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About the Centre 
for Social Justice

Established in 2004, the Centre for Social Justice is an independent think-tank that studies the 
root causes of Britain’s social problems and addresses them by recommending practical, workable 
policy interventions. The CSJ’s vision is to give people in the UK who are experiencing the worst 
multiple disadvantages and injustice every possible opportunity to reach their full potential.

The majority of the CSJ’s work is organised around five “pathways to poverty”, first identified 
in our ground-breaking 2007 report Breakthrough Britain. These are: educational failure; 
family breakdown; economic dependency and worklessness; addiction to drugs and alcohol; 
and severe personal debt.

Since its inception, the CSJ has changed the landscape of our political discourse by putting 
social justice at the heart of British politics. This has led to a transformation in government 
thinking and policy. For instance, in March 2013, the CSJ report It Happens Here shone 
a light on the horrific reality of human trafficking and modern slavery in the UK. As a direct 
result of this report, the Government passed the Modern Slavery Act 2015, one of the first 
pieces of legislation in the world to address slavery and trafficking in the 21st century.

Our research is informed by experts including prominent academics, practitioners and policy-
makers. We also draw upon our CSJ Alliance, a unique group of charities, social enterprises 
and other grass-roots organisations that have a proven track-record of reversing social 
breakdown across the UK.

The social challenges facing Britain remain serious. In 2022 and beyond, we will continue to 
advance the cause of social justice so that more people can continue to fulfil their potential.

About the ERA Foundation

The ERA Foundation is a non-profit organisation. We support electech manufacturing across 
the UK by supporting engineering, innovation and skills development programmes. The 
ERA Foundation has been supporting UK eEngineering and innovation skills development in 
electech manufacturing since 1920. Our aim is to ensure the important role that the electech 
manufacturing sector plays in the UK economy is recognised; to support the next generation 
of UK engineers, and to encourage entrepreneurship, innovation and technical excellence in 
individuals and organisations.

We work with organisations which share our principles, and ensure all of our partners have a 
significant stake in what we do and how we do it. Our work with partners can involve generating 
new policy ideas; developing, funding or delivering skills programmes; supporting engineering 
engagement activity; or coordinating the sharing of skills and knowledge between partners.
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Partnerships are at the heart of the Foundation’s work to achieve its aims. Our partners range 
from prestigious national institutions, STEM skills delivery organisations and large corporate 
institutions to local community groups. We also work with government departments, policy 
think-tanks, and the financial sector. The relationships we have built with our partners have 
allowed us to develop a wide range of successful initiatives and to achieve a much greater 
impact from the outcomes of our work in the sector.
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Polling methodology

Polling was conducted by Opinium.

2,000 UK Adults weighted to be Nationally Representative & 1,000 UK Adults in 50 
parliamentary constituencies with the greatest share of manufacturing industry, weighted to 
be representative

Field work: 6 - 29th September 2022

Regional Revolution, Reigniting Manufacturing Conference

The Centre for Social Justice (CSJ) held a regional policy conference on 30th November 2021 
jointly with Midlands Engine, Make UK and East Midlands Chamber, hosted by Morningside 
Pharmaceuticals. We brought together 60 representatives of local manufacturing employers, 
ranging from large employers to SMEs, fielding a range of questions in a series of minuted 
roundtable discussions.

This provided a forum for representatives of local industry to provide their views on the 
challenges they face as UK manufacturers, as well as their feedback on the impact of existing 
government policies, and their ideas for improvement and reform.

The qualitative evidence provided by the regional manufacturers represented at this 
conference provided part of the evidence base for the research and recommendations 
contained within this report.
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Foreword

The last three years have shown the value of industrial strategy and the importance 
of manufacturing. Industrial strategy amounts to thinking about what challenges and 
opportunities we are likely to face in the years ahead; assessing whether we are well prepared 
to meet them; and taking the action necessary better to prepare ourselves if not.

We have learned at first hand that having a dependable manufacturing capability can be 
crucial at a time when global supply chains have proved more fragile than previously thought.

As Secretary of State for Business, Energy and Industrial Strategy, I led work to develop an 
industrial strategy for the UK between 2016 and 2019. In the pandemic, it served us well. 
Working with businesses, universities, and local leaders we considered that as a country we 
needed to become more research intensive to compete globally, and in particular to leverage 
our international strength in science.

So when we launched the strategy at the Francis Crick Institute of biomedical research, we 
announced the biggest increase in public research and development ever seen in the UK. The 
new funds were to be deployed jointly with industry and scientists, with vaccines against future 
pandemics as one of the top priorities. These funds – and the collaborative model – proved 
crucial in accelerating the development of vaccines against Covid-19.

One of the key insights of the Industrial Strategy was that manufacturing needed to be part 
of the plan – for reasons of opportunity and resilience. That’s why, as well as investing jointly 
with industry funds in vaccine discovery and development, we recognised that if Britain was 
prepared to manufacture the resultant vaccines we would reap the rewards of creating good 
jobs across the UK and strengthen our security of supply. So the Vaccine Manufacturing 
Innovation Centre was launched and, during the pandemic, accelerated.

A similar story could be written about other sectors. Preparing for a need to have cleaner 
and more diverse sources of energy, the Industrial Strategy said that we should advance our 
nuclear engineering capability into Modular Nuclear Reactors. Research was funded jointly 
by a consortium of industrial investors and the Government’s innovation agency and now 
Small Modular Reactors are moving from research to delivery – enhancing energy security, 
while creating thousands of jobs and manufacturing export opportunities. The manufacturing 
locations shortlisted are Sunderland, Teesside and North Wales.

Most other countries, from the USA to Japan, look at the emerging future and take steps to 
ensure that they are prepared for it.

You can’t know precisely what is going to happen – Covid and the Russian invasion of Ukraine 
took many by surprise. But to say that we should be better prepared for global pandemics and 
that we should be less dependent on imported energy are sensible conclusions that it would 
be reckless not to consider. And when you think about the future, manufacturing is a big 
opportunity.
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As this report makes clear, manufacturing is a practical means to increase our national 
productivity, to create jobs that are much higher paid than average, to increase opportunities 
across all parts of the UK and to upgrade our security and international competitiveness.

It is mystifying that, at the very moment a longer-term perspective was proved to be beneficial, 
the previous administration abandoned the Industrial Strategy. It is a relief that some individual 
commitments were too well-entrenched by 2019 for them to be scrapped too, or else we 
would not have had the investments into vaccine development, small modular nuclear reactors, 
and battery storage that have been made to our advantage.

Yet, as Dame Kate Bingham told the Science & Technology Committee of the House of 
Commons last month, we are at a critical period in which the absence of an industrial strategy 
for manufacturing is having alarming consequences: “Far from supporting and investing in 
manufacturing onshore, it has been sold and mothballed.”

The year 2023 will be a decisive one for the Government in establishing a new seriousness of 
purpose about industrial strategy - including for manufacturing.

The signs are promising: as Chancellor, Rishi Sunak recognised the importance of research and 
development, delivering doubling of public investment in the innovation and science budget. 
The current Chancellor, Jeremy Hunt, as Health Secretary, was a co-driver of the Life Sciences 
industrial strategy between 2016 and 2019 which led to the model of working with industry 
and academia for vaccine development and manufacturing.

And, if the Government were to be slow, they should observe that the Labour Party has made 
an explicit commitment to industrial strategy, which has already won plaudits from senior 
industrial figures like the Chairman of Tesco and Barrett, John Allan.

One way or another, I predict that in the year ahead having a serious forward view as to how 
we can prepare for the future; how we can make ourselves more resilient to future threats to 
supply chains; and how we can increase productivity, employment and pay in all parts of the 
country will be a focus of intense political interest.

Any government or aspiring government needs convincing answers to all of these questions. 
This paper and the analysis, and the recommendations it makes, could not be more well-timed.

Rt Hon Greg Clark MP 
Secretary of State for Business, Energy & Industrial Strategy 
2016-2019
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Executive Summary

The question of how to achieve stronger and fairer economic growth has dominated the UK 
domestic policy debate since at least 2016. Within this, two themes dominate: the scale and 
depth of British regional economic divides, and the UK’s “productivity puzzle”.

Achieving stronger growth has been an ambition of every Chancellor of recent memory. 
Successive governments have rightly – and laudably – identified tackling Britain’s challenges 
in achieving growth, both in speed and in geographical distribution, as key long-term policy 
priorities. Yet solving the problem has remained elusive. UK living standards have barely improved 
in real terms in 2008, and according to most measures regional inequality has increased.

Both major political parties now grasp the importance of these issues, not just economically 
but politically, too. Theresa May deliberately targeted new voters with a promise of reducing 
regional divides and creating better jobs with her 2017 modern Industrial Strategy. This gave 
way to Boris Johnson’s “levelling up” agenda, which aimed even more explicitly to reduce 
regional disparities and improve the lives of voters in target communities. While Liz Truss’s 
ill-fated Plan for Growth was not to be, it did at the very least recognise the importance of 
growth to boosting UK living standards.

The current Government’s official policy position on regional policy remains Michael Gove’s 
Levelling Up White Paper of February 2022. The paper committed to “end the geographical 
inequality which is such a striking feature of the UK.”

It would achieve this by:

“improving economic dynamism and innovation to drive growth across the whole country, 
unleashing the power of the private sector to unlock jobs and opportunity for all. While there 
are world-leading and enterprising businesses and innovators right across the UK, economic 
growth and the higher productivity which drives it has been over-concentrated in specific 
areas, particularly the South East of England. A long tail of low-productivity businesses 
and places explain why UK productivity growth is too low compared to competitors.”1

A revival of the fortunes of UK manufacturing is envisaged as a part of this agenda, recognising 
the key role in driving productivity and better jobs the manufacturing sector can provide. In a 
welcome move, it was recently reported that the Chancellor, Jeremy Hunt, intends to revive 
the Industrial Strategy, which has fallen into something of an abeyance since 2019.2

1 Department for Levelling Up, Housing & Communities (DLUHC), Levelling up the UK, p.1

2 www.thetimes.co.uk/article/jeremy-hunt-to-relaunch-uk-industrial-strategy-j098kt9q2
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https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1052706/Levelling_Up_WP_HRES.pdf
https://www.thetimes.co.uk/article/jeremy-hunt-to-relaunch-uk-industrial-strategy-j098kt9q2
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Likewise, the Labour Party has committed to levelling up and improving opportunity in the 
UK’s left-behind regions, saying Labour will “fight the next election on economic growth”,3 
while promising to deliver on the as yet unrealised ambition of levelling up all UK regions. Sir 
Keir Starmer has explicitly committed to implementing a new industrial strategy in the event 
of a Labour government,4 focusing not only on advanced manufacturing, but also on the 
“everyday economy”, including transport and light manufacturing.5

The need for an effective growth plan and proactive regional policy to reduce economic 
divides is, then, not a matter of substantive party political dispute. While Keir Starmer and 
the Shadow Chancellor, Rachel Reeves, have spoken about the need for better jobs, in his 
January speech the Prime Minister spoke of the need for a higher quality of work with higher 
productivity and higher pay.6 Both major have accepted the need for policy intervention to 
drive growth across the UK; the debate is now over how this is to be achieved.

Manufacturing is key to the solution

In this report, the Centre for Social Justice (CSJ) argues that a plan for a renaissance in UK 
manufacturing must be at the centre of any serious revived industrial strategy, and as part of 
any plausible mission to level up our regions.

The UK remains the ninth largest manufacturer in the world. It is a leading producer and 
exporter of automotive vehicles, modern machinery, chemicals, manufactured food products 
and of goods relying on electrical technology. It is pioneering in robotics, AI, pharmaceuticals 
and life sciences, both in research and production, and is world-leading in the development of 
green tech, including electric cars – of which the UK has produced a quarter of a million over 
the last decade.7 Britain has advanced R&D capacity – though under-invests by OECD standards.

By historical standards, however, UK manufacturing has failed to grow in line with OECD 
averages, and has declined as a proportion of GDP more rapidly than any other industrialised 
nation. Manufacturing used to represent 25 per cent of national output in the 1970s; it has 
declined to just 9 per cent now. There has been a similar decline in levels of manufacturing 
employment.

Why does this matter? There is strong evidence to suggest the relative decline of 
manufacturing has been a key contributing factor to growing regional inequality. The 
challenges presented to communities and the UK economy by deindustrialisation have been 
debated for decades; David Cameron recognised the need to redress economic imbalances in 
his first major speech on the British economy in 2010, saying:

3 https://labour.org.uk/press/keir-starmer-speech-on-labours-mission-for-economic-growth/

4 www.theguardian.com/commentisfree/2023/jan/04/keir-starmer-government-labour-leader

5 https://labour.org.uk/page/prosperity-through-partnership-labours-industrial-strategy/

6 www.gov.uk/government/speeches/pm-speech-on-making-2023-the-first-year-of-a-new-and-better-future-4-january-2023

7 www.smmt.co.uk/2022/03/uk-automotive-invests-10-8-billion-in-first-electric-decade/#:~:text=More%20than%20150%20mod-
els%20of,trucks%20in%20the%20last%20decade

https://labour.org.uk/press/keir-starmer-speech-on-labours-mission-for-economic-growth/
https://www.theguardian.com/commentisfree/2023/jan/04/keir-starmer-government-labour-leader
https://labour.org.uk/page/prosperity-through-partnership-labours-industrial-strategy/
https://www.gov.uk/government/speeches/pm-speech-on-making-2023-the-first-year-of-a-new-and-better-future-4-january-2023
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“[Our] economy has become more and more unbalanced, with our fortunes hitched to a 
few industries in one corner of the country, while we let other sectors like manufacturing 
slide……It has become far too dependent on the public sector, with over half of all jobs 
created in the last ten years associated in some way with public spending”.8

Manufacturing is a high-growth sector with a significant wage premium. Its comparative 
decline as a share of the economy will therefore have a negative impact, especially in regions 
previously dependent on it for jobs and investment. Innovation and technology lead to real 
productivity gains in manufacturing in a way that is hard to replicate in services industries – a 
point made consistently by the economist John Mills.9

Political focus has tended to rest on Britain’s high value-added services, including the City, 
but high-productivity services are in truth the exception rather than the rule. In this report, 
the CSJ calls for this Government to recognise that it is in manufacturing that there is real 
potential for productivity growth, and the better jobs and higher wages that result from it.

The average job in manufacturing pays around one pound more per hour worked, and this 
remains true across the qualification spectrum. Manufacturing jobs pay 12 per cent more 
than the UK national average, and this is more acutely true in the UK’s less affluent regions. 
A rejuvenation of UK manufacturing would address the UK’s regional economic divides. Every 
region other than London and the South East is less productive than the UK average, but 
look beneath the surface and pockets of high productivity can be found across the country – 
usually in areas with high manufacturing density.

Britain has high potential in manufacturing, but manufacturers face challenges. The present 
energy crisis and the Covid-19 pandemic have contributed to a slump in output akin to that 
seen after the financial crisis.10 Taking a more long-term perspective, manufacturers have not, 
in general, enjoyed the policy support their competitors have in other developed economies, 
and now face an unprecedented energy crisis which threatens to make their cost base 
unsustainable. Yet further manufacturing decline threatens jobs and communities across the 
country.

Moreover, our lack of national supply chain resilience was sorely exposed during the 
Covid-19 pandemic, given the crisis over sourcing PPE. In contrast, the collaboration between 
the Government and pharmaceutical manufacturers to produce a world-leading vaccine 
programme demonstrated what can be achieved when government and industry work 
together in the national interest.

The CSJ is calling on the Government to resurrect and revolutionise the dormant Industrial 
Strategy. As part of this there should be a bespoke, active plan for restoring manufacturing 
from 9 per cent of national output now to 15 per cent over the medium term. As part of this 
it should establish regional Industrial Councils to bring industry and educational providers 
together.

