In association with:

EARS
CKING
uk '2’ AKERS

The Manufacturers’ Organisation

EXECUTIVE SURVEY 2022
HARNESSIINIGRFAG T
ANDERIESIIINIEINIC

- e > B =]

b e |

=

MakeUK.org ' .



SGHMENTS

CONTENTS

EXECUTIVE SUMMARY

KEY STATISTICS FROM 2021

PART 1: FUTURE FOCUS AND OPPORTUNITIES

- MANUFACTURERS' VIEWS ON THE YEAR AHEAD

PART 2: IN 2022 MANUFACTURERS ARE GOING GREEN,
SECURING SKILLS AND ADAPTING TO CHANGE

KEY STATISTICS FOR 2022
PART 3: CONCLUSION
PwC VIEWPOINT

ABOUT MAKE UK AND PwC

EXECUTIVE SURVEY 2022

14

24

25

26

27



EXECUTIVE SUMMARY

EXECUTIVE
SUMMARY

The last two years have been a rollercoaster for UK manufacturers who have ridden the troughs
of a severe loss in output to record lows, followed by a rebound in demand which has seen
them reach record highs. While clouds remain on the horizon, not least in the form of the
recently emerged Omicron variant of Covid-19, as one of a few sectors of the UK economy that
remained open throughout the Covid-19 pandemic, UK manufacturers have already proved their
resilience and agility beyond any measure helping keep the lights on, putting food on the table,
and keeping the UK economy moving. Will 2022 bring more stable conditions and will they have
some breathing space to take a longer-term view of the economy and their business?

The positive news is that demand is set to stay strong,

and the outlook for growth in, and exports to, all the major
markets is positive. Latest forecasts are for growth in
2022 of approximately 6%. The other positive story is that
manufacturers are set to rapidly step up their move towards
net zero, around a third of manufacturers attribute COP26
to a move to accelerate their plans to transition to net zero.
In addition around two thirds of manufacturers say that in
2022 their business will focus more on net zero - with half
of companies saying they will invest in green technologies
and energy efficiency measures.

These investments are a concrete illustration
that manufacturing and engineering will be part
of the solution to the big societal challenges we
face including climate change.

However, the next twelve months will also bring a
continuation of the challenges that manufacturers are
facing - especially those that have been in the spotlight

over the last year, namely access to talent and supply chain
disruption. Manufacturers told us the biggest risk to their
companies was access to domestic labour and skills, the
top indicator in this survey. In order to meet this, two thirds
of companies say that upskilling or retaining existing staff is
their main priority, and encouragingly, almost half say they
plan to invest in apprenticeships. The second biggest risk to
companies was seen as significant upward pressure on input
costs. While some factors impacting on this are global, such
as increased energy and shipping costs, other factors are
self-imposed, such as the increases in National Insurance
and Corporation Tax.
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This combination is creating a perfect storm of inflationary
pressures for manufacturers which, combined with the

level of debt many accrued during the pandemic or through
the various business interruption loan schemes, is placing
severe pressure on business models. Given the low inflation
environment which has existed for some time, many
manufacturers will not have built their business models on
the basis of inflation at 10% plus or even higher. Given there
is increasing evidence that such pricing is now being built in
there seems little prospect of an easing of cost pressures
anytime soon.

Overall, however, given the impact of the pandemic and the
disruption caused by the decision to leave the European
Union, manufacturers are looking to the future with a level of
confidence that might not have been foreseen a year ago.

This Executive Survey 2022 demonstrates with
the rapid adoption of new technologies and
investment in people, the role of the sector at the
heart of the UK economy’s recovery is now as
clear as it has been for some time. The time to
back UK manufacturing is now.
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PART 1: FUTURE FOCUS AND OPPORTUNITIES — MANUFACTURERS' VIEWS ON THE YEAR AHEAD

PART 1:

FUTURE FOCUS AND
OPPORTUNITIES -
MANUFACTURERS’ VIEWS
ON THE YEAR AHEAD

CONDITIONS FOR INDUSTRY SET TO IMPROVE

This year, partly in response to the global pandemic, the
Chancellor of the Exchequer raised taxes by £40 billion, put
the tax burden on a path to exceed 36% of national income,
and allowed public spending boosts to take the state back

to a size not seen since the early 1980s. While companies

rev their engines to escape the Covid mire, their wheels
slipping in labour shortages and supply chain problems, rising
Corporation Tax and National Insurance contributions have
made road conditions extra difficult.

