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Manufacturing Issue 3: February 2015

The UK’s economy is continuing to grow, but it has not yet 
returned to pre-2008 levels. The recovery is being led by 
manufacturing, which is showing productivity improvements far 
ahead of the rest of the economy.

David Smith, Economics Editor of The Sunday Times, observed 
during a speech at The Manufacturer awards dinner that the 
manufacturing sector is growing faster than the economy as 
a whole, but is still 7–8% below pre-recession levels – with 
the exception of the auto sector. Car manufacturing is nearly 
there: the UK built over 1.5m cars in 2014 and saw its strongest 
growth in six years. Notably, 80% of UK production is exported 
(around half to member countries of the EU) and these cars 
are worth around twice as much as those we import. The 
UK is repositioning as a global centre of premium and luxury 
car manufacture. More generally, productivity, which is an 
issue of concern in the economy generally, is showing strong 
improvement in manufacturing – output per worker is up 15% 
since the recession.

Official data shows the UK’s economy to be growing fastest of all 
the G7 countries. Office of National Statistics (ONS) figures for 
Q3 2014 showed GDP growth of 0.8%. The largest contribution 
was claimed to be by the services sector, a term which covers 
everything from corporate advisory services to company 
catering and facilities management. 

Concerns include house price pressures. Historically high  
prices (and price-to-wages ratios) and demand have not 
fed through to a surge in housebuilding activity. New house 
completions were only 141,000 in 2013–14, according to the 
Department for Communities and Local Government (DCLG), 
and new home starts were lower than expected in Q3. There is 
also a lack of investment in potentially productive sectors, such 
as pharmaceuticals and the engineering supply chain. 

However, there are straws in the wind that indicate a potential 
uplift in 2015, in engineering at least. It could be that the  
sector has been in ‘pause’ mode and is now looking forward  
with more confidence.

Exports: Stronger but Slower?
The Confederation of British Industry (CBI) observed that 
manufacturing growth remains strong, but global uncertainty 
means that export growth is likely to be less vigorous; exports 
will continue to rise, just not as fast as previously. The domestic 
market is likely to remain the engine of growth but the forecast 
for manufacturing is slightly slower than previously thought, at 
3.3% – which is still strong. 

China has become one of the UK’s most important markets, 
but growth there is slowing to around 7%. We are advised to 
get used to China being a ‘7% economy’ for the foreseeable 
future, but this still represents a major increase in capacity. The 
Chinese economy is several times larger than it was a few years 
ago, when rates well in excess of 10% were being reported; 20% 
of Chinese GDP in 2000 was worth much less than 7% of what is 
now the world’s largest economy. 

The UK’s biggest trade partner is still the EU. According to 
recent figures provided by the EEF (Engineering Employers’ 
Federation), we sell half of all exports to the EU, and that 
added up to £104bn in 2012. So the continued doldrums in the 
eurozone are matters of concern. The fact that the UK economy 
is growing at all – and our manufacturing activities especially so 
– indicates that our manufacturers are looking elsewhere for new 
markets and opportunities. China, North America and SE Asia 
have all been mentioned as under consideration by exporting 
companies, along with Latin America.

Steady as she 
goes...
In the third of a series of updates for BTG Global Advisory we analyse 
manufacturing, which is spearheading the UK’s economic recovery. The 
service sector is leading the way and car manufacturing is almost at pre-
recession levels. 
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Productivity and Money
The 2014 Albion Growth Report found the highest level of 
confidence among SMEs – especially in the £500,000 to £1m 
group – to be in the North West, followed by London. In the 
manufacturing sector, 60% of respondents are expecting to 
grow over the next two years and while 30% expect to increase 
their headcount, 15% expect to reduce the payroll. Productivity 
is expected to rise by nearly two-thirds of companies surveyed, 
with 11% predicting up to 20% uplift. Businesses may complain 
about skills shortages, but it appears that the concerns do not 
extend to a widespread introduction of apprenticeship schemes: 
12% of respondents have an apprenticeship scheme that they 
expect to maintain, 10% are intending to launch one in future, but 
56% have neither a scheme nor any intention of launching one.