Public opinion is supportive of the need to reboot British manufacturing. In polling conducted 
for the CSJ by Opinium, we found:

8 David Cameron, new PM’s first speech on the economy, 28 May 2010

9 https://instituteforprosperity.org.uk/news/post/2022-02-03-john-mills-the-government-must-make-it-pay-to-site-new-industry-in-the-uk

10 www.reuters.com/markets/europe/uk-manufacturing-ends-2022-low-orders-shrink-pmi-2023-01-03/

https://instituteforprosperity.org.uk/news/post/2022-02-03-john-mills-the-government-must-make-it-pay-to-site-new-industry-in-the-uk
https://www.reuters.com/markets/europe/uk-manufacturing-ends-2022-low-orders-shrink-pmi-2023-01-03/
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• 62 per cent of UK adults believe manufacturing jobs are important to their local area, 
rising to 76 per cent in constituencies with high levels of manufacturing.

• 77 per cent of British adults believe the UK has become too dependent on foreign imports.

• 47 per cent of British adults believe economic development should focus on 
manufacturing rather than services (34 per cent who disagreed), rising to 51 per cent in 
manufacturing areas.

• 60 per cent of adults in manufacturing-intensive areas of the North East supported this 
statement, and 63 of per cent of 2019 Conservative voters in manufacturing constituencies.

• 46 per cent of the public think the Government should boost manufacturing because that 
is what Britain has to offer in today’s global economy

• This rose to 54 per cent of 2016 Leave voters (versus 17 per cent who disagreed) and 58 
per cent of 2019 Conservative voters (also versus 17 per cent who disagreed).

The CSJ urges the Government to incentivise our manufacturers and provide support for 
exporters, and ensure a technical skills pipeline so manufacturers can train and employ British 
workers in good quality, skilled jobs. And we should seek to increase investment in the 
regions, recognising the crucial importance the manufacturing sector plays as an employer 
and a creator of growth in the parts of the UK that need levelling up the most.

The UK Government should not pick winners and losers, but it can alleviate barriers to 
manufacturing growth, and take an active role in shoring up our domestic productive base and 
our supply chain resiliency. And it should recognise the social good manufacturing industries 
provide to the communities who rely on them for jobs. In this way, Government should embed 
the productivity premium offered by manufacturing into its Levelling Up Strategy.

It’s time for a renaissance in British manufacturing so all the UK can enjoy the benefits a good 
job provides.
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Summary of 
recommendations

Industrial Strategy “2.0”

Recommendation 1: The Department for Business, Energy and Industrial Strategy (BEIS) 
should collaborate with HM Treasury in setting a target of increasing UK manufacturing as a 
percentage of national output from 9 per cent to 15 per cent over the medium term.

Recommendation 2: BEIS in partnership with HM Treasury should re-establish a UK modern 
Industrial Strategy with a specific plan for manufacturing at its core, recognising the unique 
importance of the sector for UK growth, jobs, productivity and security.

Recommendation 3: BEIS should roll the existing Local Enterprise Partnerships into regional 
Industrial Strategic Councils in each ITL1 region with the power to convene local businesses 
with local universities, technical colleges, schools and MATs to develop regional industrial 
strategies with the national 15 per cent.

Recommendation 4: As argued by the CSJ in its 2021 report, Spending it Better, the 
Procurement Bill should explicitly incorporate domestic preference as a criterion for 
contracting public bodies where GPA thresholds allow, and should embed principles of 
national supply chain resilience, levelling up, job creation and support for SMEs for contracts 
above this threshold such as to achieve a de facto domestic preference.

Recommendation 5: Investment in UK manufacturing should be embedded as a strategic 
priority within the new post-Brexit procurement rule framework, and the strategic use of 
procurement should be treated as a key policy lever within a renewed national industrial 
strategy with a specific plan for manufacturing.

A fiscal framework for manufacturing

Recommendation 6: The Government should implement a manufacturers’ tax credit, 
deductible against corporation tax, for all manufacturers who import less than 50 per cent of 
their component parts.

Recommendation 7: Manufacturing exporters should benefit from an additional Export Tax 
Credit, deductible against corporation tax. This would help offset some of the financial and 
administrative friction for exporters generated by Brexit and wider post-pandemic conditions, 
and increase incentives to export.

Recommendation 8: The Chancellor should maintain the current Super-Deduction capital 
allowance beyond its current end date of March 2023 for plant and machinery investment, 
targeted at manufacturing companies, and consider regional targeting as necessary.
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Recommendation 9: R&D tax relief should be retained for manufacturing industry in order 
to incentivise private sector contributions to the UK’s overall R&D annual spend.

Recommendation 10: The Government should establish state-backed credit for 
manufacturers wishing to set up a new plant or invest in machinery but who lack access to 
credit, with a particular focus on SMEs, via a National Manufacturing Investment Fund. This 
would reflect the funding streams available for R&D and infrastructure.

Building a skills pipeline for manufacturing

Recommendation 11: Regional Industrial Strategic Councils should foster and facilitate best 
practice in schools meeting their obligations under the Baker Clause, ensuring that pupils 
have the best access to advice and information regarding vocational post-16 and post-18 
opportunities.

Recommendation 12: The DfE should work with local authorities and multi-academy trusts 
(MATs) to roll out employability principles and exposure of pupils to different employment 
pathways.

Recommendation 13: Apprenticeship Levy funds should be available for the purposes of a 
wage subsidy for 16-24 year-olds on a time-limited basis, subject to a wage ceiling equivalent 
to average pay for a Level 6 apprenticeship (£17,875). This subsidy could be targeted at the 
manufacturing sector as preferred.

Recommendation 14: A ringfenced non-Levy budget should be introduced to support SMEs 
with the cost of providing training and apprenticeships.

Recommendation 15: The Government should refine and expand its traineeships offer, with 
a particular sectoral focus on manufacturing if desired.

Recommendation 16: The Department for Education (DfE) in partnership with BEIS should 
launch a consultation of the UK manufacturing sector to establish the full scope and nature 
of the UK technical skills gap and to establish a plan for manufacturing skills.

Recommendation 17: The Department for Education (DfE) should develop a manufacturing 
sector-specific functionality for Local Skills Improvement Plans (LSIPS), and develop a formal 
relationship structure between LSIPs and regional Industrial Strategic Councils.

Recommendation 18: The Department for Education (DfE) and HM Treasury should consult 
on the implementation of a Skills Tax Rebate modelled on the annual investment allowance, 
deductible against corporation tax. If desired, this could be restricted to the manufacturing 
sector.
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Introduction

In 2017 the Centre for Social Justice (CSJ) published The Great British Breakthrough: Driving 
productivity growth in the UK,11 examining the barriers to productivity growth, especially 
economic barriers facing the bottom 20 per cent of the income distribution, and making 
recommendations for how a productivity revolution could be achieved.

The wider context for this report was the wake of the Brexit referendum, the impetus to 
grasp the opportunities this may afford, and a desire to address the economic conditions 
facing those in Britain’s least affluent communities. This was followed by the Future of 
Work12 series of reports. The CSJ has since its inception held that work is the best route out 
of poverty. The Future of Work series went beyond access to employment, looking at the 
question of the quality of work available to Britain’s less prosperous regions.

The principle underlying this investigation was that for the promise of work and the rewards 
associated with it to materialise, the work available to all the UK’s communities needs to be 
both dignified and of a high quality, with pay that reflects this. The key to achieving a high 
quality of work and a dignified standard of living is not only being in work, but also the Holy 
Grail that is increased productivity.

Unfortunately, average productivity growth in the UK has effectively stalled since 2008. 
Reflecting this, there has been little to no real terms wage growth for the average UK worker 
since the financial crisis. The picture facing the bottom 20 per cent of the income distribution 
is bleaker still. Pay is not the only key indicator; there is evidence to suggest that UK workers 
have experienced a reduction in stability and opportunities for progression, too. Many UK 
industries have strong productivity and have achieved growth through innovation, training, 
investment, automation, AI, etc. The problem is the number of industries where such 
improvements have not been forthcoming.

This report examines the fortunes of the UK manufacturing sector in particular. In general, 
manufacturing jobs are both more productive and better paid than equivalent service sector 
roles. They also typically bring a higher level of job security, stability and progression. The UK’s 
least prosperous regions are often those most severely affected by deindustrialisation and the 
loss of manufacturing jobs this implied. At the same time, those areas that have retained a 
strong manufacturing base tend to have higher than average productivity and better-paid jobs.

Sadly, British manufacturing has dropped as a percentage of our national economy from 25 per 
cent in the 1970s to just 9 per cent now, and – as this report argues – the social and economic 
consequences of this transition have not been for the better. It has resulted in a reduction in 
strong, well-paid non-graduate pathways, and a reduction in investment in communities.

11 www.centreforsocialjustice.org.uk/library/the-great-british-breakthrough

12 www.centreforsocialjustice.org.uk/library/the-future-of-work-part-i-state-of-the-nation
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https://www.centreforsocialjustice.org.uk/library/the-great-british-breakthrough
https://www.centreforsocialjustice.org.uk/library/the-future-of-work-part-i-state-of-the-nation
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And yet the comparative decline of British manufacturing is not inevitable. We are still one 
of the world’s largest manufacturers. Comparable developed economies have retained, and 
rejuvenated, their manufacturing base, with all the benefits to productivity, GDP and pay 
that this brings. British manufacturing in key sectors remains strong, including automotive 
manufacturing, pharmaceuticals, machinery, food and electrical products. UK research often 
leads the way in developing high-tech manufacturing.

In 2017, the government of Theresa May attempted to implement a modern Industrial 
Strategy with a view towards tackling regional inequalities and addressing the British 
productivity puzzle. According to the Government, the Industrial Strategy has been in a slow 
process of being replaced.

In 2022 the Levelling Up White Paper laid out many similar objectives, committing to 
promoting UK manufacturing as part of its ambitions, and as a key remedy for UK regional 
inequality.

This departure is highly welcome, and the CSJ argues that concrete policies must be 
implemented in order to deliver on the wider high-level ambitions laid out in that vision.
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State of the Nation

UK manufacturing in the global economy

The UK is the ninth largest manufacturer in the world.13 In absolute terms it produces more 
manufacturing output than ever before. It produces over £180 billion of economic output 
per year.14 However, its contribution as a share of national income has declined to just a third 
of its previous share.

The UK’s retention of status as ninth largest manufacturer may seem impressive given the 
UK’s size and population, but given that the UK is the sixth largest economy in the world 
overall,15 its manufacturing sector does not match what one might expect. And trends have 
been in the direction of comparative decline; notably, as recently as 2009 Britain was the 
world’s sixth largest manufacturer,16 meaning its share of global manufacturing output has 
declined even over a relatively small number of years.

The UK’s manufacturing sector has indeed grown in size at a rate of 1.4 per cent per year 
since 1948,17 but the UK economy as a whole has grown by significantly more than that, 
averaging 2.3 per cent between 1956 and 2021.18 This means that while manufacturing 
has grown as the UK economy has grown, it has grown at a much slower rate. As a 
consequence, manufacturing now only represents around 9 per cent of total UK Gross 
Domestic Product (GDP), compared to 27 per cent in 1970,19 and around 17 per cent as 
recently as 1990 (see below).

Figure 1: Manufacturing as a percentage of UK Gross Value Added (GVA) since 1990
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Source: ONS, GDP output approach – low-level aggregates20

13 www.themanufacturer.com/uk-manufacturing-statistics, [accessed 7 April 2022]

14 www.makeuk.org/insights/publications/uk-manufacturing-the-facts--2022#/regional-breakdown

15 https://worldpopulationreview.com/countries/countries-by-gdp, [accessed 7 April 2022]

16 www.pwc.co.uk/assets/pdf/ukmanufacturing-300309.pdf, [accessed 7 April 2022]

17 www.themanufacturer.com/uk-manufacturing-statistics, [accessed 7 April 2022]

18 https://tradingeconomics.com/united-kingdom/gdp-growth-annual, [accessed 7 April 2022]

19 United Nations Conference on Trade and Development (UNCTAD) data, http://unctadstat.unctad.org/EN, [accessed 7 April 2022]

20 ONS, GDP output approach – low-level aggregates, www.ons.gov.uk/economy/grossdomesticproductgdp/datasets/ukgdpolowlevelaggregates

https://www.themanufacturer.com/uk-manufacturing-statistics/
https://worldpopulationreview.com/countries/countries-by-gdp
https://www.pwc.co.uk/assets/pdf/ukmanufacturing-300309.pdf
https://www.themanufacturer.com/uk-manufacturing-statistics/
https://tradingeconomics.com/united-kingdom/gdp-growth-annual
http://unctadstat.unctad.org/EN/
https://www.ons.gov.uk/economy/grossdomesticproductgdp/datasets/ukgdpolowlevelaggregates
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It has been argued that in a developed economy one would expect manufacturing to 
decline as a proportion of national output. As economies grow richer, more of their GDP 
is accounted for by high value services, and more manufacturing is offshored to weaker 
economies with a lower cost base.

However, UK manufacturing has declined at a faster pace than almost any other comparable 
OECD economy.

Figure 2: Manufacturing as percentage of national output (international 
comparisons) - time series
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Recent developments have made the outlook for manufacturing even more challenging. The 
latest data shows that manufacturing output remains 4.6 per cent lower than the previous 
year; Make UK forecasts that manufacturing output will decline by a further 3.2 per cent in 
2023.21

High interest rates have made access to credit difficult for businesses as well as households, 
and manufacturing businesses tend to be more energy-intensive, leaving them more exposed 
to spikes in energy prices. While the impact of Brexit does not equate in scale to the impact 
of pandemic-induced site closures, rising energy costs and global economic headwinds, it has 
undoubtedly resulted in increased trade friction with the EU single market, resulting in some 
EU purchasers choosing European suppliers instead of British ones.

There is a risk that these short to medium-term factors may contribute to the broader, long-
term trajectory of British manufacturing, compounding pre-existing challenges.

21 www.reuters.com/markets/europe/uk-manufacturing-ends-2022-low-orders-shrink-pmi-2023-01-03/

https://www.reuters.com/markets/europe/uk-manufacturing-ends-2022-low-orders-shrink-pmi-2023-01-03/


17Making the Change  |  State of the Nation

Employment in UK manufacturing

UK manufacturing employs 2.5 million people.22 On average, a manufacturing salary is 12 
per cent higher, or 112 per cent, of the average salary in the wider UK economy. The wage 
premium provided by manufacturing is even more acute in certain regions.

In the North East, manufacturing jobs pay an average of 122 per cent of the average regional 
salary. The same is true in Yorkshire, and in the East Midlands this is 121 per cent. Manufacturing 
jobs are 114 per cent of the average salary in the West Midlands and a remarkable 132 per 
cent of the average salary in the North West. There is an opposite dynamic in Greater London 
and the South West, where manufacturing jobs pay less than the regional average.

Interestingly, manufacturing roles also pay an above-average salary in historically less 
manufacturing-intensive areas, such as East Anglia and the South East.23

However, manufacturing has also declined as a source of employment as a proportion of 
the overall UK workforce. In 1981 more than one fifth of all UK workers were employed in 
manufacturing, compared with just 7.6 per cent now.24

The fall in employment can be accounted for partly by a rise in manufacturing productivity 
– on which more later – combined with the fact that output has remained relatively 
static in real terms. As such, while manufacturing output per worker has increased, total 
manufacturing output has not. Necessarily, therefore, there has been a reduction in the 
number of workers the sector employs.

There are factors which may explain this relative decline. As economies develop, 
manufacturing usually declines as a percentage of their total economic output – this is a 
trend that can be observed ubiquitously across the developed world. Moreover, as economies 
grow richer, consumers spend more of their disposable income on services rather than goods.

