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Why might policymakers want to focus on and particularly promote the growth of
manufacturing? And what would that mean in practice?

There are two sets of reasons.

First, productivity growth in manufacturing has been higher than most of the
economy. This has been true over long periods of time in the UK, and indeed right
across the world.

In the UK, between 1979 and 2019, output per job grew an average of
0.36% a quarter across the economy as a whole, but 0.64% in
manufacturing !

Pvu! pg! 37! PFDE! dpvousjft!pomz!pof!)Bvtusbmjtk
value added per hour in manufacturing than in the wider economy over
the period 1996-2017.

For example, the UK and Euro area saw GVA per hour worked growing
1.6% and 1.2% a year oaverage across the whole economy, but 2.3% and
2.6% a year in manufacturing? Between 1988 and 2019 the US saw 2% a
year hourly productivity growth overall but 2.5%growth in manufacturing.®

The reasons for this are clear. Much of the UK economy consists of people

intensive local services. While there is potential for productivity growth in cafes,

pubs, gyms, leisure activities andso on, there are limits to how dynamic such non

traded sectors can be. A café is much like it was 50 years ago. In contrast there

are no theoretical upper limits to how atoms can be arranged in new and more

productive ways; and physical goods canbeexpou f e! j o! b! xbz! ui bu! i bjsdvu
so they can be traded in a more dynamic global market with stronger competition

and more transmission of knowledge.

Second, manufacturing has a crucial role to play in the levelling up agenda:
providing well-paid and highly skilled jobs in places that are less well off today. As
analysis for this report shows:

Productivity is higher in manufacturing in poorer parts of the UK. In 2018,
output per hour for the UK outside London was 20% higher in
manufacturing than the economy as a whole. Reflecting this, wages are
also higher in manufacturing than the economy as a whole outside
London.
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The wage premium is over a pound an hour for the UK as a whole: and
has been stable over time. In 2018 median earners in maufacturing
earned more than the average: equating to a premium of 7% in Scotland
rising to 22% in the North East, and an average of around®%.

This earnings premium appears to apply across qualification levels,
suggesting it is not just driven by a greater proportion of employees in
manufacturing having higher qualifications.

The largest manufacturing wage premium is seen for those with
intermediate qualifications and those in the low-to-middle part of the
earnings distribution. For example, those with Alevel equivalent
qualifications see a 20% hourly earning premium.

Though people in manufacturing earn more, paradoxically manufacturing
is a larger share of the economy in places that are poorer overall. Places
that have deindustrialised tend to be poorer, and the remaining
manufacturing jobs are likely to be pushing up average wages in these
poorer places.

While a relatively small share of total employment (9% of hours worked),
manufacturing accounts for a larger share of employment and a much
larger share of productivity growth in poorer regions of the UK x
accounting for around 40% of productivity growth between 1997 and 2017
in places like the West Midlands, Wales and the North West.

As the UK economy has deindustrialised and shifted to serviceshigher
productivity jobs have tended to be in professional services, and these new jobs
tend to cluster in city centre locations. Across Europe, capital cities have grown
faster than the rest of the country?

In the UK, between 2002 and 2018, productiviy growth per worker was somewhat
slowerinnon-vscbo! bsfbt/ ! Qspevdujwjuz!hsfx!65&!jo! Foh
49% in the rest of England outside London. It grew 76% in Glasgow and Edinburgh

and 62% in the rest of Scotland. In Cardiff andSwansea, it grew 59% compared to

47% in the rest of Wales. And in Belfast it grew 72% compared to 49% in the rest of

Northern Ireland®

Manufacturing is spaceintensive and more likely to locate economic activity in
town and rural settings, which are in disproportionate need of levelling up. It is
therefore one high-productivity activity in which the non-urban areas may have a
natural advantage, reflected in the fact that manufacturing is a larger share of the
economy outside the larger cities.
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This may be one reason why the rise and fall in manufacturing as a share of the
economy since the second world war has been mirrored by a fall and then rise in
interregional differences in productivity: the shift to services has caused the
richest region, London, to forge ahead, while deindustrialisation has seen poorer
regions fall back.

