipped back to +16% from +22% three 
months ago. Nevertheless, this still represents a more 
robust domestic demand environment compared with 
much of the previous two and a half years. Moreover, 
the outturn was somewhat weaker than firms had been 
expecting last quarter. 

Positive UK demand was seen across a broad base 
of manufacturing sub-sectors. Capital goods sectors, 
including mechanical and electrical equipment, posted 
solid UK orders balances, which were also slightly up 
on the previous quarter. A bit more optimism on the 
investment plans of UK companies and some recovery 
in offshore activity will be helping to support demand in 
these industries.

Sectors that are part of the construction supply chain 
are also seeing healthy orders books, with UK demand 
balances for rubber & plastics strengthening in the past 
three months. While we might also expect the basic 
metals sector to be benefitting from on-going construction 
activity, some softening of activity in the transport sectors 
since the start of the year, together with the lingering 
challenges of 2016 have left UK balances still in the red.  

ORdeRs

Although official statistics provide plenty of indications 
that household spending is slowing, the main consumer-
facing sub-sector in our survey, food & drink, continues to 
see a balance of companies reporting growth in UK orders.

EXPORTs OVERTAKE uK dEMANd As dRIVER OF NEW ORdERs

% BALANCE OF CHANgE IN ORDERS
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ORdERs suMMARY

% BALANCE OF CHANgE

uK ORdERs EXPORT ORdERs TOTAL ORdERs
sECTOR PAsT 3 MONTHs NEXT 3 MONTHs PAsT 3 MONTHs NEXT 3 MONTHs PAsT 3 MONTHs NEXT 3 MONTHs

Basic metals 8 0 18 -9 -8 0

Metal products 20 19 31 21 19 19

Mechanical 19 12 32 32 39 21

Electrical 38 10 22 0 33 24

Electronics 18 -9 63 68 59 36

Other transport 0 14 -14 57 -14 14

TuRNOVER

£0-9m 14 18 19 26 22 25

£10-24m 31 21 41 29 35 26

£25m and over 31 19 31 18 47 26

Source: EEF Manufacturing Outlook Survey

EXPORT ORdERs

Reasons for optimism about the domestic market have 
now been overtaken by opportunities in the rest of the 
world. Last quarter saw the largest quarter on quarter 
gain in the export balance in our survey’s history. And in 
the most recent three months the balance of companies 
increasing their export sales advanced further. 

Indeed, this was reflected in the majority of sub-sector 
balances as well. The recovery in global investment is 
clearly evident in our survey results with mechanical 
and electrical equipment and electronics reporting their 
export sales going from strength to strength since the 
start of the year. Each of these industries saw export 
balances extend their gains in the past three months and 
overtake the manufacturing average.

To some extent, overseas demand and the competitive 
exchange change are helping to offset some weakness at 
home for the basic metals sector. Although looking ahead 
there are indications that this trend could falter in the 
next three months. 

Similarly, the food & drink sector is also predicting a 
weaker export demand outlook. Between last quarter and 
this, the balance of food & drink companies experiencing 
an increase in export orders dropped sharply from +38% 
to 8% and this is forecast to tip into negative territory 
in the next three months. Rising inflation squeezing 
consumers in other advanced economies is likely to be 
playing a role.

Despite some sectoral variation, the prospects for exports 
look buoyant. Fewer members are indicating that they 
are experiencing no improvements in demand in any key 
export market, as illustrated in chart 4, with notable gains 
reported in European markets.

MORE MARKETs OFFERING OPPORTuNITY FOR GROWTH

% OF COMPANIES REPORTINg POSITIvE DEMAND CONDITIONS By MARKET 
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eMPLOYMeNT & INVesTMeNT
The recovery in manufacturing employment is firmly on 
track this quarter as the balance of companies taking 
on new employees in the past three months soared to 
its highest level in three years. Investment balances 
were in positive territory for the third quarter in a row, 
although slightly down from last quarter’s two-year high. 
As economic surprises continue to be on the upside, 
manufacturers are expanding capacity to meet increased 
demand. 

EMPLOYMENT PAST 3 MONTHS á 21% NExT 3 MONTHS  14%

INVEsTMENT NExT 12 MONTHS  7%

Recruitment activity firmed up further in the second 
quarter of 2017 after two consecutive quarters of steady 
growth. A balance of 21% of manufacturers reported an 
increase in headcount in the past three months, up from 
17% in the previous quarter. 