Another factor is the declining price of manufactures relative to other goods and services. 
As productivity increases more output is achieved, thus driving down the price of the goods 
produced. Since GDP is measured through prices, this would tend against manufacturing 
growing as a proportion of national income.

Figure 3: Manufacturing jobs as share of UK employment (%)
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22 www.makeuk.org/insights/publications/uk-manufacturing-the-facts--2022#/regional-breakdown

23 Ibid.

24 House of Commons Library, Manufacturing: Statistics and policy, January 2020, https://researchbriefings.files.parliament.uk/
documents/SN01942/SN01942.pdf

https://researchbriefings.files.parliament.uk/documents/SN01942/SN01942.pdf
https://researchbriefings.files.parliament.uk/documents/SN01942/SN01942.pdf
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However, this means that the manufacturing sector as a part of the UK economy has 
fundamentally failed to grow, to sell more of its output and to attain a larger share of global 
markets. In 2015, UK manufacturing output as a percentage of global manufacturing was just 
2 per cent, compared to 7 per cent in Germany and 3 per cent in France and Italy respectively.25

With a static real terms quantum of output combined with increases to productivity, the 
demand for labour in manufacturing will fall. At the same time, one would expect a dynamic 
and prosperous economy to grow, and manufacturing has failed to grow in output at the 
same speed as the wider economy. Productivity rises would not necessarily result in job losses 
if manufacturing industries were selling more at a higher value both domestically and to the 
rest of the world. This kind of real sector growth has failed to materialise.

Between 1960 and 2015 the UK experienced a greater drop in manufacturing employment 
than any OECD country except Switzerland. Employment in manufacturing fell by an average 
of 0.4 per cent per year over a 55-year period, twice the rate of decline in Italy and Spain.26

Between 1981 and 2017, the British manufacturing workforce halved; there were 5.7 million 
manufacturing jobs in 1981, 4.4 million in 1991 and 2.7 million in 2017 – all in the context 
of a growing population and overall labour force.27

As per Figure 4 below, it can be seen that most of the decline in employment in the UK 
production sector has been due to the decline in manufacturing employment.

Figure 4: Seasonally adjusted production sector employment (thousands), 1971 
- 2016, ONS

0

1000

2000

3000

4000

5000

6000

7000

8000

19
71

19
72

19
73

19
74

19
75

19
76

19
77

19
78

19
79

19
8

0
19

81
19

82
19

83
19

8
4

19
85

19
8

6
19

87
19

8
8

19
89

19
9

0
19

91
19

92
19

93
19

9
4

19
95

19
9

6
19

97
19

9
8

19
9

9
20

0
0

20
01

20
02

20
03

20
0

4
20

05
20

0
6

20
07

20
0

8
20

0
9

20
10

20
11

20
12

20
13

20
14

20
15

20
16

Gas, electricity and water (470.0)Mining and quarrying (437.9) Manufacturing (7733.5)

Source: ONS, Changes in the UK economy since the 1970s28

25 House of Commons Library, Manufacturing: International comparisons, January 2018, https://researchbriefings.files.parliament.uk/
documents/SN05809/SN05809.pdf

26 www.ft.com/content/4d87f4e4-216a-31d6-98e7-ab5160a0b0f2

27 https://researchbriefings.files.parliament.uk/documents/SN01942/SN01942.pdf

28 www.ons.gov.uk/economy/economicoutputandproductivity/output/articles/changesintheeconomysincethe1970s/2019-09-02

https://researchbriefings.files.parliament.uk/documents/SN05809/SN05809.pdf
https://researchbriefings.files.parliament.uk/documents/SN05809/SN05809.pdf
https://www.ft.com/content/4d87f4e4-216a-31d6-98e7-ab5160a0b0f2
https://researchbriefings.files.parliament.uk/documents/SN01942/SN01942.pdf
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/articles/changesintheeconomysincethe1970s/2019-09-02
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There is good evidence that the disappearance of manufacturing jobs from certain 
communities has resulted not only in lower per capita regional productivity but also directly 
in lower pay. When 300 workers at the MG car plant in Oxford were made redundant in 
2005, three academics interviewed them over a period of three years as they sought for new 
employment, generally in the service sector.

While around 90 per cent attained new jobs, very few attained the same level of earnings as 
they had before, earning on average £6,000 less than they had been at MG Rover, with one 
quarter admitting to living off savings to survive.29

Some studies have suggested that the manufacturing pay advantage has declined (perhaps 
by 4.3 percentage points since the 1980s). However, research suggests that the pay 
advantage in manufacturing is still 10.4 per cent. The overall compensation premium has also 
declined from 17.3 per cent to 15 per cent, but has declined less than the pay premium, and 
remains higher. This indicates that overall benefits provided to manufacturing workers still 
retain a significant advantage over equivalent services jobs.30

Manufacturing output per head of population

It is also important to note that manufacturing output per head of population is strikingly 
low in the UK. While total manufacturing output is much higher than in Switzerland, owing 
to Britain’s much larger population and GDP, the UK only produces $US 3,700 per head of 
population, compared to $US 11,100 in Switzerland. Output per head is lower than this, but 
much higher than the UK, in Sweden, Austria, Japan and Ireland (which produce $US 7,800, 
$US 7,800, $US 8,300 and a striking $US 17,900 respectively).31

We can see, then, that Britain has a much smaller manufacturing sector, contribution to 
global manufacturing output, and manufacturing output per head of population than most 
comparator OECD countries. Measured in terms of output her head, the UK was in the top 
20 manufacturing economies in the world in 1970, but has declined to just 26th now.32

There is clearly a unique trend, then, in British manufacturing compared to other Western 
economies, indicating that the broad economic trends may not be inevitable but attributable 
at least in part to policy choices on the part of governments.

29 Bailey, Chapain & de Ruyter (2011), Employment outcomes and plant closures in a post-industrial city: an analysis of the labour 
market status of MG Rover workers three years on, Urban Studies, pp. 159 – 612

30 Economic Policy Institute (2018), www.epi.org/publication/manufacturing-still-provides-a-pay-advantage-but-outsourcing-is-eroding-it

31 2015 figures, see House of Commons Library, Manufacturing: International comparisons, January 2018, https://researchbriefings.
files.parliament.uk/documents/SN05809/SN05809.pdf

32 Ibid.

https://www.epi.org/publication/manufacturing-still-provides-a-pay-advantage-but-outsourcing-is-eroding-it/
https://researchbriefings.files.parliament.uk/documents/SN05809/SN05809.pdf
https://researchbriefings.files.parliament.uk/documents/SN05809/SN05809.pdf
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Regional variation in manufacturing

There is considerable regional variation within the UK in the levels of manufacturing 
employment. Manufacturing represents just 2 per cent of employment in London, well below 
the 8 per cent national average. However, it accounts for 12 per cent of all jobs in the East 
Midlands, and 11 per cent in both the West Midlands and in Yorkshire and the Humber.33

Figure 5: Manufacturing as percentage of overall employment by region
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Source: ONS, Workforce jobs, via NOMIS database

Manufacturing is therefore a much more important source of employment in the North East, 
North West, Yorkshire & the Humber, the East Midlands, West Midlands, Northern Ireland 
and Wales than other parts of the UK, especially the South East and London, which have the 
fewest manufacturing jobs per head of population.

As such, regions that have historically relied on manufacturing are those who stand most 
exposed to its comparative decline. Notably, these regions include those specified as targets 
for regional economic development in the 2022 Levelling Up White Paper.34 These are regions 
in which Gross Value Added (GVA) per capita lies significantly below the UK average, and 
well below London, and in which rates of per capita growth have slowed (or, in some ITL3 
areas, stalled completely).

33 NOMIS database, accessed April 2022, www.nomisweb.co.uk/query/construct/summary.asp?mode=construct&version=0&dataset=130

34 www.gov.uk/government/publications/levelling-up-the-united-kingdom

https://www.nomisweb.co.uk/query/construct/summary.asp?mode=construct&version=0&dataset=130
https://www.gov.uk/government/publications/levelling-up-the-united-kingdom
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As globalisation has taken its path, manufacturing businesses have often found it easier and 
cheaper to offshore lower-skilled, more routine activities such as assembly line production to 
other countries with a lower labour cost base.35

What is important to note is that while areas of the UK that retain a higher level of 
manufacturing employment tend to be the lower-productivity areas, productivity in the 
manufacturing sector itself is above the UK average.36 Pockets of manufacturing exist as 
high-productivity nodes within otherwise below-average productivity areas.

There are important conclusions that can be drawn from this. First, it means that the average 
productivity levels of many ITL2 and ITL3 areas would, if manufacturing were discounted, 
be even further below the UK average than they currently appear, since manufacturing 
pushes up the regional productivity average.37 Output per hour was 20 per cent higher in 
manufacturing than in services outside of London in 2018.38 Manufacturing also accounted 
for 40 per cent of productivity growth in areas such as the West Midlands, Wales and the 
North West between 1997 and 2017.39

Secondly, it means that these areas are even more exposed to economic underperformance 
in the event that manufacturing continues to decline as a share of the economy on current 
trends. If that were to take place, it would run directly counter to the government’s stated 
mission to reduce the productivity gap:

By 2030, pay, employment and productivity will have risen in every area of the UK, with 
each containing a globally competitive city, and the gap between the top performing and 
other areas closing.

Jobs in manufacturing are, on average, both more productive and better paid than non-
manufacturing jobs. Excluding London, manufacturing jobs are on average 20 per cent more 
productive than other forms of employment. Wages are higher in manufacturing jobs than 
non-manufacturing jobs outside London, reflecting this greater productivity.

Given the more productive nature of manufacturing jobs and their capacity for higher 
productivity growth, it is unsurprising that there is a wage dividend for manufacturing, 
averaging one pound per hour worked across the UK. The wage premium also appears to 
remain true across qualification levels, suggesting the premium is indeed sectoral and not 
simply a consequence of higher skill levels.40

35 Swinney, P., Thomas, E. A century of cities: Urban economic change since 1911. Centre for Cities. 2015

36 www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/bulletins/labourproductivity/previousReleases

37 www.ons.gov.uk/economy/grossvalueaddedgva/bulletins/regionalgrossvalueaddedbalanceduk/1998to2017

38 Making a Comeback (2021), Onward, www.ukonward.com/wp-content/uploads/2021/09/Making-a-comeback.pdf

39 Ibid.

40 Ibid.

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/bulletins/labourproductivity/previousReleases
https://www.ons.gov.uk/economy/grossvalueaddedgva/bulletins/regionalgrossvalueaddedbalanceduk/1998to2017
https://www.ukonward.com/wp-content/uploads/2021/09/Making-a-comeback.pdf
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Contribution of manufacturing to R&D

The UK manufacturing sector is a primary contributor to British spending on R&D. In 2018, 
R&D spending in manufacturing totalled £16.3 billion, or 65 per cent of the total, compared 
to just £7.9 billion spent in R&D in services sectors. This despite the fact that manufacturing 
now only accounts for around 9 per cent of total UK economic output.

While manufacturing is disproportionately represented within overall national spending 
on R&D, the proportion of R&D for which it accounts has declined from 84 per cent in the 
1980s to its present level. Nevertheless, UK manufacturing R&D has been closely entwined 
with science and technology.

The relative decline in the percentage of R&D spending accounted for by manufacturing can 
be attributed in part to its relative decline as a share of national output and in part to the rise 
in R&D spending in some services industries, including financial services and IT.41

There is little if any dispute about the fact that R&D investment contributes to long-term 
productivity growth; this is a widespread consensus among economists. This is because 
innovation leads to meaningful improvements to output per hour worked, allowing more to 
be produced for the same cost within the same space of time.42

At the same time, the UK’s share of global R&D investment has fallen by around 20 per 
cent since 2014, from 4.2 per cent to 3.4 per cent.43 The UK has as a consequence fallen to 
eleventh globally in R&D investment. The business sector contributes less to the funding of 
R&D in the UK (less than 55 per cent of total spending) than in countries such as Germany 
(66 per cent), South Korea (76.6 per cent) and Japan (79.1 per cent).44

Nevertheless, the pharmaceutical, automotive and aerospace industries contributed 40 per 
cent of total business R&D expenditure in 2018. This suggests these industries have a key 
role to play in the UK hitting its target of spending 2.4 per cent of GDP on R&D.45 In contrast, 
services industries contribute less than 22 per cent of gross domestic expenditure on R&D 
(GERD), mainly driven by ICT and software innovation.

Given the outsize contribution of manufacturing industries to R&D, and the productivity and 
output gains made possible by R&D investment, the comparative decline of manufacturing 
industries as a share of GDP should be cause for concern.

At the same time, given the high proportion of national R&D spending accounted for by 
manufacturing, and the contributions to national productivity that manufacturing innovations 
can deliver, the opportunities for growth afforded by boosting the scale of manufacturing 
R&D expenditure and overall representation in the economy is huge.

41 Manufacturing: statistics and policy, House of Commons Library 2020, https://researchbriefings.files.parliament.uk/documents/
SN01942/SN01942.pdf, p.16

42 www.oecd.org/sdd/productivity-stats/37511005.pdf

43 www.ippr.org/news-and-media/press-releases/uk-lags-62-billion-behind-in-r-d-as-its-global-share-of-investment-falls-ippr-re-
veals#:~:text=in%203%20minutes-,UK%20lags%20%C2%A362%20billion%20behind%20in%20R%26D%20as%20its,-
most%20recent%20data%20by%20IPPR.

44 The UK Innovation Report 2021, Cambridge Industrial Innovation Policy, www.ciip.group.cam.ac.uk/uk-innovation-report-2021/

45 Ibid.

https://researchbriefings.files.parliament.uk/documents/SN01942/SN01942.pdf
https://researchbriefings.files.parliament.uk/documents/SN01942/SN01942.pdf
https://www.oecd.org/sdd/productivity-stats/37511005.pdf
https://www.ciip.group.cam.ac.uk/uk-innovation-report-2021/
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The onus here is not only on businesses themselves, though. It is the responsibility of 
government to ensure the proper support and incentive structures are in place to ensure that 
R&D expenditure is both prioritised and rewarded.

UK manufacturing by sector

The UK’s largest manufacturing sector by product category is food, beverages and tobacco, 
making up 16 per cent of British manufacturing. This is closely followed by metals and 
metallic products, and transport (13 per cent, respectively).

Manufacture of machinery, pharmaceuticals, rubber and plastic products, and computer 
and electronic products remain proportionally significant sectors, too. The UK steel and 
automotive industries remain of particular importance, especially in key production regions. It 
is noteworthy that in spite of Britain’s comparative import dependence in respect of electrical 
manufactures, computer and electronic product manufacture remains more valuable and 
productive than one might expect for a developed economy.

Figure 6: UK manufacturing sectors by value (percentage of total), ONS
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46 www.ons.gov.uk/businessindustryandtrade/manufacturingandproductionindustry/bulletins/ukmanufacturerssalesbyproductprod-
com/2021results#uk-manufacturers-sales-by-product-data

https://www.ons.gov.uk/businessindustryandtrade/manufacturingandproductionindustry/bulletins/ukmanufacturerssalesbyproductprodcom/2021results#uk-manufacturers-sales-by-product-data
https://www.ons.gov.uk/businessindustryandtrade/manufacturingandproductionindustry/bulletins/ukmanufacturerssalesbyproductprodcom/2021results#uk-manufacturers-sales-by-product-data
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Technology and innovation in UK manufacturing

The UK is internationally recognised for its research and the quality of its scientific 
institutions. The contribution of manufacturing to innovation and technological advancement 
in Britain is outsized.

