5% -

GDP growth is now well established

and increasingly broad based =
1% -
Employment has performed well I o o L —
. . . ' ' ' ' —
and is above its pre-recession peak 1% - T
UK productivity has fallen further o
than the G7 average 5%
Knowledge Other Services Whole Med-High Other Low-Med Tech
Services Economy Tech Manuf  Production Manuf
™ Average Annual Real GVA Growth 1997-2007 B Average Annual Real GVA Growth 2007-2013
The UK st has the lowest  Growthbylocalarea
CO rpo rate tax rate in the G7 oy _ Fastest growing areas 1997-2007 l Slowest growing areas 1997-2007
6% M = - E

The UK remains near the top of the
global competitiveness indices

The UK is top in the EU in attracting
FDI; exports to BRICs are up

There has been a large increase in
apprenticeship participation

m Average annual nominal GVA growth 1997-2007 m Average annual nominal GVA growth 2007-2013
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UK growth over the longer term

UK growth since the recession

Investment and exports

Employment and productivity
Impact on the UK growth story
GVA, employment and productivity
The 4 ambitions

The 16 growth benchmarks
Cross-cutting themes

Key sectors

GVA and employment

Business population, SME performance and start-ups
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UK Growth Performance

Before the recession the UK economy grew
rapidly

Between 1987 and 1997 UK GDP grew by an average
of 2.2% a year in real terms — faster than France, but
behind the USA, Japan and Germany

From 1997 to 2007, UK growth averaged 3.1% — but
Government spending and household consumption

became more important drivers of domestic growth;
while the contribution of net trade declined

UK GDP was £1.7trn in 2013, the 5t highest in the G7,
behind the USA, Japan, Germany and France

@fgﬁ Department for Business, Innovation & Skills

Real GDP growth
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UK Growth Performance

In 2008 and 2009 the UK economy suffered
its deepest recession since official records
began in 1948

Real GDP since the recession

110 4
108 A
106

104 -

The UK experienced one of the deepest recessions of 107 | /\/_—
— /

any major economy. UK GDP contracted by 6.0% in 100 4

real terms between Q1 2008 and Q2 2009 =

The OBR jUdge that the piCk_up in grOWth Since early ” OIZLYZI3I4ISI6I718I9I10l11I12l13I14115I16'17I18]19I20121I22I23l24l25T26I
2013 reflects a recovery in demand, supported by R TN

France e G erman Yy UK USA s=—=Eurozone

growing confidence and improving credit conditions

ntributions to UK growth
GDP exceeded its pre-recession peak in Q3 2013. GDP Co butions to UK growt

is now 2.9% higher than before the recession, = Ly, (auarery GOP growt rates)
following 0.7% growth in the third quarter of 2014

€ 0.8%

9
@1 0.6% 0.4% 0.6%

The OBR forecast 3% GDP growth in 2014, and a loss : | - m B —
of momentum in 2015; with growth expected to slow 0 1 — - — .
to 2.4%. Household consumption is expected to 1

provide the greatest contribution to growth in 2015,
followed by business investment and housing = e mEm ooked GEE  GEEl WO S

HHHHH hold & NPISH consumption B Government Consumption M Investment W Other Net trade

0.7%
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UK Growth Performance

Investment fell sharply during the recession.
Exports have recovered, but are below
previous expectations

Total investment fell by a fifth in real terms from Q1
2008 to Q2 2009; but it has grown slightly over the
last eight quarters. Within this, business investment
fell by 17.6%, but rebounded between Q1 2010 and
Q3 2014, growing by 26.1%

The UK trade balance has remained relatively stable
since the financial crisis began, as exports and imports
have moved together. After a fall in 2008, exports
recovered strongly, but have seen limited growth
since 2011

The OBR attributed weaker than forecast export
growth in 2014 to lower demand in the euro area and
an appreciation of sterling since early 2013

Looking forward, the OBR expect these factors to push
down export growth for 2015 to 2.4%. However, from
2016 onwards, a recovery to just under 5% growth per
annum is expected, as the recovery in productivity
boosts UK export competitiveness

iy
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UK Growth Performance

UK employment has been robust — but labour Employment levels since recession
productivity has been weaker 108 -
106
The recent performance of the labour market in the 104 1
UK compares favourably both to previous recessions ol
and against other economies e
5 )
Between 2008 Q2 and 2010 Q1 the number of people %
employed declined by around 2.4%. Employment e ® o e s s o oo oo oo s .
levels have since risen above their pre-crisis peak F SIS TS IS S S S