Although the momentum in hiring activity was 
fairly broad based across sectors, some of the big 
improvements came in the capital goods industries. 
Employment balances more than doubled in the 
mechanical and electrical equipment sectors, while 
electronics recorded the highest share of companies 
reporting rises in headcount in the past three months. As 
investment prospects – domestically and in key export 
markets – continue to foster a supportive environment 
for UK capital goods, manufacturers are taking on new 
employees to fulfil busy order books. 

As forward-looking balances suggest, manufacturers 
expect further increases in headcount in the third 
quarter of 2017. Nevertheless, employment gains in the 
next three months are likely to slow down slightly from 
previous peaks. 

Investment prospects remained positive in the second 
quarter of 2017. Despite balances for planned capital 

expenditures weakening to 7% from last quarter’s 12%, 
they remain anchored in positive territory for the third 
quarter in a row. Again capital goods industries showed 
the strongest investment balances in line with buoyant 
demand prospects for the sector.

EMPLOYMENT ANd INVEsTMENT suMMARY

% BALANCE OF CHANgE

EMPLOYMENT INVEsTMENT
sECTOR PAsT 3 

MONTHs
NEXT 3 

MONTHs
NEXT 12 
MONTHs

Basic metals 23 -8 17

Metal products 13 10 2

Mechanical 28 16 12

Electrical 24 20 14

Electronics 33 41 21

Other transport -14 -43 -14

TuRNOVER

£0-9M 16 17 9

£10-24m 22 17 7

£25m and over 23 13 9
Source: EEF Manufacturing Outlook Survey

EMPLOYMENT GAINs AT A THREE-YEAR HIGH, INVEsTMENT INTENTIONs 
REMAIN POsITIVE

% BALANCE OF CHANgE
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PRICes & MARGINs
The steady rise in inflation lost some ground in 
the second quarter of 2017, against last quarter’s 
expectations of further price increases. While the pass-
through of the past sterling depreciation is still ongoing, 
its magnitude moderated this quarter as the uptick in 
input costs eased from earlier surges. However, this was 
not enough to relieve manufacturers’ profit margins 
on domestic sales which slipped further into negative 
territory erasing some of last quarter’s gains. 

Similarly, profit margins on export sales were slightly 
negative despite export price balances edging higher in 
the past three months.

uK PRICE PAST 3 MONTHS  16% NExT 3 MONTHS  11%

EXPORT PRICE PAST 3 MONTHS á 10% NExT 3 MONTHS  7%

uK MARGINs PAST 3 MONTHS  -20% NExT 3 MONTHS  -16%

EXPORT MARGINs PAST 3 MONTHS   -1% NExT 3 MONTHS  -4%

Inflationary pressures calmed slightly in 2017q2. The 
upward trend in input costs from the sterling fall has 
eased in the past three months, while inflationary 
pressures from the energy component waned as oil 
prices fell back to around $50 a barrel this quarter 
amid oversupply jitters. As a result, the balance of 
manufacturers reporting an increase in domestic prices 
dipped back to 16%, down on last quarter’s three-year 
peak of 21%.

Food and drink manufacturers were the least inclined to 
report price rises, as the sector recovered from vegetable 
shortages earlier this year. UK price balances also 
tightened markedly in the metals industry as the global 
metal prices rally cooled down. 

UK price balances remain historically high suggesting that 
the pass-through of the sterling depreciation continued 
in the past three months, albeit at a lower magnitude. 
Forward-looking balances reflect further softening in 
inflationary pressures across the manufacturing supply 
chain. However, this comes at the cost of deteriorating 
profit margins on domestic sales.

Export price balances continued to bounce back from 
their lows in the final quarters of 2016, with a balance of 
one in ten manufacturers reporting export price increases 
in the past three months. yet this failed to prevent 
worsening profit margins on overseas sales.

sECTOR VARIATION IN PRICE RIsEs

% BALANCE OF CHANgE IN UK PRICES
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PRICE INCREAsEs EAsE As THE sTERLING PAss-THROuGH 
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The generally positive trend in production, orders and 
employment across manufacturing sub-sectors is reflected in 
the regional picture this quarter. Response balances for our 
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major indicators were universally positive across all parts of 
the country, confirming that the upturn in manufacturing is 
both sectorally and geographically broad based.
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The balance of companies with rising production levels was 
positive across all parts of the UK in the past three months 
and this is expected to continue to be the case in the next 
quarter. In most cases regions were reporting slightly stronger 
output balances this quarter than last, with the exceptions 
being the West Midlands, yorkshire & Humber and the East 
of England.   

