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ECONOMICS 

UK MANUFACTURING OUTLOOK (Q1 2017) 

UK manufacturing production rose sharply in the last few months of 2016. 

January did see a modest setback but this is likely to be temporary as orders 

certainly look strong enough to generate further output gains. As a result, 

2017 will probably see a further acceleration in output growth. Near term, the 

boost to competitiveness from sterling’s depreciation last year last is 

probably a key driver of this upturn, although some surveys show domestic 

sales rising more quickly than external sales. Looking further out relatively 

weak productivity growth remains a key issue for the sector, while the 

outcome of Brexit negotiations is a major area of uncertainty. 

Manufacturing output is on an uptrend 

Clear signs are now emerging of an acceleration in UK manufacturing activity. In our last 

quarterly note we highlighted a strong likelihood that output growth had picked up in late 

2016 and that this would continue into 2017. Recent data has confirmed the first of those 

predictions, as manufacturing output rose by 1.2% in quarter four of last year. Admittedly, 

that followed a drop in output in the previous quarter. Nevertheless, the underlying trend is 

clearly upward, as is indicated by the 1.9% rise in Q4 production when compared to the 

same quarter a year ago (Chart 1).  

Manufacturing’s upturn has probably continued into early 2017. Official data did show a 

small fall in output in January, while the February purchasing managers’ survey showed a 

modest decline in the level of the headline index when compared to January. But both of 

these are probably just temporary retreats after outsized gains in previous months. With 

orders as measured by both the PMI and CBI surveys strong enough to point to further 

output gains over the next few months, the sector still seems on course for further expansion 

(Chart 2). 

While it is tempting to see the recent turnaround as being driven by competiveness gains 

from last year’s sterling depreciation, the evidence for this is mixed. Indeed some business 

surveys show domestic orders rising more sharply than export orders. But that may also be 

due to the impact of the currency as UK producers win market share from importers, while at 

least some of the rise in domestic demand will be exporters purchasing intermediate or 

investment goods from UK suppliers. Moreover, other data sources such as ONS 

calculations of the export share of manufacturing sales point to stronger export growth 

Chart 1: Manufacturing output growth has accelerated Chart 2: Surveyed orders point to further gains in output 

Source: Haver Analytics, LBCB analytics as of 17 March 2017  Source: Oxford Economics, LBCB analytics as of 17 March 2017  
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across a range of key manufacturing industries (Chart 3).  

The likelihood that some of the positive impact of recent competiveness gains are yet to 

come through is one reason to expect a further rise in manufacturing output in 2017. 

Another cause for optimism is evidence of a rebound in manufacturing across a range of 

economies including the US, China and Germany, which suggests that the UK’s upturn may 

be just part of a broader expansion. Whatever the driver of demand, a partial counterweight 

is that manufacturing’s input costs are now rising strongly fuelled by sterling’s slide (Chart 

4). This will eat into profit margins unless industry raises prices or find economies 

elsewhere. But for the majority of producers the effect should not fully offset competiveness 

gains.  

Will this improvement last? 

While the short-term position for UK manufacturing looks better than it has for some time, 

more long-term concerns persist. Manufacturing investment probably fell by more than 4% 

last year, its weakest performance since 2009. Whether spending will rebound in 2017 

remains unclear. Many UK businesses, including significant parts of manufacturing, face a 

cocktail of cost increases from April including changes to business rates, the new 0.5% 

Apprenticeship Levy and an increase in the National Living Wage from £7.20 to £7.50. With 

input costs already moving higher due to sterling’s depreciation and ongoing ‘Brexit’ 

uncertainty, it is not difficult to see why manufacturers may continue to delay investment 

decisions. Investment intention surveys so far point to only modest growth at best.   

Continued sluggish investment growth may add to concerns about the UK’s modest 

productivity performance. Over the twelve months to 2016Q3 manufacturing productivity, 

grew by only 0.6%. Based on early data it probably accelerated in Q4 but will still have been 

well below the growth rate in previous economic cycles and less than that in most other 

major economies. If the persists any competiveness gains brought about by the weaker 

pound will prove to be ephemeral. 

Better news is that the UK government acknowledges the importance of boosting 

productivity and has already taken some steps. Measures to raise infrastructure spending 

were announced in last year’s Autumn Statement, while changes to technical training was 

one of the few policies moves of any significance to come out of the Spring Budget. The 

government also published a consultative document on its Industrial Strategy earlier this 

year and, asked for feedback by 17th April. This may lead to a further policy shake up in the 

second half of the year, possibly around the time of the Autumn budget.   

Outperformers and underperformers 

The acceleration in output growth has been seen across most parts of UK manufacturing in 

recent months. Nevertheless, there continues to be significant difference in relative 

Chart 3: Exports are up as a proportion of overall sales   Chart 4: The weaker pounds is boosting input costs 

 

 

 

Source: ONS, LBCB analytics as of 17 March 2017 Source: Haver Analytics, LBCB analytics as of 17 March 2017 
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performance. Chart 6 shows some of the significant outperformers and underperformers.  