Yet not all is doom and gloom. Despite many challenges
across the past 12 months, UK manufacturing companies hit
a record high level of output and orders growth in the second
and third quarters of last year, as growth surged in response
to the UK and overseas economies continuing to reopen

and bounce back after their respective Covid-19 lockdowns.
Having seen a brutal 10% decline in output in 2020, the sector
is now set to recover almost all of that loss by the end of
2021, with growth based on a surge in both domestic and
overseas orders for UK-made goods.

Make UK members are increasingly optimistic too. Almost
three-quarters (73.1%) of surveyed firms expect conditions
for their industry to improve overall in 2022. That includes
almost a quarter of manufacturing firms (23.8%) who believe
2022 will see a significant improvement in conditions for
their subsector. More (49.3%), however, expect a more
moderate improvement for the industry. Just 7% of firms
expect a decline in conditions, and none expect that decline
to be significant, with all saying it will be moderate.

As for expectations about the UK economy, firms are

still very optimistic overall, albeit a little more restrained.

A total of 55.2% of manufacturers are optimistic about
improving economic conditions (11.8% expect significant
improvements; 43.4% expect more moderate improvements),
and 18.9% anticipate that conditions will remain roughly the
same. However, 22.4% expect some worsening of conditions,
while a further 3.5% expect that worsening to be severe.

Chart 1: Conditions for manufacturers are set to improve in 2022

Remain the same

B Moderate improvement

M Significant improvement

Conditions in your
industry

Global economic
conditions

Economic conditions in
the UK

Source: Make UK / PwC Executive Survey, 2022
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Good news for those who trade internationally, firms All'in all, most manufacturing firms are looking forward to
expect global conditions to fare a little better: 2022 and say things are looking up.

"\ sav eV ExpecT OPPORTUNITIES TRUMP
15,419, SIGNIFICANT IMPROVEMENTS RISKS I" 2022

IN GLOBAL BUSINESS
CONDITIONS IN 2022

Whilst governments aren't solely responsible for generating
economic growth, they can create the necessary conditions
and business environment to stimulate growth. Thankfully,
AG.3% EXPECT MODERATE the UK has a world-leading private sector and many
IMPROVEMENTS advantages, including a skilled workforce, excellent legal and
financial institutions, a safe and steady political environment
(generally), consistent and predictable weather conditions, the
English language, and a sweet-spot time zone.

A TOTAL OF
\ With such solid foundations to start from, it is no surprise
BELIEVE THINGS so many UK manufacturers expect opportunities to trump
168:5% WILL STAY THE SAME the risks they may face in 2022. Almost three-quarters of
manufacturers surveyed say the opportunities to succeed
outweigh the risks faced by their company this year. Of the
total, nearly 30% (28.2%) strongly agree with that statement.
SOME

\

EXPECT SOME DECLINE
1810% €T SO ¢ OF COMPANIES AGREE THAT

IN GLOBAL CONDITION
6Lo co ONS 0/0 THE OPPORTUNITIES WILL
OUTWEIGH THE RISKS IN 2022

JUST
]
OF FIRMS EXPECT THE Moreover, 45.2% of firms agree that the UK will be a
ﬂD GLOBAL SITUATIONTO competitive location for their manufacturing activities in 2022,
SIGNIFICANTLY WORSEN while a further 17.5% strongly agree. By contrast, only 3.5%

strongly disagree and 9.2% moderately disagree.

Chart 2: The UK remains a competitive base for manufacturing in 2022

M Strongly agree M Agree Neither agree nor disagree M Disagree M Strongly disagree

The UK will be a competitive
location for our manufacturing
activities in 2022

SVAZS 3.5%

The opportunities to succeed
outweighs the risks faced by my
company in 2022

7.5% 1.3%

Source: Make UK / PwC Executive Survey, 2022
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However, despite so many firms seeing the UK as a great
place to do business, relatively few are planning to replace
international suppliers with British suppliers. Some 15.8%
are strongly planning to and a further 18.9% are planning
to, but most (39.9%) are planning no change, while 18% say
they are not planning to and 7.5% are definitely not planning
to replace international suppliers with British suppliers.

