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Introduction and Background

1.1 The Greater Manchester Forecasting Model is an independently produced economic forecasting model, which covers areas of population, economic output (Gross Value Added, GVA) and employment as well as wider issues of skills demand, employment land, households and migration. 

1.2 A set of base forecasts are provided on an annual basis for the Association of Greater Manchester Authorities by Oxford Economics, which is a starting point for looking at future alternate scenarios.  The model is a key information source which collates a wide range of data in a central location and in a consistent manner.

1.3 There are three key assumptions that underpin the base forecasts:

· Macroeconomic conditions (e.g. oil prices, inflation, exchange rates, world demand, government spending, consumer spending)

· Past Trends: Inherent supply side factors underpin performance – i.e. the model assumes that supply side pressures exert the same level of influence that they have done previously

· Basic economic relationships: this includes relationships such as people and jobs, spending and jobs, economic growth and migration etc

1.4 The model provides an overview for North West local authorities, and at present Manchester City Region districts are forecast in more detail with the surrounding areas across the North West in less detail. This briefing provides a summary of the headline results of the Autumn 2009 base forecasts for Greater Manchester and draws out some of the key policy implications arising from these figures. 

2 Outputs of the Updated Model

Short-term:
2.1 Over the 2008-2011 period, Greater Manchester GVA is expected to decrease by £410.8m to £42.0bn, a fall of 1.0%. Between 2008 and 2009, GVA is expected to fall in Greater Manchester by 4.8% - lower than the regional annual decrease of 5.0% but higher than the national decrease of 4.5%.

2.2 Greater Manchester is expected to weather the storm of the economic recession better than the North West. It is expected to experience a smaller decrease in GVA between 2008 and 2009, followed by a sharper upturn in GVA in 2010 – a 1.3% increase in GM against a 1.1% increase regionally. 

2.3 The return to growth is also expected to be stronger in the short term in GM in comparison with the UK. Despite experiencing a more significant fall in GVA up to 2009, GM is expected to experience a growth in 2009-2010 of 1.3% - more than twice that of the UK’s expected 0.6% growth.

2.4 The recession is expected to have a significant impact on employment in the short-term. Between 2008 and 2009, the number of jobs is expected to fall by 2.8% (over 36,000) – lower than the North West (3.0% fall) but higher than the UK (a 2.6% fall). This is forecast to slow between 2009 and 2010 but still result in a further reduction of over 16,200 jobs. 

Long-term:
2.5 Across a longer timeframe, Greater Manchester is expected to return to economic growth by 2010 across all districts, and to return to the 2008 level of GVA by 2012. Between 2011 and 2032, the average annual growth in GVA is expected to be around 2.4%, compared to 2.2% in the North West and 2.6% in the UK.

2.6 
Employment is expected to return to the 2008 level much slower than GVA. A return to employment growth is expected by 2011, with a long-term annual average growth rate of 0.6% per annum between 2011 and 2032. Even with this rate of growth, employment won’t reach the 2008 pre-recession level until 2015.

2.7 
As a result of this, the long-term increase in productivity is expected to be higher between 2011 and 2032 than between 2001 and 2008. Greater Manchester is expected to see a return to increasing productivity by 2010, at a rate of around 1.8% per annum – higher than the 1.1% per annum growth between 2001 and 2008. Simultaneously, the North West and the UK are also expected to experience growth rates in productivity along similar lines (1.8% and 1.9% per annum respectively).

2.8 
Population increases are expected to continue to be unaffected by the recession. One risk of the recession comes from significant shifts in migration patterns, which may affect these forecasts. However, Greater Manchester is still expected to experience an annual growth of around 0.4% in population between 2011 and 2032 driven by the high rate of natural increase.

3 Effects of the Recession

3.1 The recession is expected to have important and long-lasting effects on the economy into the next decade. The recession is much more severe than was expected this time last year, and as such the updated model shows a much more significant fall in GVA, as well as more prolonged effects on employment and productivity. This filters down into other areas of the model, and is reflected in the decreasing importance of certain sectors in the GM economy, as well as forecast reductions in demand for employment land, the demand for occupations across the board and changes in domestic and international migration.

3.2 Important to the state of the economy is how soon different indicators return to pre-recession levels. The table below highlights when Greater Manchester, the North West and the UK return to the 2008 level for a range of indicators.

Figure 1: Dates when respective indicators return to 2008 pre-recession levels

	AREA
	EMPLOYMENT
	GROSS VALUE ADDED
	PRODUCTIVITY

	Greater Manchester
	2015
	2012
	2010

	North West
	2019
	2012
	2010

	United Kingdom
	2016
	2012
	2010


3.3 As can be seen from above, across Greater Manchester, the level of employment is expected to return to 2008 levels by 2015, ahead of both the North West (2019) and the UK (2016) showing the relatively quick return to form for the GM economy.

3.4 GVA is also expected to return to pre-recession levels quite soon. Greater Manchester GVA is expected to return to 2008 levels by 2012, mirroring both the North West and UK.

3.5 Due to the changing nature of employment and GVA, productivity is expected to return to pre-recession levels sooner – as early as 2010. This will also be accompanied by expected higher average annual increases in productivity in the long-term.

Key messages from the Autumn 2009 GMFM

3.6 Greater Manchester expected to see a 4.8% loss of GVA this year, with over 50,000 jobs lost in the sub-region between 2008 and 2010. Greater Manchester is forecast to suffer slightly less than the UK and the wider region over the recession and by matching UK growth rates in the medium term it maintains its relative advantage.