Indeed, strong positive orders balances should help sustain 
output growth around the UK going into the second half 
of the year. While the national pattern of stronger export 
balances compared with UK sales is repeated in most regions, 
there are a few exceptions. In the East of England and the 
South West the UK market is playing a more important role 
in new order intakes than demand from the rest of the world. 
The dominance of the food & drink sector is likely part of the 
explanation. 

The recovery in demand for the capital goods sectors will be 
supporting solid output and orders balances in the North East 
and West Midlands. Expansion in mechanical equipment 
should help compensate for a softer outlook for automotive 
and basic metals in these regions, respectively.

As you might expect with a balance of manufacturers seeing 
output on the up and expecting this to continue on the 
back of increasing order books, the demand for employees 
has continued. In every region there is a net balance of 
companies increasing headcount in the past three months 
and this trend is expected to be replicated in the next quarter.

BusINEss CONFIdENCE INdICATORs

Manufacturers have been increasingly likely to expect 
business conditions to get better in the next 12 months since 
the latter part of 2016, with responses holding up in the most 
recent quarter. There is not quite the same level of optimism 
about the UK economic outlook. While confidence indicators 
have improved in all regions since the referendum last year, 
the numerous downside risks to growth have not escaped 
manufacturers. 

sLIGHT CONFIdENCE WOBBLE ABOuT uK ECONOMIC OuTLOOK

CONFIDENCE IN THE NExT 12 MONTHS 1 = SUBSTANTIALLy WORSE,  
10 = SUBSTANTIALLy BETTER
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REGIONAL suMMARY

% BALANCE OF CHANgE

OuTPuT TOTAL ORdERs EMPLOYMENT
sECTOR PAsT 

3 MONTHs
NEXT 

3 MONTHs
PAsT 

3 MONTHs
NEXT 

3 MONTHs
PAsT 

3 MONTHs
NEXT 

 3 MONTHs

Scotland 28 25 28 19 21 16

North East 35 35 35 25 50 20

North West 19 7 11 15 11 11

yorks & Humber 25 25 34 28 22 31

East Mids 17 46 17 57 13 9

Eastern 38 36 42 28 8 25

South East & London 39 36 34 39 11 20

South West 41 22 21 0 18 10

West Mids 44 29 43 21 24 5

Source: EEF Manufacturing Outlook Survey
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eCONOMIC eNVIRONMeNT
As expected, the UK economy began to slow in 2017, 
with the second estimate for gDP growth printing at a 
slightly disappointing 0.2% for the opening quarter of 
the year. 

Manufacturing held up well however, expanding by 
0.3%, with positive trade data and PMIs illustrating the 
healthy global demand conditions the sector continues to 
enjoy, as well as, the supportive boost to exports that the 
Sterling depreciation is having.

However, with inflation likely to continue its upward 
trajectory this year and heightened uncertainty deterring 
business investment the closer we get to the deadline for 
leaving the EU, we expect gDP growth to come in this 
year at 1.8% and slow to 1.3% in 2018.

HEAdLINEs

–  gDP growth to slow in 2018

–  Rising inflation and subdued wage growth to dampen 
consumer spending

–  Investment to remain weak in 2017, before falling in 
2018 as Brexit uncertainty ramps up

–  Exports continue to be boosted by healthy global 
demand and weak Sterling

Ten months ago, there was considerable debate on the 
future direction of the economy. However as various 
factors have played out, we have seen a convergence 
amongst forecasters, who now broadly agree on how 
the various components of gDP will perform; though 
investment remains the exception.

RIsING INFLATION HITTING CONsuMERs’ 
POCKETs

Household consumption, the largest component of gDP 
is set to slow in the face of rising inflation throughout 
2017. Sterling’s depreciation, combined with the pickup 
in global commodity prices are, after an initial lag, 
beginning to feed through to consumer prices. CPI ticked 
up to 2.7% in April, above the Bank of England’s 2% 
target and is set to break the 3% barrier later this year. 
Despite this, the MPC have left the base rate unchanged 
at 0.25%, marking 10 years since the last hike in interest 
rates. 

The rise in inflation is in turn bringing wage growth into 
focus. Despite the labour market performing well – the 
unemployment rate is at a 42 year low of 4.6% - wage 
growth has continued to disappoint. In the three months 
to March, growth in average weekly earnings for the 
economy as a whole decelerated to 2.4% down from 
2.6% in the previous quarter. With CPI set to continue 
its ascent, growth in real earnings is set to move further 
into negative territory, weighing materially on household 
consumption this year. Consumer spending should 
however gain some momentum in 2018, as inflation pulls 
back and labour market conditions remain supportive.