Manufacturing sees a particularly large wage premium outside our large cities.
New ONS data generated for this paper shows that the weeklywage premium is
highest in:

West Cumbria, £201

York, £184

Bromley, £183

Bridgend and Neath Port Talbot, £172
Cheshire West and Chester, £18

This suggests that manufacturing may have an important part to play in raising
productivity growth in lagging places, particularly in non-city centre locations
which have not benefited from the turn towards more office-based jobs and the
growth of higher education. Outside London we see lower productivity growth in
these non-city locations, which also have a larger proportion of their local
economy in the manufacturing sector.

Although there is significant variation between regions and nations, this analysis
shows that the low- and middle-income earners are the main beneficiaries of the
manufacturing wage premium.

In terms of the political geography, looking at parliamentary constituencies, ®ats
gained in 2019 by the Conservatives tend to have a higher manufacturing share
than either Labour seats or existing Conservative seats. Nationally about eight
percent of jobs are in manufacturing, but in the Conservative gains this rises to
one in eight (122%)° After the 2019 General Election, manufacturing jobs are now
more likely to be a feature of Conservative-held constituencies than Labour-held
constituencies.

While incumbent Conservative seats also had a higher share of manufacturing
jobs than Labour seats (almost16% higher), Conservative gains at the 2019
General Election had an average share of manufacturing employment that was
over a third higher (37% higher) than Labour held seats.
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Catapult and the Made Smarter programme, the Government has recognised the

importance of manufacturing. However, government support to date has been

limited compared to comparable economies with a much broader and ambitious

approach.
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If policy is able to promote manufacturing, particularly advanced manufacturing,
this analysis shows that some of the places most in need of levelling would benefit
the most.

For these reasons, we argue that Ministers should set out a bold ambition to hét

and then reverse the long-term decline in UK-based manufacturing and some

recommendations to achieve that goal. A bold target would send a clear signal to

ui f!'nbsl fu-!xijmflcpptujoh! xpsl fstdi!xbhft!boe! m
shows that the Government would reap political rewards as well - given the

realigned representation of constituencies where manufacturing is located.

Targeting manufacturing would benefit left-behind areas.

Ui fsfit!lop!tjohmf!tj mwfs! c wshamfcaohallenme. mf wf m! vqg! ui f
There is a common thread, but it affects communities differently. This analysis

shows that targeting manufacturing can significantly boost what is continuously

identified as the biggest domestic policy priority - /evelling up.
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The UK has deindustrialised
faster and further than other
advanced economies, which
impacted communities across
the country.

Deindustrialisation played a
contributing factor in
exacerbating regional disparities
in the long-term, in some ways
helping to create left-behind
places.

The Government should set out a bold ambition to
increase manufacturing as a share of the economy,
within a National Manufacturing Plan to reverse the
decline of manufacturing. This Plan should:

1.

Recognise the importance of key sectors
and disproportionately beneficial to the UK
economy. Ministers should incentivise
manufacturing in critical industries.
Reduce the operating costs of
manufacturing compared to other sectors,
and to signal to the market that the UK will
remain a competitive place to make
products in the long term.

Broaden access to finance for
manufacturing firms, particularly for SMEs,
to match the dedicated funding streams
and mechanisms for research and
innovation and infrastructure.

Support the industrial rollout of physical or
digital infrastructure, like 5G deployment, to
facilitate the growth in advanced
manufacturing.

Commit long-term funding to support the
growth of key anchor institutions that would
support the growth of manufacturing.

Investment in manufacturing in
the UK lagsbehind our
competitor economies elsewhere
in the world, which limits the
growth of the sector. Our tax
system favours sectors which are
light on capital investment over
manufacturing.

Maintain the current SuperDeduction capital
allowance beyond its current end date of 2023 for
plant and machinery

The Government should reform content and
procurement rules to boost supply chain firms in the

UK.
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Does manufacturing matter? In a modern, predominantly servicebased economy,
the importance of manufacturing is often underestimated. This section explores
the impacts of manufacturing jobs both on the fundamental drivers of the
economy (output, productivity) but also some of the main differences on an
individual level (wages, hours worked).

Even though we sometimes think of policies as spatially blind, businesses and the
potential to create them vary between regions. Policies to promote manufacturing
are often focussed on specific sectors instead. This is not to say that approach is
wrong. Investments made, and accelerated, in domestic vaccine manufacturing
capacity have paid dividends over the last eighteen months. But where
manufacturing plants are located could bring additional benefits, one key element
that this section will explore is the place-based impact of manufacturing.

