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A slowdown in demand across the global economy
resulted in the fading of growth momentum in July. The
Global Composite Output PMI fell to 50.8, from 53.5in
June, signalling the weakest expansion in economic
activity since June 2020. The situation would have

been worse had China not boosted global output with a
particularly robust performance from its service sector,
which continued to benefit from a ‘reopening dividend'.

The demand outlook is likely to remain challenging
for firms. The Global New Orders PMI fell for a second
consecutive month to a 2-year low in July.

Unsurprisingly, business optimism dropped to its lowest
since September 2020, as firms braced for a potential
recession —the global panel comments tracker showed
respondents mentioning “recession” significantly more
than usual.

Positively, supply side disruptions continued to ease. The
Global Suppliers’ Delivery Times Index rose to its highest
since November 2020, signalling an improvement in
supply chain momentum. Meanwhile, based on the ‘All
ltems’ Index, the number of firms reporting shortages of
key resources fell for a third consecutive month.

Price pressures also eased in July. The Global Input Price
and Output Charges Indices fell to 5-month and 10-month
lows respectively, providing some hope that, at least
globally, price pressures may have passed their peak.

Domestically, the UK Composite PMI resumed its
downtrend in July, dropping to 52.1, more than reversing
June’s temporary tick up to 53.7, to hit a seventeen-
month low and consistent with a moderation in UK
economic activity. Moreover, the UK Sector Tracker
showed the slowdown broadening out to more parts of
the economy, with nine sectors reporting falls in activity,
from fourin June.

Of the 14 UK sectors monitored by the Tracker, only
four saw arise in new orders in July as the rising cost-of-
living and recession fears hit non-essential spending.
This was down from five in June and the lowest
number since June 2020. Transportation and Tourism &
Recreation saw the sharpest declines in new business,
as households became more cautious about forward
bookings for travel and entertainment.

UK firms’ confidence about their prospects for the year-
ahead picked up for the first time this year in July. This
was largely attributed to hopes that supply chain issues
would pose less of a constraint on output in the year
ahead, given recent improvements. However, the overall
rise in confidence was modest and business optimism
held close to July's two-year low. Inflation concerns,
recession risks and the impact of higher interest rates
featured prominently among survey respondent
comments in July, especially in services.

(03

Rising inflationary pressures are dampening
activity and demand across the economy.
This includes a consumer-led slowdown
reflecting the fall in real incomes and
ongoing supply constraints and staff
shortages. The divergence in sector
prospects across the UK economy was
noticeably more marked in July.
29
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Head of Economics & Market Insight
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It’s welcome news to see improvements in
supply chain momentum and moderating
price pressures for some sectors. However,
operating conditions remain challenging,
particularly when it comes to demand. In

this environment, strong working capital is
critical. Without adequate liquidity, businesses
will find it more difficult to weather further
downturns in trading conditions.
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Summer slowdown across global economy

The Global Composite Output PMI fell to 50.8 in

July, from 53.5in June, signalling the weakest rise

in worldwide activity for over two years. Aside from
COVID-hit months, global output growth was its most
subdued since February 2016, reflecting weaker
demand across many developed economies.

Of the thirteen countries monitored by the UK Sector
Tracker, three — Germany (48.1), Italy (47.7) and the
US (47.7) —reported falls in activity in July (Chart 1).
Although other European countries fared slightly
better, the pace of expansion in France (51.7), Spain
(52.7) and the UK (52.1) has moderated considerably
from earlier this year.

Global growth would have been under even more
pressure had China (54.0) not posted a strong outturn.
The Global Composite Output Index exc. China fell to
49.9in July, its lowest since September 2012, when
growth was hampered by the Eurozone sovereign debt
crisis. However, while Chinese service sector growth
accelerated to a 15-month high, manufacturing output
rose at a markedly slower pace thanin June.

Confidence wanes as recession risks mount

Global demand weakened again in July. Global new
orders growth fell to its lowest in two years, as the
squeeze on households' real spending power from high

inflation continued to take its toll. Nine of the fourteen
countries monitored reported falls in their New Orders
Indices, with Germany (44.5) and Italy (47.1) registering
outright contractions.

