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Key findings

UK tech sector output falls at fastest 
rate since global financial crisis

New work falls as clients cut back 
spending amid COVID-19 pandemic 

Employment picks up in Q1, despite 
escalating economic uncertainty

“The tech sector was not alone in reporting a 
severe impact on business activity from the 
COVID-19 pandemic in the first quarter of 2020, 
as the public health crisis has inevitably resulted 
in cutbacks to spending, investment and hiring 
across the UK economy.

“Technology companies registered the sharpest 
drop in business activity since the height of the 
global financial crisis over a decade ago, with 
survey respondents citing weaker demand as 
clients looked to delay investment decisions 
until the outlook brightens. Many tech firms 
anticipate a bounce in demand once measures 
to slow the spread of the virus can be lifted, 
but the uncertain duration weighed heavily on 
optimism about growth prospects in 2020.  

“Confidence at tech firms remains stronger 
than most sectors of the UK economy, however, 
helped by pockets of growth within software & 
services and expectations of resilient consumer 
demand. The latest survey showed UK tech 
companies adding to their payrolls at the start 
of 2020, which is a beacon of light in the gloom 
and stands in contrast to job cuts across vast 
swathes of the service sector.

“It is clear there are still many opportunities for 
tech companies to innovate and grow, with the 
provision of critical technology infrastructure and 
support for businesses continuity among the 
channels through which the sector is helping the 
UK economy in these difficult times.”

Bernard Brown, Vice Chair,  

KPMG in the UK  
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Welcome to the KPMG UK Tech Monitor Index
We have compiled the quarterly UK Tech Monitor Index by taking a representative sample of tech companies 
from IHS Markit’s widely-watched Purchasing Managers’ Index® (PMI®) surveys. The tech sector is defined in this 
report as technology software, technology services and manufacturing of technology equipment. Historical data 
is available since Q1 2003 and full details are in the methodology section. 

Our panel of tech sector executives are asked about actual changes in business activity, new work, backlogs, 
employment, costs and charges. The headline UK Tech Monitor Index measures changes in business activity on 
average over the most recent quarter. Results are seasonally adjusted. Index numbers vary between 0 and 100, 
with readings above 50 indicating an overall increase and below 50 a decrease. 

© 2020 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member 
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Steepest fall in UK tech sector 
output since global financial crisis

Business activity across the tech 
sector declined for the first time in 
almost eight years, according to the 
latest KPMG UK Tech Monitor Index.

At 47.1 in Q1 2020, down from 50.1 
in Q4, the headline index was well 
below the crucial 50.0 no-change 
mark and the latest reading signalled 
the fastest decline in business 
activity since Q2 2009. 

Survey respondents overwhelmingly 
attributed the downturn in business 
activity to the impact of the 
COVID-19 pandemic at the end of 
the first quarter. 

In particular, tech firms noted that 
the public health emergency led to  
a rapid fall in non-essential corporate 
spending, cancelled projects and 
widespread closures among clients. 

Uplift from business continuity 
spending helps some tech firms

Despite the marked fall in overall 
business activity, some areas of 
the tech sector continued to report 
growth during Q1 2020. These 
companies often commented on 

rising demand for services related 
to home working and business 
continuity. 

Slump in UK economy in March

Looking at the single-month of 
March, the software services sub-
category bucked the overall tech 
sector trend by registering a slight 
upturn in business activity (index at 
50.8). 

In contrast, equivalent data compiled 
by IHS Markit in March signalled 
the fastest drop in UK private sector 
output for more than 20 years (index 
at 36.0).    

Supply chain shock hits 
manufacturers of tech equipment

While there were the pockets of 
growth in technology services, 
latest data from the Tech Monitor 
Index revealed a broad-based slump 
in production of technology goods 
during the first quarter. 

The downturn in this sub-category 
partly reflected a severe shock for 
international supply chains amid 
plant closures in Asia related to the 
COVID-19 pandemic. 

UK manufacturers of technology 

goods widely noted difficulties 
fulfilling orders following shortages 
of electronics components and 
delayed shipments of critical inputs 
from suppliers.  

Tech jobs rebound continues, but 
business confidence ebbs

A recovery in staff hiring was 
the most positive development 
highlighted by tech firms so far in 
2020. Employment numbers picked 
up in each month of the first quarter, 
with the overall pace of jobs growth 
reaching its strongest since Q2 2019. 

