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MANUFACTURERS FORECAST LONG SLOW HAUL TO RECOVERY
1.2% growth in 2010 as sectors diverge in prospects – EEF/BDO report

Manufacturing in the south east will only see a muted recovery in 2010 before posting a stronger performance in 2011 on the back of export led growth, according to a major economic forecast published by EEF, the manufacturers’ organisation and accountants and business advisers BDO LLP. 
The Economic Prospects 2010 report forecasts manufacturing will grow by 1.2% this year before picking up to 3.4% in 2011. But, the report also forecasts the performance of individual sectors is set to sharply diverge, with some enjoying strong growth whilst others with longer lead times are only just about to see a downturn.

For the economy as a whole, the best prospects for growth lie in the UK’s export potential, supported by a weak exchange rate, as the world economy returns to growth - and manufacturing will have a big role to play.  This will lead to some rebalancing of economic growth in the short term as exports grow this year and the sector outpaces the rest of the economy.  But as consumers remain wary and continue to pay down debt and rebuild savings the UK economy will grow by only 0.9% in 2010.  Credit constraints and a slow recovery in profitability are also likely to hold back business investment.  

The report also highlights that risks to growth remain, not least from continued credit constraints and the impact of the electoral cycle on economic performance.  However, further challenges will not be unique to the UK economy. Financial market risks and the need to address global account imbalances will play a part in determining global growth this year, and beyond.

Commenting, David Seall, EEF South East Region Director, said:

“The outlook for the UK economy and our regional manufacturers is far from certain, with little anticipated momentum behind a recovery until the latter part of the year.  The prospects for different manufacturing sectors are also highly variable, and while some can safely say the worst is behind them, others are only just beginning to feel the chill.  In what will be an uncertain world in 2010, companies will still be looking for stability from policy makers.”

Robin Lloyd, Director and Head of Manufacturing at BDO LLP in Southampton commented: 

"For most sectors in manufacturing the damage and decline of the recession of 2008 / 2009 now appears to be giving way to the slow and difficult recovery of 2010. And, it looks like some of our key manufacturing sectors will continue to suffer the impacts of the global slowdown and global competition at least in the early part of 2010.” 

He continued: "Manufacturers will need to continue to implement cost-cutting measures, including staff reductions, to maintain profits in what will continue to be a very challenging market. In addition the lack of access to credit will continue to cause major headaches for many manufacturers - in particular as the growth phase begins to place increasing demands on working capital.  I have concerns that the early period of 2010 could prove very difficult and possibly fatal for some manufacturers. 

He concluded: "But looking forward and on a more positive note we feel that more significant growth in activity levels should begin in earnest towards the end of 2010 and gain momentum into 2011. Manufacturing remains very much in business in the UK."

Marked difference between sectors


The report forecasts that those sectors which will lead manufacturing out of recession are primarily those exposed to export markets. Mechanical Equipment (3.5%) Metal Products (3.6%) and Metals (3.4%) will see strong quarter on quarter growth throughout the year.  

However, some sectors will struggle through 2010. Long lead times protected the aerospace, defence and shipbuilding markets from the worst of the recession. But output is set to fall this year in the other transport sector (-5.7%) as defence budgets are squeezed and civil aerospace remains weak. The auto industry will suffer a hangover (-5.3%) as funding from the various scrappage schemes in the UK, EU and US run out.

While some sectors have bucked the wider manufacturing trends, others have merely seen a continuation of the decline that was in train before the recession started.  Manufacture of computers, for example has seen year on year declines in output since 2002 in response to a drift eastwards to lower labour cost economies.  A similar trend has occurred in textiles, with relatively few plants able to compete with emerging economies producing for the mass market.  
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BDO LLP operates across the UK with some 3,000 partners and staff. BDO LLP is a UK limited liability partnership and a UK Member Firm of BDO International. BDO - Belfast, a separate partnership, operates under a licence agreement.  BDO International is a world-wide network of public accounting firms, called BDO Member Firms.  Each BDO Member Firm is an independent legal entity world-wide and no BDO Member Firm is responsible for the acts and omissions of another member. 

The network is coordinated by BDO Global Coordination B.V., incorporated in the Netherlands with its statutory seat in Eindhoven (trade register registration number 33205251) and with an office at Boulevard de la Woluwe 60, 1200 Brussels, Belgium, where the International Executive Office is located. 

The combined fee income of all the BDO Member Firms was $5.14 billion in 2008. The global network has 1,095 offices in 110 countries and more than 44,000 partners and staff provide business advisory services throughout the world. 

BDO LLP and BDO - Belfast are both separately authorised and regulated by the Financial Services Authority to conduct investment business. 

BDO is the brand name for the BDO International network and for each of the BDO Member Firms.
About EEF

EEF, the manufacturers’ organization, is the representative voice of manufacturing in the UK together with ECIA, the Engineering Construction Industry Association and UK Steel. EEF has a growing membership of almost 6,000 companies of all sizes, employing some 900,000 people from every sector of engineering, manufacturing, engineering construction and technology-based industries.
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