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	SUMMARY:
In the current economic climate, the need to take advantage of growth opportunities abroad – through exports and inward investment – is more crucial than ever. However, our research finds that Greater Manchester’s (GM’s) recent export performance has been relatively turbulent. Whilst data shows that GM firms export at least £7bn worth of goods & services, they still appear to export less in value terms than comparator cities such as Leeds and Birmingham (although more than Merseyside and Bristol). This analysis seems to support findings from the Manchester Independent Economic Review (MIER) suggesting that GM firms are perhaps less connected to international trade opportunities than expected from a city of its size and that there is clearly scope to increase connectivity and further open GM’s economy to foreign trade and investment opportunities. It is absolutely crucial for the future prospects of the national and local economy that firms are able to take advantage of opportunities in the ‘external economy’, whilst the domestic sectors (public and private) remain severely constrained. Whilst many GM firms evidently already have strong trading and investment linkages around the world, it will be critical for more firms to establish such linkages and for GM to secure more inward investment, as the domestic economy remains subdued. 

	Analysis
The latest available data shows that many firms in GM make a significant proportion of their income from export sales – with £7bn worth of goods and services being sold in total. However, this still suggests that GM firms are punching below their weight on the international stage; exporting less in value terms than the city regions of Leeds and Birmingham – although more than Merseyside and the Bristol city region. 
Other measures, showing that filing for export documentation has slowly begun to increase in the last two years are obscured by current levels of interest remaining far below pre-recession levels. Overall however this analysis seems to support findings from the MIER suggesting that GM firms are perhaps less connected to international trade opportunities than expected from a city of its size and that there is clearly scope to increase connectivity and further open GM’s economy to foreign trade and investment opportunities. 

A key element of this will mean taking advantage of the rapid growth that is occurring in emerging economy markets. China is forecast to overtake the USA in Gross Domestic Product (GDP) at Purchasing Power Parity (PPP) terms in 2018, whilst Brazil is forecast to overtake Germany in 2025 and Mexico overtake France in 2028. Whilst the global shift in power away from advanced economies to emerging economies presents a clear challenge (with the UK’s main trading partners in Western Europe, Japan and the USA forecast to struggle), there are also opportunities for GM businesses to generate growth in revenue and investment in the future. Currently, only about 6% of UK exports are going to the BRICs (Brazil, Russia, India & China) – about the same as exports to Ireland. In contrast, Germany exports 5.6% of its goods & services to China alone, which also represents a rise of +44% on 2009 figures, far outpacing overall growth of 18.5% in total German exports over the same period. It is clear therefore that, while our economic competitors are being quick to take advantage of growth in these markets, the UK is lagging significantly behind. 

Data at the regional level show a similar picture. The majority of North West exports are with the EU (53%) and North America (19%) – although Asia does provide a significant block also (17%). While comparable exports data is not available for GM specifically, there is potentially encouraging evidence from UKTI data that firms in GM already have significant linkages with markets in Asia and the Middle East (perhaps even stronger export relationships with these markets than the regional or national averages). Therefore, whilst there is a clear need for the UK to improve its export performance, there is clearly an opportunity for GM to be at the forefront of that. 

In addition to exports, the data also indicates that there are opportunities to secure greater amounts of foreign direct investment (FDI) from these same emerging economies. Despite the FDI market also suffering as a result of the recent recession, BRIC countries have managed to have a rise to prominence as sources of FDI, through which job creation has risen 34% between 2008 and 2009. This has gone hand-in-hand with GM’s healthy rise in the share of the UK market for FDI from 3.4% in 2005/2006 to 5.9% in 2009/2010, representing the strongest performer in these terms in the North West region. Considering GM’s relative contribution to the UK’s output (5%), this shows it is punching above its weight in FDI terms. 