Looking at broad industrial groups in 2017, manufacturing is around 20% more
productive than average, measured as GVA per hour worked. This is only
exceeded by information and communications at 38%, nosmanufacturing
production (including oil and mining) at 59% and finance and insurance at 109%.

Figure I GVA per hour worked, byindustry, 2017 (excluding real estate)
Source: ONS

I: Accomodation and service activities

N: Administrative and support service activities
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Labour productivity growth has generally been higher in manufacturing over the
longer term. Figures are available on a per job basis back to the 1970s or on an
hourly basis since the mid-1990s. In the UK between 1979 and 2019 output per
job grew an average of 0.36% a quarter across the economy as a whole, but
0.64% in manufacturing.This outperformance is clearer in earlier years than over
the last decade.
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On an hourly basis, figures are available from e mid-1990s, and the pattern is
similar. Quarterly productivity growth for the UK as a whole averaged 1.2%
between 1995 and Q3 2020, while for manufacturing it was 2%. Productivity
growth has been slower since the financial crisis than before: productivty growth
grew 0.3% for the whole economy since Q1 2008 and 0.6% for manufacturing.

This shows both that manufacturing is more productive than the national average
and that growth in this sector tends to outstrip the average growth rate.

Figure 2: Quarterly productivity growth per job, four quarter average
Source: ONS
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Figure 3: Hourly productivity growth in the UK
Source: ONS
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This higher level of productivity is reflected in higher wages, in allregions except
London. In 2018 median hourly wages were 9% or £1.11 higher in manufacturing
than the economy as a whole.

The manufacturing earnings premium appears to apply right across qualification
levels, suggesting it is not only driven by a greater proportion of employees with
higher qualifications.

As highlighted below in Table 1, even though the lowest paid, workers in
manufacturing firms without any qualifications receive a premium of 22% higher
than workers without qualifications in other sectors. Theoretically this would mean
that workers in training are paid higher wages in manufacturing than other
comparable workers.

The largest difference to the national average is found among those with
intermediate level qualifications (by 42% for workers with higher education level
qualifications), echoing the role that many techniciars play in manufacturing firms.

Table I Manufacturing pay premium by qualification level 201819
Source: ONS Annual Population Survey

All industries Manufacturing Difference
Weekly Hourly Weekly Hourly Weekly Hourly
pay pay pay pay pay pay
Degree or o o
equivalent 615 17.26 738 19.23 20% 11%
Higher education 462 13.00 654 15.83 42% 22%
GCE A level or 394 10.69 538 12.88 37% 20%
equivalent
GCSE grades A*C o o
or equivalent 346 9.83 455 11.53 32% 17%
Other qualification 365 9.53 400 9.92 10% 4%
No qualification 300 8.66 365 9.11 22% 5%
All 451 12.16 519 12.89 15% 6%

The premium was substantially higher for people in the lowto-middle part of the
earnings distribution. Manufacturing wages were 11% higher at the 30th and 40th
percentile, as shown below in Figure 4.
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Figure 4: Hourly manufacturing wage premium across tte earnings distribution,
2018
Source: ONS Annual Survey of Hours and EarningsASHE)
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This shows that manufacturing generates a wage premium for workers across the
qualification spectrum, and is particularly clustered amongst low and middle-
income earners. This would suggest that policies targeted at supporting
manufacturing in the UK would principally benefit these groups as well.

How could manufacturing productivity support levelling up?

Although manufacturing is a comparatively snall share of the economy, at around
10%, there is significant local variation. Manufacturing comprises less than 2% of
GVA in central London but over 30% in East Lancashire, Cheshire, Flintshire &
Wrexham, and West Cumbria. Looking at figuress and 6 below, manufacturing still
accounts for a significant share of the local economy but also jobs in some areas
in the North, Midlands and Wales.

