CBI Distributive Trades Survey

B Retail sales continued to fall over the year to February, despite hopes that
volumes would stabilise, and sales remained well below average for the time of
year. A further, although more moderate fall in sales is expected over the year to

March.

B Wholesalers also recorded a sharp fall in year-on-year volumes, with sales
substantially below the average for the time of year. However, sales increased in

the motor trade sector for the first time since September 2004.

Retailing

Retail sales continued to fall over the year to February,
disappointing expectations that they would stabilise
after January’s decline. A further, although more
modest, decline in sales is expected over the year to
March. The underlying trend in retail sales continued
to improve, as November’s particularly weak result
dropped out of the calculation, although it remains
firmly negative.

Sales remained below average for the time of year,
although to a lesser extent than in the previous survey.
Looking forward, sales are expected to improve in
relation to the seasonal average, although remaining
well below ‘normal’ levels.

Orders placed with suppliers fell further, despite
expectations that they would be broadly stable, whilst
stock levels fell for a second successive month. Average
selling prices were broadly stable in the year to
February, after falling in the previous five quarterly
surveys, and are expected to remain stable into March.

Employment fell sharply in the retail sector over the year
to February - at the fastest rate in the survey’s history.
This continues the two-year trend of declining
employment in the sector, and job-shedding is expected
to continue at a similar rate.

Retailers expect the business situation to be broadly stable
over the next three months. Sentiment has improved
since the last quarterly survey in November, when it was
the weakest in the survey’s history.

Sector breakdown

Sales continued to increase in the grocery sector, although
at a slower rate, whilst volumes stabilised in clothing
stores after two months of growth. Sales fell in all other
sectors, with the exception of ‘other’ retail. However, in
some sectors associated with the housing market, such as
durable household goods and furniture & carpets, the rate
of decline in sales appears to have slowed considerably
since the autumn.
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Wholesaling

Sales volumes fell at the fastest rate in over three years
during the twelve months to February, following a smaller
decline in the previous survey. However, sales are
expected to increase slightly over the year to March. Sales
were well below average for the time of year - to the
greatest extent seen since May 2001, and volumes have
now fallen below seasonal norms for three consecutive
months. Orders placed with suppliers continued to fall,
at a faster rate than had been expected, reflecting the
declining sales so far in 2006. Stock levels increased
slightly in February, despite expectations that they would
decline. However, stock levels are expected to fall in
March.

Wholesalers’ sales volumes v year ago (% balance)
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Motor traders

The volume of sales increased slightly in the year to
February as expected. This was the first increase in the
sector seen since September 2004, and a further increase
in sales is expected in the next month. Sales remained
below average for the time of year in February, although
they were far closer to normal levels than in the previous
survey. However, sales are expected to be in line with the
seasonal average in March. The volume of orders placed
with suppliers fell in February, after increasing in the
previous survey. .Stock levels increased substantially,
despite expectations of a modest fall. They are expected
to fall back again in March, although still remaining
adequate to meet expected demand.

Motor traders’ sales volumes v year ago (% balance)
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Distributive Trades Survey: Selected Results

Retailing

Volume of sales versus year ago

Volume of sales - 3 month moving average
Volume of sales: level for the time of year
Volume of orders placed upon suppliers
Volume of stocks in relation to expected sales

Wholesaling

Volume of sales versus year ago
Volume of sales - 3 month moving average

Motor Traders

Volume of sales versus year ago
Volume of sales - 3 month moving average
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CBI/Grant Thornton Service Sector

Survey

Over the three months to February, consumer services firms saw profits, numbers
employed, business volumes and values all contract.

Business and professional services firms, by contrast, saw the opposite. The rate

at which business volumes, values and profits advanced was the fastest in the

history of the survey.

Consumer services

Firms had expected business volumes to increase over
the past three months, but they fell. This came after
modest volume growth in the three months to August
and flatness in the three months to November. The
value of business also fell over the past three months at
the fastest pace since May 2002. The level of business in
both value and volume terms was rated as ‘below
normal’, but by much less than last time. Looking
ahead, expectations for both volume and value growth
are for further contractions, particularly in values of
business.

Consumer services business volumes
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Average selling prices increased slightly faster than the
long term survey average after a brief pause in the prior
quarter. However, total costs per person employed also
grew faster than their long term survey average. Costs
are expected to continue to rise at an even faster pace in
the coming three months, and respondents are
expecting to respond with stronger price increases of
their own next quarter.
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Overall profitability fell over the past three months in
response to the fall in volumes and the ongoing battle
between cost growth and pricing power. With volumes
expected to fall a little in the coming three months, but
growth in costs to be met by more aggressive pricing,
offsetting forces are expected to deliver another, smaller
fall in profits.

Numbers employed fell moderately over the past three
months, exactly in line with firms’ negative expectations.
Training/retraining expenditure increased slightly.
Forecasts for the coming three months are for a
stabilisation in numbers employed and a similar modest
rise as that seen this quarter in training/retraining
expenditure.

Consumer services firms expect to authorise more capital
expenditure on IT in the coming year than in the past
year, but less on vehicles, plant and machinery, and on
land and buildings. The priority given to capacity
expansion was the lowest since May 2002. Prospects for
business expansion over the coming year appear limited,
with a majority of consumer services firms now expecting
to expand their business at a lower rate over the coming
year than they did in the past year. This was the weakest
reading since August 2003. The level of demand/sales was
considered to be the most important likely limit to
business expansion by the most since November 1999.
Domestic competition was considered to be the second
most important factor likely to limit the ability to increase
business levels in the coming year.