INFLATION REMAINs ABOVE BANK OF ENGLANd’s 2% TARGET

CONSUMER PRICE INDEx, 12 MONTH % RATE
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BusINEss INVEsTMENT TO sTuTTER THE CLOsER 
WE GET TO Eu EXIT

The jury remains out on the future profile of business 
investment. We expect investment to be positive, but remain 
weak this year. Companies will recognise the need to invest 
in order to fulfil current demand and extend capacity where 
needed, but will hold off making any large scale investments 
until they are more certain about the outlook following 
the Brexit negotiations. What is more contentious is the 
investment profile for 2018, which hinges on what clarity, if 
any, the economy has regarding the EU exit deal. We are of 
the opinion, and against consensus, that it is unlikely that 
business will know the full extent of any future UK-EU deal 
by next year. Consequentially we have business investment 
dragging on gDP growth next year.

MORE GOOd NEWs FROM TRAdE

Encouragingly, and widely agreed upon, is the positive news 
regarding trade. A combination of the weaker exchange 
rate and enduring healthy demand conditions should see 
exports continue on the up. Meanwhile higher import prices 
should in theory encourage UK households to substitute 
towards domestically produced goods and services and 
away from imported goods. As a result, net trade should 
reverse the trend of recent years and contribute positively 
to gDP growth, both this year and next. 

uK ECONOMIC FORECAsTs

% CHANgE ExCEPT WHERE STATED

2016 2017 2018

Trading environment

Exchange rate (€/£) 1.22 1.18 1.20

Exchange rate ($/£) 1.35 1.27 1.28

Exports 1.8 2.8 3.2

Imports 2.8 2.8 1.5

Current account (% gDP) -4.4 -3.4 -2.9

Output 

Manufacturing 0.7 1.3 0.5

gDP 1.8 1.8 1.3

Costs and prices

Average earnings 2.5 2.2 2.5

Oil price (Brent Oil $/bl) 43.5 51.7 52.0

Employment

Manufacturing (000s) 2637 2626 2603

Rest of economy (000s)  31,878  31,991 32,079

Unemployment rate (%) 4.9 4.7 4.7
Source: Oxford Economics and EEF

sPOTLIGHT: HOUseHOLds HAVe sTOPPed sAVING
Despite the economy slowing at the start of 2017, it has 
on the whole shown remarkable resilience. Much of this 
has been down to the UK consumer who has continued to 
spend despite the uncertain economic backdrop. 

According to national statistics, the savings ratio, which 
estimates the amount of money households have available 
to save as a percentage of their total disposable income, 
fell sharply from 5.3% to 3.3% in 2016q4 – its lowest 
ever level. Consumers are increasingly dipping into savings 
to fund their spending habits and overcome rising prices. 
While this is not necessary bad, of concern is the current 
ease at which credit is available to households. As wages 
remain subdued and growth slows, households could 
increasingly look to borrow more than they can afford, 

through credit cards and loans. This type of debt-fuelled 
spending, as the FPC recently highlighted, represents a risk 
to the UK banking system.

HOusEHOLd sAVINGs RATIO ANd OFFICIAL BANK RATE
Official Bank rateHousehold savings ratio
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INTERNATIONAL ECONOMIC FORECAsTs   
% CHANgE ExCEPT WHERE STATED