If we look at value added as a share of the total, city centre locations Manchester,
Leeds, Bristol, Swansea, Cardiff and Edinburgh have low shares of manufacturing.
There are pockets of more manufacturingheavy economies in Hertfordshire,
Suffolk and Gloucestershire.

lg! xf ! mppl !bu! xi fsflqgfpgmfit! xpslgmbdft!bsf-1!1rvj
outer parts of large conurbations like Greater Manchester, West Yorkshire and the
West Midlands are still in manufacturing.
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Even though it is not a large share of employment, manufacturing accounts for a
large share of productivity growth in Wales, Scotland, theNorth and Midlands. As
shown below in Figure 7, productivity growth in manufacturing was more than 40
percentage points higher than overall productivity growth in the North West, West
Midlands and Wales in the two decades since 1998. Productivity growth in
manufacturing was uniformly higher in all regions and nations of the UK in thelast
two decades except in London. In London, manufacturing growth was 8 points
lower over the same period.

Figure 7: Productivity growth in manufacturing versus total productivity growh,

1998-2017, by region, current prices
Source: ONS
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Given its contribution to the regional economies of places like the North West and

West Midlands, being far smaller than the services sector, manufacturing is driving
a lot of the increase in productivity. This mostly comes through large reductions in

hours worked alongside increasing in GVA.

In the North West, total hours worked fell by 7.5 million in manufacturing, whereas
the rest of the economy increased hours worked by a total of 19.4 million. But
manufacturing also accounts for9% of GVA growthin the region. So there are far
fewer hours worked, and more value is being produced per hour.
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is to imagine productivity in manufacturing remaining constant between 1998 and

2017. Thedelta tells us how important growth in the manufacturing sector is to the

overall growth rate.

For example, in the North West, if manufacturing had remained as productive (in
real terms) as it was in 1998, growth in the region would have ben 10 percentage
points lower - a fall from 29% realterms growth to just 19% growth. Figures,
below, shows this for all NUTS1 regions of the UK. In the West Midlands, the
overall growth rate would have been half as fast if manufacturing had seen no
real-terms improvement. But at the other end of the spectrum is London, where
growth is hardly affected at all.

Figure 8: Overall productivity growth and growth if we hold manufacturing
constant (in real terms)

Source: ONS
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Productivity by industry is not routinely published for areas smaller than NUTS1
regions. To estimate this ourselves, we can simply take manufacturing GVA for
NUTSS3 areas and divide this by the number of jobs in manufacturing (as per the
Business Registerand Employment Survey). This gives us a decent measure of
output per job. We can then calculate the difference between manufacturing
productivity and overall productivity.

This shows that manufacturing is more productive than average in almost every
NUTS3region, especially in Cheshire, Gwynedd, Dunbartonshire and SolihullThe
areas where manufacturing is less productive are more likely to be cities although
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there are some remote rural areas that have a lower productivity premium- such

as the Western Ides or the Isle of Anglesey. A majority of London as well as cities
like Edinburgh, Birmingham and Liverpool fall into this category. This suggests that
manufacturing growth could disproportionately benefit workers and businessesin
left behind areas outside the major urban centres.

Figure 9: The manufacturing productivity premium by NUTS3 region
Source: ONS
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Box 1. Investment

As things currently stand, UK manufacturing is not particularly investment
intensive in relation to other countries. By looking at average gross fixed capital
formation (GFCF) between 2000 and 2018 compared to average gross value
added over the same period, Figure 10below, we see that the UK ranks very low
compared to our European neighbours.

Figure 10. Manufacturing GFCF as groportion of manufacturing GVA
Source: Eurostat
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Looking at the sub-national level in the UK, hvestment in manufacturing is high
relative to total GVA in the Midlands and Wales as well as in much of the North,
while in London, the South and Greater Manchester it is lower.

The area including Herefordshire, Worcestershire and Warwickshire has the
highest level of manufacturing capital investment. This is likely due to the
automotive industry. Cheshire, Derbyshire, Nottinghamshire, the West Midlands,
Teesside, East Yorkshire, Northern Lincolnshire and Cumbria also have high rates.

This suggests thatincreasing certain capital allowances, particularly those within

categories like plant and machinery or industrial buildings, would be likely to have
the largest benefits in these areas.
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Figure 11 Manufacturing GFCF as a share of total GVA
Source: OVS
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This higher level of productivity is reflected in higher wages, again in all regions
except London. Previous sections showed that manufacturing delivers a wage
premium regardless of qualification level, albeit to varying degrees, with the
benefits concentrated around low- and middle-income earners. The subnational
picture reinforces those findings - the premium is higher at the lower end of the
spectrum and diminishes further up the income spectrum. However, the wage
premium is even higher in some of the less wealthy regions.

