SME
CONFIDENCE
TRACKER
Q1 2018

FOREWORD

KEY FINDINGS
IN Q1 2018

CONFIDENCE REBOUNDS TO 2015
LEVELS, BUT SKILLS REMAIN A
CONCERN FOR SMEs
It is tempting to downplay each positive business indicator with questions and
warnings over how long such performance will last. However, in the economic
environment we have become accustomed to in the past two years, it is also
realistic, given some of the uncertainties.
In March we saw significant progress on Brexit as the UK
and EU agreed the terms of a transitional arrangement. If
the sentiment of this agreement signals one thing for the
remainder of the negotiations, then we can expect to see
tough stances followed by a number of compromises.
It is seemingly these compromises that have signalled to
UK PLC that there may be light at the end of the tunnel.
This is very much reflected in the results of our SME
Confidence Tracker for Q1 2018, which shows confidence
rebounding to levels unseen since a year prior to the
Referendum.
Confidence has risen by six basis points from 58 in Q4
2017 to 64 in Q1 2018. This is the SME Confidence Index’s
highest reading since Q2 2015 when The European Union
Referendum Bill was first unveiled in the Queen’s Speech.
While almost two-fifths (39%) of respondents said that
sales increased in the first quarter of 2018, half of the SME
owners we spoke with in Q1 said that they expect to see
sales increase between April and July.
Over two-thirds (73%) of businesses plan to invest over
the coming months. Training existing staff remains the
top area of investment among SMEs (42%), though digital
technology (30%) has overtaken recruitment (24%) to
take second spot for the first time. This perhaps reflects a
desire for smaller businesses to look towards automation
and efficiency in 2018 and beyond.
Despite rising confidence, more than two-fifths of SMEs
(43%) say that the uncertain economic environment in the
UK and further questions surrounding Brexit are holding
back investment levels over the months ahead. Over
a third (36%) of business owners would back calls for
Britain to remain in the Single Market and Customs Union,
despite the Government’s pledge to leave both.
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SME confidence rose by six basis points
from 58 in Q4 2017 to 64 in Q1 2018
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With near record-low levels of unemployment, over a
quarter of SMEs (27%) say they are struggling to hire
skilled workers, and 23 per cent say they have had to
increase wages to retain existing staff. This issue is
particularly challenging for those in the construction
sector where more than a third (37%) say that hiring
skilled labour is a concern. With many firms reliant on
overseas workers, there are legitimate anxieties in many
industries that this issue will be compounded when
the UK leaves the EU next year.

50% of SMEs expect sales
to increase in Q2 2018,
up 13 per cent on Q1 2018

73
Over two thirds (73%) of SMEs
expect to invest in Q2 2018

Add to this sustained uncertainty over a key issue such as
skills, a heady mixture of increasing unsecured consumer
debt and rising insolvency levels, it is little wonder that
some are advising businesses to dust-off their recession
plans.
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So while it is positive to see confidence return to the
backbone of the economy, there are still underlying
issues that could impact SMEs’ future investment and
recruitment plans. There are also very real concerns over
the UK economy’s long term stability.

Over two-fifths (43%) of SMEs say
uncertain economic environment and
Brexit are holding back investment

The key learning in the first quarter of 2018 has been
how far a little Brexit progress can go in relation to small
business confidence.

36
Over a third (36%) of SMEs wish
to remain in the Single Market
and Customs Union

EDWARD WINTERTON

53

UK Chief Executive,
Bibby Financial Services
April 2018

Over half (53%) of SMEs have
experienced issues when hiring
skilled staff

@TedWinterton
Edward Winterton
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REGIONAL SPOTLIGHT: THE MIDLANDS
According to the Office for National Statistics, the Midlands is home to over 27,000 businesses1 and is the second fastest
growing region in the UK2. While the region’s manufacturing heritage is well known, in recent years, it has fast emerged as
one of the leading services hubs in the UK.