The Government has committed to increasing spending on R&D to £22 billion per year, and 
has established UK Research and Innovation (UKRI) as a non-departmental body offering 
funding across sectors including engineering, environmental sciences and astronomy.47 The 
UK was ranked fourth in the world in the World Intellectual Property Organisation’s 2021 
Growth and Innovation Index,48 and was rated one of the top three countries globally in 
its research response to Covid-19 by the OECD, after the US and China. The UK’s 2021 
Innovation Strategy49 announced the Government’s ambition to become a global innovation 
hub by 2027.

It is anticipated that the next 100 “unicorn” companies (start-ups with a valuation of over 
US$1 billion) will be in deeptech, i.e. companies in fields such as quantum computing, AI 
and robotics, as well as the UK’s thriving fintech sector.50 Businesses tend to report the UK’s 
competitive business tax environment as one of the key attractions of investing in the UK.

At the same time, there is evidence to suggest that where the UK has been less successful 
is in converting its outstanding scientific and technological research achievements into 
commercially viable and productive industrial enterprises.51

While Britain is world-leading in scientific innovation and research, especially in health 
sciences, pharmaceuticals, life sciences, aerospace and automation, its share of global 
patents ownership does not reflect its innovative capabilities.

In 2018 the UK was the seventh economy globally in ownership of the world’s triadic patent 
families, with a share of 3 per cent. This contrasts with the United States (32.6 per cent) and 
Japan (22.3 per cent). China’s share of global triadic patent families has risen dramatically 
from 1 per cent in 2005 to 4 per cent in 2018.52

Start-up investors have commented that the UK is very good at building companies, but less 
good at building industries.53 Sir John Bell, Regius Professor of Medicine at Oxford University, 
who helped develop the AstraZeneca Covid-19 vaccine, has said that the UK has far more 
products under early stage development than comparator countries, and is far ahead of the 
EU, but has questioned why it does not have a cluster such as Boston or San Franciso.54

47 www.businessinsider.com/sc/uk-science-tech-investment-boost-2022-2?r=US&IR=T

48 Ibid.

49 UK Innovation Strategy, Department for Business, Energy & Industrial Strategy, 2021, https://assets.publishing.service.gov.uk/
government/uploads/system/uploads/attachment_data/file/1009577/uk-innovation-strategy.pdf

50 https://technation.io/news/tech-unicorns-dont-appear-by-magic

51 The UK Innovation Report 2021, Cambridge Industrial Innovation Policy, www.ciip.group.cam.ac.uk/uk-innovation-report-2021/

52 Ibid.

53 See the comments of Alexis Dormandy, former chief executive of Oxford Science Enterprises, in the Financial Times, www.ft.com/
content/a8b2c939-88da-45ca-a74e-9f49bb8c8c1c

54 Ibid.

https://www.businessinsider.com/sc/uk-science-tech-investment-boost-2022-2?r=US&IR=T
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1009577/uk-innovation-strategy.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1009577/uk-innovation-strategy.pdf
https://technation.io/news/tech-unicorns-dont-appear-by-magic/
https://www.ciip.group.cam.ac.uk/uk-innovation-report-2021/
https://www.ft.com/content/a8b2c939-88da-45ca-a74e-9f49bb8c8c1c
https://www.ft.com/content/a8b2c939-88da-45ca-a74e-9f49bb8c8c1c
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There is a particular challenge in the UK when it comes to scaling up start-ups to commercial 
viability. In particular, many British start-ups get sold off just as they are starting to generate 
revenue streams, meaning the domestic economy does not profit from the commercial 
proceeds of its innovations. A good example is the sale of the Cambridge-based gene 
sequencing company Solexa to US investors in 2007 for $600 million. Hailed at the time as 
a triumph for the industry, but resulted in the commercial opportunities generated by the 
company leaving the UK.

“Scaling up” funding therefore appears to be a priority for UK government support to 
industry, especially when it comes to access to credit, and there may be a case for greater 
levels of state oversight of mergers and acquisitions which result in overseas investors taking 
controlling stakes in companies based around UK innovations.

Venture capital

Venture capital is a key instrument in financing start-ups and innovative technologies with 
high potential for future growth. The UK is one of the most attractive venture capital 
destinations in Europe for such investors; between 2007 and 2019 the UK received US$20.4 
billion in venture capital investments, with Germany receiving £15.7 billion over the same 
period.

However, venture capital investments are highly concentrated in the so-called “golden 
triangle” of London, Oxford and Cambridge, which receive 76 per cent of all venture capital 
investments.55 50 per cent of this is in London.

By sector, venture capital investment in the UK is concentrated in ICT (software, hardware, 
telecommunications etc.) and in health and pharmaceuticals, reflecting 70 per cent of VC 
investments and 65 per cent of companies funded.56

The UK is therefore a highly attractive destination for inward VC investment, but the 
investment is highly concentrated both geographically and sectorally. In addition, with 
most VC funding coming from the US, UK start-ups and innovators tend to be acquired by 
American purchasers just at the point of conversion into viable industries.

Serious thought, then, needs to be given to ways in which controlling interests in UK 
companies and ownership of UK-invented IP patents can enjoy better retention within the UK 
economy, as well as to how scaling-up funding and cluster-generation can be prioritised.

55 The UK Innovation Report 2021, Cambridge Industrial Innovation Policy, www.ciip.group.cam.ac.uk/uk-innovation-report-2021/

56 Ibid.

https://www.ciip.group.cam.ac.uk/uk-innovation-report-2021/
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Public support for R&D

In February 2022, new legislation was passed creating the Advanced Research and Invention 
Agency (ARIA). This is supported by £800 million of government funding and will support 
“high-risk, high-reward”, “blue sky” research ventures.

Most Government support for R&D is provided through the Department for Business, Energy 
& Industrial Strategy (BEIS), and most of this is allocated to UK Research and Innovation 
(UKRI), set up in 2018. The Levelling Up White Paper committed to spending at least 55 per 
cent of public subsidy for R&D outside the “Greater South East” by 2024-25.57

In 2019, total private and public expenditure on R&D totalled £38.5 billion, around 1.74 
per cent of GDP. This is below EU27 and OECD averages. Approximately 22 per cent of 
funding is currently spent in the South East; as outlined above, this is largely due to the 
advanced scientific research activities that are highly concentrated in the Oxford-Cambridge-
London “golden triangle”. Around half of all professionals engaging in R&D are scientists or 
engineers.58

Public support for R&D was £10.5 billion in 2019, approximately 27 per cent of total R&D 
funding. In addition to the UKRI budget, funds allocated to BEIS come from The National 
Productivity Investment Fund (NPIF), Official Development Assistance (ODA), and Science 
Infrastructure Capital.

The Government now operates a National Science and Technology Council chaired by the 
Prime Minister to give strategic advice on the use of science and technology to further 
societal goals.

The Treasury also supports private sector R&D through R&D tax credits. These are a form of 
tax relief deductible against corporation tax liabilities if a specific project qualifies as seeking 
to make a particular advance in science or technology. There is a specific category of tax 
relief for SME R&D.59 The latter includes the ability to claim a tax credit up to 14.5 per cent of 
surrenderable losses if the company is loss-making.

57 House of Commons Library, Research & Development Funding and Policy, 2022, https://researchbriefings.files.parliament.uk/
documents/CBP-7237/CBP-7237.pdf

58 Ibid.

59 www.gov.uk/guidance/corporation-tax-research-and-development-rd-relief

https://researchbriefings.files.parliament.uk/documents/CBP-7237/CBP-7237.pdf
https://researchbriefings.files.parliament.uk/documents/CBP-7237/CBP-7237.pdf
https://www.gov.uk/guidance/corporation-tax-research-and-development-rd-relief
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Manufacturing in 
the wider economy 
- challenges and 
opportunities

The UK balance of trade

Manufacturing accounts for a high percentage of total UK exports, given its comparatively small 
representation within national GDP. In 2018, manufacturing accounted for 42 per cent of UK 
exports, worth £275 billion.60 However, the UK still imports more manufactures than it exports. 
53 per cent of all imports to the UK are manufactured goods, worth £367 billion in 2018.

The UK economy as a whole therefore has a negative balance of trade in manufactured 
goods. It has widened over the course of recent decades, from £7.5 billion in 1997 to £92 
billion in 2018.61 This is due to a fall in demand for UK manufactured goods domestically and 
a drop in demand for exports from overseas economies.

The UK’s significant deficit in the balance of trade in manufactured goods has a large impact 
on the state of the UK current account. In the first quarter of 2022, the UK current account 
deficit deteriorated to 8.3 per cent of GDP. This gulf between production and consumption 
means the pound can only retain its value based on overseas lending or purchase of UK 
assets such as housing, land and equity in companies.

While historically since the 1980s the UK has found this deficit relatively easy to finance, it is 
entirely dependent on the confidence of oversees actors.

The sudden plunge in the UK’s current account deficit over the course of the last year can be 
attributed in part to the surge in the price of energy caused by the war in Ukraine. However, 
many are now concerned the overseas investors may no longer be willing to continue to 
finance the UK’s excess consumption.62

For most of the last decade, the UK has had the largest current account deficit relative to the 
size of its economy of any G7 nation. In lay terms, the UK does not produce enough to sell to 
the rest of the world without heavy dependence on transfers from overseas.

60 House of Commons Library, Manufacturing Statistics and Policy, 2020, https://commonslibrary.parliament.uk/research-briefings/
sn01942/

61 ONS, Trade in Goods Manufactures, www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/timeseries/bpan/mret?refer-
rer=search&searchTerm=bpan

62 www.ft.com/content/b784e8ae-b962-43dd-a0f3-4cd163ff3314

https://commonslibrary.parliament.uk/research-briefings/sn01942/
https://commonslibrary.parliament.uk/research-briefings/sn01942/
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/timeseries/bpan/mret?referrer=search&searchTerm=bpan
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/timeseries/bpan/mret?referrer=search&searchTerm=bpan
https://www.ft.com/content/b784e8ae-b962-43dd-a0f3-4cd163ff3314
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Figure 7: UK current account (£millions), Q1 1955 - Q3 2022, ONS
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The UK’s low-quality labour market

At the time of writing, unemployment in the UK has fallen back to below pre-pandemic 
levels, sitting at 3.5%.64 Vacancies have stabilised at a level 20 per cent above pre-pandemic 
levels.65

However, the Institute for Fiscal Studies found that there has been a shift in the 
characteristics of the labour market, with a trend towards lower-skilled and lower-paid 
occupations, including drivers and warehouse workers. It is likely that this shift reflects a shift 
in behaviour during the pandemic towards online purchasing.66

Despite the rise in vacancies in some occupations, wages do not appear to have been pushed 
up as a result. There is no correlation between the change in vacancies and the change in 
wages across occupations since 2019.67

63 www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/timeseries/hbop/pnbp

64 www.ons.gov.uk/employmentandlabourmarket/peoplenotinwork/unemployment [accessed November 2022]

65 https://ifs.org.uk/publications/16033

66 Ibid.

67 Ibid.

https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/timeseries/hbop/pnbp
https://www.ons.gov.uk/employmentandlabourmarket/peoplenotinwork/unemployment
https://ifs.org.uk/publications/16033


29Making the Change  |  Manufacturing in the wider economy - challenges and opportunities

Sadly, this post-pandemic picture sits in accordance with long-term labour market trends. 
Research by the Health Foundation in 202068 found that over a third (36 per cent) of UK 
workers reported having a low-quality job. The research defined “low quality” as a job which 
has two or more perceived negative aspects such as low levels of autonomy, wellbeing, 
security and/or satisfaction, as well as low pay.69 A 2015 British Social Attitudes survey found 
that 37 per cent of British workers did not feel their job was “useful to society”.70 33 per 
cent said they found their job either not very or not at all fulfilling.71

There is also significant regional variation in the prevalence of low quality work. 41.7 per cent 
of jobs in urban areas of the West Midlands were found to be of low quality, compared to 
33.7 per cent of urban jobs in the South East and 31.9 per cent in the East of England. In the 
North East the rate was 39.8 per cent for urban jobs and 42.9 per cent for rural jobs. Over 
40 per cent of both urban and rural workers were in low quality work in Wales.72 Eight out of 
the top ten high-wage and low-welfare cities in the UK are located in the South East, while 
nine of the bottom ten low-wage, high-welfare cities are in the North or the Midlands.73 Of 
the 3.2 million jobs created between 2010 and 2020, 31 per cent were in London and 15 per 
cent were in the South East.

Research by the Institute for the Future of Work found the UK labour market to be the ninth 
most resilient in the world, but noted the UK’s stagnant productivity growth rates. Pissarides 
and Thomas (LSE, 2020) found that long-term structural trends in the UK economy had given 
rise to “insecure labour market outcomes, lower quality work, and stagnating growth over 
the last decade”. They also noted the UK’s intensifying geographical polarisation.

This degree of polarisation is linked to rising income inequality, which in turn leads to the 
deepening of regional disparities.

Levels of insecure and atypical work were found to be higher than OECD comparators, which 
were linked to the UK’s lower educational scores in vocational and in-work training, and poor 
scores in skills-matching.

In response to this concerning picture for national labour market trends, Pissarides and 
Thomas recommend “regional initiatives to boost work quality, including access to training; 
and national initiatives to introduce active labour market policies, and to ensure that work 
benefits are portable.”74

68 This was based on analysis of the Understanding Society longitudinal survey of 40,000 people in the UK, www.understandingsociety.ac.uk

69 www.health.org.uk/news-and-comment/news/one-in-three-employees-report-being-in-low-quality-jobs#:~:text=New%20re-
search%20published%20today%20by,15%25%20compared%20to%207%25).

70 https://yougov.co.uk/topics/lifestyle/articles-reports/2015/08/12/british-jobs-meaningless

71 Ibid.

72 https://health.org.uk/evidence-hub/work/job-quality/proportion-of-people-in-low-quality-work-by-region

73 www.centreforcities.org/press/nearly-a-million-new-jobs-created-in-british-cities-since-2010-but-average-salary-drops-by-1300-
per-city-resident/

74 Pissaredes & Thomas (2020), London School of Economics, https://blogs.lse.ac.uk/businessreview/2020/02/07/the-uk-has-the-
worlds-9th-most-resilient-labour-market-but-things-are-not-as-rosy-as-they-seem/

https://www.understandingsociety.ac.uk/
https://yougov.co.uk/topics/lifestyle/articles-reports/2015/08/12/british-jobs-meaningless
https://health.org.uk/evidence-hub/work/job-quality/proportion-of-people-in-low-quality-work-by-region
https://www.centreforcities.org/press/nearly-a-million-new-jobs-created-in-british-cities-since-2010-but-average-salary-drops-by-1300-per-city-resident/
https://www.centreforcities.org/press/nearly-a-million-new-jobs-created-in-british-cities-since-2010-but-average-salary-drops-by-1300-per-city-resident/
https://blogs.lse.ac.uk/businessreview/2020/02/07/the-uk-has-the-worlds-9th-most-resilient-labour-market-but-things-are-not-as-rosy-as-they-seem/
https://blogs.lse.ac.uk/businessreview/2020/02/07/the-uk-has-the-worlds-9th-most-resilient-labour-market-but-things-are-not-as-rosy-as-they-seem/
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Hollowing out and the “hourglass” economy

There has been much economic discussion on the shifting shape of the UK labour market, 
including the “hollowing out” of jobs in the middle skill range, leading to an “hour glass” 
effect. Bob Rowthorn has referred to the “dual economy”, with around 35 to 40 per cent 
of people working in high-productivity sectors (ranging from the car industry to finance) and 
another 35 per cent working in low-productivity service jobs.

Research75 by Craig Holmes at the Oxford University Centre on Skills, Knowledge and 
Organisational Performance has shown that for every ten medium-skill jobs that disappeared 
between 1996 and 2008, approximately 4.5 of the new jobs that replaced them were 
high-skill but 5.5 per cent were low-skill. This represents a stark contrast with the picture in 
Ireland, where the ratio was 8 high-skill to just 2 low-skill.