Linked to this, global business optimism dropped to

its lowest since September 2020, with firms struggling
to discount prices due to elevated cost and margin
pressures. The mood in Germany appears to be most
downbeat, with the Future Output Index lowest of the
fourteen countries and at its weakest since May 2020.
As these forces seem set to remain in place for some
time yet, there are growing fears of a protracted period
of fragile demand.

1. Global output momentum, July vs June
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Such sentiment is also reflected in the perception of
arising risk of recession. The global panel comments
tracker showed the number of firms mentioning
“recession” at over 3 times its long-run average in July
(Chart 2) —a level not seen since the Global Financial
Crisis (during the COVID-19 recession, “pandemic”
and “lockdowns” were more frequently referred to).
Not only have measures of consumer confidence in
key economies fallen but an analysis of the relative
frequency of searches on Google suggests a significant
shift in focus from inflation to recession across the UK,
US and Eurozone (Chart 3), as households brace for a
challenging second half of the year.

2. Firms commenting on ‘recession’ risk

Index, 1 =longrun average
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Global employment resilient for now

Despite the stark loss of global growth momentum,
labour markets continued to display resilience. At 52.1,
the Global Composite Employment Index fell in July but
remained above its long-run average and confirmed a
workforce expansion for a 23rd consecutive month.

Brazil saw the fastest pace of hiring in July, but the

UK, Ireland and Germany also all reported rapid jobs
growth. In fact, labour force expansions were above
average in eleven of the thirteen countries monitored,
with India and China the only exceptions.

It remains to be seen, however, whether this strength
will persist. We have previously noted the strong link
between business workloads —a measure that includes
both Backlogs of Work and New Orders Indices —and
employment, whereby firms usually report strong
hiring intentions and recruitment activity during
periods of high workloads. Given the recent loss of
momentum, we might expect employment growth to
stall, however, this is yet to happen.

That said, assessing the spread between the Total
Workloads and Employment Indices — which may reflect
the relative degree to which higher workloads are driving
increased hiring —against the unemployment rate
across developed economies (Chart 4) warns that there
is arisk of a softening in the labour market.

Supply pressures show signs of easing

Although the labour market remains tight, other
supply side pressures show signs of easing. In July,
the Global Suppliers’ Delivery Times Index rose to

its highest level since November 2020, marking a
significant improvement in supply chain momentum.
Lower commodity prices and fewer shortages of key
resources have reduced the degree to which supply
side constraints hinder production.

There was also further evidence in July that global
price pressures have passed their peak. The Global
Composite Input Prices Index (67.7) fell to a five-month
low, with all thirteen countries monitored reporting
lower levels of input cost inflation - the first time that
has happened since the onset of the pandemic.

As input cost inflation slows, businesses seem less
aggressive in their price-setting behaviours. The Global
Composite Output Charges Index (58.1) fell to its
lowest since September 2021, with ten of the thirteen
countries registering lower output price inflation.

While inflationary pressures are still elevated, the latest
movements in Global Input Price and Output Charges
Indices highlight the broad-based nature of the recent
deceleration in inflation. If sustained, this should

be reflected in headline CPI releases in the coming
months and quarters.

3. Relative Google Trends search
frequencies, 'inflation’ vs ‘recession’
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Global forces pressure manufacturers and
service providers

Not for the first time this year, manufacturers and
service providers in July both reported slowdowns in
activity, indicative of the broad-based deceleration of
growth across the global economy. Manufacturing
output stagnated as it continued to contend with
ongoing global supply chain challenges, shortages

of materials and staff and elevated inflationary
pressures. At 51.1, services businesses reported a 25th
consecutive month of output growth but the pace of
expansion was the weakest since the Omicron-related
disruptionin January.

The outlook remains challenging. According to the
Global Manufacturing New Orders Index (49.0), order
books contracted for the first time since June 2020,

highlighting the scale of the recent drop-off in demand.

Despite the deteriorating trends for manufacturing
output and new order demand, inventories of finished
goods increased at their joint-fastest pace since data
were first collected in 2009, but amid reports of order
cancellations, many firms suggested that the latest rise
in stocks was unintentional.