The other significant hurdle to expansion is finance. Money 
has been hard to get hold of since the 2008 banking crisis, 
but the main banks now seem eager to lend. Representatives 
from NatWest, Lombard, Barclays, Lloyds and Santander have 
mentioned asset finance, invoice financing, reverse invoice 
financing and more flexible attitudes towards what is and is not a 
securable asset; even tooling can now be financed.

However, The Manufacturer magazine reported that bank 
lending in the UK remains well behind the G7 average and was 
down 2.2% in the first half of 2014, compared with 2013. This 
is partly down to regulation; banks are required to hold more 
capital, which simultaneously squeezes available funds and 
makes them more expensive than would previously have been 
the case. RBS was reported to have only just passed the latest 
‘stress test’ so the process of balance sheet strengthening 
may not yet be over, which could mean a shortage of funds for 
lending into the future from traditional sources.

There are indications that larger companies have turned to the 
bond market; the volume of bond lending in the UK has risen 
35% since 2010. This is too expensive for SMEs, to whom net 
lending by banks involved in the Funding for Lending Scheme 
fell by £700m in Q1 2014, compared with 2013. Crowdfunding 
and peer-to-peer lending have been mentioned as alternative 
sources of finance, along with bridging finance, but there is no 
evidence of widespread take-up. The Business Growth Fund’s 
involvement with manufacturing SMEs remains in the dozens of 
projects, rather than hundreds or thousands. 

Food and Drink 
While auto and aerospace may be the UK’s highest-profile 
manufacturing sectors, the largest is food and drink. According 
to the Food & Drink Federation (FDF), the sector’s annual 
turnover is £92bn and it employs over 400,000 people. Activities 
range from pre-packed meals from large multinationals to 
packaged vegetables originating from family-owned farms. It is a 
sector with ambition; a survey undertaken by Lloyds Commercial 
Banking found that 89% of respondents are expecting to grow 
over the next five years, to develop new products, enter new 
markets and create around 65,000 new jobs by 2019.

The food supply chain is so long and complex that failures 
appear to be inevitable. ITC Infotech, Muddy Boots and 
other software vendors argue that lack of visibility is a major 
contributor, along with insufficient testing, supplier audits, and 
inspections. But fraud, as in the horsemeat scandal, will remain 
a problem unless it is specifically targeted.

Shorter and less complex supply chains would help, but that is 
not the only challenge facing food and drink producers, suppliers 
and major retailers. They have geared themselves to delivering 
large quantities of food, cheaply, across great distances, and 
they have been doing so very successfully – but the UK market 
is now going through an upheaval generated by the arrival of the 
discounters, led by Aldi and Lidl. 

The food and drink industry is seeing a longer-term trend to 
‘tailored offers’, according to Will Hayllar of OC&C Strategy 
Consultants. Discounters, online shopping and changes in 
shopper behaviour are all having an effect. With longer and 
more complex supply chains, more variation and wider choice, 
it appears that food and drink is going down the same road 
that the auto industry travelled a decade or so ago. Food 
manufacturers have to determine where and how scale efficiency 
can be blended with tailored finishing and bespoke offers.

The furore over Tesco’s ‘bringing forward’ of supplier payments 
revealed a reality of which the wider world may not have been 
aware. Those ‘special offers’ that attract customers are actually 
being paid for (at least in part) by the big retailers’ suppliers. This 
practice – along with delayed payments – has been widespread 
for quite some time and has been a source of complaint from the 
supply chain; The Grocer reported in October 2013 that Tesco 
was asking suppliers to pay for eye-level and ‘premium’ shelf 
positioning, even in the absence of promotions. It now appears 
that big suppliers are doing much the same thing. It was reported 
in December 2014 that Premier Foods, owners of brands 
including Mr Kipling Cakes, Oxo and Bisto, had written to its 
suppliers requesting an “investment payment”. The Federation 
of Small Businesses (FSB) claimed that one of its members had 
been asked for £1,700; those unwilling or unable to pay faced 
the possibility of losing its business in future. The FSB said this 
practice was far from unknown, but alleged that the link with 
future orders had not previously been made quite so explicit.