The wage premium for the median workeris over 15% in the South West and
South East, in Wales, the East of England, and in the North Wesind North East.
Within these trends, there is significant variation in the range by region and nation.
In the North East, the wage premium is highest for workers in the 4@' earnings
percentile (26% higher) while falling towards the higher end of the income
spectrum. The wage premium in Wales peaks at the 60" percentile.

Figure 12 Hourly manufacturing wage premium across the earnings distribution by

region, 2018
Source: ONS
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We can also look ata more granular level. The table below shows the top and
bottom ten NUTS3 regions by wage premium in manufacturing. Although there is
undoubtedly a headquarters effect at play in some of the data, notably Bromley
and Hounslow, there is a clear variation n the wage premium at the local level.
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Table 2: Median weekly wage premium for fulltime workers, by NUTS3 region
Source: ONS, ASHE

Absolute  Relative Absolute  Relative
Area . . Area . .
premium  premium premium  premium
West Cumbria £201 3009 CostAvishireandNorth oo qg -38%
Ayrshire mainland
York £184 32.0% Haringey and Islington -£226 -31%
Bromley £183 30.0% Dumfries & Galloway -£133 -26%
Bridgend and Neath Port o2, 33 505 South Nottinghamshire £117 21%
Talbot
Hounslow and Richmond 0, 24.6%  Birmingham £110 -18%
upon Thames
Cheshire West and £154  27.8% Scottish Borders £84 17%
Chester
Portsmouth £135 22.8% Conwy and Denbighshire -£89 -16%
Mid Lancashire £133 22.4% Ealing -£98 -16%
Warrington £131 22.0% South Lanarkshire -£82 -14%
Derby £126 16.1% Wolverhampton -£81 -14%

The map below, inFigure 13 shows the manufacturing wage premium in those
areas for which we have data. The estimates from ASHE are not completely
reliable, and for 33 NUTS3 regions thevalues have been suppressed due to small
sample sizes. Our analysis is restricted to the remaining 135 areas.

Some rural areas and parts of London are missing from this map. But, from what
remains, there is a slight regional skew towards the North of Enghnd and Wales.

In general, cities do not fare much better or worse than other areas. In Newcastle,
York, Sheffield, Derby, Stoke, Coventry, Cardiff, Portsmouth, and Plymouth, wages
in manufacturing are higher than across all sectors. But the opposite is tne in
Glasgow, Edinburgh, Manchester, Leeds, Bradford, Nottingham, Leicester,
Birmingham (and the Black Country), and Bristol. London is simultaneously a mix of
high-scoring areas like Bromley and Hounslow and negative premium areas like
Haringey and Islington.
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Figure 13 Manufacturing median weekly wage premium for full-time workers, by

NUTS3 area
Source: ONS,ASHE, Onward analysis
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But this brings us to another drawback of this subregional data: the headquarter

effect. Hounslow contains the head office of GlaxoSmithKline and a number of

other large manufacturing firms, which operate across the country, but base their
HQ in London. Unfortunately, we are unable to break this down by occupation (in

addition to industry and small areas), so the london figures will be biased by

people who work in high income office-based roles.
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This suggests that manufacturing may have an important part to play in raising
productivity growth in poorer places, particularly in non-city centre locations which
have not benefited from the turn towards more office-based jobs and the growth
of higher education. Outside London we see lower productivity growth in these
non-city locations, which also have a larger proportion of their local economy in
the manufacturing sector. If policy was able to promote the growth of
manufacturing, particularly advanced manufacturing, that is likely to benefit some
of the places most in need of levelling up.

While earlier sections have considered the wage and productivity impact of
manufacturing, this section considers the distributional and political implications.

Breaking down the average share of manufacturing jobs by political party

following the 2019 General Election, we can see that the Conservatie Party is

more representative of manufacturing areas than Labour. Seats gained by the
Conservative Party at the 2019 General Election have the highest average share of
manufacturing jobs, with 2.2% overall compared to7.8% for Labour

constituencies.