These shiftsin new orders and inventory are a
warning that demand for manufactured products is
waning. The order-to-inventory ratio fell below 1.0

in July (Chart 5), for the first time since the heavily
pandemic-affected second quarter of 2020. Since the
inception of the order-to-inventory measure in 2009,
the Global Manufacturing Output Index has never
posted a reading above 50.1 when the ratio recorded
avalue below 1.0, highlighting the risk that output
growth among manufacturers may come under further
sustained pressure.

New orders for services globally held up better, edging
up from June, but nevertheless remained well below
the long-run average. As such, it was not surprising to
see business optimism across both sectors continue to
fallin July (Chart 6).

Momentum wanes for Metals & Mining and
Real Estate

With their respective output indices below June levels,
eleven of the fourteen global sectors saw slowdowns
in activity in July. Six registered readings below the

key 50.0 expansion-contraction boundary, signalling
outright falls in output (Chart 7).

5. Manufacturing Order-to-Inventory ratio
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There were two common themes across sectors that
struggled most. In the case of Metals & Mining (45.7),
Chemicals (47.3), and Automobiles & Auto Parts (48.8),
deteriorating demand conditions and challenges in
commodity markets were notable drags. Meanwhile,
deteriorating financial conditions —including rising
interest rates and volatile markets — weighed on Real
Estate (45.7) and Banks (48.7). Given that these five
sectors also saw falling new orders, business conditions
look set to remain challenging over the coming
months.

Boosted by a loosening of COVID-19 restrictions in
Asia, Transportation (53.9) was the best-performing
global sector in July. While very welcome, this support
is likely to be a ‘one-off’ as consumers in Asia normalise
their behaviour. In Europe, the story was quite different
for transport firms, with output falling for the first

time since last September amid high fuel costs,
capacity constraints for commercial travel, and fading
demand for manufacturing-related transport services.

Struggling sectors report price discounting

There was growing evidence of easing price pressures
across arange of sectors in July. Input Price Indices for
thirteen of the fourteen global sectors fell in July. Software
& Services was the only exception, and even there, cost
inflation was only marginally higher thanin June.

7. Global sector output momentum, July vs June
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The standout was global Metals & Mining, where input
cost pressures eased for the fourth consecutive month.
From the second-highest Input Cost Index reading ever
(73.3 in March), a rapid near 25-point decline to 48.8
inJuly (Chart 8), signalled an outright decline in input
costs for the first time in over two years.

Against the backdrop of softening demand, and margin
pressures - as measured by the difference between
Input and Output Prices Indices - at their lowest in
twenty months, firms in the Metals & Mining sector
opted to pass the cost reduction on to their customers.
This marked the first month of discounting - reflected in
an Output Charge Index reading below 50.0 - since the
onset of the pandemic. Given that margin pressures
eased in all global manufacturing sectors except
Chemicals in July, price discounting by manufacturing
firms may become a more common theme in the
months ahead.

The other sector to see the most significant
deterioration in output trends, Real Estate, also
discounted prices in July for the first time since Q2
2020. However, cost pressures for this sector remain
high and margin pressures elevated. This reflects

a broader theme in the global economy, with the
disparity in margin pressures between services and
manufacturers at its widest since February 2016.

8. Global sector price pressures, input vs output
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Number of UK sectors reporting output
growth falls from9to 5

The UK’s economic slowdown broadened out to more
parts of the private sector in July, according to the

latest UK Sector Tracker, as the rising cost-of-living and
recession fears hit non-essential spending. Just five of
the fourteen sectors monitored by the UK Sector Tracker
reported anincrease in business activity during July,
down from nine in June (Chart 9). This was the lowest
since January 2021 and the first time for almost 18
months that a majority of UK sectors were in decline.

Manufacturing output (48.9) was particularly subdued
in July, with overall production volumes falling for

the first time since May 2020. Five out of seven
manufacturing categories signalled falling output,
with Metals & Mining (45.1) and Chemicals (46.8) the
weakest-performing, largely due to softer demand for
raw materials and unfavourable global headwinds.

Household Products (48.4) saw a fourth consecutive
monthly fall in output —a significant reversal of
fortunes after having outperformed during the
pandemic. Similarly, Food & Drink (49.6) contracted
for a third month in a row, reflecting weak consumer
confidence and stretched household budgets.
Expansions were seen in just two manufacturing
sectors, Technology Equipment (54.9) and Automobiles
& Auto Parts (52.4). Both benefitted from easing

supply constraints amid still resilient order books and
substantial backlogs.