GdP INFLATION

2016 2017 2018 2016 2017 2018

France 1.1 1.4 1.6 0.2 1.3 1.3

germany 1.8 2.0 1.5 0.5 2.1 2.0

Japan 1.0 1.4 1.3 -0.1 0.6 0.8

US 1.6 2.3 2.7 1.3 2.6 2.2

Eurozone 1.7 1.9 1.7 0.2 1.7 1.6

China 6.7 6.5 6.1 2.0 2.4 2.6

India 7.4 7.2 7.5 4.9 4.7 5.4

World (2010 PPPs) 3.0 3.4 3.7 2.7 3.1 2.9

Source: Oxford Economics

GLOBAL HEAdLINEs 

–  Improved outlook for US economy to boost world 
growth

–  World trade on the up

–  Political uncertainty declines in eurozone

–  Activity in emerging regions to improve overall

global growth is expected to pick up in 2017, with gDP 
figures for the opening quarter pointing to a promising year 
ahead. Encouragingly, after a subdued few years there are 
also signs that world trade is picking up, with a synchronised 
increase in several regions including Europe and the US. As 
a result we expect world growth to rise to 3.4% in 2017 
and then 3.7% in 2018, following last year’s trough. As 
always, the performance of the US economy heavily 
influences global growth. After a relatively slow start to 
2017, in which gDP expanded by an annualised 0.7% 
in 2017q1, we expect to see a rebound in q2 of over 2% 
and an average of 2.3% for 2017 as a whole. A strong 
labour market, which saw the unemployment rate fall to 
10 year low of 4.4% in April, as well as, an improvement 
in wage growth which is expected to rise steadily over the 
coming quarters, is helping to offset the impact of rising 
inflation. Reflecting the improving economic outlook, the 
Fed voted 9-1 to raise the base rate to 1% in March, its 
second hike in three months. There does of course remain 
uncertainty, especially with regards to President Trump’s 
trade policy and more recently the huge spending cuts 

he has proposed in his fiscal 2018 budget proposal. How 
these scenarios play out will have a significant impact on 
the global outlook. 

In the eurozone, political uncertainty, as well as, fears 
regarding the future of the trading bloc have dissipated 
somewhat on the back of Emmanuel Macron’s victory in 
the French election. This, combined with solid gDP figures 
across the continent, an improvement in investment and 
impressive multi-year high PMIs is resulting in a surge 
in business confidence, with the german Ifo business 
climate index rising to its highest level on record in 
May. As a result we expect the eurozone to expand by a 
healthy 1.9% this year, as its recovery strengthens and 
broadens. Despite the buoyant picture emerging from 
Europe, the continued fragility of its banking system, as 
well as, underlying inflationary pressures remain a risk to 
the bloc and should be watched closely.

EMERGING ECONOMIEs ON THE uP 

Activity is expected to broadly rise in emerging regions. 
China notably, after a number of years of slowing, is 
set to see better than expected growth this year as 
substantial policy support takes effect, while oil exporting 
countries such as Russia are also likely to see a boost 
thanks to the rise in commodity prices.
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The manufacturing sector has remained on a solid growth 
path in 2017q2, with our survey continuing to report broad 
based improvements in output and demand across most 
sub-sectors. A steady influx of domestic orders and the 
considerable upturn in global demand for manufactured 
goods have combined to generate a healthy order pipeline 
for the sector. 

However, the demand profile is steadily shifting. While 
exports should continue to flourish as global manufacturing 
momentum builds up and the exchange rate remains 
supportive, domestic demand tied to household 
consumption is expected to soften. We’ve already seen 
the first signs of this trend in the 2017q1 gDP figures and 
with inflationary pressures still to peak and wage growth 
to remain subdued, consumers’ contribution to economic 
growth should unwind as the year progresses. 

Not all manufacturing sub-sectors are similarly positioned 
to cope with this shift. Consumer goods manufacturers 
that predominantly serve the domestic market are the 
most exposed, while those with significant export sales 
should be able to weather the storm. Manufacturers in the 
investment goods sector should be able to capitalise on the 
revival in global manufacturing investment to grow their 
already significant export base. For intermediate goods 
the picture is more mixed, with manufacturers selling to 
domestic-oriented industries like construction expected to 
underperform compared to those whose content goes into 
products heading to overseas markets.

EXPORT-INTENsIVE sECTORs ARE BEsT POsITIONEd TO COPE 
WITH sHIFT IN dEMANd OuTLOOK

ExPORTS % OF TOTAL SALES
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CONsuMER GOOds PERFORMANCE TO HINGE ON 
EXPORT CAPABILITIEs

Food and drink manufacturers are heavily exposed to 
household consumption. The sector has already seen 
output growth stall over the past few months and the 
squeeze in household incomes will weigh on a sector 
which is also grappling with a sterling-induced rise in 
input costs. What’s more, the sector’s low export-intensity 
means most manufacturers will be unable to offset softer 
domestic demand with higher export sales. Nevertheless, 
the relatively demand inelastic nature of food and 
drink products should see the sector narrowly avoid a 
contraction in output for this year and grow by 0.5% in 
2018 as the drag from inflation on consumer spending 
starts to fade. 