Higher staffing numbers were 
mostly attributed to an immediate 
need to fill vacancies and deliver 
existing projects.

Tech companies also remain much 
more upbeat about the business 
outlook than other areas of the UK 
economy, according to the latest 
survey data.

However, weaker order books and 
escalating concerns about the 
impact of the COVID-19 pandemic 
on client spending have hit growth 
projections across the tech sector. 
As a result, business confidence fell 
sharply from its peak in Q4 2019.

KPMG UK Tech Monitor Index
Above 50 = business activity growth, seasonally adjusted 



Tech Sector Output: Business Activity Index

               Tech v All

70

30

40

50

60

70

'03 '05 '07 '09 '11 '13 '15 '17 '19

30

40

50

60

'03 '05 '07 '09 '11 '13 '15 '17 '19

30

40

50

60

'03 '05 '07 '09 '11 '13 '15 '17 '19

Q1 ‘20

47.1 

45

50

55

Q2
19

Q3 Q4 Q1
20

               Tech v All

Tech sector activity drops at 
sharpest pace since Q2 2009
After stagnating in Q4 2019, UK tech 
sector business activity fell solidly 
during Q1 2020. This was shown by the 
respective seasonally adjusted index 
falling from 50.1 in Q4 2019 to 47.1. This 
marked the quickest reduction in output 
since Q2 2009. Business activity also 
fell across the UK as a whole in the first 
quarter of the year.  

Tech companies widely cited the 
COVID-19 pandemic as the key driver of 
reduced output in the first quarter.

Business Activity Index
Above 50 = growth, seasonally adjusted 

Tech Sector Sales: New Business Index
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New orders decline further in 
Q1 2020
Adjusted for seasonal factors, the New 
Business Index remained below the 
neutral 50.0 mark to signal a further drop 
in new orders placed with tech firms 
during Q1. At 46.5, the index was down 
from 48.1 in Q4 2019 to mark a solid rate 
of contraction that was slightly faster 
than the UK private sector average.  

Lower new order intakes were 
frequently linked to the public health 
crisis and greater economic uncertainty, 
which led many clients to cancel orders 
or delay spending decisions.

New Business Index
Above 50 = growth, seasonally adjusted 

Tech Sector Capacity: Outstanding Business Index

Q1 ‘20

42.6 
Backlogs fall sharply as firms 
report lack of pressure on 
capacity
Latest data signalled a substantial 
decline in outstanding business at 
tech sector firms in Q1. At 42.6, the 
respective index fell fractionally from 
42.7 in Q4 2019, to signal the quickest 
rate of backlog depletion since Q3 2009. 
The pace of contraction was also faster 
than the UK private sector average.

Lower amounts of outstanding work 
were often attributed to reduced intakes 
of new orders and subsequent spare 
capacity. 

Outstanding Business Index
Above 50 = growth, seasonally adjusted 
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Tech Sector Jobs: Employment Index
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51.8 
Tech firms signal tentative 
recovery in employment 
At 51.8 in Q1, the seasonally adjusted 
Employment Index rose from 48.0 in 
Q4 2019 to signal a renewed increase 
in tech sector staff numbers. Though 
modest, it was the first time headcounts 
had expanded since Q2 2019. The upturn 
contrasted with a steeper decline in 
employment across the UK as a whole.

Companies that took on extra workers 
often mentioned catching up on unfilled 
vacancies and efforts to secure staff 
ahead of future projects.

Employment Index
Above 50 = growth, seasonally adjusted 

Tech Sector Costs: Input Prices Index

Q1 ‘20

59.2 
Operating expenses increase at 
faster pace at start of 2020
Tech companies signalled a steeper 
rise in average input costs in Q1. The 
index rose from 57.1 in Q4 2019 to 59.2, 
to signal a sharp rate of inflation. Cost 
pressures outpaced the trend seen 
across the wider UK economy, but were 
still among the slowest seen during the 
past four years.

Firms reporting higher operating 
expenses linked this to supplier price 
hikes, greater staff costs and a weak 
sterling exchange rate.  

Input Prices Index
Above 50 = growth, seasonally adjusted 

Tech Sector Margins: Prices Charged Index

Q1 ‘20

52.0 
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Output price inflation remains 
relatively subdued
Adjusted for seasonality, the Prices 
Charged Index rose slightly from 51.4 
in Q4 2019 to 52.0 in Q1, to indicate a 
further modest increase in prices set 
by tech companies. Notably, the rate 
of inflation was among the slowest 
recorded since Q3 2016.