Continuing to secure investment from emerging markets will be crucial if GM is going to maintain this impressive inward investment performance and compete with its European rivals. Analysis from MIDAS and PricewaterhouseCoopers (PwC, 2011, The World in 2050) show that there are particular growth sectors that are especially well placed to take advantage of growth opportunities in emerging markets. Whilst it is important not to neglect firms in less fashionable sectors, as they may well be able to find opportunities in global trade and relationships that could increase profits, productivity and innovative capacity, particular opportunities for growth have been identified amongst: 

· Firms able to develop global brands

· Financial and business services firms able to penetrate emerging markets

· ICT digital and creative media firms

· Niche high-value manufacturers

· Retail and hospitality firms

· Energy and utility companies

· Healthcare and life sciences organisations

This is not to say that securing increased export turnover and FDI from these sources will be easy however, and a number of significant caveats exist in terms of securing growth in export turnover and FDI from these sources. As a result, it will be crucial not to over-commit resources to emerging markets and increasing connectivity with emerging markets should be viewed as a long-term strategy to improve the productivity of GM’s business base – exposing firms to new growth markets and potential inward investment – without compromising established trade linkages with Western markets and the inward investment (and jobs) that these markets successfully bring. 

Even if these emerging markets offer the best medium to long-term growth prospects, the relative economic decline amongst advanced countries does not mean that these markets will cease to be crucial trading partners, sources of investment and overseas markets. The USA and Europe currently account for the vast majority of the UK’s trade in both goods and services – with 69.8% of the UK’s exports to EU and USA markets and 62.6% of imports from these markets. GM in particular has very strong links, both culturally and economically with the USA and Europe, and this will undoubtedly continue to be the case. 
We must recognise that changing trading strategies to focus on emerging markets is not a feasible option for many firms therefore – especially for the small to medium sized enterprises (SMEs) that dominate the business population (approximately 99% of all businesses in GM have fewer than 200 employees and 83% have fewer than 11). Such firms may lack the resources, in terms of marketing, expertise, man power or capital investment, to take advantage of opportunities in countries such as China, with its different cultures and languages, for example. For these firms, it is a natural progression to support businesses to develop and expand in markets closer to home (less risk and quicker return).

There may also be many barriers facing GM firms that want to export – and especially so for those wanting to export to emerging markets. This is reflected in the fact that a significant proportion of GM firms that do already export are already foreign-owned (42.3%). These firms are likely to be part of larger internationally-focused organisations and have the contacts, expertise and resources to trade globally. It is also likely that some of these firms will be in GM specifically to access EU markets, so expanding to overseas markets may not be appropriate. A firm would find it far easier to take advantage of export opportunities in India if its parent company was Indian for example. 

It is therefore important not to be over-optimistic about the opportunities for inward investment growth in the case of the emerging markets, and the impact of FDI from Western economies should not be lightly dismissed. Despite the growth in FDI from emerging markets such as China and India, the data shows that FDI secured from Western economies such as the USA is still far more likely to create jobs than similar investment from emerging markets such as China. Efforts to maintain these linkages and foster new relationships should therefore continue, as there will be private sector investment stemming from these markets, new technological developments to be commercialised, and the USA and Europe will continue to have large affluent consumer markets (the residents of USA and European countries still enjoy substantially higher levels of disposable income and GDP per head than residents of emerging economies, and are forecast to continue to do so for the foreseeable future). Furthermore, intense competition exists with regards to securing new sources of FDI – notably from countries like Germany (with key German centres such as Dusseldorf, Hamburg, Berlin and Frankfurt having notable successes in attracting FDI.

A final important caveat to remember is that increasing exports will not necessarily lead to job creation, and is unlikely to be a panacea to employment losses in manufacturing for example. Analysis from New Economy on the role of advanced manufacturing in GM shows that increased exports are important for maximising profitability, increasing innovative capacity and resilience – but are unlikely to be a driver of net employment growth; as the process of increased internationalisation leads to further outsourcing of labour-intensive activities in the sector. Whilst this may not be the case for all sectors – and perhaps especially not for service sectors such as ICT digital and creative firms that require knowledge-intensive labour input – it is important to note the fact that increasing international connectivity is not necessarily a direct path to job creation (for example, much service sector ‘exporting’ comes through FDI and therefore generates income although not necessarily jobs in the host country.), although it is undoubtedly something that will strengthen GM’s business base and should be encouraged. 

Conclusion
Despite reductions in resources and the weakening of our domestic economy and economies of our developed trading partners, GM should continue to provide strategic leadership and support to its firms, and take advantage of the growth opportunities that will continue to exist in Western markets and will increasingly exist in emerging economies. 

It is absolutely crucial for the future prospects of the national and local economy that firms are able to take advantage of opportunities in the ‘external economy’, whilst the domestic sectors (both public and private) remain severely constrained. Whilst many GM firms evidently already have strong trading and investment linkages around the world, it will be of critical importance for more firms to establish such linkages and for GM’s economy to secure more inward investment, as the domestic economy remains subdued. 

