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CBI/Grant Thornton Service Sector
Survey
� Service sector firms fortunes were split, with those selling to consumers generally

finding conditions tougher than those selling to businesses.

� Both segments continue to increase employment, with employment in business

and professional services now having grown faster than its long run average rate

since February 2006.

Consumer services

In August the rate of volume growth slowed down from

its exceptional rate seen in the three months to May,

while the growth in values (evident in the past five

quarters) ceased altogether. Additionally, the level of

business was considered 'below normal' in value and

volume terms. The outlook for the next three months

appears chastened, with expectations of really moderate

rates of growth in both volumes and values predicted

for the next quarter. Firms' optimism fell quite heavily.

Consumer service firms managed to lift selling prices,

but at the slowest rate since February last year.

Meanwhile, total costs per person employed grew more

strongly than their long run average pace, and much

faster than expected, after decelerating and running at a

below average pace in the previous two quarters.

Looking forward, a similar rate of cost growth is

expected, while prices are seen growing more slowly

than they did this quarter.

The combination of faster cost growth, slower rate of

volume growth and only moderate inflation in selling

prices caused profit growth to stall after five consecutive

quarterly gains.

Numbers employed grew at an above average and similar

rate to last quarter, though not quite as quickly as had

been predicted. The increase in training/retraining

expenditure was the fastest since August 2005, building

on a trend of growing investment in human capital

during the past year. Forecasts for the coming three

months are for softening to more normal growth rates for

employment and training/retraining expenditure.

Investment intentions are negative for the coming year

for planned spending on land & buildings and vehicles,

plant and machinery. Plans for spending on IT are as per

last year, the slowest reading since August 2005. As usual,

replacement of depreciated capital is top ranked of the

reasons for investment, but the desire to reach new

customers was comfortably above its long run averages

and at its highest since May 2000. Among the factors

likely to inhibit capital spending in the coming year,

uncertainty about demand was at its highest for three

quarters.

Firms do not expect to expand their business more in the

coming year than they did in the past year. The belief that

the level of demand/sales could constrain business

expansion over the year ahead rebounded strongly this

quarter, while the availability of professional staff rated

more highly as a concern than at any stage since August

2005. Domestic competition was considered much less of

an inhibitor. Apart from the professional staff concern, all

the inhibitors to business expansion in the year ahead

were below their long term average scores.
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2007

May Aug Nov Feb May Aug

Consumer

Business optimism +14 -29 -7 +20 -3 -38

Volume of business +27 -35 +30 +13 +44 +15

Overall profitability +14 +12 +46 +9 +42 +3

Numbers employed -6 -11 +12 +4 +21 +18

Capital expenditure on: - Land & buildings -17 +6 +25 +22 +26 -24

(next 12mths) - Information technology +6 +7 +47 +23 +41 +2

Business & Professional

Business optimism +18 -5 +14 +19 +15 +11

Volume of business +9 +15 +33 +24 +27 +31

Overall profitability +14 +3 +26 +7 +32 +28

Numbers employed +20 +29 +38 +17 +40 +23

Capital expenditure on: - Land & buildings -2 +5 +13 -13 +9 -8

(next 12mths) - Information technology +34 +14 +43 +36 +42 +21

Service Sector Survey: Selected Results

Business & professional services

This quarter saw business volumes grow strongly,

building up a three quarter trend of gradually accelerating

growth rates. The increases (and predicted increases next

quarter) were seen by all the sub-sectors. Values of

business also grew strongly over the past three months,

but were considered below normal, unlike volumes, which

were above. Expectations are fairly cautious, with a

deceleration in growth foreseen, particularly for the value

of business.

Business and professional firms managed to raise prices

for the second consecutive quarter, even though they had

expected to face a small fall in prices. Firms now expect a

small further gain in prices in the next quarter, though at

a slower rate. Meanwhile, growth in costs per person

employed strengthened further, and this higher rate is

predicted to continue over the next three months.

Somewhat slower growth in profitability had been

expected after last quarter's record rate of growth, but in

the event this quarter nearly matched it. The advance was

well-spread across all the sub-sectors. Profitability has

now grown faster than its long run average for two full

years, and while expected to decelerate a little, further

above average growth in profitability is predicted for the

coming quarter.

Numbers employed grew quite strongly after the record

gain in the prior quarter. Firms predict strong

employment growth over coming three months, and

numbers employed have now grown faster than their long

run average rate in every quarter since February 2006.