The Institute for Fiscal Studies (IFS) has also found that the proportion of middle-skill jobs in 
the economy fell from 36 per cent to below 30 per cent from 1993 to 2013, while low-skill 
roles increased from 28 per cent to 31 per cent over the same period.76

The UK has experienced a sharp decline in the number and proportion of medium-skilled 
jobs over the last 20-30 years. The share of employment of the third through to the seventh 
decile of job skill level declined seriously between 1993 and 2014, while the share of the job 
market occupied by the lowest and highest three deciles increased.77

Gardiner & Corlett list examples of the types of occupation that have undergone decline 
as a share of UK employment. They include health and social care professionals (such as 
paramedics and housing officers), customer service (such as call centres), secretaries and 
administrative roles. However, importantly, they also include skilled metal and electrical trades 
and process, plant and machine operatives. In fact, the latter category is the occupation they 
found to have undergone the most severe decline, alongside secretaries.78

The decline in middle-skilled jobs is attributable at least in part to the decline of 
manufacturing and industrial jobs.79 Steel manufacturing jobs have traditionally commanded 
above average pay, for example; the average salary in the British steel industry in areas such 
as Wales and Yorkshire is around £36,000 p/a, 50 per cent higher than other workers in 
the region. Jobs replacing those in steel manufacturing attracted neither the same levels of 
pay nor the same status in the community, according to a 2021 review by the Stockholm 
Environment Institute.80

75 www.ft.com/content/6a8544ae-9d9e-11e4-8ea3-00144feabdc0

76 See Schmuecker, K. (2014), Future of the UK Labour Market (Figure 1), Resolution Foundation, www.jrf.org.uk/report/fu-
ture-uk-labour-market

77 See Gardiner & Corlett (2014), Looking Through the Hourglass: Hollowing out of the UK jobs market pre- and post-crisis, Resolu-
tion Foundation, www.resolutionfoundation.org/app/uploads/2015/03/Polarisation-full-slide-pack.pdf

78 Ibid.

79 See Goodhart, D. (2016), The Road to Somewhere, p. 151

80 Atteridge & Strambo (2001), Decline of the United Kingdom’s Steel Industry, Stockholm Environment Institute, www.sei.org/
wp-content/uploads/2021/07/decline-of-the-steel-industry-in-the-uk.pdf

https://www.ft.com/content/6a8544ae-9d9e-11e4-8ea3-00144feabdc0
https://www.jrf.org.uk/report/future-uk-labour-market
https://www.jrf.org.uk/report/future-uk-labour-market
https://www.resolutionfoundation.org/app/uploads/2015/03/Polarisation-full-slide-pack.pdf
https://www.sei.org/wp-content/uploads/2021/07/decline-of-the-steel-industry-in-the-uk.pdf
https://www.sei.org/wp-content/uploads/2021/07/decline-of-the-steel-industry-in-the-uk.pdf
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Coalition era “Jobs Miracle”?

There was a much-reported “jobs miracle” in terms of numerical job creation during the years 
of the Coalition Government and 2015 Conservative majority Government. However, many of 
the jobs created were low-wage and low-skill in character. Nearly 1 million jobs were created in 
British cities between 2010 and 2014, yet urban wages fell by 5 per cent over the same period.81

Research by the former Department for Business, Innovation & Skills (BIS) also showed the 
changes in the share of employment levels across different job quality deciles between 1979 
and 1999. It found that the share of overall UK employment in the third up to the eighth 
decile of job quality had declined, with growth in the percentage employment share only in 
the first, second, ninth and tenth deciles (where ten is the highest quality).82

In addition to the decline of middle-quality jobs in favour of high and low quality jobs, the 
report noted that the growth in low-level service jobs has been larger in the UK than in 
comparator European countries.83 It noted in particular the disappearance of jobs in “skilled 
production” (i.e. manufacturing) in the UK in particular.84

The UK’s structural problems with quality of work and employment polarisation are reflected in 
the lack of meaningful wage growth over the last ten years. In fact, median employee earnings 
have only increased above their level before the financial crisis of 2008 since the coronavirus 
pandemic. In 2019, average weekly earnings were still 2 per cent below their 2008 level.85

The picture for low earners is even bleaker. Weekly earnings for men with low incomes 
plummeted after the financial crisis, with men in the tenth percentile of earnings experiencing an 
astonishing 20 per cent fall in pay, and in 2019 it was still 19 per cent beneath its pre-crisis level.86

Contribution to regional inequality

The decline of manufacturing output as a share of UK GDP and the decline in manufacturing 
employment has occurred co-terminus with the increase in UK regional inequality. The UK is 
one of the most regionally unequal economies in the industrialised world. In 2019, the only 
comparable economies with greater levels of regional inequality were Slovakia and Ireland.87

Professor Philip McCann of Sheffield University said:

“Wide-ranging evidence suggests that the UK almost certainly has the highest level of 
regional inequality of any large wealthy country in the world. In many ways, the economic 
geography of the UK is reminiscent of a much poorer country at an earlier stage of 
economic development...

81 See Goodhart, D. (2016), The Road to Somewhere, p. 151

82 Hollowing out and the future of the labour market (2013), Department for Business, Innovation & Skills, https://assets.publishing.
service.gov.uk/government/uploads/system/uploads/attachment_data/file/250206/bis-13-1213-hollowing-out-and-future-of-the-
labour-market.pdf, p. 7

83 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/250206/bis-13-1213-hollowing-
out-and-future-of-the-labour-market.pdf, p. 4

84 Ibid., p. 5

85 https://ifs.org.uk/publications/14530

86 Ibid.

87 www.sheffield.ac.uk/news/nr/uk-higher-regional-inequality-large-wealthy-country-1.862262

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/250206/bis-13-1213-hollowing-out-and-future-of-the-labour-market.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/250206/bis-13-1213-hollowing-out-and-future-of-the-labour-market.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/250206/bis-13-1213-hollowing-out-and-future-of-the-labour-market.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/250206/bis-13-1213-hollowing-out-and-future-of-the-labour-market.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/250206/bis-13-1213-hollowing-out-and-future-of-the-labour-market.pdf
https://ifs.org.uk/publications/14530
https://www.sheffield.ac.uk/news/nr/uk-higher-regional-inequality-large-wealthy-country-1.862262
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...Major differences in local productivity are a primary source of the geography of 
discontent and they are also a challenge to a country’s institutional and governance 
structures. It is likely that the enormous imbalances within the UK are heavily related to 
the over-centralised national governance system”.88

There are gaping divides in productivity between London and all other UK regions, with 
wide variations in labour productivity and consequently in the standard of living. Other than 
London, the only UK ITL1 region with a higher level of per capita productivity than the UK 
average is the South East.

At the same time, it is important to note that areas of higher productivity remain outside of 
London, especially in university towns such as Oxford and Cambridge, which attract high-
tech industries and investment arising out of their knowledge economies. Beyond this, the 
picture is bleaker.

There are important exceptions to the UK productivity deficit, however, even outside London 
and the Oxford-Cambridge corridor. There remain areas of high productivity in manufacturing 
hubs outside the South East. ONS data shows that particular hubs of high productivity tend 
to be centred around car manufacturing centres such as Sunderland, Solihull and Swindon.89

As one would expect, variations in average income levels fluctuate widely, roughly mirroring 
variations in regional productivity levels.

Unequal growth rates

The extent of UK regional economic inequality is also growing. Beyond London and the 
South East, growth rates in GDP per capita (which can be considered a proxy for living 
standards) have failed to keep up with the national average. Therefore, compared to London 
and the South East the rest of the UK is falling further and further behind.

In the view of the CSJ, the pace and scale of deindustrialisation in previously higher-
productivity areas with more productive industries is a major contributing factor to this 
continued growth in regional inequality.

88 Ibid.

89 ONS (2021), Where are the regional differences in income and productivity? www.ons.gov.uk/visualisations/dvc1370/index.html

https://www.ons.gov.uk/visualisations/dvc1370/index.html
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Figure 8: Unequal rates of growth in GDP per capita have exacerbated regional 
divides (2010-2019)
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Figure 9: Relative change in GDP per Capita vs England Average
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Regional inequality in gross value added (GVA)

In 2011 the UK Commission for Employment and Skills (UKCES) found that spatial variation 
in prosperity (measured by GDP per capita across NUTS3 sub-regions within member states) 
across the UK was high compared to other EU countries.90 The gap has also been increasing 
in real terms over time. The graph below demonstrates the increasing disparity in Gross Value 
Added (GVA) per capita between the UK’s different regions:

Figure 10: Regional Gross Value Added (GVA) per head by ITL1 ,ONS

10,000

15,000

20,000

25,000

30,000

35,000

40,000

45,000

50,000

55,000

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

East of England

Northern Ireland

West Midlands
North West

Yorkshire and The Humber

North East

West Midlands

United Kingdom

South West

East Midlands
South East

London

Wales

Scotland

Source: ONS, Regional gross value added (balanced) per head and income components91

As can be seen from this graph depicting GVA per head by International Territorial Level (ITL) 
1 regions, since 1998 every UK ITL1 region other than London and the South East have fallen 
below the UK average. Although every UK region is more productive than it was in 1998, 
when this time series begins, the divergence between regions has increased significantly over 
the 21-year period. While the South East has remained above the UK average by roughly 
the same amount as in 1998, the gap between the South East and the next most productive 
region increased over time.

90 UK Commission for Employment and Skills, Rebalancing the Economy Sectorally and Spatially, 2011, https://orca.cardiff.
ac.uk/72065/1/9.pdf, p. 15

91 www.ons.gov.uk/economy/grossvalueaddedgva/datasets/nominalregionalgrossvalueaddedbalancedperheadandincomecomponents

https://orca.cardiff.ac.uk/72065/1/9.pdf
https://orca.cardiff.ac.uk/72065/1/9.pdf
https://www.ons.gov.uk/economy/grossvalueaddedgva/datasets/nominalregionalgrossvalueaddedbalancedperheadandincomecomponents
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UKCES found that, in 2011, London and the South East accounted for nearly one-third of 
UK GVA, and that this share had grown steadily since the early 1990s.92 Private sector job 
growth was found to have been concentrated in London and the South East. The Centre 
for Cities reported that “for every private sector job generated in the North and Midlands 
between 1998 and 2008 ten were created in London and the South.”93

Indeed, the productivity of every UK region other than London relative to the UK average has 
consistently worsened over time.

Levelling up

Redressing the fundamental imbalances and regional disparities that bedevil the UK economy 
was the fundamental objective of the 2022 Levelling Up White Paper, published by the 
Department for Levelling Up, Housing and Communities (DLUHC) under Secretary of State 
Michael Gove.

In that report, the Government laid out at length the long-term structural problems of 
regional inequality Britain faces, and recognised that the UK suffers from more acute regional 
inequality than comparator OECD nations.

As part of this, the White Paper pledges to “support high-growth businesses and reverse 
the historic decline in manufacturing in the UK with more of the sort of innovation that 
characterises South Korea and Israel.”

The paper announced the establishment of a British Business Bank and Regional Investment 
fund, aimed at providing financial support and access to credit for high-value manufacturers 
seeking to invest and create jobs in key UK regions. The new Britishvolt gigafactory at Blyth, 
investment by GE in a new wind turbine manufacturing plant in Redcar, and commitments by 
Nissan and Envision to continue manufacturing electric vehicles in Sunderland are all cited as 
examples of high-value manufacturing bringing growth and jobs to UK communities.94

At the same time, while policies such as Enterprise Zones and the Super Deduction are cited 
as policy levers being used to incentivise this kind of manufacturing investment, there is not a 
clear plan for ways of attracting further such investment, or of reversing decline where it has 
occurred. The CSJ suggests that more robust and ambitious policies, accepting a more active 
role for national and local government in industrial incentivisation and planning, is needed.

92 UK Commission for Employment and Skills, Rebalancing the Economy Sectorally and Spatially, 2011, p. 17, https://orca.cardiff.
ac.uk/72065/1/9.pdf

93 Ibid., p. 18

94 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1095544/Executive_Summary.pdf

https://orca.cardiff.ac.uk/72065/1/9.pdf
https://orca.cardiff.ac.uk/72065/1/9.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1095544/Executive_Summary.pdf
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The social impact of manufacturing decline

There has been much commentary about the profound social impact of the decline of 
regionalised manufacturing industries in Western economies, whether in the UK Red Wall, 
the American “Rust Belt” and other equivalent regions within OECD economies.

A 2018 study on the socio-economic impact of manufacturing decline in the US, and its 
racial effects, found that for black Americans in particular that manufacturing decline had 
a negative impact on black Americans (men, women, and children) in terms of their wages, 
employment, marriage rates, house values, poverty rates, death rates, single parenthood, 
teen motherhood, child poverty, and child mortality. In addition, the decline in manufacturing 
increased inequality within the black community.95

The study found a very similar pattern for white Americans, though to a lesser degree, 
leading to greater inequality between black and white Americans in wages, employment, 
marriage rates, poverty, single parenthood, education and death rates.

Further studies from the US have shown that the decline in manufacturing jobs from 2000 
onwards had persistently negative effects on local employment rates, hours worked and wages 
among prime-aged Americans. It has also been correlated with rising local opioid related deaths. 
There is a particularly negative impact for workers with lower average education levels.96

A similar 2019 study found that opioid deaths increased by 85 per cent among Americans 
of prime working age in counties where automotive assembly plants had closed in the last 5 
years, compared with counties where such plants had remained open.97

Much has been written about the wider social impact of the comparative decline of 
manufacturing centres of employment on communities once dependent on them, especially 
in terms of self-esteem and perceptions of status. In their study Family and Kinship in East 
London, Michael Young and Peter Willmott found that:

“a sizeable minority of men in Bethnal Green take a very different view from white-collar 
people about the status of manual work, placing jobs such as company director and 
chartered accountant towards the bottom of the scale and manual jobs, like agricultural 
labourer, coal miner and bricklayer, towards the top.”98

David Goodhart has noted the comparative decline in status of manufacturing and manual 
work since this time period, due in part to the cultural promotion of professional, academic 
and white-collar pathways by educational institutions and by governments, even if they lead 
to less well-paid employment. There is a some degree of regional divide on this between UK 
regions, with the esteem attributed to manufacturing roles generally higher in areas of higher 
manufacturing density.

95 Gould, E.D. (2018), Torn Apart? The Impact of Manufacturing Employment Decline in Black and White Americans, https://docs.
iza.org/dp11614.pdf

96 Charles, Hurst & Schwartz (2018), The Transformation of Manufacturing and the Decline in US Employment, National Bureau of 
Economic Research, www.nber.org/system/files/working_papers/w24468/w24468.pdf

97 Venkataramani, Bair & O’Brien (2020), Association Between Automotive Assembly Plant Closures and Opioid Overdose Mortality 
in the United States, JAMA Intern. Med., https://jamanetwork.com/journals/jamainternalmedicine/fullarticle/2757788?guestAc-
cessKey=7f42af1b-e097-44de-96f0-e2885753f572&utm_source=For_The_Media&utm_medium=referral&utm_campaign=ftm_
links&utm_content=tfl&utm_term=123019

98 Young, M. & Willmott, P. (1957), Family and Kinship in East London, p. 14; see also Goodhart, D. (2020), Head, Hand, Hart: The 
struggle for dignity and status in the 21st Century, p. 178

https://docs.iza.org/dp11614.pdf
https://docs.iza.org/dp11614.pdf
https://www.nber.org/system/files/working_papers/w24468/w24468.pdf
https://jamanetwork.com/journals/jamainternalmedicine/fullarticle/2757788?guestAccessKey=7f42af1b-e097-44de-96f0-e2885753f572&utm_source=For_The_Media&utm_medium=referral&utm_campaign=ftm_links&utm_content=tfl&utm_term=123019
https://jamanetwork.com/journals/jamainternalmedicine/fullarticle/2757788?guestAccessKey=7f42af1b-e097-44de-96f0-e2885753f572&utm_source=For_The_Media&utm_medium=referral&utm_campaign=ftm_links&utm_content=tfl&utm_term=123019
https://jamanetwork.com/journals/jamainternalmedicine/fullarticle/2757788?guestAccessKey=7f42af1b-e097-44de-96f0-e2885753f572&utm_source=For_The_Media&utm_medium=referral&utm_campaign=ftm_links&utm_content=tfl&utm_term=123019
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Speaking to the CSJ in 2021, multiple manufacturers based in the Midlands reported that 
problems with recruitment lay in part in the failure of schools and further education colleges 
to promote manufacturing careers as desirable and well-paid pathways, and the lack of 
enthusiasm for manufacturing roles in young people this generated.99 For a secure pipeline of 
talent to be restored and for UK manufacturers to be able to recruit, it will be necessary not 
only to promote the prevalence of manufacturing jobs and to provide the skills base to fill 
these roles, it will also be necessary for the public perception of British manufacturing to be 
improved in order to achieve parity of esteem with services-based career pathways.

