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FOREWORD

BREXIT UNCERTAINTY RETURNS
TO LEAVE SMES IN ECONOMIC LIMBO
In our first SME Confidence Tracker report of the year, I remarked that notable progress
between the Government and the EU throughout March had resulted in rebounding
confidence amongst the UK’s small and medium sized businesses. I concluded that a
little Brexit progress could go a long way in terms of SME confidence.
Less than three months later, the Government’s plans are
in disarray following the resignation of Brexit Secretary,
David Davis and Foreign Secretary, Boris Johnson. While
quickly replaced by respective successors, Dominic Raab
and Jeremy Hunt, changes yet again leave Theresa May’s
tenure as Prime Minister on shaky ground.
With repeated calls for Article 50 to be extended to
enable tangible progress to be made in negotiations
between Brussels and the UK Government, the future
of Brexit is now more uncertain than ever. This will
undoubtedly impact SME sentiment over the summer
months.
Prior to July’s Cabinet changes, however, SMEs had
already indicated their frustration over a lack of further
progress on Brexit, following a seemingly positive start
to the year. Our Q2 2018 Tracker data reveals confidence
yet again tumbling between April and July as one-fifth of
SMEs reflected that Brexit uncertainty was holding-back
investment and stifling growth plans.
The proportion of businesses not planning to invest over
the coming months has jumped by 10 per cent from
over a quarter in Q1 (28%) to almost two-fifths (38%).
Average planned investment has dropped significantly
with SMEs planning to invest £85,797 between June and
September, down from £103,648 planned for Q2. Sales
expectations for Q3 have also taken a hit. More than one
in ten businesses (12%) now expect sales to decline in the
next three months, up from 7 per cent in the first quarter
of the year.
So what does this all mean? When combined, findings
reflect an uncertain and cautious SME environment that
not even the World Cup can solve.
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Rather, businesses need answers to their questions over
the future of the UK’s relationship with the EU. Specifically,
they want clarity around the Customs Union, access to
the Single Market and further detail on the practicalities of
implementing this historic change.
But while Brexit continues to dominate the national
business-psyche, there has been some progress in the
Government’s Industrial Strategy.
Our latest Tracker data shows growing awareness and
perception of the Government’s flagship Northern
Powerhouse and Midlands Engine initiatives. However,
while awareness of both has increased, there is still more
work to be done - particularly in relation to the Midlands
Engine - in helping SMEs to understand the opportunities
available to them through such regional initiatives.
Whether the Government’s Industrial Strategy yet again
takes a back-seat as Theresa May looks to install calm in
the Cabinet remains to be seen. For now at least, SMEs
continue to voice their collective frustration that more
than two years on from the UK’s historic vote, we are no
closer to answers on key issues, forcing them to remain in
economic limbo.

EDWARD WINTERTON
UK Chief Executive,
Bibby Financial Services
July 2018
@TedWinterton
Edward Winterton
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KEY FINDINGS
IN Q2 2018
64.7