Once Conservative-held constituencies are split into gains and incumbents, the
difference becomes more pronounced - as shown in Figure 14 below.
Conservative gains at the 2019 General Election had an average share of
manufacturing employment that was over a third higher (% higher) than Labour
held seats.

Incumbent Conservative seats also had a higher share of manufacturing jobs than
Labour seats (almost16% higher), albeit to a lesser degree than Conservative
gains. As we can see, Labour held seats have a lower share of manufacturing
employment (with far more constituencies employing less than 5% of the local
workforce) - as shown inFigure 15.

Alternatively, this also illustrates a political challenge for the Government. Seats
gained by the Conservative Party at the 2019 General Election, and delivered it
into majority government, have the highest proportion of manufacturing jobs in
employment. Given Conservative constituencies have a higher average share of
manufacturing jobs than Labour constituencies, the continued decline of
manufacturing is more likely to threaten jobs and livelihoods in Conservative seats
than Labour seats.

Making a comeback



Figure 14 Proportion of jobs in manufacturing by 2019 General Election outcome
Source: ONS House of Commons Library
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Figure 15 Proportion of jobs in manufacturing by parliamentary constituency and
2019 General Election outcome

Source: ONS, Onward Analysis
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We know that manufacturing jobs, especially in certain places, can lead to
productivity and wage benefits. The benefits are not uniform across the country.
As shown above, the manufacturing wage premium varies significantly. But we
have also shown that alhough manufacturing is a comparatively small section of
the economy nationally, there is localised variation. However, what we do not
know is how the UK got there, and whether the trend was felt uniformly across the
country?

The section uses a new datase to look at the composition of the economy and
the labour market over time, the effect that these changes have had across the
country, and the impact of the decline of manufacturing. This new dataset,
provided by Robert Calvert Jump of Greenwich Universiy, estimates consistent
jobs data by industry group at a local authority level (unitary and district), going
back to 1981.

In the post war decades, the UK industrialised. Manufacturing reached its largest
ever share of UK GDP in the 1960s and 1970s, just at the point that regional
productivity differences were smallest.

While many richer countries have deindustrialised since the 1970s, almost none
has done so as much as the UKIn 1970 the UK had the sixth lagest share of
manufacturing in the economy in the G20. Today it is second from bottom.
Countries as diverse as South Korea and Ireland have caught up or overtaken our
living standards while growing the share of manufacturing in their economy. Rising
countries like India and China have grown their share. While many other rich
countries have deindustrialised far less: manufacturing is about 10% GDP in the UK
but about 22.5% in Germany. This may be because the majority of members of
the G20 have tried much harder to maintain an industrial base and introduced
policies to increase the share of modern manufacturing in their economies. As
shown below in Figure 6.

This may be a coincidence, but it is likely industrialisation and then
deindustrialisation tended to compress and then expand regional differences. It is
unlikely this is the sole factor, as other factors such as regional policy and
attempts to shift population out of London to the wider south east through the
new towns programme, may have also had a rde.
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Figure 16 Manufacturing share of GDP
Source: UNCTAD
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Figure 17 Regional disparity in productivity and manufacturing share of the
economy

Source: Adapted from Industrial Strategy Commission, 2019; manufacturing data from
Broadberry and Leunig, 2013
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If we look at changes within regions over time, we can roughly divide recent

history into two periods. From the 1970s to themid-1990s, we saw dramatic

relative declines in GDP per capita in areas hit by deindustrialisation: this decline

covered much of the country outside the south, and was most acute in

Merseyside, South Yorkshire, Teesside and South Wales. This was combined ith

relative improvement in the performance of the south outside London, particularly

bmpoh! ui f! N6!'dpssjeps/ ! Mpoepodt!sfmbujwf!qgptjuj
substantially above the UK average.

Since the late 1990s the pattern has been different in sone ways. Areas hit by
deindustrialisation continued their relative decline in many cases.But in this
period London has pulled away from the rest, including parts of the south east,
with only a small number of places keeping pace. Scotland and Northern Ireand
improved their relative performance.

Figure 18:Change in GDP per capita (197-1995) and GDHI per capita (1992018)
Source: ONS

GDP per capita, change relative to UK~ GDHI per capita, change relative to
(average=100) 197795 UK (average=100) 1997-2018

Sources: ONS, historic GDP data for counties, and ONS, Gross disposable household
income for NUTS3 regions
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