Cutsin discretionary spending contributed to the
weakest rise in UK service sector activity since February
2021. The loss of momentum was particularly sharp in
Transportation as supply constraints and staff issues
choked off June's brief recovery (see our Sector Focus,
page 16). Combined with a second-consecutive decline
in Tourism & Recreation output (40.3), this provided
further evidence that the consumer-led slowdown is
spreading across the UK service sector.

Software & Services leads on new orders

Only four out of 14 UK sectors signalled a rise in new
ordersin July (Chart 10). Software & Services was by far
the best-performer (58.0), and the only service sub-
sector to register an increase in orders. Transportation
and Tourism & Recreation saw the sharpest declines in
new business, as households became more cautious
about forward bookings for travel and entertainment.

In manufacturing, Automobiles & Auto Parts, Food &
Drink and Technology Equipment reported increases
in new orders. The fastest rates of decline were seen

in Metals & Mining and Chemicals. A sharp downturn
in purchases of raw materials, along with falling
commodity prices, provides an advance indication that
softer demand could ripple through to other parts of
the manufacturing supply chain. Similarly, the sharpest

9. UK sectors ranked by output index
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10. UK sectors ranked by new orders index
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drop in new orders for Industrial Goods for over two

years signalled subdued capital investment spending in

response to an uncertain global outlook.

Tech tops business optimism table

UK firms’ confidence about their prospects for the year-

ahead (64.2) picked up for the first time this year in

July, having fallen consecutively between February and

June. The rise was only modest, however, and meant
that business optimism remained among the lowest
seen since the first wave of the pandemic in 2020.

Optimism in the Technology Equipment sector reached

a four-month high, supported by strong pipelines of
work and hopes that global supply shortages will pose
less of a constraint on output in the year ahead (Chart
11). Catch-up potential also boosted expectations in
the automotive sector, albeit optimism eased to its
lowest since March on concerns that households may
cut back on big ticket spending.

Worries about consumer spending and tight margins
weighed heavily on the Tourism & Recreation sector,
with business confidence falling to its weakest since
May 2020. Inflation concerns, recession risks and the
impact of higher interest rates featured prominently
among comments from survey respondents in July,
especially in services. This was particularly evident

in Real Estate, which ranked 13 out of 14 for output
expectations in the year ahead.

11. Future output index momentum by UK sector
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Robust increase in staffing numbers, led by
Technology Equipment sector

Despite the Composite UK Employment Index ticking
down for a fourth consecutive month in July, from 56.2
to 55.8, its lowest since April 2021, this still pointed to
asolid increase in headcount. Eleven of the UK sectors
reported rises in employment levels in July (Chart

12). This reflects efforts to fill vacancies and rebuild
business capacity after cutbacks during the pandemic.
There continued to be widespread reports of a lack of
suitably skilled candidates, which placed strong upward
pressure on starting salaries.

Robust job creation was seen in the Technology
Equipment and Automobiles & Auto Parts sectors,
as both continued to deal with high levels of order
backlogs and continued strength in new demand.
These trends suggest that these sectors may
outperform in the second half of 2022.

In contrast, Tourism & Recreation saw the sharpest
fall in workforce levels amongst the 14 UK sectors,
with employment declining at its fastest pace since
April 2021. This suggests that some consumer service
providers have responded to weaker demand and
intense cost pressures by allowing vacancies to go
unfilled. Other sectors may also see hiring freezes in
the coming months due to softer demand and falls

in backlogs of work, especially Transportation,
Chemicals and Metals & Mining.

Supplier delays least widespread since
October 2020

UK manufacturers signalled the best month for supplier
performance since October 2020. At 37.9 in July, the
Suppliers’ Delivery Times Index remained well below
the neutral 50.0 threshold but nevertheless suggested
that supply chain issues were far less widespread than
last year when the index sank to a record low of 17.4 in
August 2021.

Once again, there were vast differences in supplier
performance across UK sectors, with an outright
improvement in Metals & Mining (51.6 in July)
contrasting with further steep downturns in
Technology Equipment (24.1) and Automobiles

& Auto Parts (29.8).