The UK’s Productivity problem

Britain has experienced a deep and intractable productivity problem since 2008. In fact, 
average annual productivity growth was only 0.3 per cent per year in the decade after the 
crisis. This is a period of growth stagnation more prolonged than any since the 1890s. This 
lack of growth has profound implications for overall UK living standards and wages.100

Growth in output per hour has remained stubbornly below 2 per cent since the crash. This 
stands in stark contrast to the average growth levels that prevailed between 1998 and 2008, 
which were most commonly between 2 and 4 per cent per year. It is worthy of note that 
productivity growth hit 5.1 per cent in the year 2000. Improvements to output per hour have 
remained either low or negative since the crisis.101

The UK was the highest European economy for productivity in 1960. Since then, it has fallen 
behind rival economies. In 2016, GDP per hour worked was an astonishing 35 per cent higher in 
Germany than in Britain.102 Moreover, productivity in the UK would be 25 per cent higher if it had 
continued on its pre-crisis trend. Output per hour was no higher in 2020 than it was in 2008.103

To contextualise this, it is important to recognise that much of the growth and improvements 
to productivity during the New Labour period was driven by growth in high value-added 
industries such as IT, professional services (accounting, law, audit, management consulting) 
and the financial services sector. But only a minority of UK workers are or can be employed 
by these sectors, and there is evidence to suggest that their capacity for productivity 
improvements has started to diminish. It is in the previously most highly productive industries 
that the most severe deceleration has occurred.104

As such, productivity rises between 1997 and 2008 seem to have been driven by the “top 
end” of the UK labour market, rather than from a more evenly distributed increase to 
productivity across sectors. This leaves the UK disproportionately exposed to productivity 
slowdown in a narrow range of high-value sectors.

The slowdown in UK productivity growth as a long-term historical trend is a cause of serious 
concern.

99 Centre for Social Justice Midlands conference, November 2021

100 www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/productivitymeasurementhowtounder-
standthedataaroundtheuksbiggesteconomicissue/2020-03-13

101 Ibid.

102 www.ft.com/content/6ada0002-9a57-11e8-9702-5946bae86e6d

103 https://blogs.lse.ac.uk/businessreview/2020/03/07/if-the-uk-is-high-tech-why-is-productivity-growth-slow-economists-weigh-in

104 Ibid.

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/productivitymeasurementhowtounderstandthedataaroundtheuksbiggesteconomicissue/2020-03-13
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/productivitymeasurementhowtounderstandthedataaroundtheuksbiggesteconomicissue/2020-03-13
https://www.ft.com/content/6ada0002-9a57-11e8-9702-5946bae86e6d
https://blogs.lse.ac.uk/businessreview/2020/03/07/if-the-uk-is-high-tech-why-is-productivity-growth-slow-economists-weigh-in/
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Figure 11: Productivity growth over two-and-a-half centuries
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The Growth of the Precariat

Technology and automation has not reduced overall employment. It has, however, reduced 
job security and the nature of work, especially for lower and medium-skilled workers. 
Approximately 1.3 million people in the UK now work in the gig economy, or 4 per cent of 
overall employment.105

The growth of zero hours contracts has been a matter of much discussion and controversy 
in the UK, especially since the turbulence of the 2008 financial crisis. A zero hours contract 
is a contract of employment in which the employer is not obliged to provide the employee 
with any minimum number of hours of guaranteed employment. These contracts have been 
commonplace with employers such as McDonald’s, Sports Direct and Boots.

There are now in excess of 1 million workers on zero hours contracts in the UK economy, an 
increase from approximately 250,000 in 2000 and less than 100,000 in 2004.106 In 2022, this 
represents 3.2 per cent of all workers, compared to just 0.4 per cent in 2000.

There is some evidence that for some employees the flexibility provided by zero hours 
contracts is desirable, especially for parents (especially second earner parents) who need to 
fit their working hours around childcare commitments. However, the 2016 Taylor Review 
of zero hours contracts criticised what it termed “one-way flexibility”, in which employers 
were benefiting from the freedom not to guarantee specific hours to workers, but workers 
were expected to be available at very short notice, without any guarantee that work will be 
available. This makes it very difficult to meet fixed financial obligations such as securing and 
paying a mortgage.107

105 Taylor, M. (2017), Good Work: The Taylor Review of Modern Working Practices, https://assets.publishing.service.gov.uk/govern-
ment/uploads/system/uploads/attachment_data/file/627671/good-work-taylor-review-modern-working-practices-rg.pdf

106 www.statista.com/statistics/414896/employees-with-zero-hours-contracts-number

107 https://researchbriefings.files.parliament.uk/documents/SN06553/SN06553.pdf

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/627671/good-work-taylor-review-modern-working-practices-rg.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/627671/good-work-taylor-review-modern-working-practices-rg.pdf
https://www.statista.com/statistics/414896/employees-with-zero-hours-contracts-number/
https://researchbriefings.files.parliament.uk/documents/SN06553/SN06553.pdf
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There is some counter-evidence to the notion of a growing precariat with less secure 
employment. A 2015 British Social Attitudes survey found that the proportion of workers 
who feel they have a “good job” based on seven factors (security, income, help to others, 
use to society) actually rose to 71 per cent, from 59 per cent in 1989. There is some evidence 
to suggest that people prefer low-skilled service sector work, such as retail and working in 
call centres, to old industrial production line roles.

However, the same BSA survey also shows the growth of self-reported stress levels, with 37 
per cent saying they found work either always or sometimes stressful, up from 28 per cent in 
1989. Over one-third of British workers said that their job made no meaningful contribution 
to the world.108

Recent research from the Joseph Rowntree Foundation has found that some 40 per cent of 
British people are ‘financially insecure’ in that they would not be able to sustain themselves 
through liquid assets to keep themselves out of poverty for three months, should their 
income stop.

The JRF correlates the growth of mental health problems such as anxiety and depression with 
rising economic insecurity, noting that anti-depressant prescriptions are approximately twice 
as high in the most deprived decile of areas within the UK compared to the least deprived 
decile. And based on a range of indicators of job security or insecurity, insecure workers 
reported more signs of mental distress than their more secure counter-parts.109

Sharing the proceeds of growth?

In 2012, Branko Milanovic of the World Bank produced the now-infamous “Elephant Chart”, 
which showed the distribution of global economic growth between 1988 and 2008, broken 
down according to percentiles of the global economy by income.

The chart was so called because it resembled the shape of an elephant: it showed significant 
levels of economic growth among the poorest, with the 25th to the 65th percentiles 
experiencing a more than 60 per cent increase in income over the relevant period. This 
includes the emerging middle classes in economies such as China and India, which enjoyed 
income growth of 70 to 80 per cent, and the global super-rich, who increased their incomes 
by around 60 per cent.

The exception was those occupying the 75th to the 90th percentiles of the global income 
distribution – the Western working and middle classes, who experienced an income increase 
of “essentially nil”.110

108 YouGov (2015), https://yougov.co.uk/topics/society/articles-reports/2015/08/12/british-jobs-meaningless

109 Joseph Rowntree Foundation (2022), Anxiety Nation? Economic insecurity and mental distress in 2020s Britain, www.jrf.org.uk/
report/anxiety-nation-economic-insecurity-and-mental-distress-2020s-britain

110 Milanovic, B., ‘Global Income Inequality by the Numbers: In History and Now, an Overview’, World Bank Policy Research Working 
Paper No. 6259, November 2012, https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2173655

https://yougov.co.uk/topics/society/articles-reports/2015/08/12/british-jobs-meaningless
https://www.jrf.org.uk/report/anxiety-nation-economic-insecurity-and-mental-distress-2020s-britain
https://www.jrf.org.uk/report/anxiety-nation-economic-insecurity-and-mental-distress-2020s-britain
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2173655
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Figure 12: Change in real income (percentage increase) from 1988 to 2008
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There are two profound principal findings emerging from Milanovic’s work. The first is the 
shift away from the West in share of global income growth and towards the new emerging 
economies.

The second, equally important, shift he revealed was the increasing divides within Western 
economies. While Western economic elites continued to accelerate away, the Western 
working and middle classes experienced prolonged stagnation in incomes, therefore falling in 
relative economic status in comparison to the elite.

Milanovic received criticism for his work. Criticisms included change of cohort: the individuals 
occupying a given percentile were not necessarily the same people who occupied that 
percentile in 2008. Not all the occupants of the slow-growing percentiles were Western: they 
include Latin American and Chinese occupants.

However, even critics of the Elephant Chart have attested to slow growth, even if not 
stagnation, around the 80th percentile of the global income distribution.111

The stagnating fortunes of the Western, including British, working and middle class seem 
to be attributable at least in part, then, to the effects of globalization. Economist Richard 
Baldwin describes the emergent gap between industrialized and industrializing Western 
economies in the 1800s as “the great divergence”. In contrast, he calls the current trend of 
high growth in the developing world combined with stagnant growth in the West – except 
for the economic elites – the “great convergence.”

111 Corlett, ‘Examining the Elephant’, Resolution Foundation, www.resolutionfoundation.org/publications/examining-an-elephant-
globalisation-and-the-lower-middle-class-of-the-rich-world/; See Timothy, N. (2020), Remaking One Nation: The Future of Con-
servatism, Polity, pp. 62-3

https://creativecommons.org/licenses/by-sa/4.0/deed.en
https://www.resolutionfoundation.org/publications/examining-an-elephant-globalisation-and-the-lower-middle-class-of-the-rich-world/
https://www.resolutionfoundation.org/publications/examining-an-elephant-globalisation-and-the-lower-middle-class-of-the-rich-world/
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The effect of the globalisation of supply chains and the offshoring of production and labour-
intensive functions has not had an evenly distributed beneficial effect, but has caused 
disproportionately high levels of economic improvement in China, Korea, Indonesia, Thailand, 
Poland and similar economies. The offshoring of manufacturing played a significantly part 
in this, with a fifth of global manufacturing moving from Western economies to these 
developing nations between 1990 and 2010.112

This has had a profoundly negative effect on Western workers. Rewards have been increased 
for higher-skilled workers in developed economies, and globalization has provided an incentive 
for developing nations to produce more goods that require low-wage, low-skill labour.

Baldwin summarises it thus: “High-skill workers in rich nations won, while low-skill workers 
in rich nations lost.”113

It can be seen, then, that the lower income deciles of developed Western economies, such 
as Britain’s, have undergone a systematic reduction in economic status and security over the 
course of at least the last 30 years.

Productivity in manufacturing

Many economists claim that the slowdown in productivity growth in many Western 
economies is due in large part to the move away from high-productivity manufacturing 
roles with high growth capacity into lower-productivity services roles with less capacity for 
productivity improvements. As economist John Mills explains, it takes roughly the same 
amount of time to cut hair as it did before the Industrial Revolution; in contrast, the efficiency 
with which goods can be manufactured is orders of magnitude what would have been 
possible prior to modern factory methods.114

According to research conducted for the OECD, labour productivity is on average 40 per cent 
lower in services than in manufacturing, growing on average 1.7 per cent slower over recent 
decades, meaning the productivity gap between services and manufacturing is not only large 
but increasing.115

In fact, the decline in per capita productivity growth in the UK reflects closely the shift away 
from employment in manufacturing and towards a more services-dependent economy.116

112 Baldwin, R. (2016), The Great Convergence: Information Technology and the New Globalization, www.hup.harvard.edu/catalog.
php?isbn=9780674660489

113 Ibid.

114 Mills, J. (2020), The Elephant in the Room: Why UK living standards may be lower in 2030 than they were in 2019 or even 2007 
and what we can do to stop this happening, www.civitas.org.uk/content/files/The-Elephant-in-the-Room.pdf

115 See Sorbe, Gal & Millot (2018), Can productivity still grow in service-based economies? Literature overview and preliminary 
evidence from OECD countries, Economic Department Working Papers No. 1531, www.oecd.org/officialdocuments/publicdisplay-
documentpdf/?cote=ECO/WKP(2018)79&docLanguage=En#:~:text=As%20productivity%20tends%20to%20be,to%20be%20
delivered%20in%20person

116 See Pitt, T. (2022), The Road to Credibility: Conservative economic principles for the path ahead, Onward, www.ukonward.com/
wp-content/uploads/2022/11/The-Road-to-Credibility-Final.pdf

https://www.hup.harvard.edu/catalog.php?isbn=9780674660489
https://www.hup.harvard.edu/catalog.php?isbn=9780674660489
https://www.civitas.org.uk/content/files/The-Elephant-in-the-Room.pdf
https://www.ukonward.com/wp-content/uploads/2022/11/The-Road-to-Credibility-Final.pdf
https://www.ukonward.com/wp-content/uploads/2022/11/The-Road-to-Credibility-Final.pdf
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Figure 13: Labour productivity (output per worker percentage change), 1960-
2022, ONS
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It is of course possible that part of the slow-down in UK productivity is due to the plateauing 
of the speed of manufacturing productivity increases; technological innovation of the kind 
that can boost manufacturing productivity meaningfully may come in fits and spurts rather 
than consistently.

However, the evidence is clear that the slowdown in productivity growth has been 
significantly more pronounced on average in services than in manufacturing. And when 
one considers the decline of this higher-productivity sector of the economy as a share of 
employment and as a share of GDP, it is very difficult to avoid the conclusion that relative 
manufacturing decline is a key driver of the UK’s productivity puzzle.

117 www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/datasets/labourproductivity

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/datasets/labourproductivity


43Making the Change  |  Public attitudes

Public attitudes

In new polling for the Centre for Social Justice by Opinium, significant public support was 
found for boosting the UK manufacturing sector. Two groups were surveyed: a national 
representative sample for GB, and a representative sample of the 50 constituencies with 
the highest concentration levels of employment in manufacturing, according to the ONS 
(“manufacturing constituencies”).

• 62 per cent of British adults say that manufacturing jobs are important in their local 
area, rising to 76 per cent in manufacturing constituencies.

• 77 per cent of adults in manufacturing constituencies believe manufacturing 
important to their local economy, compared to 66 per cent of all British adults.

• 77 per cent of British adults thought that the UK has become too reliant on 
foreign imports for manufactured goods, rising to 79 per cent in manufacturing 
constituencies.

• 77 per cent of British adults in manufacturing constituencies believed 
manufacturing jobs are important for local pride, and 70 per cent said they were 
important for a sense of local community.

• 50 per cent of adults in manufacturing constituencies said the decline of 
manufacturing was a reason to be less proud of Britain, compared to 16 per cent who 
disagreed. This rose to 62 per cent in the North East and 71 per cent in the North 
West. 72 per cent of 2019 Conservative voters and 71 per cent of 2016 Leave 
voters agreed.