61.3

Q1 2018

Q2 2018

SME confidence dropped by 3 basis
points from 64.7 in Q1 to 61.3 in Q2 2018

42
Over two-fifths (42%) of SMEs expect
sales to increase in Q3 2018, down from
50 per cent in Q2 2018

SMEs plan to invest an average of
£85,797 in Q3

62
Three-fifths of SMEs (62%) expect
to invest in their businesses in Q3, a
decrease of 10 per cent from Q2.

70
Awareness of the Northern Powerhouse
has increased to 70 per cent of SMEs
from 57 per cent in Q2 2017

46
Awareness of the Midlands Engine has
increased to 46 per cent of SMEs from
34 per cent in Q2 2017
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SME CONFIDENCE INDEX
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.
The Index for 2018 Q2 decreased by 3.4 points to 61.3 from the 2018 Q1 reading of 64.7. Although a slight step
backwards, the Index is higher than at the same point in 2017 when it was 60.5. Confidence has remained
relatively flat over the past year and below the Index’s highest reading of 74.6 in Q1 2014.
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CONFIDENCE AND
INVESTMENT TAKE A DIP
In Q1 2018 findings of the Tracker showed confidence rising as we saw significant progress on Brexit in March as the UK
and EU agreed the terms of a transitional arrangement.
This optimism seems to have been short lived and confidence yet again dipped in Q2 amid waning progress on the UK’s
future relationship with the EU.
Over the next three months just over two-fifths (42%) of SMEs expect sales to increase, down from 50 per cent in Q1. As
we enter the summer months, SMEs in the South West (51%), Scotland (49%) and the North East (47%) are most confident
about the future. In contrast, SMEs in the West Midlands (30%), London (36%) and Wales (39%) are less optimistic over
future sales.
While half of businesses expected sales to increase, the reality shows that just under two-fifths (38%) of SMEs experienced
growth in Q2, while over one-fifth (22%) recorded decreasing sales.
On a sector level, SMEs in construction (43%), transport (42%) and manufacturing (39%) performed strongly, while
businesses in wholesale (34%) and services (36%) fared less well.

MOST CONFIDENT REGIONS
GOING INTO Q3

51

South West

49

Scotland

47

LEAST CONFIDENT REGIONS
GOING INTO Q3

30

North East

West Midlands

36 39
London

Wales

SUBDUED OPTIMISM
WEIGHS ON INVESTMENT
Following a decline in expected sales growth, SMEs appear to be more cautious about their investment intentions for the
coming months. Just under two-thirds (62%) of SMEs are planning to invest in their businesses over the next three months,
down from 72 per cent that planned to invest in Q2.
The average level of investment is also set to decrease. In Q3, SMEs plan to invest an average of £85,797 on average, lower
than the £103,648 planned for Q2. On a sector basis, there are huge splits in investment levels. SMEs in the manufacturing,
transport and wholesale sectors plan to invest well over £100,000 on average, while those in the construction and services
sectors plan to invest less than £40,000, on average.

TOP AREAS OF INVESTMENT FOR Q3 2018

32
Staff training and development
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22
Digital technology/IT

19
Recruitment
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BREXIT IN THE SLOW LANE
Tracker data for this quarter shows SME confidence and investment on the back foot
after a seemingly promising start to the year. It seems that SMEs, and more widely the
economy, have taken a step backwards. But how much of this is linked to Brexit?
At the end of 2017 and the start of 2018, we saw progress in Brexit negotiations between
the UK and the EU. For the first time SMEs were starting to see signs of movement, and
more crucially, what the picture could look like when the UK leaves the EU.
KASH AHMAD
UK Specialist Director,
Bibby Financial Services
Kash Ahmad
@KashAhmadBFS

However, like the traditional British summer rain, progress with negotiations and clarity
on the UK’s position have dried up. More than two years on from the referendum vote,
we have seen months of in-fighting amongst the Cabinet and wider Conservative party
as they attempt to agree what Brexit means. Furthermore, we have seen the Brexit Bill
repeatedly passed back and forth between the two Houses of Parliament, indicating
further uncertainty for the future.
This confusion resulted in the resignation of Brexit Secretary, David Davis, on Monday
9 July - just nine months before the UK is set to formally leave the EU. There are now
talks of Article 50 being extended while Brexit talks continue. Sterling reacted well to
the resignation, gaining ground on the basis that the UK is heading towards a softer
Brexit. Less than 24 hours after Davis’s resignation, Foreign Secretary, Boris Johnson,
stepped-down, creating further uncertainty for May’s Cabinet. In addition, Donald
Trump’s reference to the UK “in turmoil” with regards to the spur of high profile ministerial
resignations has drawn attention to British politics on a global scale.
Such confusion is yet another blow for UK SMEs who want to see progress, stability and
certainty.
The SME Confidence Tracker for Q2 showed that SMEs feel Brexit is ultimately having a
negative impact on wider government policies, in addition to affecting their own investment
plans. Over half (55%) believe Brexit is damaging the economy and the Government’s ability
to deliver on its industrial strategy of rebalancing the economy. Furthermore, more than
two-fifths of businesses say that the uncertain economic environment in the UK (21%) and
uncertainty arising from Brexit (21%) are holding back investment.
We have seen recent calls from plane manufacturer Airbus about taking flight from the
UK, while the UK’s biggest carmaker, Jaguar Land Rover has warned that a bad Brexit deal
could threaten £80bn worth of investment for the UK.
If the UK is to have any chance of seeing a resurgence in confidence amongst SMEs in
2018, we must see tangible progress in negotiations, and the clear setting out of what a
post-Brexit world looks like.
Without this, we are likely to see confidence among small and medium sized businesses
continue to fall.