A gradual turnaround in international supply
constraints reflects improved material availability,
fewer delays at ports and cooling demand pressures.
The number of UK manufacturers reporting longer wait
times due to shipping delays was still 3.1 times higher
than usual in July, but this is down from 4.9 in June and
the lowest reading since September 2020.

12. UK sectors ranked by employment index
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Similarly, the number of firms citing rising stocks of
purchased items due to safety stock building was only
3.4 times above normal, down from 5.0 in June and
the smallest since January 2021 (Chart 13). This index
has fallen considerably from its peak last autumn,
suggesting that goods producers have become more
confident about materials availability and supply chain
resilience.

Demand and supply imbalance eases

The number of UK businesses citing higher backlogs
due to material or staff shortages was down on

the month, albeit still above pre-pandemic levels.
Increased backlogs due to materials shortages were

3.0 times usual levels in July, while the equivalent index
for staff shortages was at 3.5, down from 5.4 and 4.5
respectively in June. These metrics have dropped
sharply from the record highs seen in the second half of
2021, with the latest readings the lowest for 18 months
and 13 months, respectively.

Consequently, rises in backlogs were seenin only

five out of 14 sectors in July (Chart 14). This adds to
other signs that demand and supply imbalances have
improved across the UK economy and are now largely
confined to a small number of sectors (mainly those
facing production constraints from ongoing shortages
of semiconductors, namely Technology Equipment and
Automobiles & Auto Parts).

Tighter inventory strategies on the horizon

While it is welcome news that UK firms have rebuilt
capacity to a degree that allows for the completion of
unfinished work, all of the nine sectors that saw falls in
backlogs also reported drops in new orders in July. This
suggests that supply side issues have partially eased
because of a slowdown in demand.

Moreover, there were signs that customer spending
was weaker-than-expected in July, especially across
manufacturing. As a result, warehouse inventories
filled with stock overhangs, and this added to existing
pressure on working capital.

At 53.0in July, the Stocks of Finished Goods Index pointed
to the fastest rise in post-production inventories since
October 2019 (Chart 15). Aside from the period of stock
building during the latter stages of Brexit negotiations, the
latest rise in post-production inventories was at a survey-
record high (since January 1992).

Survey respondents widely noted that lower

sales volumes, cancelled orders and overstocking
by customers had led to unplanned inventory
accumulationin July. Goods producers responded
by cutting back input buying at the steepest pace
since June 2020, which provides a clear signal that
manufacturers are becoming more cautious about
their inventory and purchasing strategies.

14. UK sectors ranked by backlogs index
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Cost pressures cool further in July

Following May's peak, the UK Composite Input Prices
Index fell for a second successive month in July to its
lowest level since last September, indicating a further
softening of cost pressures. Both manufacturers and
service providers saw slower rises in their operating
expenses, pointing to a broad cooling of cost inflation
across the economy.

Indeed, 13 of the 14 sectors monitored by the UK
Sector Tracker registered a smaller increase in input
prices. Automobile & Auto Parts was the exception, but
even here the index was well below April's record high
of 90.9 (Chart 16).

The biggest moderation in cost pressures was seen

in Metals & Mining, whose Input Prices Index fell

by around 20 points in July. A commodity market
slowdown was noted as a key reason by panellists, with
some companies reporting sharp price corrections due
to slumping demand.

Indeed, Metals & Mining saw by far the slowest rise in
input costs of the 14 monitored sectors during July.

A sharp easing of price pressures was also seen for
Transportation (down 11.8 pts) — which firms attributed
to falling fuel and freight costs —and in Beverages &
Food (down 11.6 pts).

Nevertheless, most sectors still reported considerable
month-on-month increases in input prices. Technology
Equipment manufacturers (89.6) saw the sharpest

rate of costinflation, reflecting continued component
shortages, particularly those sourced from Asia,
andrapid increases in energy overheads. Tourism &
Recreation saw the second-strongest level of cost
pressures in July, with firms in this consumer-focused
sector often reporting strains from higher wages,

alongside increased prices for food products and energy.