On a similar theme, when asked if their company will look
to move some or more of their production back to the

UK in the coming year, 14.9% strongly agreed with the
statement and 16.2% agreed. Yet 43.9%, the vast majority
of those surveyed, said they neither agree nor disagree,
perhaps indicating a wait-and-see approach. By contrast,
12.7% disagreed and a further 12.3% strongly disagreed,
suggesting they are definitely not looking to move some or
more of their production back to the UK in 2022. If reshoring
and redomiciliation are priorities for the Government, it is
clear from these results that UK businesses still need to be
convinced.

Perhaps the biggest issue facing business right now is
climate change. On the vital question of the transition to net
zero, the response has been very encouraging. A whopping
43.4% of UK manufacturers said they will prioritise net zero
this year, in addition to 20.6% who said it will be a strong
priority for their business. Some 25% have yet to make up
their mind. Only 7.5% of UK manufacturers did not agree
that focusing on net zero will be a priority for their business
over the next year, and just 3.5% strongly disagreed that
transitioning to net zero carbon emissions will be a target
for their firm in 2022.

Concerningly, a sizeable majority of businesses reported
that the impending rules on customs and the changes to
product labelling that have resulted from the UK's exit from
the EU will be significant challenges for their business

in 2022. Almost a quarter (23.3%) say this will be a top
challenge for their business, in addition to one-third (32.9%)
who say it will be a challenge. A further 31% are unsure of
the impact just yet. Only 12.7% in total of firms surveyed
believe these changes will not pose a challenge for their
business, of which just 2.2% are very confident that the
customs and labelling changes won't impact their business
negatively. Clearly, there is still a lot to do to prepare British
manufacturers for these coming changes.
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At the time of writing, the new Omicron coronavirus variant
has just been detected in the UK. When asked whether the
impacts of the Covid-19 pandemic will be felt just as much in
2022 as in 2021, 20.6% of our respondents replied that they
strongly believe Covid-19 will cause just as many disruptions
and difficulties over this coming year as it has over the past
year. A further 32.9% agreed with that statement, while 31.1%
neither agreed nor disagreed. Just 10.5% disagreed, while a
mere 2.2% strongly disagreed.

PEOPLE, PRODUCTIVITY,
AND SALES ON THE UP

In many ways, the UK economy has been transformed over
the last two years as the evolution of our trading relationship
with the rest of the world beds in post-Brexit, combined with
the impact of the Covid-19 pandemic on every industry and
individual in the country. As the economy shows signs of
returning to normal, firms are looking increasingly optimistic
about the future. When asked what their expectations are for
the next 12 months, relative to the previous 12 months, the
manufacturing firms surveyed had the following to say:

- 15.8% anticipate a significant increase in permanent
employees within their firm;

- A very encouraging further 47.4% expect a moderate
increase in recruitment of permanent employees at their
company;

— 30.7% say their employment levels will stay the same; no
bad thing given the turbulence of the last two years;

— Only 5.3% expect a moderate decrease in permanent jobs
at their firm;

- Less than 1% say they will see a significant decrease.

In terms of temporary employees, things are looking equally
positive. A solid 10.1% of firms say they will see a significant
increase in the number of temporary employees they will
recruit over the coming year. Additionally, a little over a quarter
(26.9%), say they will see a moderate increase in the number of
temporary employees they recruit in the next 12 months. More
than half (52.4%) say they will neither increase nor decrease
their temporary staff numbers. Just 7% expect a moderate
decrease in numbers. Finally, 3.5% will see a significant
decrease in non-permanent staff numbers at their firms.
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Chart 3: Permanent employees, sales and productivity set to increase in 2022
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Source: Make UK / PwC Executive Survey, 2022

Despite a challenging economic environment, firms are also
looking positively to the future when it comes to UK sales.
Some 18% expect 2022 to be a bumper year for their firm.
A further 61.4% expect a moderately positive increase in
domestic sales. A total of 17.5% believe no change will take
place for their sales numbers, either negative or positive.

A mere 1.8% say UK sales will decline moderately, while just
1.3% say they will suffer a significant decline in UK sales.

Export sales to EU markets are also looking good overall, with
16.8% of British manufacturers anticipating a big increase in
exports to the EU over the coming year and a further 33.6%
expecting a smaller increase. Some 41.2% say sales to the EU
will stay steady. Just short of 5% (4.9%) say they are expecting
a small decline in EU sales, while 3.5% say they will see a
severe decline in sales numbers to the EU.

Export sales to non-EU markets look equally bullish: 15.8%

of British manufacturers anticipate a big increase in exports
to non-EU markets next year and a further 37.3% expect a
smaller increase. This compares with 42.7% who say sales to
non-EU countries will remain steady. Just 2.7% say they are
expecting a small decline in non-EU sales, while only 2.2% say
they will see a severe decline in sales.