55
6

of SMEs believe Brexit is damaging the
economy and the Government’s ability to
deliver on its industrial strategy
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INDUSTRIAL STRATEGY ONE YEAR ON
In November 2017, the Government unveiled a white paper in which it set out its plan to
create an economy that boosts productivity throughout the UK. As part of its new Industrial
Strategy, the Government promised to “continue to build the Northern Powerhouse and
Midlands Engine to help create prosperous communities throughout the UK”.
In our Q2 2017 SME Confidence Tracker, we revealed that such policies were on
wobbly ground as over a quarter of SMEs in the North were unaware of the Northern
Powerhouse and half of those in the Midlands had not heard of the Midlands Engine.
Our latest Tracker for Q2 2018, however, demonstrates a positive change over the past year.
Perhaps aided by the elections of Andy Burnham and Andy Street as regional mayors,
progress is clearly being made, at least in relation to awareness of such policies amongst
SMEs. Furthermore, the recent appointment of the Secretary of State for Communities
as the Ministerial Champion for the Midlands Engine1 is another indicator that the Engine
hasn’t ran out of steam just yet.

The Northern Powerhouse
The latest findings show an increase in awareness of the Northern Powerhouse with
70 per cent of SMEs having heard of the policy versus only 57 per cent in Q2 2017. There
has also been a slight change in the perception of the scheme being too Manchestercentric, with just over a third (36%) of SMEs believing it is too focused on the city, down
from 40 per cent a year ago.
For SMEs in other northern regions, however, there is still much to be done. More than
three-fifths of SMEs in the North East (62%) and almost half of those in Yorkshire and
Humberside (49%) say that the Government needs to do more to deliver results.

The Midlands Engine
Despite improved awareness of the Northern Powerhouse initiative, there is much
progress needed in relation to growing awareness of the opportunities available to SMEs
through the Midlands Engine. Less than half (46%) have heard of the initiative, though
this is up from a third (34%) in Q2 2017.
There has been an improvement in the perception of the Midlands Engine being too
Birmingham-focused. Over a quarter (28%) of SMEs believe this to be true today, down
from 33 per cent in 2017.
Just over a quarter (27%) of SMEs believe that the Government needs to do more to
develop the Midlands Engine, which is down slightly from 31 per cent a year ago.

1

https://www.midlandsengine.org/james-brokenshire-confirms-his-commitment-to-the-midlands-engine-as-he-takes-on-the-role-of-our-new-ministerial-champion/
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56%

OF SMES FEEL
THERE IS TOO MUCH
INVESTMENT
IN LONDON
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AN INDUSTRIAL STRATEGY FOR ALL?
While there has undoubtedly been progress on the perception of these two key initiatives among SMEs, there is still
work to be done to ensure that these key building blocks of the UK’s Industrial Strategy, create opportunities for all.
Other findings from the Q2 2018 SME Confidence Tracker highlight this challenge, including:

56%

55%

48%

44%

39%

of SMEs feel
there is too much
investment
in London

of SMEs think that
uncertainty around
Brexit is damaging to
the economy

of SMEs see
regulation as a
key challenge

of SMEs believe
the cost of doing
business in the
UK is too high

of SMEs believe that
UK workforce lacks
the skills to enable
competitiveness

There are also some key regions that feel they are not receiving enough attention. Both the South West and Wales
believe that too much attention is given to the North and the Midlands, and that the Government needs to divert its
focus to other regions.

