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East Midlands growth leads the pack, as UK economy firmly back on track

· RBS launches new regional growth tracker, showing strong economic growth in all English regions 

· Overall growth was fastest in the East Midlands and London, with the North West trailing the pack, despite solid year on year performance

· Central Bedfordshire, Hertfordshire and parts of Outer London stand out at a local level

All nine English regions have grown for the fifth consecutive quarter, boosted by growth in key sectors like manufacturing and retail. New analysis from RBS shows the economic recovery is now taking hold. 

The RBS Regional Growth Tracker provides new and detailed analysis of growth in regional economies and key cities across England. The research uses quarterly GDP figures, together with RBS analysis, to produce growth estimates for the English regions and 100 local areas.

Strongest Regional Growth for Q1 2014:

1. East Midlands – growth due to its large manufacturing sector, specifically Food and Rubber and Plastics

2. London – strong performance mainly due to London's natural economic strengths rather than sector shape, though Professional Services was a plus

3. Yorkshire and The Humber - as with the East Midlands, Food, along with Rubber and Plastics gave the region a lift, though overall growth was no faster than UK average

4. East of England - Retail, Wholesale & Autos were a tailwind for the region, but this was offset by a downward adjustment for competitiveness

5. South East - similar to the East of England, and in line with the UK average

David Fenton, senior economist at RBS said: 

“It’s really encouraging that all regions made a strong start to the year, with output increasing for the fifth consecutive quarter. These figures suggest that we’re finally seeing economic growth take a firm hold of the UK economy.

 “The East Midlands took top spot in Q1. This largely reflects its sector shape, as manufacturing accounts for an above-average share of the East Midlands economy, and was one of the fastest-growing sectors at a national level in Q1. The real secret of the East Midlands’ success were the Food and Rubber and Plastic sectors, with a dose of retail therapy for good measure.” 
“The biggest surprise is probably the last-place finish for the North West, given that it grew second fastest in Q4 2013. This slip chiefly reflects the importance of pharmaceuticals to the North West economy, and that the sector was among those performing worst in Q1 at a national level. However, if we take a longer-term view, the North West comes out much more favourably. It had the third-fastest year-on-year growth rate, reflecting a strong performance in the second half of 2013.”
 “We estimate that London and the East Midlands surpassed their pre-crisis peaks in activity last year. The South East and the South West were essentially at their peaks in Q1 2014. We think the West Midlands has the most ground to recover since its growth peaked in 2008.”

“Turning to the local areas, more surprising locations stood out as real success stories in Q1, such as Central Bedfordshire because of its prominent fast-growing sectors like real estate, construction and retail. In fact, according to our analysis, Hertfordshire, Luton and Thurrock, all based in the East of England, made the top ten strongest growing local areas in Q1.

 “Looking towards the next tracker update, business surveys suggest that manufacturing remained buoyant in April, if this momentum is sustained, then we’d expect to see regions with a relatively large manufacturing sector come out on top again. So, we may well see a hat-trick from the East Midlands in Q2, while the North West and North East will have the most room for improvement.”
Results of our analysis

The UK economy grew by 0.8% in Q1 2014 up from 0.7% in Q4 2013. We estimate that all nine of the English regional economies grew in Q1 2014 – Chart 1. For all nine, growth was at least as fast as in Q4 2013. The East Midlands was the fastest-growing region in Q1 2014, as it was in Q4 2013.

UK growth is also accelerating in y/y terms: up to 3.0% in Q4 2014 from 2.5% in Q4 2014 – Chart 2. This is fastest pace since 2007. The East Midlands was the fastest-growing region on this measure, followed by the East of England.
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There are two steps to our growth estimate. First, we calculate our regional growth estimates by taking the UK growth rate of each sector and weighting them by the sector shape of each region’s economy – Table 1. For example: the East Midlands has an above-average manufacturing sector (16% vs 12% for the UK), and this sector had above-average-growth in Q1 2014 (1.3% q/q vs 0.5% q/q for UK GVA).

	Table 1: UK sector growth rates and sector share of UK/regional economies

	Gross value added

All values are%
	UK growth in Q1 2014
	
	Sector’s share of the economy in...