Business & professional services

Firms in this sector saw volumes and values of business
accelerate strongly over the past three months, indeed at
their fastest rates since the survey began in 1998. These
increases clearly outpaced expectations. The level of
business in volume and value terms was slightly above
normal. Over the coming three months, business and
professional services firms expect further sizeable
increases in the volume and value of business.

Business & professional services business volumes
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Average selling prices increased marginally after being
static in the previous quarter. Indeed it was the first price
rise since May 2001. Costs per person employed advanced,
at a pace just below the long term survey average. Costs
are predicted to rise a little faster in the next three

Service Sector Survey: Selected Results

Consumer

Business optimism
Volume of business
Overall profitability
Numbers employed
Capital expenditure on:
(next 12mths)

- Land & buildings
- Information technology

Business & Professional
Business optimism
Volume of business
Overall profitability
Numbers employed
Capital expenditure on:
(next 12mths)

- Land & buildings
- Information technology

months, but business and professional firms expect their
selling prices to increase faster too.

The trend in profitability improved faster in the three
months to November than at any stage since the survey
began in 1998. The record rise in sales volumes
overwhelmed a cost-price squeeze that was rather mild by
recent standards. Overall profitability is expected to
strengthen further in the next three months, at an even
faster rate than over the previous three.

Business and professional services firms increased
employment at a faster rate than anticipated in August,
and by more than the average for the history of this
survey. It was the sixth successive quarter of expansion in
numbers employed, and may be feeding, or responding
to, a perceived scarcity of professional staff. Investment
intentions are positive for each of information
technology, land & buildings and vehicles, plant and
machinery. All are expected to be higher in the coming
year than in the last year.

Business and professional firms expect to expand their
business more over the next twelve months than they did
over the past twelve months by a large margin, the largest
since May 2004. Expansion plans are above their long run
average. Of the factors likely to limit firms’ ability to
increase business over the coming year, there was most
concern over prospective levels of demand, followed by
elevated concern about the availability of professional
staff and still high concern about domestic competition.
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UK Economic Statistics

12mth% unless otherwise stated

Growth

Real GDP

Household consumption
Government consumption
Fixed investment

of which: Manufacturing
Household savings ratio (%)

Public Sector
Net borrowing (£bn)
Current balance (£bn)

External Trade
Visible trade balance (£bn)
Current account (£bn)

Costs & Prices
CPI
RPI
RPIX
Producer prices - input

- output
Manufacturing unit wage costs
Average earnings - whole economy
(3mth avg) - manufacturing

- services

Halifax house price index

Business Sector

Industrial production
Manufacturing output
Purchasing managers' - services
index - manuf.

Household Sector
Retail sales volumes
Consumer credit (mn)
Mortgage borrowing (mn)
Gfk consumer confidence

Labour Market
Unemployment (ILO, mn)
Unemployment rate (%)
Employment (mn)

2004

3.2
3.6
3.2
5.2
2.5
4.4

38.4
-21.3

-60.5
-23.2

2004

1.3
3.0
2.2
4.0
25
-2.5
4.3
3.6
4.2
18.3

0.6
1.7
57.2
54.2

6.0

182.3
100126

-3

1.43
4.8

28.41

2005

1.8
1.8
2.1
3.3
0.3
NA

43.5
-15.2

-65.6
NA

2005

2.1
2.8
2.3
11.7
2.8
NA
4.1
3.7
4.2
5.7

-1.9
-1.1
56.0
50.5

1.9
192.4
91387

-3

1.43
4.7
28.68

Q2

3.7
3.4
3.9
6.6
8.4
4.2

15.0
-11.9

-15.6
£O5S

2005
Aug

2.4
2.8
2.3
13.0
3.0
0.2
4.2
35
4.4
2.5

-2.0
0.0

55.2
50.4

0.7
190.3
7678

1.42
4.7
28.79

Q3

3.0
3.8
2.6
7.2
6.8
4.3

9.5
-5.8

-15.4
-9.0

Sep

2.5
2.7
2.5
10.4
3.3
2.2
4.1
4.1
4.1
3.0

-1.5
-1.4
55.0
S5

0.3
190.4
7709

1.43
4.7
28.83

Q4

2.6
3.8
1.2
4.2
4.8
4.1

14.3
-9.6

-15.9
-3.9

Oct

2.3
25
2.4
9.0
2.6
2.3
3.6
4.4
3.4
3.9

-2.6
-1.9
56.1
51.8

1.4
191.1
7887

1.49
4.9
28.81

2005
Q1

2.0
2.6
1.3
4.1
2.9
4.7

1.2
8.0

-15.7
-6.7

Nov

21
2.4
2.3
13.6
2.2
3.2
3.4
4.5
3.2
4.5

-3.0
-2.6
55.8
51.2

1.9
191.7
8778

1.53
5.0
28.76

Q2

1.6
1.6
1.8
1.5
2.6
5.6

16.3
-11.3

-15.5
-1.4

Dec

2.0
2.2
2.0
18.1
2.4
3.0
3.6
4.4
3.4
5.1

-2.7
-2.2
57.9
51.3

4.2
192.3
8847

1.54
51
28.77

Q3

1.9
1.4
2.3
4.7
4.6
5.5

8.3
-1.9

-17.2
-10.2

2006
Jan

NA
2.4
2.3
16.2
2.9
NA
NA
NA
NA
6.1

-1.3
-1.4
57.0
51.8

1.4
NA
9160

NA
NA
NA

Q4

1.9
1.7
2.8
3.0
-8.3
NA

17.7
-10.0

-17.3
NA

Feb

NA
NA
NA
NA
NA
NA
NA
NA
NA
5.5

NA
NA
58.9
51.7

NA
NA
NA

NA
NA
NA
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