UK Labour productivity remains weak. Output per
hour made a relatively fast recovery after the
recession, but as of 2014 Q3 it remained 2% below its
pre-recession peak (in Q1 2008) 8

106 +

Labour productivity — output per hour

Since 2007, UK output per hour grew faster than in
Germany and Italy, but slower than the USA and France

104

102 +

The Bank of England expects productivity growth to 100 -
pick up gradually as the effects of the financial crisis
continue to wane. Increases in demand should allow ,

98 -

companies to use their staff more effectively 2007 2008 2009 2010 2011 2012 2013

G erman i France e taly ) K USA
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Impact of National Accounts Changes on the
UK Growth Story
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Changes in the ONS Blue Book 2014

e As part of this year’s ‘Blue Book’ the ONS has implemented a number of major methodological
changes to the UK National Accounts

e These changes were needed to meet new requirements for the European System of National
Accounts (ESA10) as well as outstanding requirements to meet the existing ESA95 framework

e The adoption of ESA10 brings national accounts in France, Germany, Italy and the UK broadly into
line with Canada and the USA

e More information can be found at the ONS Website at the following link:
http://www.ons.gov.uk/ons/guide-method/development-programmes/esa2010/index.html

e Interms of GDP — key changes include improvements in the measurement of capital investment,
and expenditure by non-profit institutions serving the household sector (i.e. charities)

e The revisions to business investment reflect a combination of methodological improvements and
changes to the treatment of Research and Development (R&D) spending by firms. The latter is now
classified as an investment (rather than intermediate consumption) and hence directly contributes
to GDP

3?936 Department for Business, Innovation & Skills Growth Dashboard: 22 January 2015
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Impact on GDP

The 2008/09 recession was shallower, and GDP under ESA 95 / ESA 10
the subsequent recovery faster and more (Q1 2008 = 100)

balanced than previously thought 100 /
- 201303\

98

100

e The UK economy is now estimated to have
contracted by -6% between 2008 Q1 — 2009 Q2
(previous estimate was -7.2%)

2014Q2

2008Q1

9% -

e |t subsequently grew by +8.7% between 2009 T . e
Q2 — 2014 Q2 (previous estimate was +7.9%) - N I

o AS 3 re5u|t GDP reached |ts pre_cr|S|S peak |n 2008Q1 200°Q1 2010Q1 2011Q1 2012Q1 2013Q1 2014Q1
201.3 Q3; three quarters earlier than previous Business Investment ESA 95 / ESA 10
estimates suggested (Q1 2008 = 100)

e A key driver of this was the rebound in
business investment, growing by +20.6% during 110
2009 — 2013 (previous estimate was +3.2%) o6 JAN

e Business investment is now thought to have
contributed around one-third of growth
between 2010 and 2013 2

2008Q1 = 100

——ESA10 ——ESA95

<

2008 Q1 2009 Q1 2010Q1 2011 Q1 2012Q1 2013 Q1 2014 Q1
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Impact on Sectors

Broadly speaking the industrial composition GVA by Sector under ESA 95 / ESA 10
of the UK economy has been unaffected by
the revisions 5 Professional & Business Services _
29 Financial Services [
373 Education |
. . g4 Information Economy —
e Knowledge Services still account for 35% of UK ¥ publishingand Broadcasting Activities

Transport, Storage & Distribution |,
Health & Social Care |
Retail |
Public Admin & Defence _-
Community, Social and Personal services _.
Real Estate _.
Hotels & Restaurants ..
Administrative & Support Services [l
Machinery/Electrical & Other Transport... -

GVA, Manufacturing accounts for around 10%

e At the sector level, the two largest revisions
were to Education and Financial Services

Other Services

¢ Financial Services have been revised down to
8.5% of GVA (from 9.7%)

£
. . . 0 Pharmaceuticals
e Education Services have been revised up to £ Automotive :
o 0 ES Aerospace  ila
756 Of GVA (from 686) § ICT & Precision Instruments .
e Other sectors which have seen sizeable - Bevemges&“;zgccac'; '__
changes include Public Admin & Defence, £ Metal Products |
. . . F e Non-Metal Products |
Community, Social & Personal services, and it Wood,Paper& Prinig. I
Health & Social Care = Otter Manfacturing
9 Clothing & Textiles &
Shipbuilding |
. Construction _
i Utilities |
gé 0il& Gas e W
9 g Agriculture, Forestry & Fishing mESA 10