Higher salaries reflect robust staff demand

Across the UK as whole, reports of higher input costs
due torising wage expenses were 3.8 times above

the norm, a reading which is amongst the highest on
record (since 2005) and down only slightly from June
(Chart 17). This suggests that salaries are still being bid
up by sizeable labour demand/supply imbalances, as
well as from pressures on employers to do more to help
employees with the rising cost of living.

Reports of higher material prices were 2.6 times above
usual levels, although this index had eased to its lowest
level since February 2021 as improving availability and
faster delivery times helped alleviate some pressures.
There was also a small drop in the panel comments
tracker for energy prices (3.9, down from 4.1) as a key
source of higher input costs, although uncertainty over
European gas supplies serves as a key inflation risk in
the near term.

16. UK sectors ranked by input prices index

50=nochange

Technology Equipment
Tourism & Recreation
Automobiles & Auto Parts
Beverages & Food
Transportation
Software & Services
Healthcare

Industrial Goods
Household Products
Chemicals

Banks

ndustrial Services

Real Estate

Metals & Mining

mJuly2022  mJune 2022

¢eELDI2F+en Db E

(0]
o

60 70 90 100

17. UK companies reporting higher input
prices due to salary costs

Ul
C

Index, 1 =long run average, seasonally adjusted

o)

2011 2013 2015 2017 2019 2021




Introduction Global backdrop UK demand

UK supply capacity m UK trade

UK Sector Tracker — UK prices

UK prices

Sector in focus

Other information

August 2022

Weaker cost inflation helps alleviate the
squeeze on margins for UK businesses

In a similar vein to input costs, prices charged by UK
private sector companies rose at a slower pace in July.

At 65.9, the UK Composite Output Prices Index was still
indicative of a sharprise in selling charges, albeit one
which was the weakest since February. Slower output
price inflation was seen in both manufacturing and
services, although the number of sectors reporting a
weaker increase was down to 9 from 12 in June (Chart 18).

The sharpest fall in the Prices Charged Index was
seen in Metals & Mining (down almost 10 points

since June) as some companies opted to reduce their
charges in line with falling commodity prices. Other
manufacturing sub-sectors such as Beverages & Food
(down 4.6 pts) and Chemicals (down 4.2 pts) also
registered notably smaller increases in selling charges
during July.

Technology Equipment and Automobiles & Auto Parts
manufacturers were among the most aggressive

in price setting, partly reflecting stronger demand
conditions in those sectors. In fact, their output prices
increased at the first- and second-fastest rates of the
14 sectors monitored.

Pricing trends were mixed across services sub-sectors
in July. Transportation was a key contributor to the
moderation in service sector inflation as companies
passed on lower fuel prices and logistics costs. The
number of UK companies reporting greater shipping
costs was around 8.2 times the long-run average in July,
less than half of what they were in March (16.6). This

is further evidence of falling transportation prices as
global supply chain conditions normalise. In contrast,
Banks and Real Estate firms raised their output charges
to a greater extentin July amid tightening financial
conditions and higher borrowing costs.

Margin pressures in 13 out of 14 sectors (represented
by the gap between the input and output price
indices) eased in July, with Software & Services the
outlier (Chart 19). Consumer-facing service providers
faced the most substantial squeeze on their earnings,
reflecting efforts to bolster business capacity and

the need to offer competitive wages to attract staff.
With demand pressures cooling, firms in the travel
and entertainment industries appear to be struggling
to adjust their prices charged and margins are
consequentially being squeezed.

Meanwhile, margin pressures at Chemicals and Metals
& Mining firms receded in July. Given these items are
primary inputs into the production process for other
sectors, this is a potentially promising sign for profit
margins across manufacturing in the months ahead.

18. UK sectors ranked by output charges
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UK Export Climate Index slumps

The UK Export Climate Index, which tracks global
economic growth on a UK trade-weighted basis, fell to
50.5in July — a fifth successive decline and the lowest
level since June 2020 (Chart 20). This was down from
52.8 in June and signalled only a marginal boost in
export conditions for UK companies. Readings above
50.0 indicate that activity is rising in the international
markets most important to the UK.

The slowdown was primarily driven by a combination
of weaker growth across the US and Europe, reflecting
rising living costs, greater economic uncertainty and
weakening demand conditions. Meanwhile, global
trade volumes on both a year-on-year and month-on-
month basis rebounded in May as activity picked up

in anticipation of the end of lockdown measures in
Shanghai.