While a number of firms sought to pass 
on higher operating expenses to clients, 
there were also reports that pressure for 
discounts from clients had limited overall 
pricing power in Q1.

Prices Charged Index
Above 50 = growth, seasonally adjusted 



Tech sector outlook
Economic uncertainty stemming from 
COVID-19 pandemic weighs on outlook
Business confidence at UK tech companies regarding the 
12-month outlook for output softened in Q1. At 67.6, the 
Business Activity Expectations Index fell from a recent high 
of 71.4 to signal the lowest level of positive sentiment since 
Q2 2019. Across the UK as a whole, the degree of optimism 
remained below that recorded for the tech sector (64.0). 

Firms that anticipate business activity to increase over 
the next year linked this to new product investment, a 
more stable political environment, receding trade tensions 
between the US and China, alongside greater efforts to 
expand into export markets.  

However, concerns around the escalating COVID-19 
pandemic weighed heavily on sentiment and growth 
forecasts as the first quarter drew to a close.

               Tech v All
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Business Activity Expectations Index
Above 50 = growth in the next 12 months
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How has the COVID-19 pandemic 
impacted on tech sector prospects? 
In this section, we assess the initial impact of the 
COVID-19 pandemic on the UK economy and tech 
sector prospects. 

March data for the UK service sector as a whole 
signalled the fastest downturn in business activity since 
equivalent figures were first collected in 1996, while 
manufacturing production shrunk to the largest extent 
for almost eight years. 

As a result, UK tech companies widely attributed falling 
sales volumes over the first quarter of 2020 to business 
closures and cutbacks to non-essential spending among 
clients, alongside delays to new projects.

Looking at figures for March alone, the downturn in 
tech sector output was much softer than the UK-wide 
benchmark, particularly in the software & services sub-
category. 

With businesses across the UK forced to enact business 
continuity plans and move swiftly to home working, this 
provided a boost to overall business activity across the 
software & services segment.  

Some providers of tech services noted that resilient 
consumer revenues had helped to soften the blow from 
sharply reduced non-essential corporate spending at the 
end of the first quarter.

The largest impact on tech sector activity in March was 
felt among UK manufacturers of tech equipment, with 
output falling at the fastest pace since late-2015.

UK Services 
Business Activity Index
Above 50.0 = growth, sa
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UK Software & Services 
Business Activity Index
Above 50.0 = growth, sa

UK Manufacturing  
Business Activity Index
Above 50.0 = growth, sa
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UK Tech Equipment 
Business Activity Index
Above 50.0 = growth, sa
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Supply chain distress for tech components 
begins to ease in Asia
UK manufacturers of tech products often linked 
falling output to shortages of critical inputs and 
shipping delays from China, following factory 
shutdowns to combat the outbreak of COVID-19. 

However, prospects for the tech sector supply chain 
appear to have brightened in March, with strains 
on equipment suppliers across Asia much less 
widespread than in February.

European-wide downturn in tech services 
demand provides a worrying signal for Q2
Meanwhile, tech software and service providers 
appear to have escaped the worst of the slump in 
business activity seen across the UK economy in 
March, but there are worrying signs that the second 
quarter of 2020 will bring a deeper slide in activity. 

New business received by UK firms in the software 
& services sub-category dropped at the steepest 
pace for more than eight years in March, highlighting 
a rapid turnaround in client demand for new projects. 

Equivalent figures for Europe as a whole signalled 
the fastest fall in new work across the software & 
services segment since data was first collected in 
1998, which provides an early indication of the threat 
to tech sector prospects in the next quarter.   

Suppliers’ Delivery Times Index:  Tech Equipment
Above 50.0 = improvement in supplier performance, sa
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New Business Index: Software & Services
Above 50.0 =  growth, sa
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Q1 2020
Q4 2019

UK sector 
rankings
Business confidence weakened across all major 
areas of the UK private sector economy in the 
opening quarter of 2020, as the COVID-19 outbreak 
and uncertainty about the length of public health 
measures weighed on expectations for activity over 
the next 12 months.

Consumer-facing sectors unsurprisingly reported the 
most challenging outlook, with Hotel & Restaurants 
and Transport Services registering the lowest levels 
of business confidence. Concerns about the year 
ahead outlook were almost exclusively linked to the 
impact of emergency measures to limit the spread 
of COVID-19, as firms faced cuts to client spending, 
travel restrictions and weaker global economic 
conditions. 