The textiles sector finds itself in a similar situation, with 
demand in the sector directly tied to consumer spending 
patterns. Textiles however are considerably more 
vulnerable to demand fluctuations and the deterioration 
in consumers’ purchasing power is expected to weigh 
heavily on production levels. Nevertheless, the sector 
derives a third of its sales from exports – triple that of 
food and drink – giving manufacturers a significant 
opportunity to boost their overseas presence. Indeed, the 
sector grew by 6.2% in 2017q1 – mostly down to an 8% 
year-on-year growth in exports in 2017q1 – its highest 

seCTOR FOReCAsTs 
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quarterly growth rate since records began in 1997. We 
don’t expect this pace to be sustained however, with 
growth to slow in the remainder of the year to post 4.2% 
in 2017 before contracting by 4.8% in 2018. 

Motor vehicles is the most export-intensive of consumer-
facing manufacturing sectors. The sector exports half of 
its sales, positioning motor vehicles manufacturers well 
to ride out the softer domestic demand outlook. Still, the 
tendency of consumers to cut down on spending for big-
ticket durable items like cars when incomes are squeezed 
should see growth temper to 3.2% in 2017, while 
anticipated production disruptions as car manufacturers 
get ready to develop new lines of models should mean a 
1.2% decline in 2018.

CAPITAL GOOds ON THE PATH TO RECOVERY

Capital goods manufacturers have seen a significant 
turnaround in their fortunes over the past year or so. 
After the collapse in oil and gas capital expenditure and 
a prolonged spell of subdued global industrial activity, 
manufacturing investment is coming back online. This 
upturn in demand conditions is prompting manufacturers 
to add some extra capacity to raise production.

The mechanical equipment sector – the primary 
investment good in UK manufacturing – seems to have 
taken full advantage of this positive turn, posting growth 
in 2017q1 for the fourth consecutive quarter after almost 
two full years of shrinking output. The solid export picture 
is supporting a sector that yields 54% of its sales from 
exports and we expect these positive conditions to propel 
the sector to 5.4% growth in 2017. However, growth is 
likely to soften to 0.1% in 2018, with corporates turning 
more cautious as we hit peak Brexit uncertainty towards 
the middle of next year. 

The electrical equipment sector is also a capital good 
but with a significantly more diverse demand structure, 
including an exposure to consumers via its household 
goods segment. This, along with its lower export-intensity 
and dependence on imported inputs, make the sector 
more vulnerable to the trend of softening domestic 
demand and rising input costs. As a result, we expect the 
sector to post moderate growth of 0.8% this year, before 
a 0.6% contraction in 2018. 

The electronics sector is also diverse, with a demand base 
that spans capital equipment, public administration, 

sECTOR GROWTH RATEs ANd FORECAsTs

% CHANgE

OuTPuT EMPLOYMENT

2016 2017 2018 2016 2017 2018

Basic metals -12.4 1.2 1.0 -2.4 -3.0 -0.6

Metal products 0.8 -1.6 1.6 3.1 2.0 0.1

Mechanical -1.2 5.4 0.1 -1.6 -1.1 0.6

Electronics -1.0 0.2 -1.3 -0.6 -5.1 -1.4

Electrical -5.7 0.8 -0.6 -2.0 -4.2 -0.8

Motor vehicles 4.3 3.2 -1.2 -0.6 -0.8 0.4

Other transport 2.3 4.3 3.2 6.1 1.2 -0.5

Food and drink 1.0 0.1 0.5 0.8 -0.2 -0.8

Chemicals -2.5 2.1 0.9 1.3 0.5 -4.2

Pharmaceuticals 4.0 -3.2 1.3 -1.8 -5.6 -5.4

Rubber and plastics -1.0 0.9 2.0 -7.3 2.7 0.7

Non-metallic minerals 8.4 -1.5 -0.6 5.2 -5.5 -4.8

Paper and printing -1.5 2.2 -0.7 -6.7 -1.7 -1.3

Textiles -4.1 4.2 -4.8 6.6 -6.4 -6.3

Manufacturing 0.7 1.3 0.5 0.2 -0.4 -0.9

Source: EEF and Oxford Economics
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motor vehicles and households among others. The 
sector’s high export-intensity and the government’s 
plans for full fibre rollout across the country should 
mitigate some of the consumer-related risks facing the 
electrical equipment sector. Still, the highly competitive 
and saturated nature of the electronics market means 
that manufacturers will struggle to pass on higher input 
costs to customers, as well as, penetrate export markets 
to increase market share. These factors have prompted us 
to predict only slight growth of 0.2% in 2017 and a mild 
contraction of 0.6% in 2018.

MIXEd PICTuRE IN THE CONsTRuCTION suPPLY 
CHAIN

While the anticipated collapse in construction activity 
post-Referendum has not materialised, output in the 
industry has somewhat tailed off over the past few 
months. As a result, manufacturing sectors in its supply 
chain have seen a relatively soft start to the year. 
The construction sector is expected to pick up to post 
moderate growth over the next two years, although 
activity in the industry is still likely to come well below 
historic levels. 