Mining & Quarrying |l

Note: Imputed Rent has been excluded
from Real Estate sector output

0% 5% 10% 15%

%
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UK Sector Performance

The UK economy is heavily services based
both in output and employment

In recent decades there has been a marked shift in
the UK economy away from manufacturing towards
services. In particular, towards knowledge intensive
services; which now account for 34% of UK output
and 29% of total employment

77% of UK GVA is accounted for by the services sector,
of which professional and business services (12%) is
the largest sub-sector. The remainder is accounted for
by manufacturing (10%), construction (7%), other
production (5%) and agriculture (1%)

Services also dominate UK employment, accounting
for 83% of jobs. Manufacturing (8%) and construction
(6%) are the next two largest sectors by employment.
Health and social work (13%) is the largest sub-sector
within services

|
e ®
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from Real Estate sector output
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UK Sector Performance

Knowledge intensive services have been a

- Real GVA growth by industry
major source of growth over the last two

decades Information Economy —
go 2 Professional & Business Services —
% % Financial Services =
. . . . . g A Publishing and Broadcasting Activities -
Knowledge intensive services grew particularly rapidly ¥ vcaton "
in the UK during the 1990s and 2000s; accounting for hh&Rea‘Elsme —_—
Hea Social Care by
half of UK real growth between 1997 and 2007. The Retail !
fastest growth was in the information economy not 3 s et
—_— 5 inistr pport Services —
f|nanc|a| SerV|Ces g Community, Social and Personal services &
Transport, Storage & Distribution =
Public Admin & Defence -
. Phar! utical —
Growth across most manufacturing sectors was more £ am:;eospcaacz —
subdued. Overall they made no contribution to real g AE:‘:;“;?V': o
. 2 o
UK growth between 1997 and 2007. The main € Machinery/Elctrical & Other Transport Equipment .

. . . ICT & Precision | u ——
exceptions to this were pharmaceuticals and £ e -
aerospace which both saw strong growth 5 e p—

£ Food, Beverages & Tobacco
o Other Manufacturing —|
. . . 8 Wood, Paper & Printing [e—
Since 2007, services have continued to outperform : Shipbuiding ——
manufacturing; services output is now above its pre- - C'°"“"3&Lj;it::j _
recession peak. Despite this overall trend, the two : Construction =
. . 2 Mining & Quarrying
fastest growing sectors since 2007 have been two 5 Agcalture, Forestry& Fiding 1
manufacturing sectors: shipbuilding and aerospace S e : : :
-10% -5% 0% 5% 10%
Average annual GVA growth 1997-2007 M Average annual GVA growth 2007-2013
[~ 7]
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UK Sector Performance

The recession has not halted the shift of
employment from manufacturing to services

Manufacturing sectors have seen the largest declines
in employment, before and after 2007. This includes
both low-tech manufacturing and high-tech
manufacturing sectors, such as pharmaceuticals and
chemicals

The recession has had a limited impact on
employment growth. Generally, sectors that were
increasing employment prior to 2007 tended to
sustain employment growth post 2007; whilst those
shrinking before 2007 continued to shrink after

However, some sectors saw a change in fortunes.
Notably, construction saw strong employment growth
until 2007 but has seen employment contract since
then. By contrast, in both utilities and mining &
quarrying, employment was falling prior to 2007, but
has subsequently seen relatively strong growth
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UK Sector Performance

There is little correlation between sector Labour productivity growth
productivity growth pre and post 2007

Communications

Textiles & clothing

Almost all sectors saw labour productivity gains in the Chemical & pharmaceuticls
years leading up to the recession. The sectors that i —
saw the greatest gains include communications,
chemicals and pharmaceuticals and perhaps

Transport equipment
Finance & insurance

Computer & electrical

surprisingly textiles and clothing Metal products

Professional services
Manufacturing sectors have tended to show better Rubber & plastic
productivity performance than services post 2007; as A

Coke and petroleum products

their employment has fallen further than output

Food, drink & tobacco

Wholesale & retail

Manufacturing of transport equipment (aerospace, Adrmin & support serices
shipbuilding and automotive) is an exception and has A
seen strong productivity growth along with an
increase in output since 2007