A degree of resilience was seen for expectations 
across the Business Services category relative to 
Q4 2019. Only the Financial Intermediation sector 
signalled stronger business activity projections in 12 
months’ time. 

Tech companies were not as upbeat as they were 
in Q4 2019, with the slide in optimism suggesting 
concerns about a longer-term impact on business 
activity from the current shock to the global economy. 
Nonetheless, the tech sector remained at the top of 
the business optimism rankings among the six broad 
category of activity monitored in Q1 2020.

Business Expectations Index 
by sector
Above 50 = growth in next 12 months
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About KPMG

KPMG LLP, a UK limited liability partnership, operates from 22 offices across the 
UK with approximately 17,600 partners and staff.  The UK firm recorded a revenue 
of £2.40 billion in the year ended 30 September 2019. KPMG is a global network 
of professional firms providing Audit, Tax, and Advisory services. It operates in 147 
countries and territories and has more than 219,000 people working in member 
firms around the world. The independent member firms of the KPMG network are 
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss 
entity.  Each KPMG firm is a legally distinct and separate entity and describes itself 
as such.

About IHS Markit

IHS Markit (NYSE: INFO) is a world leader in critical information, analytics and 
solutions for the major industries and markets that drive economies worldwide. 
The company delivers next-generation information, analytics and solutions to 
customers in business, finance and government, improving their operational 
efficiency and providing deep insights that lead to well-informed, confident 
decisions. IHS Markit has more than 50,000 business and government customers, 
including 80 percent of the Fortune Global 500 and the world’s leading financial 
institutions.

IHS Markit is a registered trademark of IHS Markit Ltd. and/or its affiliates. All 
other company and product names may be trademarks of their respective owners 
© 2020 IHS Markit Ltd. All rights reserved.

UK Tech Sector Purchasing Managers’ Index® (PMI®) survey data

UK Tech Monitor Index data is derived from a representative sub-category of 
approximately 150 tech companies within IHS Markit’s regular PMI® surveys of UK 
manufacturers and service providers. Tech is defined in this report as technology 
software, technology services and manufacturing of technology equipment. 
All figures are seasonally adjusted and smoothed using a three-month moving 
average, to better highlight underlying trends in the data.

UK Tech Sector Business Outlook data

Business activity expectations data are drawn from the monthly PMI® surveys 
question on companies’ expectations for their activity/output over the next 
12 months. Prior to July 2012, only service sector companies were asked this 
question. Employment, capex, profits and input cost expectations data are based 
on responses from UK services and manufacturing firms participating in IHS 
Markit’s tri-annual Global Business Outlook survey, which is based on the same 
panel of companies as the PMI® surveys.

Technology Sector industry groups:

Software publishing (SIC 582), Computer programming, consultancy and related 
activities (SIC 620), Data processing, hosting and related activities; web portals 
(SIC 631), manufacture of computer, electronic and optical products (SIC 26), 
manufacture of electrical equipment (SIC 27).

Disclaimer

The intellectual property rights to the data provided herein are owned by or licensed to IHS Markit. 
Any unauthorised use, including but not limited to copying, distributing, transmitting or otherwise 
of any data appearing is not permitted without IHS Markit’s prior consent. IHS Markit shall not have 
any liability, duty or obligation for or relating to the content or information (“data”) contained herein, 
any errors, inaccuracies, omissions or delays in the data, or for any actions taken in reliance thereon. 
In no event shall IHS Markit be liable for any special, incidental, or consequential damages, arising 
out of the use of the data. Purchasing Managers’ Index® and PMI® are either registered trade marks 
of Markit Economics Limited or licensed to Markit Economics Limited. IHS Markit is a registered 
trademark of IHS Markit Ltd. and/or its affiliates.
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For full details of our professional regulation 
please refer to ‘Regulatory Information’ at 
www.kpmg.com/uk

The information contained herein is of a 
general nature and is not intended to address 
the circumstances of any particular individual 
or entity. Although we endeavour to provide 
accurate and timely information, there can 
be no guarantee that such information is 
accurate as of the date it is received or that 
it will continue to be accurate in the future. 
No one should act on such information 
without appropriate professional advice after 
a thorough examination of the particular 
situation.
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