Manufacturers export demand slows again

With global economic growth seemingly on the turn,
UK manufacturers struggled to boost exports in July.
The UK Manufacturing New Export Orders Index
recorded 46.4 in July, a decline from 47.0 in June and
the sixth consecutive monthly fall in the appetite from
overseas clients for UK goods. According to panellists,
overstocked customers, high prices and continued
regulatory challenges from Brexit all hurt export order
books.

Of the seven UK manufacturing sectors monitored,
three recorded a drop in new export orders during July
(Chart 21). Chemicals (41.7) saw by far the steepest
decline in foreign demand, with panellists commenting
on subdued sales and difficulties with shipping to
customersin China. Supply issues for complimentary
items were also reportedly a contributing factor to
clients reducing their demand.

Industrial Goods (45.0) recorded a fourth successive
monthly drop in new export orders. Baring a modest
rise in March, overseas new business at Industrial
Goods companies has declined in each month since
last October. Household Products was another sector
where the New Export Orders Index was below 50.0.

The remaining four UK manufacturing sectors
registered higher exports in July, although expansions
varied in strength. Technology Equipment (57.0) was
the biggest outperformer, posting a renewed increase
following a slight dip in June. Expansions of a more
modest description were seen in Metals & Mining
(51.7), Beverages & Food (51.3) and Automobiles &
Auto Parts (50.9).

A seventh consecutive monthly rise in new business for
service providers from abroad was dented by weaker

demand for consumer-centric services, like tourism and
entertainment. Including foreign demand for services,
the UK export orders index fell from 50.1 to 48.6 in July.
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Transportation shifts abruptly into reverse

Having seen output growth reach a six-month high in
June, UK Transportation —which includes passenger
and freight transport and suppliers to the industrial
transportation sector — suffered a sharp reversal of
fortunes in July. The Output Index fell to 37.7 (Chart 22),
from 51.6 in June, signalling the fastest pace of decline
among the 14 sectors monitored. Pandemic lockdowns
aside, this near 14-point drop represents the second-
largest loss of momentum since January 1998 and
resulted in relative underperformance to European and
global peers.

Output had previously been partially supported by
completing backlogs of work. Pending work in July
was fulfilled more rapidly, as backlogs eased by their
most since February 2021. Meanwhile, an eighth
consecutive monthly decline in new orders, the fastest
since January 2021, confirmed a further softening in
demand. There have only been three periods during
which new order demand in Transportation has been
similarly weak —the COVID-19 pandemic, Eurozone
debt crisis and Global Financial Crisis.

Recruitment difficulties restrict capacity

Through the post-lockdown era, the lack of available
staff has been a major headwind for transport
businesses, severely impacting their ability to rebuild
capacity at a pace sufficient to meet pent-up customer

demand. The most recent bottleneck has been at UK
airports, where reduced passenger service capability
has contributed to widespread flight cancellations
through the summer season so far.

These difficulties persisted across the broader sector
in July. The Employment Index (49.5) remained below
50.0 for a fifth month running (Chart 23) —the longest
stretch of falling staff numbers amongst any of the
monitored sectors.

The contraction in the Transportation sector workforce
occurred despite areported desire to increase hiring,
reflected in the offering of higher starting salaries and
use of new recruitment initiatives. Even so, operators
in the sector noted a severe lack of applicants to fill
vacancies and lengthy delays in replacing staff.

This is also a reflection of the more widespread
tightness of the UK labour market. The July KPMG and
REC UK Report on Jobs signalled another month of
falling candidate availability and steep pay pressures,
and recruitment difficulties appear likely to remain a
key challenge for firms over the coming months.

Inflationary pressures moderate

In conjunction with higher fuel bills and rising energy
prices, wage pressures contributed to another month

of elevated input cost inflation. At 78.3 in July, the Input
Cost Index was well above the neutral level (50.0) and its
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long-term average (62.6). However, cost pressures were
down significantly from June (90.2) and at their lowest
on this basis in eleven months.