The non-metallic minerals sector is heavily reliant 
on bricks and mortar, with 62% of its intermediate 
consumption supplied to the construction industry. 
The sector had a spectacular 2016, partly down to an 
import-substitution effect as the sterling depreciation 
made domestic sourcing significantly more attractive for 
construction companies. We do not expect a continuation 
of this trend however, with the decline in commercial 
buildings investment pushing the sector to negative 
growth over the next two years. 

The metal products sector is also a big supplier to the 
construction industry, although a good part of its output 
goes into the mechanical equipment and transport 
sectors. We expect the sector to contract in 2017, mostly 
down to negative base effects from a poor 2017q1. 
However, with several infrastructure and housing projects 
coming online in 2018, the sector should bounce back to 
post 1.6% growth in 2018. 

Demand from the metal products sector also largely 
dictates activity in the industry manufacturing its main 

input – basic metals. The basic metals sector has been 
on somewhat of a rollercoaster ride over the past couple 
of years. Recent consolidation activity and the pound 
depreciation look to have restored some of the sector’s 
lost competitiveness that led to the closure of several 
steel plants in 2016. With global steel prices on the up 
and anti-dumping measures being imposed worldwide, 
we expect the sector to post slight growth over the next 
two years.

sTEAdY As sHE GOEs FOR OTHER TRANsPORT, 
NOT sO MuCH FOR PHARMACEuTICALs

Long order books in the aerospace industry continue to 
propel steady growth in the other transport sector. With 
aircraft backlogged at record levels and the UK aerospace 
supply chain well equipped to pick up the work, as well 
as, the production of new inter-city trains keeping rail 
manufacturers’ orders books full, we expect output to 
continue to expand at a healthy pace over the next two 
years. 

The notoriously erratic pharmaceuticals sector saw 
another bumpy start to the year, with a large output 
contraction wiping out big gains from the end of 
2016. We expect the sector to shrink this year as an 
arithmetic consequence of the large q1 contraction 
and as pharmaceutical companies continue to face stiff 
competition from generics. There should however, be 
some rebound in 2018. Despite the significant strengths 
within the industry, emerging trends present more 
downside risks to our medium term forecasts. Pressure 
on public health budgets and the emergence of new 
business models whereby small biotech companies 
develop assets that large pharma companies have 
chosen not to pursue themselves could weigh on output 
growth further out.
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UK MANUFACTUReRs Need LONG-TeRM sTRATeGIC sUPPORT FROM THe 
GOVeRNMeNT TO seCURe GROwTH
The q2 survey results present a very positive and exciting 
picture for manufacturing and show increasing orders 
in both home and export markets across a wide range 
of sectors. Manufacturing is a driving force of growth in 
the economy; contributing jobs, investment spending, 
cutting edge research, world class brands and significant 
revenues. But it seems that manufacturing is still not 
seen as a critical sector in the economy and this needs to 
change.

At BDO we believe that a ‘new economy’ is needed which 
understands and makes the most of the UK’s talents, 
skills and entrepreneurial spirit, putting the UK’s mid-sized 
manufacturers at the heart of its thinking.

To create a truly sustainable and balanced ‘new 
economy’, policymakers must focus on fuelling the 
growth of the UK manufacturing powerhouse and our 
New Economy report suggests some detailed policies with 
a particular focus on helping the manufacturing sector 
grow.

At the centre of our policies is creating an environment 
which encourages innovation and digitisation, especially 
now as we’re seeing the increasing potential of the 
fourth industrial revolution (4IR). The lack of a strategic 
approach from the government has meant the UK has 
been left behind competitor countries - such as germany.

Over the last decade, the german government realised 
something had to be done for the manufacturing sector 
to remain competitive. Its answer was a highly integrated 
project - launched in 2011 by the Association of german 
Engineers under the banner ‘INDUSTRIE 4.0’ - to develop 
and market a wide suite of technologies to affect a step 
change in manufacturing productivity and enable ‘future 
proof production’. 

It was a smart move for germany. Here was a way to 
save manufacturing in the country, where manufacturing 
represents some 22% of gDP. The approach provided 
a solution to the growing need for lower cost, faster 
production and increased customisation of mass 
produced products using digital technologies. germany 

(and many other countries) seem to have embraced 4IR 
more than the UK and this is a potential threat.