SME CONFIDENCE INDEX

Findings of the SME Confidence Tracker for Q1 2018 reflect strong business optimism in the region. Almost three-fifths of
SMEs (57%) across the East and West Midlands expect sales to increase between April and July, up from 36 per cent in the
previous quarter. This is the most significant quarter-on-quarter jump across all regions.

The SME Confidence Index is compiled by equally weighting SME sales performance over the past three
months with expected sales performance over the three month period ahead.

Findings correlate with wider indicators of the region’s confidence. The EEF Manufacturing Outlook Q1 2018 reports that
Midlands manufacturers expect a 37 per cent increase in orders in the next quarter3 as investment and global appeal
continue to drive the region forward.

The Index for 2018 Q1 increased by 5.9 points to 64.7 from the 2017 Q4 reading of 58.8.
This quarter’s increase puts the index at its highest level since Q2 2015, although it still remains some
way off its all-time high of 75 in Q1 2014.

But it is not only manufacturers in the Midlands that are reaping the rewards of inward investment. Earlier this year,
Secretary of State for Housing, Communities and Local Government, Sajid Javid, proposed a further £100m equity fund for
SMEs, bringing the total outlined investment for the Midlands Engine up to £250m.

CONFIDENCE INDEX
80%

The region’s SMEs are also investing. Outside of London, West Midlands businesses are planning to invest more than those
in other areas over the coming months, with SMEs planning to invest an average of £169,441. In contrast, however, SMEs in
the East Midlands plan to invest less than the Tracker average, with £43,178 earmarked for investment in Q2.
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In line with wider investment trends, two-fifths (41%) of West Midlands firms and half (49%) of those in the East Midlands
plan to invest in training and upskilling existing staff. Over a third of SMEs in the East Midlands (35%) expect to invest in
digital technology, also.
Q1
2014

Q2
2014

Q3
2014

Q4
2014

Q1
2015

Q2
2015

Q3
2015

Q4
2015

Q1
2016

Q2
2016

Q3
2016

Q4
2016

Q1
2017

Q2
2017

Q3
2017

Q4
2017

Q1
2018

While it is positive that the region’s businesses are looking to invest, opportunities for further economic growth remain.
A third of West Midlands SMEs (64%) and 69 per cent of those in the East Midlands focus on domestic trade only.
This represents an opportunity for Midlands businesses to expand their horizons and to look overseas for future growth.
Overall, businesses in the Midlands are positive about sales performance, investing for future growth and both recruiting
and training staff. If the Midlands Engine initiative can deliver on its promise to bring economic prosperity to the region,
it is likely that we will see a further uptick in confidence throughout the spring and summer months.

“There have been encouraging signs of growth among Midlands SMEs in the first
quarter of the year, with rising confidence and increasing investment – particularly in
the west of the region. Seemingly, the Midlands Engine is now beginning to provide
real opportunity for businesses both big and small throughout the Midlands.
“Long-term infrastructure projects such as HS2 will help to increase regional output
and draw-out commercial opportunities from private investors. Further largescale infrastructure projects, such as the £94m Lincoln Eastern Bypass and rail
station renovations in Birmingham and the East Midlands, will also help to improve
connectivity throughout the region and beyond4.
“Furthermore, with Coventry named as the City of Culture 2021, Birmingham set
to host the Commonwealth Games in 2022, and three key Midlands cities bidding to
become the new home of national broadcaster, Channel 4, things are surely set to
get even better for businesses throughout the Midlands over the coming years”.
.
BEN
SMITH
UK Corporate Sales Director, Bibby Financial Services
@Benjamin29Smith

Ben Smith

1 https://www.gov.uk/government/speeches/midlands-engine-investment-fund
2 https://www.ons.gov.uk/businessindustryandtrade/business/activitysizeandlocation/bulletins/ukbusinessactivitysizeandlocation/2017
3 https://www.eef.org.uk/resources-and-knowledge/research-and-intelligence/industry-reports/manufacturing-outlook-2018-q1
4 https://www.midlandsengine.org/wp-content/uploads/2017/04/ME-Inv-Portfolio-Intro-Booklet-Digital.pdf
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LEADING FROM THE MIDLANDS
WEST MIDLANDS