Meanwhile training/retraining expenditure was stable,

marking the first quarter it did not increase since

February 2004.

Investment intentions for the coming year are positive

with an intention to spend more on IT in the coming

year. However the positive balance for planned IT spend

is the lowest for a year, while there was a switch from

positive to negative intentions for land and buildings

investment. Among the reasons given for expected capital

authorisations, expanding capacity scored its highest

reading since November 2005.
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CBI/PricewaterhouseCoopers Financial
Services Survey
� Over the three months to June, business volumes increased at their fastest pace

for seven years, even after two prior quarters' strong growth rates.

� Firms in financial services expect to invest more in IT and on marketing over the

next year compared with the last year and at a faster rate than in the prior quarter.

Optimism

Financial services firms were more optimistic in June

about the overall business situation than three months

previously.

Business volumes

Business volumes increased at the fastest rate since

December 1999 over the three months to June. This

continues a broad upward trend beginning in mid-2004

(temporarily halted in September last year). Volume

growth was broad-based, with healthy increases in all

customer categories. However, firms expect growth to

stall over the next three months, with the weakest

expectation for two and a half years. The slowdown is

expected to be concentrated in the private individual

and overseas customer categories.

Employment

Numbers employed grew quite strongly, although the

pace of growth eased for the second survey in a row. Over

the three months to September, firms predict further

easing in employment growth.
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2006 2007

Mar Jun Sep Dec Mar Jun

Business optimism +9 -8 +10 -2 +5 +12

Volume of business - past 3 mths +20 +44 +2 +38 +34 +51

- next 3 mths +58 +4 +37 +22 +33 +3

Value of fee, commission, or - past 3 mths +33 +28 -11 +2 +23 +11

premium income - next 3 mths +28 -11 +14 +25 +23 -14

Total operating costs - past 3 mths +46 +33 +22 -1 +26 +15

- next 3 mths +25 +36 +20 +28 +28 +6

Overall profitability of business - past 3 mths +18 +28 0 -1 +9 +8

- next 3 mths +26 -5 +31 +15 +5 -6

Numbers employed - past 3 mths +31 +35 +8 +55 +39 +31

- next 3 mths +24 +10 -5 +35 +34 +24

Capital expenditure on: - Land & buildings +22 +28 +8 +10 +23 +1

(12mth forecast) - Information technology +38 +51 +35 +47 +48 +51

Financial Services Survey: Selected Results

Income

Both categories of business values grew more slowly than

business volumes. This can be explained by a substantial

narrowing in average spreads. Over the three months to

September, firms expect falls in both categories of

business values. The expectation for the value of fee,

commission or premium income is the weakest in over

four years.

Costs

Total cost growth eased on the back of a fall in average

operating costs (the first fall in a year). The easing in cost

pressures may be attributed to staff costs, which grew at

the slowest rate for a year as a proportion of total costs.

The value of non-performing loans grew firmly. While

firms expect flat average cost growth going forward, they

do predict an increase in regulatory compliance spending.

Prices

Spreads between lending and borrowing rates fell at the

fastest rate for nearly two years, fulfilling bearish

expectations in March. Spreads have now fallen in every

survey for just over two years. Average commissions

surprised expectations by growing modestly, but no

change is expected in the next three months.

Profitability

Profitability grew modestly, at a similar rate to that in

March. However, growth has not matched the

performance in late 2005 and early 2006. Firms expect a

modest fall in profitability over the quarter to September,

with the weakest expectation since March 2003.

Investment

Planned increases in capital expenditure are similar to

those in March for vehicles, plant and machinery (modest

increases) and information technology (strong increases).

However, investment intentions for land and buildings

have been scaled back, with the weakest expectation for

over two years. Focus has shifted away from capacity

expansion and gaining new customers, with more firms

citing inadequate net return, cost of finance and shortage

of labour as constraining investment plans than in recent

surveys.
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CBI/Experian Regional Trends Survey:

August 2007

At the national level, the total volume of new orders rose

in the three months to July, though more slowly than in

the previous six months. The survey also shows that half

of UK manufacturers are now working at full capacity.

This helped restrict job cuts in the three months to July,

to a rate substantially lower than the longer-term average

since 2003.

Four of the UK’s eleven regions actually saw an increase

in employment, with the East Midlands and the North

West leading the way. Job losses were heaviest in absolute

terms in the West Midlands, London & the South East

and the South West. In three months to October, job

losses are expected to remain relatively low although the

South West and the West Midlands will again be most

likely to bear the brunt.