The suppliers met targets by introducing Lean manufacturing, 
Six Sigma and other tools to improve productivity. Tesco’s 
immediate action to rescue its reputation and restore its fortunes 
has involved a lot of changes at executive level.

Auto Industry Keeps Going,  
Keeps Growing 
It was said not long ago that we were very unlikely ever again 
to see a new auto assembly plant built in Europe, never mind in 
the UK. That turns out to have been misplaced. It may not be 
immediately visible, but Jaguar Land Rover (JLR) has built a  
new plant inside its Solihull site for the production of its new XE 
mid-sized sedan. 

Manufacturing Issue 3: February 2015

UK INSIGHT



3

The new facility, which extends to 164,000 sq m, includes a body 
shop and a final assembly line that will also build Range Rover 
models – it is one of the first such mixed-product lines in the 
world. 2014 also saw the opening of JLR’s new Wolverhampton 
plant, which will produce its Ingenium range of advanced 
engines. The investments have boosted employment within 
JLR by 2,200 at Solihull, 1,400 at Wolverhampton and around 
10,000 in the broader supply chain. Employment and output has 
also been increased at the company’s Halewood plant, with the 
launch of the new Discovery Sport.

BMW, Nissan and Tesla have announced plans to invest in 
charging points for electrically powered vehicles (EVs). Tesla’s 
proposed ‘supercharger’ stations in southern England will enable 
its cars to be driven beyond their claimed 275-mile range, with 
half-charges delivered in just 30 minutes. Nissan’s Leaf, which 
is made in Sunderland, is the world’s best-selling EV but ‘range 
anxiety’ remains an obstacle to widespread take-up of pure EVs; 
hybrids are likely to remain the preferred ‘green’ option for the 
foreseeable future. 

Ford announced in October 2014 that it is to invest £190m in 
advanced diesel technology at its Dagenham plant. Whether 
those plans will be carried through was thrown into doubt by a 
series of announcements and revelations later in the year. The 
popularity of diesel engines among consumers has rocketed 
in the past ten years, encouraged by tax incentives and vastly 
improved performance, especially in terms of noise, vibration 
and harshness (NVH). However, the finger of blame is being 
pointed at them because of their output of particulates and 
oxides of nitrogen, which are being held responsible for health 
problems and possibly 7,000 deaths a year in the UK, according 
to Government adviser Professor Frank Kelly. 

In July 2014, London Mayor Boris Johnson presented plans for 
almost all diesel vehicle drivers to be charged an extra £10 to 
drive into Central London as part of a new ultra-low emissions 
zone from 2020, and called on the Government to introduce 
a £2,000 ‘scrappage’ incentive to apply to all diesel vehicles 
more than a year old. Other cities in the UK are believed to be 
considering similar anti-pollution measures. The Mayor of Paris 
joined the drive in December with the announcement of plans to 
ban diesel vehicles from 2020. The French Government made 
clear at the end of November 2014 that it wants to phase out the 
use of diesel fuel for private passenger transport. This will be 
challenging as around 80% of French private cars are powered 
by diesel, but Energy Minister Ségolène Royal announced  
earlier in 2014 that drivers scrapping diesel-powered cars to  
buy an electric one would be entitled to incentive payments of  
up to €10,000.

Rumblings elsewhere included the possibility of strike action at 
JLR when its 14% three-year pay offer and plans to scrap its 
final-salary pension scheme were rejected by the Unite trade 
union. A revised offer worth a reported 12.4% over two years and 
the commitment to maintain the current pension arrangements 
were accepted.