After a challenging few years of stockpiling ups and downs
and supply chain disruptions, it would be understandable

to expect firms to be struggling on the financial front, and
indeed many are. However, the signs for recovery are looking
promising as we enter the new year and, hopefully, a return to
more normal business conditions. Of the companies surveyed,
15.8% report very positive cashflow expectations for the
coming year, on top of 39.9% who expect a more moderately
positive year ahead. Almost one-third (32.5%) say their firm’s

EXECUTIVE SURVEY 2022

40 60 80 100

cashflow will remain in a steady state. However, almost one
in ten (8.8%) of firms expect a challenging year, and a further
3.1% believe their cashflow will take a severe hit this year.

Consequently, investment intentions are also looking
promising overall. One in five (20.2%) firms plan significant
investments over the next year, many of which will have been
postponed during the pandemic. A further one-third (33.8%)
say some investments will take place, compared with 38.2%
who plan no change. Only 4.4% of firms expect moderate
cuts to their investments, while 3.5% expect to have to make
significant investment cuts.

This comes on the back of improved profit margin
expectations for the coming 12 months, whereby 11% of

firms are anticipating a big boost to profits in 2022. Another
39.5% expect some increase in profitability. A little over a
quarter (26.6%) say profit margins will stay roughly the same.
One in five (20.6%) say their profits will take a slight hit, and,
thankfully, just 2.6% expect their profits to decline significantly.

It is no wonder, then, that most firms expect their productivity
to improve over the coming year. As a famous economist, the
Nobel Prize winner Paul Krugman, once said, “Productivity isn't
everything, but in the long run it is almost everything.” Some
17.7% of surveyed firms expect their productivity to increase
dramatically over the coming year on the back of improving
business conditions overall. In addition, a whopping 60.2%

of manufacturers expect moderate improvements to their
productivity performance. Just shy of one in five firms (19.0%)
report that their productivity will remain consistent. Only 2.7%
of firms surveyed believe their productivity will decline, albeit
slightly, while a mere 0.4% say their productivity will see a
sharp decrease.
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TALENT AND TECHNOLOGY ARE PRIORITY INVESTMENTS IN 2022

UK manufacturing is a high-skill sector. Manufacturing
companies in this country pay significantly higher wages
than the national average and Make UK members are
often at the cutting edge of innovation. Our survey results
confirm that investing in talent and technology are key
priorities for firms in 2022.
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Apprenticeships: A total of 44.7% of firms say they

are planning to recruit apprentices within the next 12
months, while a further 19.7% say they plan to within
the next 24 months. An additional 17.5% do not yet have
plans to but say they are considering doing so. Just 18%
of UK manufacturers definitely do not plan to hire any
apprentices in the next two years.

EXECUTIVE SURVEY 2022
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Wider training programmes: In addition to apprenticeships,
other training programmes are proving popular too, with
51.3% of manufacturers saying they will recruit people for
non-apprenticeship training programmes within the next 12
months and a further 15.8% saying they will do so within the
next two years. And only 16.2% of manufacturers say they
have no firm plans yet but are considering recruiting extra
people for all their training programmes. Just 16.7% say they
do not have plans to hire people on training programmes
within the next two years.
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Retraining existing staff: Upskilling and retraining existing
staff is also something many businesses are planning on
investing in this year. In fact, 67.1% of manufacturers have
made plans to do so in 2022, while a further 14.9% plan to
do so in the next 24 months. A smaller percentage, 10.5% of
businesses surveyed, say they do not yet have plans but are
considering investing in upskilling and retraining of existing
staff, while a tiny minority, only 7.5%, definitely will not do so
within the next two years.
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Chart 4: Investment in people, products and tech are planned for 2022

Upskilling or retaining existing staff

New product development
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Digital technologies (e.g. automation, Al, additive manufacturing)
Apprenticeships

Expanding ‘service’ based activities

Reshoring/on-shoring overseas activities

Source: Make UK / PwC Executive Survey, 2022 % 0

With so many companies planning on new investments in
their staff, it is pertinent to ask how many businesses are
planning to reshore or onshore some or all of their overseas
operations and activities to the UK. Interestingly, 18.9% of
respondents say they definitely plan to do so over the coming
year, while a further 16.7% will do so within the next two years.
In addition, 12.7% are considering reshoring or onshoring
overseas activities but have yet to decide. An overall majority,
51.8%, definitely do not plan to reshore or onshore any of their
overseas activities to the UK in the immediate future.