Manufacturing costs, which had eased earlier in the year,

increased over the three months to July as oil prices rose

towards $80 a barrel. Costs rose most sharply for firms in

the East Midlands, Scotland, the East of England and the

West Midlands. The rise in unit costs bit into companies’

profit margins, although firms felt confident about

pushing up prices to offset some of the cost increases.

Five regions reported that their manufacturers raised

domestic prices while seven did so for overseas customers.

The Regional Trends Survey covers the manufacturing

sector and is derived from the CBI Industrial Trends

Survey.

CBI/GVA Grimley Property Trends Survey
� Overall occupier demand for commercial property was steady over the six months

to May, but companies expect it to strengthen modestly over the next six months.

CBI/Experian Regional Trends Survey
� Manufacturing employment fell at its slowest pace for two years last quarter, even

as growth in demand for goods dropped down a gear.

CBI/GVA Grimley Property Trends Survey:

June 2007

Overall occupier demand for commercial property was

steady over the six months to May, but companies expect it

to strengthen modestly over the six months to November.

For the office property sector, the survey reports subdued

demand over the six months to May. This appears to

reflect the cost cutting and consolidation that has been

occurring, notably in the financial & business services

sector. The survey is more optimistic about demand in

the office sector over the six months to November.

In contrast, retailers are less optimistic about occupier

demand over the six months to November than over the

previous six.

Firms in the industrial and warehouse/distribution sectors

remain pessimistic about occupier demand over the next

six months.

The two most important drivers for change in operational

portfolios were improving the quality of accommodation

and business expansion.

Of the factors likely to limit capital expenditure on

property over the next six months, property market issues

such as availability of suitable space are considered to be

more important than general economic issues.