In the medium to long-term, the best prospects for growth clearly lie in the fast-growing emerging economies of Asia, South America, Africa and the Middle East – and efforts to establish firmer linkages with these markets (especially in key sectors) should be prioritised. The UK currently significantly lags competitor nations in terms of exports to these growth markets and there is an imperative to address the barriers that prevent UK firms from competing more effectively in these markets – as well as there being an opportunity to enable GM firms to lead the rest of the country in exploiting these opportunities. Whilst such trade and investment strategies may prove riskier than those that focus on established Western markets and may not be a viable option for all types of company – there are significant strategic difficulties to increasing volumes and values of trade and investment from emerging economies in the short-run – they potentially offer far higher returns in the long-run, given the economic trajectories of advanced and emerging economies over the next few decades. 

Policy recommendations
The UK and GM lag key international competitors in terms of connectivity to key growing markets in the developing world, and much can be done to rebalance the economy towards exports and to enable GM firms to successfully take advantage of growth opportunities through increased exports: 
· Increase activity to target emerging markets for inward investment and trade. For the UK as a whole, exports to key emerging markets lag behind several rivals. Whilst the established markets of Western Europe and the USA will continue to provide significant trading opportunities, they are in relative decline and it is crucial for GM firms to establish new trading relationships with the fast-growing emerging markets, if it is to turn around its export performance and take advantage of the significant (and growing) opportunities that these markets offer. This will not only be beneficial for those individual firms who successfully do this, but also the sustainability, growth, productivity and competitiveness of the GM economy as a whole. Our aspiration should be to double the number of exporting companies within GM by bringing the power of the LEP together with UKTI to create a targeted campaign for business to meet this target.
· Lobby Government to expand the exports guarantee scheme. Whilst the Government has recently proposed various changes to the way the UK’s Export Credit Guarantee Scheme works (BIS 2011 Trade and Investment for Growth White Paper), more can be done to create a policy that is as incentivising and proactive as in other countries. The current scheme’s remit is to ‘insure exporters against non-payment by their overseas buyers; help overseas buyers purchase goods and/or services from UK exporters by guaranteeing bank loans to finance those purchases; and insure UK investors.’ In the 2009/10 financial year, the scheme issued £2.2 billion worth of guarantees and paid out £48 million in claims (ECGD 2010) – whilst the export credit scheme in Germany (known as the ‘Hermes Cover’ scheme), for example, granted cover for export orders with a total value €22.4 billion in 2009, or 2.8 per cent of total German exports for the year. A separate initiative would be the creation of a GM export guarantee scheme funded locally, with private sector involvement, which would give GM firms advantage over firms elsewhere in the UK. This option should continue to be explored with government, following on from a discussion already started by the GM Chamber of Commerce. A further option would be the creation of a fund to specifically provide finance to those advanced manufacturers in GM that need to increase capacity to meet orders and can’t obtain short-term funding privately.

· Increased central government involvement with trade missions and inward investment (as per Germany, for example). More trade missions of high-profile companies, alongside SMEs, going from GM with ministerial backing will help to increase GM and the UK’s trade performance.

· Skills. The UK lags its closest competitors on many comparative measures, harming our competitiveness and the economy as a whole. Data (OECD, 2010) shows that the UK has more than double the proportion of adults with low or no qualifications than Germany or the USA, and a smaller proportion with higher level (degree) qualifications than the USA and Japan. The GM Skills and Employment Partnership should be tasked with working with providers to develop the skills (e.g. languages, management etc) that are required by firms to exploit growth opportunities in foreign markets. 

· Extra training and information. The sort of extra training and information provision already offered by the UKTI Trade Team is extremely valuable for firms wishing to export into emerging markets. However, more could be done in conjunction with other business support organisations; utilising cross-referrals and generally increasing the scope of their work as a result. The GM centre of excellence for business support, trade and inward investment should be tasked with pursuing this. In order to effectively do this, more detailed data on exports (currently held centrally) should be shared with us at GM LEP level so that the LEP can use it to set challenging targets for export growth along with UKTI. 

· In conjunction to these specific policy recommendations, it is important that we continue to support investment and innovation – as part of existing GMS priority interventions – as it is no coincidence that the most successful exporters among the advanced economies are those that have taken a proactive approach to addressing investment and innovation.
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