3.7 Unemployment is expected to remain above 90,000 (approximately the level it is at as of November 2009) during the medium term as job growth is insufficient to ‘hoover-up’ the excess labour resulting from the fall out of the recession.

3.8 Employment is forecast to stabilise in 2011 before beginning to recover in 2012.

3.9 Population projections are not much changed from 2008 update, but somewhat weaker as severity of recession affects migration. 

3.10 The structure of the economy will not change significantly, with Financial and Professional Services driving employment and GVA growth in the city region. The resilience of the professional service sector is an important factor in this forecast – if it is merely deferring its contraction there could be a larger correction in employment in the City Region than currently forecast.

3.11 Manufacturing services will continue to see a reduced level of employment but will show increased productivity and higher GVA, as the industry moves towards high-tech and capital-intensive production;

3.12 In contrast to Greater Manchester, the North West overall falls behind as the industrial locations and those dominated by public services and consumer demand-led employment have less capacity to grow compared to the more export-orientated City Region.

3.13 There are significant risks to the forecast, most prominently on the downside:

· Migration flows: It is extremely difficult to predict how sensitive migration will be to the overall economy. With little prosperity anywhere in Europe there may not be the outflow expected as jobs are lost (and rising unemployment would support this). Changes in EU law and differential pace of recovery across countries may well exert an influence. Migration flows may be weaker than Oxford Economics forecast;

· Public finances: The state of public finances is perilous. An aggressive cull in the public sector, or even wage cuts, plus aggressive taxation increases, could exert downward pressures on demand;

· Regulation: Though it appears regulation post credit crunch may remain relatively light, the possibility of making the UK a less attractive FDI location for professional services remains;

· Global demand and protectionism: Job loss has been severe across the globe (the US for example has lost something in the order of 6-8 million net jobs) and recovery may be slow. In addition there is likely to be if not explicit then certainly implicit protectionism to try to solve domestic job problems, which will impact on job opportunities;

· Oil prices: Should oil prices spike up again to $90 or above there will be a knock-on effect on global demand and thus the GM economy;

· Banking failures: The worst of the financial crisis appears over, but there is still uncertainty. Banking failures across Europe could derail a fragile recovery.
3.14 In general, Oxford Economics’ policy advice remains as last year – greater flexibility in strategies will be required. Land-use, skills, and infrastructure issues are all less certain than pre-recession. In addition there is a need to understand the job loss problem and the skills sets / financial issues of those out of work, while job creation will be back at the top of the policy agenda. So the ‘fire fighting’ and recession response will be the overarching policy challenge for the year ahead whilst not losing sight of long term strategic aims;
3.15 Note: these forecasts are not deterministic. The longer-term growth rate is an average expectation – this is the most likely average forecast and represents a policy-neutral scenario. These expectations can therefore be changed with the implementation of strategic interventions and new initiatives, projects and programmes.

4 Headline data

	 
	Value
	Change per annum (%)

	
	1991
	
	1998
	
	2008
	
	2018
	
	2032
	
	1991-2008
	1998-2008
	2008-2018
	2008-2032

	Demography
	
	

	Total population (000s)
	2553.6
	
	2521.8
	
	2572.1
	
	2697.3
	
	2831.5
	
	0.0
	0.2
	0.5
	0.4

	Working age population (000s)
	1587.5
	
	1569.8
	
	1655.2
	
	1687.3
	
	1694.6
	
	0.2
	0.5
	0.2
	0.1

	Labour market
	
	

	Total employees (000s)
	1075.3
	
	1060.9
	
	1163.5
	
	1193.8
	
	1263.6
	
	0.5
	0.9
	0.3
	0.3

	Self employed (000s)
	139.7
	
	123.4
	
	145.2
	
	149.6
	
	160.4
	
	0.2
	1.6
	0.3
	0.4

	Total employment (jobs) (000s)
	1215.0
	
	1184.3
	
	1308.7
	
	1343.4
	
	1424.0
	
	0.4
	1.0
	0.3
	0.4

	Total employment (people) (000s)
	1097.9
	
	1063.5
	
	1170.8
	
	1194.1
	
	1257.6
	
	0.4
	1.0
	0.2
	0.3

	Residence employment (000s)
	-
	
	1043.9
	
	1123.4
	
	1146.5
	
	1206.9
	
	-
	0.7
	0.2
	0.3

	Residence employment rate (%)
	-
	
	66.5
	
	67.9
	
	68.0
	
	71.2
	
	-
	0.1
	0.0
	0.1

	Net commuting (000s)
	-
	
	19.6
	
	47.4
	
	47.6
	
	50.7
	
	-
	9.2
	0.1
	0.3

	Unemployment level (000s)
	115.6
	
	58.4
	
	46.6
	
	89.5
	
	92.3
	
	-5.2
	-2.2
	6.7
	2.9

	Unemployment rate (%)
	7.3
	
	3.7
	
	2.8
	
	5.3
	
	5.4
	
	-0.3
	-0.1
	0.2
	0.1

	 Output
	
	

	Total GVA (£mn)
	29412.4
	
	34612.4
	
	42442.9
	
	52962.2
	
	69768
	
	2.2
	2.1
	2.2
	2.1

	Productivity (£)
	24207.5
	
	29224.9
	
	32431.4
	
	39423.7
	
	48993.9
	
	1.7
	1.0
	2.0
	1.7

	 Housing
	
	

	Households (000s)
	1023.0
	
	1027.0
	
	1105.1
	
	1188.5
	
	1326
	
	0.5
	0.7
	0.7
	0.8


Source: Oxford Economic, Greater Manchester Forecasting Model Autumn 2009 update
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