EAST MIDLANDS
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of SMEs saw a sales
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increase in Q1

58%
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of SMEs expect a sales
increase in Q2

of SMEs expect a sales
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£169,441

£43,178

Average amount SMEs
plan to invest in Q2

Average amount SMEs
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MIDLANDS OVERALL
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45%

OF EAST AND WEST
MIDLANDS SMES PLAN
TO INVEST IN STAFF
TRAINING IN Q2

UK OVERALL
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AN END TO THE BREXIT BLUES?

Do SMEs broadly want a softer Brexit?
Our research reflects regional differences in views on whether the UK should remain in the Customs Union
and Single Market.

March saw the start of the one-year countdown until the UK exits the EU.
While there remains a lot of work to be done, progress is being made and this is
reflected in the confidence of UK SMEs as we move towards the summer.
Furthermore, latest research from the Institute of Directors shows the UK’s
uncertain trading status with the European Union has fallen out of the top three
concerns of business leaders.

KASH AHMAD
UK Specialist Director,
Bibby Financial Services
Kash Ahmad
@KashAhmadBFS
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The Customs Union – in or out?

South West

37%

Until the UK can replace the Single Market, future trading relationships will
continue to be an underlying problem for businesses. This is something that SMEs
themselves still need to address after only one in ten (10%) invested in exports in
Q1. Of those that did not, two-fifths (40%) of SMEs claimed they had “no interest” in
exporting, while 28 per cent said there was no market for the products and services
they sell. Clearly, there needs to be greater education on the benefits of exporting
and support available in the UK to encourage SMEs to take advantage of these
opportunities for growth. SMEs should look to organisations like the Institute of
Export and The British Exporters Association which offer advice and support for
businesses looking to export for the first time.

South East (excl. London)
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Wales
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In recent negotiations, it was agreed that the UK could begin to discuss new trade deals
during the transition period. This was an encouraging development and while singular
trade deals won’t fill the void, bi-lateral deals will allow the UK to start shaping
its future. The Department for International Trade has made clear in future policy1
that the UK will be building on and expanding existing bilateral trading
relationships, having the opportunity to take unilateral action where appropriate.

As things currently stand, over a third (36%) of SMEs wish to remain in the Single
Market and Customs Union, while one in five (21%) wish to leave. However, when
diving deeper it becomes apparent that SMEs remain divided across the UK on
the ideal outcome of Brexit.
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The UK leaving both the Customs
Union and Single Market
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Where do we go from here?
While it may be business as usual for SMEs for now, there are conflicting viewpoints on what the future should look like.
SMEs need clarity and stability; both of which influence whether they will invest and hire.
It is vital that SMEs are part of the dialogue between now and October when the UK will look to agree its exit terms from
the EU. Only then will the country be able to achieve a Brexit that works for businesses and one which creates conditions
for a more confident business environment.

Department for International Trade, Preparing for our future UK trade Policy, October 2017
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SMEs Investing in Exports in Q1 2018
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THE SME SKILLS AGENDA: RESPONDING
TO THE TALENT CHALLENGE
Keeping pace with a competitive jobs market and technological change
are both hot on the agenda for SMEs in 2018. A slightly more benign business
environment - relative to recent years - and some clarity over the UK’s EU
transitional period has evidently encouraged business owners to review their
investment plans.

SUSAN FARMER
Head of Recruitment
Finance, Bibby Financial
Services
Susan Farmer

During Q1, SMEs focused investment within their businesses with two-fifths
(41%) choosing to invest in training and developing existing staff. With nearrecord levels of employment, it is evident that business owners sense opportunity
in training existing employees during a time of skills shortages across many
industries.
Over a quarter (27%) said they are struggling to hire people with specialist
skills such as engineering and IT. Additionally, firms have concerns over losing
skilled employees. Almost a quarter (23%) said they have increased wages to
ensure that they can retain the leading talent within their businesses. Compared
with the final quarter of 2017, when 31 per cent of SME owners invested in
recruitment, a quarter of businesses invested in Q1. The same proportion plan to
invest in recruiting new staff between April and July.