As well as investments in labour, many
manufacturers are planning investments in
technology to improve or grow their business.

no
no
no

~

Digital technologies and techniques: Just short of half of
all businesses surveyed (44.7%) have made concrete plans
to invest in automation, artificial intelligence (Al), additive
manufacturing or other forms of digital technologies over
the next year. Another 19.7% of firms plan to do so if not
next year, then the following year. On top of this, 20.6% of
manufacturers say they are considering doing so but have
not yet made a final decision. Only 14.9% of manufacturers
surveyed do not plan to invest in new digital technologies
within the next 24 months.
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Capital equipment: Investment in other capital equipment is
also on the agenda. More than half (54.4%) of all firms will
invest in capital equipment next year and another 20.6% will
do so the following year. An additional 15.4% of manufacturers
are considering investments in capital equipment. Just 9.6%
have made up their mind not to do so next year or the year
after.

T

Green technologies: Regarding the transition to net zero,
this appears to be a top priority for many manufacturers,
with 49.1% of firms saying they plan investments in green
technologies or energy-efficiency measures over the next

12 months and a further 21.5% saying they will make these
investments within the next 24 months. On top of this,
18.4% of manufacturers are considering investments in
green technologies or energy-efficiency measures, while just
11% do not plan to make any investments in these areas.

These investments may be the result of the huge number

of firms who plan to develop new products next year. A
significant 60.1% of manufacturers surveyed said they will be
developing new products in 2022, in addition to 10.5% who
want to do so over the next two years. Furthermore, 14% of
firms are considering developing new products, while just
15.4% are content with their current range and will not aim

to develop new products in the immediate future.
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On a similar theme, 30.3% of businesses surveyed plan to
expand service-based activities to complement their existing
product and services ranges. Another 18% will do so within the
next 24 months, while 11.8% are considering doing so but are
yet to make a final decision. Nevertheless, 39.9% of firms do
not plan to add new service ranges to their existing portfolio
any time soon.

DOMESTIC RISKS TEND TO
DOMINATE IN 2022, WHILE
BREXIT CONCERNS REMAIN

The best businesses are adaptable and resilient. They need to
be in order to survive and thrive. New challenges and threats
emerge all the time.

35.7% OF FIRMS

SURVEYED FOR THIS REPORT

EXPECT (v BIGGEST RISKS

IN 2022 bIFFERENT crom rrost
FACED IN 2021

Delays at customs owing to impending new rules

(shipping and/or receiving) are seen as the biggest risk to
manufacturing by an overwhelming 37% of respondents. Even
without the impending changes, 30.7% of firms say they will
face major challenges next year just based on the current
difficulties their goods face when being imported and/or
exported through customs clearance. Insufficient capacity
owing to increased admin around processing and dealing with
customs requirements is a risk anticipated by 15.4% of firms
surveyed. The fear of increased trade protectionism in export
markets is also a pressing concern for 19.3% of firms.

In a sign of the effect Brexit is having on British industry, the
increased cost of meeting EU regulations, such as the REACH
directive, comes in second highest on the list of expected
challenges this year according to 28% of UK manufacturers.
Adding to the impact of changes that have resulted from
Brexit, access to domestic labour and/or skills in the contest
of a more restrictive UK immigration system is joint second
on the list for 57.5% of respondents. Unsurprisingly, access
to labour and/or skills from outside the UK comes next with
15.4% citing it as a top concern.

EXECUTIVE SURVEY 2022
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Chart 5: Domestic risks creep up, while risks associated with leaving the EU remain
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Source: Make UK / PwC Executive Survey, 2022 % 0

Insufficient Government financial support is also a major
concern for manufacturers next year, with 19.3% listing it as
a concern. Increased incidents of their company’s own debt
was cited by 11.8% of respondents as a concern, while 17.5%
cited increased incidents of their suppliers’ or customers’
debts. Increased late or extended payment terms was listed
as a risk for exactly a quarter (25%) of manufacturing firms
in our survey. Significant movement in exchange rates

was cited by 17.5% of firms as a concern, and 48.7% listed
upward pressures on costs as a fear, though just 40.8% said
the increased cost of doing business is a risk they anticipate
next year.