	
	q/q
	y/y
	
	UK
	NE
	NW
	YH
	EM
	WM
	EE
	L
	SE
	SW

	Agriculture
	-0.7
	1.8
	
	1
	1
	1
	1
	1
	1
	1
	0
	1
	1

	Mining & Quarrying
	-1.1
	-1.0
	
	2
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Manufacturing
	1.3
	3.4
	
	10
	16
	16
	14
	16
	14
	12
	3
	9
	12

	Utilities
	-2.0
	-8.0
	
	1
	2
	1
	2
	2
	2
	1
	1
	1
	1

	Water & Waste
	1.1
	11.0
	
	1
	1
	1
	1
	1
	2
	1
	1
	1
	2

	Construction
	0.3
	5.1
	
	6
	7
	7
	7
	7
	7
	8
	5
	7
	7

	Wholesale, Retail & Autos
	1.4
	5.5
	
	11
	10
	12
	12
	14
	13
	14
	8
	13
	11

	Transport & Storage
	2.0
	2.5
	
	4
	4
	4
	6
	5
	5
	5
	4
	4
	4

	Hotels & Restaurants
	1.9
	2.4
	
	3
	3
	3
	2
	2
	3
	2
	3
	3
	3

	ICT
	0.4
	0.7
	
	6
	5
	5
	4
	4
	4
	5
	12
	10
	4

	Finance & Insurance
	-0.1
	-2.6
	
	9
	4
	6
	6
	4
	6
	5
	20
	5
	7

	Real Estate
	1.0
	2.9
	
	11
	10
	10
	10
	10
	10
	12
	10
	13
	13

	Professional Services
	1.4
	6.6
	
	7
	5
	6
	5
	5
	5
	7
	12
	8
	6

	Support Services
	1.8
	11.7
	
	5
	4
	4
	4
	5
	5
	5
	5
	5
	4

	Public Admin & Defence
	-0.5
	-0.6
	
	5
	7
	5
	6
	5
	5
	4
	4
	4
	7

	Health
	0.3
	1.0
	
	6
	8
	7
	7
	7
	7
	7
	5
	6
	6

	Education
	0.7
	2.2
	
	8
	11
	9
	9
	8
	9
	7
	5
	7
	8

	Arts & Entertainment
	-0.1
	4.1
	
	1
	1
	1
	1
	2
	1
	2
	2
	2
	1

	Other Services
	1.8
	2.8
	
	1
	1
	2
	1
	1
	2
	2
	2
	2
	1

	Household activities
	0.2
	5.7
	
	0
	0
	0
	0
	0
	0
	0
	0
	1
	1

	Total
	0.8
	3.0
	
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100


Source:  RBS calculations using ONS data

Note: The total y/y growth rate for the whole of the UK (3.0%) is slightly different to the number in the Gross Domestic Product (GDP) Preliminary estimate (3.1%). This is because our calculation is based on gross value added (GVA). The difference is because the GDP data add taxes and subtract subsidies. 


Second, we make an adjustment for each region’s historic “competitiveness” – Chart 4. This reflects each region’s inherent strengths/weakness, and the fact that some have tended to grow more quickly/slowly than their sector shape implies they “ought” to have done. Differences are small from quarter to quarter, but can be powerful over time – most notably in London and the West Midlands.

Turning to the sub-regional picture, it’s important to note that growth tends to be more volatile. For this reason, we focus on the year-on-year growth rate. We don’t adjust the headline result for competitiveness, as this effect is much more pronounced at a sub-regional level. Based on sector shape alone, the top four areas are all located in the East of England: Central Bedfordshire, Hertfordshire, Luton and Thurrock. Of the top 10, we would highlight Hertfordshire and Outer London (West and North West) as large areas with above-average growth. If we were to adjust for competitiveness, then areas like Inner London (East) would be more prominent..
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NOTES TO EDITORS
1. This research has been compiled by RBS economists. The team present to RBS customers around the UK discussing both the local and national economy, and what this means for business customers. They produce a weekly economic update which can be subscribed to here: http://www.rbs.com/news/economic-insights.html
2. You can follow the economists on twitter: @RBS_Economics
3. For any questions, or requests to speak with David Fenton, please contact the RBS press office on 0207 672 1936.

Chart 1: q/q growth


Source: RBS calculations using ONS data
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Chart 2: y/y growth


Source: RBS calculations using ONS data
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Chart 6: Top 10 at a local area level


Source: RBS calculations using ONS data


y/y growth in Q1 2014 based on sector shape	





1 Central Bedfordshire (EE)	


2 Hertfordshire (EE)	


3 Luton (EE)	


4 Thurrock (EE)	


5 North Northamptonshire (EM)	


6 Outer London – West and North West (L)	


7 Leicestershire CC and Rutland (EM)	


8 Buckinghamshire CC (SE)	


9 Warwickshire (WM)	


10 Oxfordshire (SE)	





Chart 4: “competitiveness” adjustment to q/q growth 


Source: RBS calculations using ONS data
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This material is published by The Royal Bank of Scotland plc (“RBS”).  Please note that, whilst this information is believed to be reliable, it has not been independently verified by RBS.  Unless otherwise stated, any views, opinions, forecasts, valuations, prices or estimates contained in this material are those solely of the RBS Group’s Group Economics Department, as at the date of publication of this material and are subject to change.