It remains to be seen whether the latest trend will
continue or prove to be another false dawn for price
pressures. The UK Sector Tracker showed an easing in
the Input Cost Index between March and May, only for
inflationary pressures to subsequently rebound in June.

Output charge inflation also moderated in July, but

by a lesser degree than costs (Chart 24). The Output
Charges Index (63.9) fell to its lowest since April 2021,
leaving margin pressures — measured by the difference
in Input Cost and Output Charges indices — 5 points
lower thanin June.

Confidence wanes amidst uncertainties

Although inflationary pressures moderated in July,
the sheer scale of the ongoing sector uncertainties
weighed on business confidence. Transportation
ranked in the bottom three UK sectors for business
optimism, with only Tourism & Recreation and Real
Estate posting weaker projections for the year ahead.

At 52.5, the Future Activity Index was only marginally
above the 50.0 neutral level, and significantly

below both its long-term average (66.5) and that

for UK services as a whole (63.6). The downbeat
mood highlights that many firms are braced for an

extended period of adverse conditions as geopolitical
uncertainty and a global economic slowdown hamper
trade, consumers cutback on discretionary spending at
home and price pressures remain a challenge.

Ripple effects felt across other sectors

Price pressures in the Transportation sector have
important knock-on effects for the rest of the UK
economy. The UK Sector Tracker panel comments data
highlight this, with UK companies in July reporting
higher input prices due to shipping costs at over 8
times the long-term average. However, this is well
below the September 2021 peak of over 20.

A sustained easing of output charges in Transportation
would have ripple effects across the economy, helping
alleviate an important source of cost inflation for
several sectors, and therefore potentially reduce
overall price pressures.

Analysis of the correlation between the Output Charges
Index for Transportation and Input Prices Indices of
other sectors shows that the tightest links over the

last 12 months have been with Industrial Goods (0.78),
Food & Drink (0.76) and Industrial Services (0.67). This
suggests that any moderation in transport-related
costs would benefit manufacturers in general and
these sectors in particular (Chart 25).
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The Lloyds Bank UK Sector Tracker includes indices compiled

from responses to S&P Globals UK manufacturing, services and
construction PMI survey panels, covering over 1,500 private sector
companies.

The report also features S&P Global Sector PMI indices, which are
compiled by S&P Global from responses to questionnaires sent to
purchasing managers in S&P Global PMI survey panels, covering
over 27,000 private sector companies in more than 40 countries.

S&P Global maps individual company responses to industry sectors
according to standard industry classification (SIC) codes, covering
the basic materials, consumer goods, consumer services, financials,
healthcare, industrials and technology sectors across varying tiers
of detail. The Lloyds Bank UK Economic Trends Tracker monitors the
following 14 individual UK and Global sectors:

Automobiles and Household Technology

auto parts Products equipment

Banks Industrial goods Tourismand
recreation

Beveragesand Industrial services

food Metals and mining Transportation
Chemicals Real estate Softyvare and
Healthcare services

Survey responses are collected in the second half of each month
and indicate the direction of change compared to the previous
month. Global survey responses are weighted by country of origin,
based on sectoral gross value added. A diffusion index is calculated
for each survey variable.

The index is the sum of the percentage of ‘higher’ responses and
half the percentage of ‘unchanged’ responses. The indices vary
between 0 and 100, with a reading above 50 indicating an overall
increase compared to the previous month, and below 50 an overall
decrease. The indices are then seasonally adjusted.

The Purchasing Managers' Index (PMI) survey methodology has
developed an outstanding reputation for providing the most up-to-
date possible indication of what is really happening in the private
sector economy by tracking variables such as sales, employment,
inventories and prices. The indices are widely used by businesses,
governments and economic analysts in financial institutions to help
better understand business conditions and guide corporate and
investment strategy. In particular, central banks in many countries
use the data to help make interest rate decisions. PMI surveys are
the firstindicators of economic conditions published each month
and are therefore available well ahead of comparable data produced
by government bodies.

For furtherinformation on the PMI survey methodology please
contact economics@ihsmarkit.com
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Find out more

Please contact us if you would like this information
in an alternative format such as Braille, large print
or audio.

Calls may be monitored or recorded in case we need to
check we have carried out your instructions correctly
and to help improve our quality of service. Please note
that any data sent via e-mail is not secure and could be
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