Financial concerns are followed closely by threats to
cybersecurity, which was listed by 14.5% of manufacturers
as a major worry.

Political instability — for example, a change of Prime minister
or an election — is concerning for 16.2% of manufacturers,
but of equal concern is the threat that a new Covid-19
lockdown might at some point be deemed necessary. At the
time of writing, the new Omicron coronavirus variant has just
been detected in the UK so, perhaps unsurprisingly, 34.2%

of manufacturers list the potential for new local or national
lockdowns as a potential threat to their business in the
coming year.
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MANUFACTURERS ARE
PUTTING IN PLACE PLANS
TO MITIGATE TOP RISKS

The Covid-19 outbreak has underlined the importance of the
UK's industrial base to maintaining our national prosperity
and well-being. Through ingenuity and innovation, UK
manufacturers have been at the forefront of the national
effort to tackle the pandemic. Automotive makers switched
to building ventilators for the NHS; clothing and textile
companies repurposed to make medical gowns and face
masks. Food and drink factories made hand sanitisers and
helped to ensure our household supplies continued. British
manufacturing is operating at the cutting edge of science and
technology, whether by using the latest 3D printing techniques
to produce critical components for medical equipment or by
working at speed to produce the medicines and vaccines we
urgently need.

Having learned many lessons from the global pandemic,
manufacturers are now putting in place plans to mitigate their
top risks. The primary concern is placing greater focus on
controlling costs, which 51.5% say is a key priority. Next on the
list, at 45.6%, is recruiting new/extra skills, while protecting
against cyberattacks and diversifying products and services
into new markets are joint third (36% each). Relatedly, 31.3%
of firms say they will be taking action to identify new suppliers
to replace existing suppliers in the UK this year, and 29.1%
plan to identify additional suppliers in the UK.

12
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Chart 6: High-priority strategies adopted by manufacturers to mitigate risks
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Source: Make UK / PwC Executive Survey, 2022 % 0

While readers might have expected the end of stockpiling,

it seems the experience of the last few years has induced

a permanent behavioural shift among the firms surveyed.
Some 29.8% say they will increase stocks of components/
raw materials as supply chain disruptions continue to cause
considerable anxieties for UK manufacturers. Almost a quarter
of manufacturing firms (24.1%) are taking action to review or
shorten their supply chains, having learned valuable lessons
about vulnerabilities and resilience in recent years, and

22.1% say they will review and/or engage with their logistics
providers for similar reasons. Building supply chain resilience
through M&A/Vertical Integration is a priority for 18% of firms,
though 52.6% say it is a low priority, signalling that they see
other alternatives as more appropriate.

Bringing production capacity to the UK (re- or onshoring) is a
priority for 22.8% of firms, but many more (46.5%) say it is a
low priority for them. Boosting production capacity outside the
UK is a key aim for 18.9% of British manufacturers this year,
though for 59.6% it is not.

On the back of the shift to remote working that the
Covid-19 pandemic forced on so many businesses, 26.4%
of manufacturers say they plan to look at adopting new
technology/cloud-based solutions within their business.

IS ‘RESHORING’ A THING?

However, more than one-third (33.9%) do not see this as a
priority for 2022.

In terms of the things that are of least concern to businesses
this year, 65.8% of UK manufacturers say reviewing or
introducing hedging strategies are of low priority for them.
Next on the list is taking out insurance to protect against

bad debt (trade credit insurance), which 60.8% of firms say
is not a key concern for them at the moment. In third place
on the list of low priorities is creating new or additional
production capacity outside the UK (59.6%), though reviewing
finance arrangements with banks trails closely behind at
55.7%, followed by the aforementioned building supply chain
resilience through M&A/Vertical Integration (52.6%).

It is clear from these figures that Brexit and the global Covid-19
pandemic have had a scarring effect on the mentality of many
businesses, which are traumatised by the ongoing delays

and disruptions to their supply chains. In the medium to long
term, however, the behavioural shift we are witnessing, and

the possible death of the just-in-time supply chain business
model, may be a good thing for British manufacturers who are
now developing ways to ensure they are more resilient and less
exposed to unforeseen international risks in future. This will
hopefully strengthen British businesses for years to come.