• 35 per cent of British adults have seen a decrease in manufacturing jobs in their area, 
rising to 41 per cent in manufacturing constituencies. This rose to 51 per cent in the 
North East.

• 32 per cent of British adults believe job opportunities have worsened in the last five 
years, rising to 34 per cent of adults in manufacturing constituencies.

• 47 per cent of British adults think UK economic development should be more focused 
on creating manufacturing jobs over service sector jobs (34 per cent).

• This rose to 51 per cent in manufacturing constituencies, 60 per cent in the North 
East, 56 per cent in Yorkshire and the Humber and 60 per cent in the North of 
England. 63 per cent of 2019 Conservative voters in manufacturing constituencies 
agreed with the statement.

• Similarly, 46 per cent think of British adults think the UK Government should aim 
to boost manufacturing sector jobs because that is what the UK has to offer in today’s 
global economy, rising to 53 per cent in manufacturing constituencies.
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• 48 per cent believe that the decline of British manufacturing is a reason to be less proud 
of the UK, and 50 per cent in manufacturing constituencies.

• 53 per cent of 2019 Conservative voters believe the decline of British manufacturing is 
a reason to be less proud of Britain, and 54 per cent of 2019 Labour voters.
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Evidence from regional 
manufacturers

In November 2021 the Centre for Social Justice, together with Midlands Engine, MakeUK 
and East Midlands Chamber convened a conference and set of policy roundtable sessions 
with 60 regional manufacturers based in the Midlands, held in Leicester, entitled Regional 
Revolution, Reigniting Manufacturing.

The purpose was to hear the voice of industry about the challenges facing the sector, and to 
hear directly from business managers and owners which policy changes they felt would help 
their businesses to thrive.

The industries represented were wide-ranging, including large businesses and SMEs.

The key findings minuted by the CSJ from the roundtables included the following:

• Conditionality rules in procurement application processes were burdensome, bureaucratic 
and hard to evidence, and should be revised.

• The principle of “levelling up” needs to be embedded in the whole supply chain, whether 
this relates to regional sourcing, conditions or pay.

• Educational improvements in STEM and manufacturing-relevant skills are needed.

• Access to finance for manufacturers to invest in plant, machinery and technology, and to 
cover site establishment costs, needs to be improved.

• Access to information and visibility from Government about support available.

• The boosting of post-16 apprenticeship funding.

• Increasing and improving careers advice so young people are exposed to the opportunities 
available in manufacturing industries.

• The need for long-term thinking in policymaking, especially relating to R&D

• Assistance with investment in machinery is a priority for productivity, innovation and growth

• The Apprenticeship Levy needs reform and funding for apprenticeships and training needs 
to be simplified

• There is much greater need for local planning and co-operation, especially between local 
manufacturers, schools and further education colleges

• There is a need to train for a wide base set of skills, rather than training for one, non-
transferrable skill set, as takes place in companies such as Amazon

• There is a need to help and enhance SMEs
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• The need for predictability and certainty around economic and industrial policy and UK 
trading arrangements

• The need for greater access to financing opportunities for smaller companies

• A relief of administrative burdens, especially for SMEs

• The need to amplify the work and achievements of good exemplars

• The need to improve FE colleges, technical training and the status of engineering to attract 
and train young people; there is a skills deficit and technical qualifications are out of date.

• The cost of shipping has gone up sense Brexit and the Covid pandemic

• The importance of tax incentives such as the Super Deduction

• The need for more assistance with up-front financing, rather than tax rebates

• Capital investment can be match-funded, but not in advance; this offer needs to be up-
fronted

• There is a need for support with professional development opportunities and employer-
led in-work education

• More assistance is needed to help employers access assistance that is already there

• There is not the same level of funding support for skills and personnel as there is for 
innovation and capital investment

• Retraining within work is key

• There is an ageing workforce in technical roles; we need to secure the skills pipeline with 
young workers and / or apprentices spending at least 5 years in a role before moving on, 
akin to professional qualification periods in professions such as Law

• There is a very high cost base for UK manufacturers, which fluctuates unpredictably with 
the value of sterling; there is a high labour cost relative to the profit margin on the end 
product

• The manufacture of machinery is mostly continental European; the UK does not have a 
strong supply chain in domestically produced machinery

• There are models which already work; JCB have their own academy in Staffordshire. Can 
these models be multiplied?

• Could more post-16 education happen in the workplace?

• There is need for more proactive messaging and marketing around “Brand GB”, and 
for embedding domestic production into supply chains, especially in the context of now 
being outside EU state aid rules

• Funding for R&D could be decentralised

• There are significant financing challenges associated with net zero obligations



47Making the Change  |  Recommendations

Recommendations

Industrial Strategy “2.0”

The relative decline of UK manufacturing as a proportion of national GDP down to just 9 per 
cent is disproportionate relative to other comparator developed economies. There is strong 
evidence that the proportional transition to services has been a root cause of slow growth 
and flatlining productivity. The slowdown in UK manufacturing clearly has a disproportionate 
impact on regions historically reliant on it for their local economies, and has generated weak 
wage growth for lower to middle earners across the economy.

The decline of regional manufacturing has also contributed to the scale of UK regional 
inequality, which is both severe and growing. The transition to lower-productivity services in 
historically manufacturing-intensive regions is a key obstacle to the objective of levelling up.

Historically, UK governments have been sanguine about the sectoral composition of the 
economy, taking the view that it is not the role of government to “pick winners and losers”, 
but to facilitate open competition without prejudice.

However, it is clear that other Western economies have developed much more activist policies 
to support their domestic manufacturing sectors. Moreover, Western governments are 
increasingly sceptical about the free and fair nature of global economic competition, given 
the interventionist behaviour of net exporter economies such as China. The disappearance 
of manufacturing industries from regions has also caused political discontent across Western 
economies, resulting in some of the political alienation from globalisation experienced across 
Europe and North America.

While it is neither desirable nor realistic to seek to restore historic industries that are no 
longer economically viable, and to seek to return to the technologies and industries of the 
past, that is not to say that a dynamic and competitive economy should have no national 
plan for domestic manufacturing. The domestic political, economic and regional costs of 
complete deindustrialisation in terms of growth, productivity and jobs is too high, as are the 
threats to national security and supply chain resilience from excessive offshoring.

Therefore, the CSJ recommends that the Government should restore its Industrial Strategy, 
with a particular focus on a plan for manufacturing. While governments should not be 
involved in inefficient or deadweight subsidy, there is much that government can do to 
facilitate, foster and stimulate the market through planning, convening power, provision of 
access to credit, fiscal relief and the provision of a skills base.

The CSJ suggests that it would be desirable and reasonable to seek to increase 
manufacturing as a share of national GDP from 9 per cent to 15 per cent over the medium 
term.
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Recommendation 1

• The Department for Business, Energy and Industrial Strategy (BEIS) should 
collaborate with HM Treasury in setting a target of increasing UK manufacturing as 
a percentage of national output from 9 per cent to 15 per cent over the medium 
term.

Recommendation 2

• BEIS in partnership with HM Treasury should re-establish a UK modern Industrial 
Strategy with a specific plan for manufacturing at its core, recognising the unique 
importance of the sector for UK growth, jobs, productivity and security.

Regional planning: one of the weaknesses of the UK economy has been the comparative 
failure of various attempts to establish a more proactive regional economic policy. Attempts 
to do so by the governments of Harold Wilson, John Major, David Cameron and Theresa May 
are widely considered not to have been successful.

One of the structural weaknesses impeding a successful regional policy is the absence of 
proper regional bodies with convening power. There are notable exceptions in the form of 
some of the devolved authorities (DAs), including the Greater Manchester Authority (GMA), 
which as developed its own regional industrial strategy.118

The UK has among the weakest sub-national governmental structures in the developed 
world, and one of the greatest centralisations of decision-making power. This is especially 
true on economic questions, where nearly all fiscal and economic powers are held in 
Whitehall by HM Treasury. Historically, the Treasury has been very reluctant to relinquish its 
monopoly on economic policymaking or to consider a greater degree of fiscal devolution.

Full fiscal devolution is beyond the scope of this report, but nevertheless there are advantages 
to the establishment of greater regional governance structures beyond the power to raise 
revenues and spend public funds. Convening power has repeatedly been shown to be a 
powerful lever available to regional public bodies, in that state entities have the power of 
being “first mover”. This is because organisms of the state can operate on the basis of 
strategic policymaking decisions rather than purely on commercial grounds.

One option would be for the Government to establish Industrial Strategic Councils in each 
ITL1 region which are independent of local authorities and DAs, with a charter assigned 
by central government and accountable to the Department for Business, Energy and 
Industrial Strategy (BEIS). They should have the power to convene local businesses and 
local government representatives, educational institutions such as universities and technical 
colleges and local trade unions to establish regional economic strategic priorities.

118 www.greatermanchester-ca.gov.uk/what-we-do/economy/greater-manchesters-local-industrial-strategy/

https://www.greatermanchester-ca.gov.uk/what-we-do/economy/greater-manchesters-local-industrial-strategy/
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A key advantage would be to provide a forum in which local education and local industry 
can meet and exchange information, establish a local economic strategy to ensure skills and 
opportunities are calibrated, and to ensure that education is providing a pathway into work. 
This would help industrialists and employers, for example, to become more embedded in the 
work of Multi-Academy Trusts (MATs) as governors, etc., while also ensuring that educational 
providers are providing pupils with appropriate information, careers advice and work 
experience connections given the local employment market.

Industrial Strategic Councils would operate outside the auspices of local authorities, which 
can too easily become preoccupied with electoral and political concerns. They should build 
upon the convening role of Local Enterprise Partnerships, but with expanded competences 
including meaningfully devolved spending power for productivity-enhancing projects and 
regional R&D investment, working with educational providers and industry to develop 
bespoke regional industrial strategies.

Recommendation 3:

• BEIS should roll the existing Local Enterprise Partnerships into regional Industrial 
Strategic Councils in each ITL1 region with the power to convene local businesses 
with local universities, technical colleges, schools and MATs to develop regional 
industrial strategies with the national 15 per cent target embedded in their remits. 
They should have devolved spending power of existing BEIS productivity-related 
and R&D budgets.

Strategic use of procurement: One of the key legal freedoms achieved by the UK as part 
of its departure from the EU Single Market has been moving outside the EU’s procurement 
regime. EU procurement rules are designed to protect competition and guarantee free, 
fair and transparent procurement processes, but also have as an overriding objective the 
promotion of market access for EU companies to other member states’ public contracts. 
This led to clear distortions, such as the awarding of the major £1.4 billion City Thameslink 
contract to Siemens rather than Bombardier, resulting in 1,000 UK job losses.119

The pre-pandemic value of all UK public contracts was approximately £290 billion per year, or 
around one-third of all public spending. This purchasing power is now more fully back under 
the UK government’s control.

While contracts with a value above a threshold determined by the Government Procurement 
Agreement (GPA), of which the UK is an independent signatory cannot be subject to 
national preferences, procurements below this threshold can. Moreover, as the CSJ argued 
in its 2021 report, Spending it Better, policy objectives of boosting regional investment 
and development, and protecting supply chain resiliency, can and should be deployed by 
contracting public bodies with the de facto ambition of operating a domestic preference for 
UK suppliers.

119 www.themanufacturer.com/articles/bombardier-snubbed-as-siemens-thameslink-contract-confirmed/

https://www.themanufacturer.com/articles/bombardier-snubbed-as-siemens-thameslink-contract-confirmed/
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The current text of the draft Procurement Bill includes job creation, levelling up, supply chain 
resilience and investing in SMEs all as objectives for the new post-Brexit national procurement 
framework, alongside other public policy objectives such as tackling climate change.

The CSJ urges the Government to emphasise the job creation, levelling up, supply chain 
resilience and SME investment elements of the Bill over other considerations, and embed a 
de facto domestic preference for procurement within the new procurement rulebook. One 
way of achieving this would be to consider implementing domestic content requirements for 
public procurement of manufactures where appropriate.

Moreover, investing in domestic manufacturing through the procurement process should 
form part of a wider national industrial strategy with a specific plan for manufacturing.

Recommendation 4:

As argued by the CSJ in its 2021 report, Spending it Better, the Procurement Bill 
should explicitly incorporate domestic preference as a criterion for contracting public 
bodies where GPA thresholds allow, and should embed principles of national supply 
chain resilience, levelling up, job creation and support for SMEs for contracts above 
this threshold such as to achieve a de facto domestic preference.

Recommendation 5:

• Investment in UK manufacturing should be embedded as a strategic priority 
within the new post-Brexit procurement rule framework, and the strategic use of 
procurement should be treated as a key policy lever within a renewed national 
industrial strategy with a specific plan for manufacturing.

A fiscal framework for manufacturing

Shoring up the supply chain: the events of the global Covid-19 pandemic threw into sharp 
relief the extent of the UK’s exposure to international supply chains. The lack of domestically 
produced and readily available PPE, disputes over vaccine supply and procurement and 
difficulties in access to therapeutic drugs all made clear the importance of a robust 
domestic supply chain and national productive capacity of a kind which is able to withstand 
unexpected shocks and disruption.

Ensuring that UK supply chains for core manufactures such as pharmaceuticals, chemicals, 
machinery and steel are resilient in the face of unanticipated natural or economic disasters, 
and increased economic hostility from China, is paramount. At the same time, the increase 
in demand for domestic manufacture of, for example, pharmaceuticals, such as through 
AstraZeneca’s regional UK plants, demonstrated the positive economic impact that nationally-
driven demand stimulus can achieve for regional investment and jobs.
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The UK government should adopt policies which are designed to boost the domestic supply 
chain and reduce British exposure to overseas supply and price fluctuations which could 
threaten our national resilience by incentivising manufacturers to shorten their own supply 
chains.

A challenge for the objective of reshoring domestic productive capacity is the increased costs, 
and potential inflationary dynamic, associated with relocating supply chains to the UK, an 
economy with a higher cost base. It is therefore necessary to pursue policies which offset the 
higher costs associated with a more domestic supply chain through appropriate, targeted 
fiscal incentives.

Recommendation 6:

• The Government should implement a manufacturers’ tax credit, deductible against 
corporation tax, for all manufacturers who import less than 50 per cent of their 
component parts.

Boosting exports: as discussed earlier in this report, the UK economy suffers from a 
significant and growing current account deficit. This has been intensified by the impact of the 
pandemic, and trade friction with EU member states has also inevitably been increased due 
to the impact of the UK leaving the Single Market. It is more important than ever, therefore, 
for the UK government to adopt an explicitly pro-export economic strategy.

It is vital that the dangers associated with the UK continuing to run a very large trade deficit 
are fully appreciated, and that the downsides of taking a strictly non-interventionist approach 
the balance of trade are properly recognised. In the view of the CSJ, the continuous running 
of a wider and wider current account deficit not only leaves the UK dangerously exposed to 
foreign ownership as an economy; it is also very bad for regional inequality and poverty levels 
in regions which are the most import-dependent.

Difficulties returning a profit given high UK domestic overheads, incurred in sterling, are 
a major impediment to UK exporting. The CSJ therefore urges the Government to adopt 
an explicit export strategy seeking to incentivise exporting and offset the costs thereof, 
producing a stronger incentive for potential and existing exporters to initiative and / or 
expand export operations.