NEW PENSION RULES:
A STRAIN ON COSTS?
From April 6, new pension rules require that SMEs double their
pension contributions from 1 per cent to 2 per cent of an employee’s
salary. Employees will also have to put in up to 3 per cent, up from
1 per cent.
As a result of these changes, over half (53%) of SMEs expect their
costs will increase but don’t expect it to impact their business.
However, 16 per cent believe the costs of increased pension
contributions would put a strain on their business and 14 per cent
said they would have to freeze staff recruitment because of costs.
When asked about the impact on their staff, nearly a quarter (18%)
of SMEs expect some employees to withdraw from their company
pension scheme.

Public awareness may focus on the business models of innovative giants like
Uber, Amazon and Deliveroo, but SMEs aren’t planning to fall behind when it
comes to future proofing their businesses. We are seeing evidence of this in their
levels of planned investment spend for Q2, with SMEs committing to increase
spending for the fifth consecutive quarter. SMEs are forecast to invest an
average of £103,648 in Q2, the highest spend that we’ve seen on record in over
two years.

“We are increasingly struggling to find
people with the right experience and work
ethic, which is a significant issue for us.
It is causing a bottleneck, where we don’t
have as many drivers as we would like to in
order to cope with demand. EU workers are
a vital talent pool for us but many seem to
have left the UK since Brexit.

Looking to the future
Interestingly, perhaps in order to create efficiency and automation for the
future, a higher proportion of SMEs are investing in digital technology. A third
said they invested in IT and digital technology in Q1, followed closely by hard
assets, such as machinery and equipment (24%).

“To cope with this, we are having to spend
around twice as much as last year on
recruitment such as advertisement and
mentoring initiatives, which is pushing up
costs for the business. With Brexit fast
approaching, it seems like the problem is
only likely to worsen.”

However, the desire to invest in people and technology must be met with the
financial capability. From discussions with the recruiters we work with, it is clear
that their clients are looking to plug the widening skills gap inflated by Brexit
uncertainty.
However, many don’t have sufficient cashflow in order to invest. Similarly,
cashflow limitations are increasingly holding-back staffing businesses from
fulfilling the ever growing needs of their clients.

NIHAL OPATHA
Director, Ace Vehicle Deliveries

If the UK is to tackle it’s ever growing skills shortage, it requires specialist
recruiters that can continuously source and place candidates in required roles.
To do this it is vital that such businesses have sufficient cashflow and
support services in place, enabling them to consistently deliver for their clients.
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WHAT IS THE SME CONFIDENCE TRACKER?
The SME Confidence Tracker surveys over 1,000 of the UK’s small and medium sized
businesses on a quarterly basis. The Tracker charts the confidence of owners and
senior decision-makers of businesses in manufacturing, construction, wholesale,
transport and services sectors. Field work for Q1 took place throughout March 2018
and respondent businesses had average annual turnover of £1.8m.

ABOUT BIBBY FINANCIAL SERVICES
Bibby Financial Services is a leading independent financial services partner to more
than 7,000 UK SMEs.
Our total funding capability exceeds £1bn and through our network of 19 regional
offices we handle annual client turnover of £6bn.
Formed in 1982, we are a member of UK Finance, supporting the growth of businesses
in over 300 industry sectors.
In 2011, 2012, 2014, 2015, 2016, 2017 and 2018 the company was awarded a place in
The Sunday Times 100 Best Companies to Work For, ranking 48th in the most recent poll.
To find out more about Bibby Financial Services, visit:
www.bibbyfinancialservices.com

CONTACT
SEAN CASEY
Head of External Corporate Communications
Bibby Financial Services
sean.casey@bibbyfinancialservices.com
Connect with us on:
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0808 2310 865

bibbyfinancialservices.com
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