The disruption caused by Brexit and the pandemic mean the question of whether to reshore is now very much on the
agenda for British manufacturers and the British Government. Supply chain disruption and supply chain resilience has
now become an increasing part of the narrative for manufacturers, whose networks were exposed during the early part
of the pandemic as a lack of freight capacity and myriad lockdown policies in respective countries resulted in substantial
challenges for firms that needed to access critical components. Our survey results show that almost one in five (18.9%)
of UK manufacturers say they plan to reshore some or all of their overseas operations to the UK within the coming year. A
further 16.7% plan to do so within the next two years. In addition, 12.7% are considering reshoring or onshoring overseas
activities but have yet to decide, while 14.5% of manufacturers say they expect at least one major customer to exit the UK
and offshore elsewhere over the next year. However, 51.8%, the majority overall, do not plan to reshore or onshore any of

their overseas activities to the UK in the immediate future.

EXECUTIVE SURVEY 2022
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GOING GREEN: THE TRANSITION TO NET ZERO BEGINS

2021 was a milestone year. Following the Paris Agreement,
when countries across the world agreed to step up their net
zero ambitions, the spotlight was officially on the UK as it
hosted the UN Conference of Parties (COP26). This provided
a time for UK manufacturing to shine and demonstrate that

it is part of the solution to net zero, and not the problem.

The UK manufacturing sector has a key part to play in the
transition to a net-zero carbon economy, not only by cutting its
own greenhouse gas emissions, but also and more crucially
through the innovative products, processes and services that
will become an integral part of the green industrial revolution.
Manufacturers’ net zero journey has definitely begun.

Almost half (49%) of manufacturers report that they are
planning to increase investment in green technologies and
energy-efficiency measures in the year ahead, with a further
one in five (21%) saying that while they may not in the next
12 months, they will do so in the next 24 months. Only one
in ten (11%) report that they have no plans to invest in green
technologies. Investing in green technologies will be crucial
not just to the success of the sector’s transition to net zero,

but also to helping develop the products and services that will
support the wider economy to meet that all-important 2050
net zero target.

OF MANUFACTURERS SET
TO INCREASE INVESTMENT
IN GREEN TECHNOLOGY IN
2022

9%

The focus on going green in 2022 is apparent, with almost
two-thirds (64%) of manufacturers agreeing that 2022 will
see their business focus more on net zero, and this is evident
from the increased investment in green technologies that
manufacturers have planned.

The events of 2021 are driving some of this increased attention
to the green agenda. One-third of companies reported that
COP26 has accelerated their plans to transition to net zero.

Chart 7: The events of 2021 will spur on green investment in 2022

m My company has accelerated its plans

COP26

New UK-EU trading
arrangement

Covid-19 pandemic

Source: Make UK / PwC Executive Survey, 2022
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M It has set my company’s plans back

M No changes to my company’s plans
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But it's not just the action and announcements from COP26
that are putting net zero into boardroom discussions; the UK’s
full departure from the EU and the Covid-19 pandemic have
also led to companies fast-tracking their plans. Resilience
was a key theme of 2021, and it appears that this theme is
continuing in 2022 and includes climate change resilience. It
is the right time for manufacturers to identify climate-related
risks, as they look to re-evaluate their businesses post-Covid
and to build greater resilience into their businesses to help
mitigate the risks, such as supply chain disruptions, price
risks, product risks and those linked to external stakeholders
such as investors and legislators.

Manufacturers are acknowledging that they need to prepare, but
they can and should take further steps to prepare more robustly
for the changes that could occur owing to climate change. For
example, climate-related reporting will have to be transparent to
inspire investors’ confidence in the sustainability of the business.

Rethinking their businesses as they continue to recover

from the pandemic represents a major opportunity for
manufacturing companies, to make them resilient and fit for
the future, as does the new Trade and Cooperation Agreement.

"https://carboncredits.com/cop26-global-carbon-market-deal-reached/
20CED, Global Outlook on Financing for Sustainable Development 2021 : A New Way to Invest for People and Planet, 2020
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By embracing new green and digital technologies, products
and services, manufacturers of all sizes will be providing the
solutions and products for a low-carbon, sustainable and
internationally competitive UK manufacturing sector.

Our survey also reveals a strong sentiment to create
environmental improvements across the manufacturing
sector. Manufacturers ranked recycling, resource use and
carbon emissions as the highest areas on which their
companies will focus to make significant positive changes
over the next one or two years. In terms of moderate
improvements, waste and energy consumption are top
priorities, with recycling and resource use closely behind.