As well as new plants in Wolverhampton and Solihull, JLR has 
opened production facilities in China – now its largest overseas 
market – and started construction of a new factory in Brazil. 
The Chery Jaguar Land Rover Automotive Company, a joint 
venture between JLR and China’s Chery, now has a 400,000 sq 
m plant at Changshu, near Shanghai. Its Range Rover Evoque 
production line will be joined by two other models by 2016. The 
Brazil plant, at Itatiaia, near Rio de Janeiro, will start production 
of Land Rover Discovery Sport models in 2016. Parent company 
Tata clearly has the ability to move production around the world. 

Up, Up and Away –  
The Aerospace Industry
The UK has the second-largest aerospace industry in the world. 
It is a vital export earner, investor in advanced technology 
and R&D, and maintainer and developer of the skills base. Its 
membership extends from aero engines specialist Rolls-Royce, 
through Airbus and BAE Systems to highly skilled SMEs in 
its two main clusters: the north-west of England and the area 
around Farnborough in Surrey. 

The highest-profile achievement of the UK’s aerospace industry 
in Q4 2014 was the European Space Agency’s Rosetta mission, 
which landed Philae, an unmanned vehicle, on the surface of 
Comet 67P/Churyumov-Gerasimenko. 

The UK space industry has 20% of the Rosetta Project, with 
ten companies involved. Imaging instruments were made by 
Chelmsford-headquartered e2v, stabilisation of the lander during 
its descent was provided by an ultra-low power momentum wheel 
developed by Surrey Satellite Technology Ltd. The lithium-ion 
batteries were developed and produced by ABSL Space Products 
of Oxfordshire. The tiny chemical analysis instrument in the 
miniature Ptolemy laboratory was designed and built in the UK 
by RAL Space, the Open University and the Rutherford Appleton 
Laboratory. Airbus Defence and Space was a major contractor for 
the spacecraft platform; European Space Tribology Laboratory 
(ESTL) was involved in the development of mechanical systems 
and designed and supplied the lubricant for an atomic force 
microscope. Moog developed the helium storage tanks for the 
Ptolemy instrument and supplied specialist valves. SCISYS 
developed the ground control software systems along with 
highly specialised systems for fly-bys, the comet approach and 
the landing itself; and Telespazio VEGA developed the mission 
training simulator and co-developed various subsystems.

Rosetta was launched in 2004. The UK’s space industry now 
has a turnover of £11.3bn and has been growing at 7.3%; 
£3.9bn (35% of turnover) was exported – to some pretty far-
flung locations! Companies in the sector employ 34,300 people 
directly and support an estimated 72,000 jobs in the supply 
chain. Nearly half of the world’s satellites are made in Great 
Britain, Northern Ireland and the Isle of Man, and the ADS Group 
reports that the UK Space Agency is aiming for the country to 
have a 10% global market share by 2030.
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Research and Development –  
Investing in the Future
In November 2014, the ONS published a report showing that 
aerospace R&D investment in the UK grew by 9% and defence 
industry investment in R&D increased by 7% in 2013. In the 
broader economy, total expenditure on R&D performed in UK 
businesses increased by 8% to £18.4bn compared with 2012. 
Civil R&D expenditure increased 8%, to £16.7bn; defence 
R&D expenditure went up 7%, to £1.7bn. Expenditure on R&D 
performed in UK foreign-owned businesses increased by 11% 
and made up 54% of total expenditure. R&D in total represented 
1.1% of GDP and employed 178,000 full time equivalents, which 
was 11% up on the previous year – the largest annual increase 
since 1985.

Roads to Freedom?
As this report was being prepared, the Government announced 
a £15bn package of road investment, intended to improve 
communications along the A303 corridor from Basingstoke to 
the South West; on the A1 up the East of England; the A47 to 
Norwich; on the M25; and in other locations from the A27 south 
coast route to the M6 and other motorways in the North West. 
As construction will not start until after the General Election, 
scheduled for May 2015, it cannot yet be certain that this 
package, or the HS2 railway project, will actually come to  
pass – but if it does, the construction industry will receive a 
welcome boost. 
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