Percentage of SMEs that have heard of the regional initiatives:

64%

44%

NORTHERN
POWERHOUSE

79%

33%

86%

39%

82%

47%
70%

62%

55%

72%

63%

50%

62%

62%
67%
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MIDLANDS
ENGINE

66%

38%
42%

43%

44%
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FAILING TO PREPARE
IS PREPARING TO FAIL
Statistics show a sharp increase in the number of businesses becoming
insolvent in 2018. Office of National Statistics (ONS) figures for Q1 2018
showed that 4,462 businesses failed, an increase of 12.6 per cent from
Q1 2017.
We have also seen a number of household names go into administration
in 2018 – including some once-leading high-street brands and this will
undoubtedly impact SMEs directly and indirectly as supply chains are
affected.
The Q2 Tracker found that over half (55%) of SMEs do not have protection
in place should one of their customers go into administration, exposing
them to a potential loss of revenue. Meanwhile, around two-fifths (39%)
of SMEs said that they do engage with their customers on their financial
position. Just 13 per cent of SMEs have trade credit insurance in place.

SME protection against customer insolvency

5%
Had Trade Credit
Insurance in the past
but have not renewed

4%
Are considering Trade
Credit Insurance

8%
Don’t know

13%
Currently have
Trade Credit
Insurance

56%
39%

Do not have any
protection

Regularly engage with
our customers on their
financial positions

Additionally, a third (33%) of SMEs stated that they have suffered
from bad debt over the past 12 months, with the average amount
lost at £16,185.
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AN EXPORT BOOM?
The UK appears to be turning a corner on exporting “Made in Britain” around the
world, with exports receiving a welcome boom over the past year.
According to data released by HMRC, in the year ending March 2018, the UK
exported £330.5bn worth of goods around the world, a rise of 8.2 per cent on the
previous year. During the same period, we saw all four nations of the UK increase
their exports, with Scotland leading the way with a 12.1 per cent increase, followed
by Wales (7.1%), England (6.5%) and Northern Ireland (4.9%).
CRAIG DURNELL
Managing Director of
Export Finance, Bibby
Financial Services

What makes these figures interesting is the mixed performance in the pound’s
value against other leading currencies. During the same period, we saw the
pound increase from $1.25 to $1.4, making the appeal of UK made products
less attractive as they became more expensive for overseas buyers. It would
seem that overseas customers buying in dollars shrugged-off this increase and
continued to buy UK goods. Meanwhile, exporting within the Eurozone became
more attractive, with the value of the pound decreasing from €1.17 to €1.13 over
the same period.

Craig Durnell

Despite the latest Tracker figures showing a slight decline in the number of SMEs
that are involved in exporting or importing, down from 32 per cent in Q2 2017 to
28 per cent in Q2 2018, overall numbers are up. The figures from HMRC showed
that a total of 109,000 UK businesses were VAT-registered for exporting, an
increase of 4.1% from the previous year.
These are positive signs as the clock ticks down to the UK leaving the EU. It
is important that SMEs don’t hold off on exploring new markets to sell their
products in and go on the front foot to establish new customers and interest.

Top exporting regions (Total exports by region - Apr 17-Mar 18)
Figures show Export value (£bn)
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https://www.gov.uk/government/news/uk-exports-at-record-high
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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 June 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
CHINMAY JAVERI
PR & Social Media Content Executive
Bibby Financial Services
chinmay.javeri@bibbyfinancialservices.com
Connect with us on:

100
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0808 2310 865

bibbyfinancialservices.com
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