Fluctuations in pharmaceutical output explain much of the recent volatility in manufacturing 

production. According to ONS estimates pharma output rose by 9.5% in the last quarter of 

2016 but then declined by more than 13% in January. Much of this volatility, however, may 

reflect measurement difficulties rather than actual performance. Pharma output is still more 

than 20% below its pre-recession level, a disappointing position for an industry that has 

usually been seen as one of the UK economy’s success stories. But recent signs are more 

positive, output is 6.5% above its level of a year ago, suggesting that the weaker pound may 

be helping to restore competitiveness.    

Food and drink should be another sector that benefits from the competitive advantage of 

sterling’s depreciation. Consequently, while output fell modestly in 2016Q4 and by 1.4% in 

January, the outlook for the rest of the year is more promising. 

Motor vehicle production rose by 4.7% in January and is currently 8.5% higher than a year 

ago. The car market was buoyant last year across the US, UK and much of Continental 

Europe, but there must be doubts this level of demand will be sustained in 2017. Meanwhile, 

there are conflicting reports on the future of volume car production in the UK. Both Nissan 

and Vauxhall’s new owners have forecast a positive outlook post-Brexit, although they 

suggested that this is at least partly dependent on more investment in UK supply chains. In 

contrast, Ford has cast doubt on the future of production at its Bridgend plant.   

While aerospace output fell modestly in January production is still almost 5% higher than a 

year ago in real terms. Buoyant order books at Airbus and Boeing suggest that the global 

industry is in good shape. But the UK industry’s close links to production in other EU 

countries means that EU exit negotiations will be particularly important for this sector.    

We have previously noted that the sluggish performance of engineering was probably linked 

to stagnant business investment. Output has recently accelerated despite ongoing 

weakness in UK business investment. This may in part be due to a pickup in external 

demand, while sterling’s depreciation may have allowed UK producers to raise their market 

share. These factors may continue to support growth this year.      

In summary, UK manufacturing is in a ‘sweet spot’ for now as it benefits from the 

competitiveness boost generated by a weaker pound. In this environment those 

industries whose products are price sensitive are likely to be outperformers.  

 

Chart 5:Manufacturing investment fell in 2016   Chart 6: Manufacturing sectors still show substantial 
differences in performance 

 

 

 

Source: Haver Analytics, LBCB analytics as of 17 March 2017 Source: Haver Analytics, LBCB analytics as of 17 March 2017 
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CONTACT DETAILS 

Rhys Herbert  

T: 0207 158 1743 
E:rhys.herbert@lloydsbanking.com 

 

DISCLAIMER 

This document is confidential, for your information only and must not be distributed, in whole or in part, to any person without the prior consent of Lloyds Bank plc 
(“Lloyds Bank”). This document has been prepared for information purposes only. This document should be regarded as a marketing communication, it is not 
intended to be investment research and has not been prepared in accordance with legal requirements to promote the independence of investment research and 
should not necessarily be considered objective or unbiased. This document is not independent from Lloyds Bank’s proprietary interests, which may conflict with your 
interests. Lloyds Bank may trade as principal, may have proprietary positions, and/or may make markets in any instruments (or related derivatives) discussed in this 
document. The author of this document may know the nature of Lloyds Bank’s trading positions or strategies in anticipation of this document. Trading personnel may 
be indirectly compensated in part based on the size and volume of their transactions, but the outcome of any transaction that may result from this document will not 
have a direct bearing on the compensation of any trading personnel. Lloyds Bank may engage in transactions in a manner inconsistent with the views expressed in 
this document and Lloyds Bank’s salespeople, traders and other professionals’ may provide oral or written market commentary or strategies to clients, which may 
conflict with the opinions expressed in this document. 

Any views, opinions or forecast expressed in this document represent the views or opinions of the author and are not intended to be, and should not be viewed as 
advice or a recommendation. We make no representation and give no advice in respect of legal, regulatory, tax or accounting matters in any applicable jurisdiction. 
You should make your own independent evaluation, based on your own knowledge and experience and any professional advice which you may have sought, on the 
applicability and relevance of the information contained in this document.  

The material contained in this document has been prepared on the basis of publicly available information believed to be reliable and whilst Lloyds Bank has 
exercised reasonable care in its preparation, no representation or warranty, as to the accuracy, reliability or completeness of the information, express or implied, is 
given. This document is current at the date of publication and the content is subject to change without notice. We do not accept any obligation to any recipient to 
update or correct this information. This document is not directed toward, nor does it constitute an offer or solicitation to, anyone in any jurisdiction or country where 
such distribution or use would be contrary to local law or regulation. Lloyds Bank, its directors, officers and employees are not responsible and accept no liability for 
the impact of any decisions made based upon the information, views, forecasts or opinion expressed. 

Lloyds Banking Group plc and its subsidiaries may participate in benchmarks in any one or more of the following capacities; as administrator, submitter or user. 
Benchmarks may be referenced by Lloyds Banking Group plc for internal purposes or used to reference products, services or transactions which we provide or carry 
out with you. More information about Lloyds Banking Group plc’s participation in benchmarks is set out in the Benchmark Transparency Statement which is available 
on our website. 
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Banking Group plc. Lloyds Bank plc. Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Bank of Scotland plc. 
Registered Office: The Mound, Edinburgh EH1 1YZ. Registered in Scotland no. SC327000. Authorised by the Prudential Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential Regulation Authority under registration numbers 119278 and 169628 respectively. 