The CBI/GVA Grimley Property Trends Survey is a

six-monthly survey of private companies in all sectors of the

economy.
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2007

2005 2006 Feb Mar Apr May Jun Jul Aug

Costs & Prices

CPI 2.1 2.3 2.8 3.1 2.8 2.5 2.4 1.9 NA

RPI 2.8 3.2 4.6 4.8 4.5 4.3 4.4 3.8 NA

RPIX 2.3 2.9 3.7 3.9 3.6 3.3 3.3 2.7 NA

Producer prices - input 11.7 9.6 -1.2 0.7 -0.8 1.3 2.5 0.3 0.6

- output 2.8 2.4 2.3 2.7 2.4 2.4 2.5 2.5 2.5

Manufacturing unit wage costs 0.1 1.0 0.2 0.2 -0.8 1.2 0.5 0.9 NA

Average earnings*- whole economy 4.0 4.1 4.6 4.5 4.1 3.5 3.4 3.5 NA

- manufacturing 3.6 5.2 3.6 3.5 3.4 3.7 3.8 4.2 NA

- services 4.2 4.0 5.0 4.7 4.2 3.5 3.4 3.5 NA

Halifax house price index* 6.1 8.0 10.1 11.0 10.8 10.5 10.6 11.2 11.5

* 3m average

Business Sector

Industrial production -2.0 0.0 -0.2 -0.4 0.6 0.8 0.8 0.9 NA

Manufacturing output -1.2 1.4 0.6 0.7 1.5 1.0 1.0 0.8 NA

Purchasing managers' - services 56.0 58.5 57.4 57.6 57.3 57.2 57.7 57.0 57.6

index - manuf. 50.5 53.1 55.4 55.4 54.1 54.7 54.3 55.9 56.3

Household Sector

Retail sales volumes 2.0 3.3 5.0 5.0 4.3 4.0 3.7 4.4 NA

Consumer credit (£bn) 210.8 212.7 213.3 213.7 213.4 213.9 214.0 214.3 NA

Mortgage borrowing (£mn) 91084 110303 10126 9578 8960 8846 9340 9192 NA

Gfk consumer confidence -3 -6 -8 -8 -6 -2 -3 -6 -4

Labour Market

Unemployment (ILO, mn) 1.43 1.66 1.69 1.70 1.68 1.66 1.65 1.65 NA

Unemployment rate (%) 4.7 5.4 5.5 5.5 5.5 5.4 5.4 5.4 NA

Employment (mn) 28.67 28.90 28.98 28.98 29.01 29.08 29.07 29.10 NA

2006 2007

12mth% unless otherwise stated 2005 2006 Q4 Q1 Q2 Q3 Q4 Q1 Q2

Growth

Real GDP 1.8 2.8 1.9 2.4 2.9 2.9 3.1 3.0 3.0

Household consumption 1.5 2.1 1.3 1.2 2.3 2.1 2.7 3.0 2.6

Government consumption 2.7 2.4 2.5 3.5 2.1 1.9 1.9 1.1 2.1

Fixed investment 1.5 8.0 4.0 5.8 8.4 7.8 9.8 8.9 5.3

of which: Manufacturing* 6.1 2.5 6.8 2.4 8.0 -1.2 1.3 6.4 2.1

Household savings ratio (%) 5.6 5.0 6.3 6.3 5.0 5.0 3.9 2.1 NA

* Exc. BNFL transfer

Public Sector

Net borrowing (£bn) 40.5 32.1 18.4 -2.1 15.6 5.9 12.6 -2.7 16.5

Current balance (£bn) -18.5 -8.6 -12.0 11.7 -11.2 -1.3 -7.7 14.4 -13.1

External Trade

Visible trade balance (£bn) -68.8 -77.6 -18.4 -19.2 -18.6 -19.6 -20.2 -20.6 -20.3

Current account (£bn) -30.5 -47.8 -10.5 -11.0 -10.6 -11.7 -14.5 -12.2 NA

UK Economic Statistics
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Publications & services

The CBI economics and survey teams take advantage of the CBI’s diverse contacts with British business to build up an

accurate assessment of the latest developments in the UK and international economy. Widely acknowledged for their

professional standards, the teams’ work is vital since Government statistics, where available, are often slow to be published

and are subject to revision. Apart from the Economic & Business Outlook Quarterly and a monthly review of the UK

economy in the Economic & Business Outlook Monthly Update, the teams publish the unique CBI business surveys,

covering manufacturing, distribution, consumer, business & professional services, financial services, property trends, SMEs

and the UK regions. All results are carefully scrutinised and discussed by business people and economists before publication.

If you wish to subscribe to any of these publications,
please contact:

CBI Publication Sales, Centre Point, 103 New Oxford
Street, London WC1A 1DU.

DL: +44 (0) 207 395 8071 DF: +44 (0) 207 497 3646
E: bookshop@cbi.org.uk

Subscriptions

If you wish to participate in our various business
surveys or require further information, please contact:

Veljka Cassidy, CBI Survey Management Group, Centre
Point, 103 New Oxford Street, London WC1A 1DU.

DL: +44 (0) 207 395 8104 DF: +44 (0) 207 836 5856

E: veljka.cassidy@cbi.org.uk

Survey information

For members’ economics enquiries contact:

Oliver Bush DL: +44 (0) 20 7395 8080

E:Oliver.Bush@cbi.org.uk We regret that the CBI’s enquiry

service does not extend to non-members.

Old issues of the CBI EBO Quarterly & Monthly Updates

can be downloaded from the 'Economics publications

archive' at: www.cbi.org.uk/economics

CBI, Centre Point, 103 New Oxford Street, London WC1A

1DU. T: +44 (0)20 7379 7400 F: +44 (0)20 7240 1578

Further information about the CBI and its range of

activities is available on our website: www.cbi.org.uk

The CBI economics website is available at:

www.cbi.org.uk/economics

Contact details

Further information

Title

Annual

subscription
Single issue

Annual

subscription
Single issue

CBI Economic & Business Outlook Monthly Update (6 issues) FREE FREE * *

CBI Economic & Business Outlook Quarterly (4 issues) FREE FREE * *

CBI Industrial Trends Survey Full Results Book (4 issues) £285 £75 £495 £130

CBI Industrial Trends Survey (Monthly & Quarterly

combined) Full Results Book
(12 issues) £435 £45 £695 £65

CBI Industrial Trends Survey (4 issues) £235 £60 £395 £100

CBI/PricewaterhouseCoopers Financial Services Survey (4 issues) £210 £60 £360 £95

CBI Distributive Trades Survey (12 issues) £385 £30 £460 £45

CBI/Experian Business Strategies Regional Trends Survey (4 issues) £210 £60 £335 £90

CBI/Grant Thornton Service Sector Survey (4 issues) £210 £60 £360 £95

CBI/GVA Grimley Property Trends Survey (2 issues)

CBI/GVA Grimley Supplementary Property Issues Report (2 issues)

* Available on the CBI website two months after publication

CBI members Non-members

Provided free by GVA Grimley

Provided free by GVA Grimley