Wood, paper & printing
Transport & storage

Other services

Artsand entertainment
Labour productivity calculated

Government services as output per hour

Real estate activities

T T T T T T T T T T 1
3% 2% 1% 0% 1% 2% 3% 4% 5% 6% %
Average annual labour product ivity growth 1997-2007 m Average annual labour productivity growth 2007-2013
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To create the most competitive tax system in the G20

To make the UK the best place in Europe to start, finance and grow
a business

To encourage investment and exports as a route to a more
balanced economy

To create a more educated workforce that is the most flexible in
Europe

“We now have to step up a gear. Our economy needs to become much more dynamic, less burdened by
pointless barriers, and retooled for a high tech future. We have to tear down the barriers to enterprise
and economic development.” Vince Cable and George Osborne, The Plan for Growth
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@7 Countries 2011 2012 2013 2014
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Canada
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Japan
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Indicator 2014 2013 Income Average
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Time (hours per year)

Profit tax (%)

Labour tax and contributions (%) | 11.3
Other taxes (%)

Total tax rate (% profit)

Overall Ranking

Overall Score (/100)
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Due to changes in methodology, World Bank data
prior to 2013 is no longer comparable to recent data

2006 2007 2008 2009 2010 2011 2012 2013 2014
e \\/EF Global Competitiveness Index e \\/B Doing Business Index
e |MD World Competitive ness Index ~WB Doing Business Index (pre-2013)
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Is the level of regulation an
obstacle to your business’s
success?

% citing regulation as the
greatest challenge to their
business
Has complying with
regulation become more
time consuming over the last
12 months?

In the next 12 months, do
you think the burden from
regulation will increase?
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Note: Data are for England only and relate to the third quarter in each year

2009 2010 2011 2012
- 16-24 in employment, education or training
—— 16-24 in education or training
——16-24 in employment
—— 16-24 not in employment, education and training

—

2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12

Pupils receiving free school meals Pupils not receiving free school meals
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https://www.gov.uk/government/policies/using-industrial-strategy-to-help-the-uk-economy-and-business-compete-and-grow



https://www.gov.uk/government/policies/using-industrial-strategy-to-help-the-uk-economy-and-business-compete-and-grow

=== Change in bank lending to PNFCs over past 3 months (£bn)

Q3 2012 Q4 2012 Q1 2013 Q2 2013 Q3 2013 Q4 2013 Q1 2014 Q2 2014 Q3 2014

W SMEs citing access to finance as a moderate obstacle over the next 12 months
 SMEs citing access to finance as a major obstacle over the next 12 months
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In 2013 Gross Value Added (GVA) per head of
population increased in all regions

There is a significant amount of variation within
regions. London shows the greatest amount of
variation in levels of GVA per head, with a difference
of £121,157 between the highest and lowest local
areas in 2013. The North East shows the least amount
of variation, with a difference of just £7,033

At the local area level, in 2013 Inner London West had
the highest GVA per head at £135,888. The Wirral had
the lowest GVA per head at £12,482

In 2013, GVA per head increased in 126 of the 139
local areas. The largest increase in England was in
Southampton which saw GVA per head increase 7.8%

Note: Regional data used as LEP data not yet available
for 2013
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Orkney Shetland
Islands Islands

VI
& ¥

£ per head

26,000 to 40,215
22,000 to 25,999
20,000 to 21,999
18,000 to 19,999
17,000 to 17,999
16,893 to 16,999

Contains National Statistics data © Crown copyright and database right 2014

Contains Ordnance Survey data © Crown copyright and database right 2014

Source of boundary for Northern Ireland: UNEP (2014): UNEP Environmental Data Explorer. United Nations
Environment Programme. http://geodata.grid.unep.ch.
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Sub-National Performance

- Annual GVA per head growth 2003-
The Core Cities and London have yet to 2013

recover pre-recession output growth rates. -
5% -
4% -

London’s performance was consistently above the

3%

English average and the Core Cities average from 2%
2003 to 2007. During the recession (2008-2009), (1);
London’s growth rate per head dropped behind, to o
-3.08%, compared to -0.35% in the Core Cities and -2% -
-2.17% for England as a whole >
2003-2007 2008-2009 2010-2013
London’s output per head growth rebounded between Erig  Core Cities WSS

2010 and 2013, to exceed the national average .
8 Annual GVA per head growth in Core