Recommendation 7:

• Manufacturing exporters should benefit from an additional Export Tax Credit, 
deductible against corporation tax. This would help offset some of the financial 
and administrative friction for exporters generated by Brexit and wider post-
pandemic conditions, and increase incentives to export.
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Extending the Super Deduction: A key objective for UK industrial policy should be 
stimulating more private sector investment in the manufacturing sector. There is a clear 
strategic, economic and resilience case to do so. An existing policy pursued by the 
Government has been the “Super Deduction”. Between April 2021 and March 2023, 
companies can claim the Super Deduction for plant and machinery investment. Companies 
are able to claim 130 per cent of the costs of qualifying assets as an offset against their 
corporation tax liability. This temporary fiscal relief makes Britain one of the most competitive 
tax jurisdictions for capital allowances globally, but is due to expire. The CSJ recommends 
extending the Super Deduction for plant and machinery investment beyond 2023 specifically 
for manufacturing companies.

The evidence is clear that investment incentives achieve more for stimulating economic 
growth than cuts to headline corporation tax rates.120 In a 2021 survey for Make UK, 22.6 
per cent of manufacturers said they would increase investment as a result of the Super 
Deduction policy announced at the Budget.121

If extending the Super Deduction nationwide were to be felt to be too expensive, HM 
Treasury should consider targeting the Super Deduction into ITL2 regions with below-average 
productivity as part of a wider regional investment policy framework.

Recommendation 8:

• The Chancellor should maintain the current Super-Deduction capital allowance 
beyond its current end date of March 2023 for plant and machinery investment, 
targeted at manufacturing companies, and consider regional targeting as 
necessary.

Recommendation 9:

• R&D tax relief should be retained for manufacturing industry in order to incentivise 
private sector contributions to the UK’s overall R&D annual spend.

Access to credit: one of the main hurdles facing UK manufacturers, as widely reported in 
the literature and confirmed by the CSJ’s regional engagement with Midlands manufacturers, 
is the high UK cost base. The highest costs are often associated with establishment and 
acquiring a plant, appropriate machinery, and so on. The start-up costs are generally 
higher relative to annual running costs than is generally the case in services industries. This 
produces a profound hurdle to starting a new manufacturing business or business site. Many 
manufacturers told the CSJ that assistance with initial establishment costs in the first year 
would go a long way towards alleviating barriers to setting up new plants.

120 See Devereux, M. (2022), Will corporation tax cuts stimulate long-term economic growth?, Oxford University Centre for Business 
Taxation, https://oxfordtax.sbs.ox.ac.uk/article/will-corporation-tax-cuts-stimulate-long-term-economic-growth

121 www.makeuk.org/news-and-events/news/investment-set-for-superdeduction-boost-for-manufacturers-make-uk-survey

https://oxfordtax.sbs.ox.ac.uk/article/will-corporation-tax-cuts-stimulate-long-term-economic-growth
https://www.makeuk.org/news-and-events/news/investment-set-for-superdeduction-boost-for-manufacturers-make-uk-survey
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Most manufacturers incur around one-third of their cost base in world prices, while two-
thirds are determined by local cost conditions. Costs in world prices tend to be for raw 
materials, plant and machinery, while locally incurred costs are almost everything else. These 
include travel expenses, audit costs, fuel bills, cleaning charges, repair, postage, insurance, 
printing, interest payments, rent, labour costs, and the need for a profit margin.122

These domestically incurred costs, which are incurred in sterling, must be charged out to the 
rest of the world at higher prices (in world terms) to cover the cost of overheads, and that 
is before a profit has been made. The comparative strength of sterling therefore makes UK 
exports intrinsically more expensive at world prices, and as such less competitive.

The Government should therefore introduce a scheme for access to credit with a focus on 
establishment costs for UK manufacturers, via a national loan scheme.

Recommendation 10:

• The Government should establish state-backed credit for manufacturers wishing 
to set up a new plant or invest in machinery but who lack access to credit, with 
a particular focus on SMEs, via a National Manufacturing Investment Fund. This 
would reflect the funding streams available for R&D and infrastructure.

Building the skills pipeline for manufacturing

Collaboration between employers and educational providers: an amendment to the Technical 
and Further Education Act 2017 known as the Baker Clause (introduced in 2018), placed 
on a statutory basis the obligation of schools to allow access to pupils in years 8 to 13 for 
technical education providers and employers offering apprenticeships.123 The purpose was to 
increase the visibility of non-academic pathways and to pass on to pupils more information 
about the requirements and opportunities of vocational training post-16 and post-18.

A key remit of regional Industrial Strategic Councils would be to ensure compliance under 
and optimal usage of the Baker Clause duties that are binding on schools, by acting as a 
forum between different educational institutions and between educational institutions and 
employers. This would allow holistic, three-dimensional advice to be provided to pupils about 
the most suitable and attractive pathways for them.

The DfE should work with multi-academy trusts (MATs) to embed employability principles 
and activities into Key Stage 3 and 4. There are some excellent pilot schemes exemplifying 
best practice, such as the employability programme of the David Nieper Education Trust in 
Alfreton.

122 See Mills, J., Open Democracy, www.opendemocracy.net/en/opendemocracyuk/britains-dysfunctional-economy-cannot-last-but-
we-can-fix-it/

123 www.tes.com/magazine/analysis/secondary/careers-advice-what-schools-need-know-about-baker-clause

https://www.opendemocracy.net/en/opendemocracyuk/britains-dysfunctional-economy-cannot-last-but-we-can-fix-it/
https://www.opendemocracy.net/en/opendemocracyuk/britains-dysfunctional-economy-cannot-last-but-we-can-fix-it/
https://www.tes.com/magazine/analysis/secondary/careers-advice-what-schools-need-know-about-baker-clause
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The Trust does not just seek to promote careers advice to pupils, but to implement 
employability skills and behaviours throughout the curriculum, exposing pupils to a range of 
employment types. If rolled out more widely, this could be a powerful tool for demonstrating 
to pupils the potential of manufacturing career pathways, which can too often be ignored.

Recommendation 11:

• Regional Industrial Strategic Councils should foster and facilitate best practice in 
schools meeting their obligations under the Baker Clause, ensuring that pupils 
have the best access to advice and information regarding vocational post-16 and 
post-18 opportunities.

Recommendation 12:

• The DfE should work with local authorities and multi-academy trusts (MATs) to 
roll out employability principles and exposure of pupils to different employment 
pathways.

The Apprenticeship Levy: manufacturers reported to the CSJ serious problems with the 
operation of the Apprenticeship Levy. A key complaint is that training which is eligible 
for funding is not generalised enough, that claiming Levy funds is too complex and time-
consuming, and that in reality is simply operates as a tax on business.

The UK has suffered from a collapse in the number of apprenticeship starts. There has been 
a 72 per cent fall in entry-level apprenticeship starts since 2014.124 Apprenticeship starts in 
SMEs dropped immediately by over 30 per cent following the introduction of the Levy in 
2017.125

One of the major obstacles to recruitment and expansion for UK manufacturing companies is 
the high cost base of labour and training. There is a clear “dead weight” risk associated with 
granting new money to businesses in “corporate welfare” rather than expecting businesses 
to cover their own labour costs.

However, there is clear evidence to suggest that the UK labour cost base for manufacturers 
is having a prohibitive effect, especially in the context of double-digit inflation and the 
rising cost of energy. The cost of labour and training may be acting as an impediment to 
recruitment, upskilling and economic growth.

124 www.fenews.co.uk/skills/revealed-72-per-cent-fall-in-entry-level-apprenticeship-uptake-since-2014/

125 Ibid.

https://www.fenews.co.uk/skills/revealed-72-per-cent-fall-in-entry-level-apprenticeship-uptake-since-2014/
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The CSJ therefore suggests that employers should be allowed to draw on Apprenticeship 
Levy Funds as a wage subsidy specifically for 16-24 year-olds on a time-limited basis. This 
would incentivise manufacturing recruitment, promote job stability, reduce hire-and-fire and 
encourage retention.

Recommendation 13:

• Apprenticeship Levy funds should be available for the purposes of a wage subsidy 
for 16-24 year-olds on a time-limited basis, subject to a wage ceiling equivalent to 
average pay for a Level 6 apprenticeship (£17,875). This subsidy could be targeted 
at the manufacturing sector as preferred.

Support for SMEs: There is an effective cap on training funding for SMEs, since they are 
not part of the Apprenticeship Levy system. SMEs can apply for financial support for offering 
an apprenticeship but the application will not necessarily be approved. In contrast, Levy 
payers can claim 100 per cent of the funds they have paid in back in funding for training 
and apprenticeships, plus a government-provided uplift. This significantly stifles the funding 
available for SMEs to provide skills, when SMEs represent 97 per cent of all UK businesses.

As previously recommended by the CSJ in our 2020 report, Trade Secrets, the Government 
should introduce a ringfenced non-Levy budget for SMEs to end the effective cap on support 
for training and to provide funding for apprenticeships.126

Recommendation 14:

A ringfenced non-Levy budget should be introduced to support SMEs with the cost of 
providing training and apprenticeships.

Expansion of traineeships: Given the sharp reduction in the number of Level 2 
apprenticeships since the pandemic, the CSJ strongly urges the Government to roll out 
its traineeship programme fully. This will bring much needed impetus to a form of skills 
development that has demonstrable positive returns.

To make sure traineeships have their desired reach, however, they need to be republicised as 
routes into work or apprenticeships, both at the employer and individual level (the evidence 
suggests that clearly communicating the opportunities that flow from traineeships boosts 
uptake). The government should promote traineeships more strongly to employers, and 
should work with providers to advertise them locally.

126 www.centreforsocialjustice.org.uk/library/trade-secrets-how-to-reboot-apprenticeships-and-kick-start-the-recovery

https://www.centreforsocialjustice.org.uk/library/trade-secrets-how-to-reboot-apprenticeships-and-kick-start-the-recovery
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They should also make sure traineeships are hardwired into work coaches’ training, and 
that coaches are encouraged to promote this option strongly. Individuals who complete 
traineeships are not awarded official qualifications for traineeships per se, which sometimes 
makes is difficult for other employers to know what any given traineeship might signal in the 
way of skills and knowledge acquired.

Traineeships vary substantially in length and in some cases, it may not be feasible to embed 
existing qualifications into them; however, where traineeships are longer in duration, there 
should be a strong expectation for providers to wrap suitable qualifications into their offers.

Recommendation 15:

• The Government should refine and expand its traineeships offer, with a particular 
sectoral focus on manufacturing if desired.

National plan for skills: one of the weaknesses of the UK’s education system is its lack of 
tethering to the UK labour market or to employment more generally. As such the skills base 
acquired by post-16 and post-18 leavers are supply driven, not demand driven. In a vast-
moving economy it would not be desirable to train pupils for one particular professional role, 
given the risk of that role becoming redundant and the lack of transferrable skills resulting in 
poor employability.

However, UK education is a relative outlier having very little focus on education leading 
to vocational opportunities. This is due in part to a lack of proper collaboration between 
educational institutions and industry.

Manufacturers speaking to the CSJ in 2021 claimed they found it difficult to recruit for 
skilled non-graduate roles, especially in technical ones. The CSJ urges the Government to set 
out a plan for collaboration between education and industry specifically to ensure the UK 
manufacturing sector has access to the skills and talent pipeline it needs.

Recommendation 16:

• The Department for Education (DfE) in partnership with BEIS should launch a 
consultation of the UK manufacturing sector to establish the full scope and nature 
of the UK technical skills gap and to establish a plan for manufacturing skills.

Local skills plans: The 2022 Skills Act made set out a blueprint for reshaping technical skills 
on a more regionalised basis throughout the UK. As part of this programme, the DfE has 
introduced Local Skills Improvement Plans (LSIPS).
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The purpose of LSIPS is to bring employers more fully into local skills systems and facilitate 
direct and dynamic working arrangements between employers and educational providers.127 
Employer representative bodies have been designated to lead the development of LSIPS for 
all 38 areas of England.

The DfE also rolled out the Strategic Development Fund (SDF) to provide capital and 
programme funding for further education (FE) colleges to improve local teaching so as more 
fully to meet the needs of local employers, support innovation and a more efficient delivery 
structure. The fund supports with:

• Facilities and equipment

• Building overall capacity of FE colleges

• Workforce training and sector-led peer-to-peer support between educational providers 
and industry

• Stimulate employer demand for and investment in skills, including raising awareness of 
new practices and technologies, especially among SMEs

The CSJ welcomes the innovative approach of promoting greater two-way collaboration 
between educational providers and employers on a localised basis, especially with a focus on 
technical training, FE colleges and addressing regional skills shortages.

We would urge the Government to roll out LSIPs nationwide, and to implement a specific 
LSIPs plan for manufacturing. The skills required by manufacturers are often bespoke and 
at variance with skills required in services industries, and a specific provider-employer skills 
forum for manufacturing would help provide the skills base for a modern industrial strategy 
aimed at promoting manufacturing.

Local LSIPs should work alongside the recommended regional Industrial Strategic Councils to 
ensure that regional patterns and needs are reflected at the local level and to act as a conduit 
between schools, local employers and the Councils. This would allow LSIPs to be responsive 
to regional strategic priorities as well as local ones, and would facilitate the greater 
contribution of LSIP-generated growth towards wider levelling up priorities.

Recommendation 17:

• The Department for Education (DfE) should develop a manufacturing sector-
specific functionality for LSIPs, and develop a formal relationship structure between 
LSIPs and regional Industrial Strategic Councils.

127 www.gov.uk/government/publications/identifying-and-meeting-local-skills-needs-to-support-growth/local-skills-improve-
ment-plans-lsips-and-strategic-development-funding-sdf

https://www.gov.uk/government/publications/identifying-and-meeting-local-skills-needs-to-support-growth/local-skills-improvement-plans-lsips-and-strategic-development-funding-sdf
https://www.gov.uk/government/publications/identifying-and-meeting-local-skills-needs-to-support-growth/local-skills-improvement-plans-lsips-and-strategic-development-funding-sdf
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Incentivising skills: the Government provides significant and important support for capital 
investment and for R&D via the Super Deduction, offset against corporation tax, and through 
R&D tax credits for innovation. These forms of corporate tax relief help to redress the fact 
that the UK suffers from a chronic problem of under-investment in the private sector in 
general (though much less so in manufacturing).128

This has been a long-standing and problem within the UK economy, stifling growth in 
productivity and wages, and has only been made worse through the impact of the pandemic 
and energy crisis.

These forms of tax relief are well-calibrated in that they are focused on incentivising 
behaviour which is known to promote economic growth through boosting total factor 
productivity (TFP), which is achieved through innovation, automation and investment in 
machinery, among other factors. They are therefore better targeted fiscal measures than 
reductions in corporation tax.

However, another factor which is known to improve productivity and growth other than 
capital investment and R&D is skills. Part of the UK’s productivity puzzle is the fact that 
employers have over the medium to long term failed to invest in upskilling British workers 
to perform tasks more effectively and efficiently. This has in turn fed through into stagnant 
wages.

It should be noted that manufacturers are on average more effective at R&D, capital 
investment and upskilling than services sectors, since their business models tend to rely on 
both machinery and skilled workers. However, there is no recognition within the UK tax code 
for provision of skills in the way there is for capital investment and R&D.

Clearly there is a risk that employers might abuse any fiscal incentive to provide skills, or 
would claim tax relief for upskilling activity which they might be doing anyway (i.e. a dead 
weight). However, given the widely reported and accepted reality of the UK skills gap, and 
the structural difficulties facing manufacturing established earlier in this report, the CSJ 
recommends that the Government should consult on the implementation of a Skills Tax 
Credit, modelled on the tax relief for R&D.

In order to contain costs, there is a case to be made that a Skills Tax Credit should be focused 
specifically on the manufacturing sector.

Recommendation 18:

• The Department for Education (DfE) and HM Treasury should consult on the 
implementation of a Skills Tax Rebate modelled on the Annual Investment 
Allowance, deductible against corporation tax. If desired, this could be restricted to 
the manufacturing sector.

128 www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/businessinvestment/januarytomarch2021revisedresults

https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/businessinvestment/januarytomarch2021revisedresults
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