The pace of change towards more automation, 
digitisation and 4IR processes over the next five to 
ten years will be rapid. UK manufacturers will need to 
change how they do business to cope with the new 
digitised environment. The drive towards automation 
will require education and investment to keep pace with 
global competitors and meet the increasing demands of 
consumers. 

Britain’s historic strengths in manufacturing, innovation, 
design and service, as well as the significant potential 
that the move to more automated manufacturing offers, 
should be supported and developed as key foundations 
for a successful and well-balanced UK economy.

We believe the government should make available a 
dedicated fund to support investment and encourage 
the adoption of Industry 4.0 processes within the 
manufacturing sector. 

In addition to this, funding for Innovate UK and HvM 
Catapult should be increased to allow sufficient resource 
to educate and advise manufacturers on how Industry 
4.0 is developing and how it’s applicable to their business 
and the benefits this would bring.

4IR might not be “a revolution” but is certainly an 
important game changer. The government should 
demonstrate that it understands the importance of 4IR 
for manufacturing and the UK economy as a whole.

For more information on BDO’s New Economy report go 
to www.neweconomy.bdo.co.uk.

Tom Lawton
Partner and Head, 
BDO Manufacturing
0121 352 6372
tom.lawton@bdo.co.uk
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EEF is dedicated to the future of manufacturing. Everything we do is 
designed to help manufacturing businesses evolve, innovate and compete 
in a fast-changing world. With our unique combination of business services, 
government representation and industry intelligence, no other organisation is 
better placed to provide the skills, knowledge and networks they need to thrive.

We work with the UK’s manufacturers from the largest to the smallest, to 
help them work better, compete harder and innovate faster. Because we 
understand manufacturers so well, policy makers trust our advice and welcome 
our involvement in their deliberations. We work with them to create policies 
that are in the best interests of manufacturing, that encourage a high growth 
industry and boost its ability to make a positive contribution to the UK’s real 
economy.

Our policy work delivers real business value for our members, giving us a unique 
insight into the way changing legislation will affect their business. This insight, 
complemented by intelligence gathered through our ongoing member research 
and networking programmes, informs our broad portfolio of services; services 
that unlock business potential by creating highly productive workplaces in 
which innovation, creativity and competitiveness can thrive.

To find out more about this report, 
contact:

Lee Hopley
Chief Economist
lhopley@eef.org.uk

George Nikolaidis
Senior Economist
gnikolaidis@eef.org.uk

Hela Mrabet
Economist
hmrabet@eef.org.uk

Martyn Jenkins
Economist
mjenkins@eef.org.uk

EEF Information Line
0808 168 5874
research@eef.org.uk

The data used in this survey has been 
provided by EEF members. Contributing 
to our surveys helps to accurately reflect 
trends and behaviours that shape the 
UK manufacturing sector.

If you would like to participate in future 
surveys, please contact Amanda Norris 
in our Information and Research team
anorris@eef.org.uk
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Accountancy and business advisory firm BDO LLP is the UK member firm of BDO 
International, which has more than 1,400 offices in 154 countries. We operate from 
18 offices across the UK, employing 3,500 people offering tax, audit and assurance, 
and a range of advisory services.

Manufacturing is a priority sector for BDO and this focus enables us to tailor the wide 
range of services we offer and apply our skills and knowledge to help clients achieve 
their objectives. 

We provide real solutions to industry issues, utilising our capabilities in everything from 
sector-specific tax, audit and business advice to patent box, research and development 
claims and acquisition opportunities to help our clients grow in the UK and overseas.

We have an excellent understanding of the issues affecting UK manufacturers as an 
industry sector, but we also focus on specific sub-sectors to improve our knowledge 
and our service to clients. These include: aerospace, automotive, building products, 
chemicals, food and drink, industrials, marine, test and measurement and technology.

Manufacturing remains one of the key industries of the UK economy. We are delighted 
to be able to play an active role in supporting the businesses that operate in this 
vibrant, changing and challenging sector.

For further information about our business and services, please visit our  
website: www.bdo.co.uk 

To talk about any issues your 
manufacturing business may be facing 
please contact:

Tom Lawton
Head, BDO Manufacturing
0121 352 6372
tom.lawton@bdo.co.uk

Baljit Bhamra
Marketing and Business Development 
Manager – BDO Manufacturing
0121 352 6296
baljit.bhamra@bdo.co.uk
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We foster enterprise and evolution to keep your
business competitive, dynamic and future focused
www.eef.org.uk