Substantial variation exists across the Core Cities. Cities

During the recession, Liverpool recorded a remarkably 10%

high growth rate (9.5%), although regional growth o

rates can be volatile. Greater Manchester, Sheffield jj

and Liverpool were the only Core Cities to record % I = I o I
positive growth 2 T I ' = I S g I |
Post-recession, London recorded the highest growth a0

rate, followed by Birmingham. However, the Core T B g g
Cities average annual growth rate between 2010 and T e W g
2013 was still 3.8ppts below its 2003-2007 average CYSPERIEGFEANTSAARTT MISAEARSIGNOENES MO Ena
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Sub-National Performance

Labour Market performance at the Local
Enterprise Partnership (LEP) level varies
considerably

LEPs in the South East had the highest employment
rates in 2013. The Hertfordshire and Oxfordshire LEP
recorded the highest employment rate (77.9%), while
the lowest was the Black Country LEP (65.2%)

During the recession, employment rates fell across all
LEPs, except in New Anglia and Swindon & Wiltshire;
with the Core City LEPs and London suffering the
largest declines. The biggest drop was -2.7 percentage
points (ppts) in the North Eastern LEP

Given urban areas have higher concentrations of
unemployed than rural, all Core City LEPs, except
West of England, had higher unemployment rates
than the English average (7.0%) in 2013. Greater
Birmingham and Solihull LEP recorded the highest
unemployment rate of all Core City LEPs, at 10.5%

From 2010 to 2012, Cornwall & Isles of Scilly recorded
the largest decline in unemployment (-3.5ppts), with
Oxfordshire recording the largest rise, 2.8ppts

iy
3?}95 Department for Business, Innovation & Skills

Unemployment rate in local

authorities comprising LEP areas, 2013

Legend
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Sub-National Performance

At the regional level, house prices continue to
rise. According to survey data, output
continues to remain positive

According to Lloyds Bank/Markit’s Purchasing
Manager’s Index (PMI), regional private sector output
activity growth for Q4 2014 remained well above 50;
indicating an overall increase in reported output. (The
decline on the graph shows a slowdown in growth,
rather than a fall in output)

The difference between the lowest and highest
regional PMI has varied over the period. In Q1 2008
the range was 8, widening to a high of 17 in Q1 2010.
Since Q1 2013 the range has narrowed, reaching just
6in Q4 2014

On house prices, London’s growth rate has been
diverging from the UK’s since mid 2011. However, the
most recent data (Q3 2014) put the capital’s quarterly
growth at 3.75%, compared to 3.97% for the UK

The North East also saw above average house price
growth (2.81%) over the same period, though growth
has yet to recover to pre-recession levels. Yorkshire &
the Humber recorded the lowest growth rate (1.92%)

do

Department for Business, Innovation & Skills
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At the start of 2014 there were 5.2 million private
sector businesses in the UK, an increase of 330,000
since the start of 2013. The number of businesses

with employees increased by 67,000

The long-term growth in the business population has
been driven by a 30% increase in the number of

businesses with no employees since 2008

In 2014 76% of businesses were non-employers

99.3% of businesses were small (0-49 employees),
accounting for 48% of UK private sector employment

and 33% of private sector turnover

99.9% were SMEs, accounting for 60% of employment
and 47% of turnover. SMEs contributed over half of UK

output in 2013 (54 per cent of GVA)
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The BDO composite output index, constructed from ol
the results of a number of published business surveys, s | /
shows steady growth across 2013 and 2014. Growth %2 |

for 2014 is above the long term trend level oy

5
In Q2 and Q3 2014, the Federation of Small Business & & & N ¢ @ W
‘Voice of Small Business Index’ showed net positive ——ERCROUPUEIRICR Trend Growth

experience amongst small business (0-49 employees)
for quarterly growth in both turnover and profit _

140

Business creation has fallen to 2008 levels, with
447,000 start-ups in 2013. Business creation peaked in
2011, with 508,000 start-ups recorded over the year
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In 2014, quarterly start-up numbers levelled off to a

rate last seen in 2009. The 27% increase in start-ups o
between Q1 2009 and Q3 2011 has subsequently w
fallen back to a similar level to Ql 2009 28(}8 2(()138 23(}9 2839 2(()1110 28130 23111 2(?131 2(?112 zgfz 23113 2(()1133 2314 2334

Start-ups, 000's
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