The companies that will have the most success delivering
financial returns while ensuring environmental stewardship
—and thus ensuring that sustainability delivers positive
returns— need to embed the goals of decarbonization and net
zero into their organizational culture, innovation architecture,
governance and reporting systems, and overall purpose. By
making bold changes to their business, operating models and
approaching the green agenda as an investment that creates
value and drives improved results in the short and long term,
rather than as an initiative that imposes higher unwanted
operating costs.

Chart 8: The potential for environmental improvements within manufacturing firms

%

M Potential for moderate improvement

B Potential for significant improvement

80 —
70 —
60 —
50 —
40 —
30 —
20 —
10 —
O —
\ \ \ \ \
Amount of Amount of energy Amount of Amount of Amount of carbon Amount of Amount of Amount of
waste e.g. Using consumption resource use e.g., recycling e.g. Using emissions e.g., pollution e.g. biodiversity water usage
limited packaging e.g., Considering Adopting efficient recycled inputs Investing in an Using eco-friendly harm e.g. Using e.g., Engaging
materials the supply chain manufacturing into production to energy efficient products across biodegradable with water use
impact, or using processes create a circular fleet all areas bags and products companies to
renewable energy economy model in canteens for create efficiencies
sources example
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SECURING SKILLS: STRATEGIES TO RECRUIT AND RETAIN

Holding on to skills remains a key business priority for 2022,
and this high priority comes as no surprise given the concern
manufacturers have around people and skills leaving not just
their businesses, but also the wider manufacturing sector, in
the year ahead.

The overwhelming majority (87%) of companies report that
they are concerned about skills leaving their business, with 86%
concerned that skills will be lost from the sector entirely. With
the latest national statistics reporting that 39% of vacancies in
manufacturing remain hard to fill owing to skills shortages, it is
easy to see why we are seeing such widespread concern.

OF MANUFACTURERS ARE
CONCERNED ABOUT SKILLS
LEAVING THEIR BUSINESS

E1/%

ARE CONCERNED
ABOUT STAFF
LEAVING

5%

ARE WORRIED THAT
SKILLS WILL BE LOST
FROM THE INDUSTRY

B4%

ARE CONCERNED THAT
PEOPLE WILL LEAVE THE
MANUFACTURING INDUSTRY

BE%

Companies are taking a range of actions in a desperate bid
to hold on to the talent they have. This includes measures
around pay, with 65% increasing basic pay to retain skills
and 38% increasing wider remuneration packages, such as
overtime and shift pay, and 11% offering retention bonuses.

But it's not just about money. Manufacturers are ensuring
that they are investing in training for their staff, with

58% citing this as a means to retain skills, half reporting
succession planning and career development plans, and

one in five (22%) undertaking competency frameworks,
which can help support potential career progression for
their employees. This comes on top of almost six in ten
manufacturers already committing to take on an engineering
or manufacturing apprentice in the next 12 months.?

In addition, offering greater flexibility is a key policy for
holding on to people in the year ahead, as manufacturers
learn lessons from the pandemic with regard to operating
remotely. Half of manufacturers are offering flexible working
as an attraction and retention tactic.

Business leaders across industries increasingly acknowledge
that a focus on diversity, inclusion, wellbeing, and workforce
engagement can help improve competitive edge. Offering
flexible working where possible can help achieve these
ambitions as well as helping firms attracting new talent.

Manufacturers need to continue to communicate the
opportunity and excitement of working in their industry. More
and more individuals are invested in the Environment, Social
and Governance (ESG) agenda and pursue purpose as much
as salary and seek to make a difference and that messages
needs to be amplified for the industry.

Chart 9: Pay and progression key to retaining staff in 2022

Increasing basic pay

Investing in training for staff

Succession planning and career development

Offering flexible working (Inc. Homeworking / hybrid working)

Focusing on Wellbeing and related support

Improving internal communication channels

Investing in training for people managers

Undertaking pay benchmarking

Increasing other remuneration benefits (e.g. overtime, shift pay, bonuses)
Implementing competency frameworks

Offering a flexible benefits package (e.g., employee chooses benefits to suit them)
Offering retention bonuses

Implementing and committing to an EDI strategy

Other, if other please state

Source: Make UK / PwC Executive Survey, 2022 % 0

SMake UK Retain, Recruit, Revise — Apprenticeship Levy 4 Years On, 2021.
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Chart 10: Flexible working arrangements differ among production and non-production staff

W Non-production staff B Production staff

Individualized hours or shifts

Part-time working

Flexi-time

Unpaid leave

We do not offer any flexible working practices
Banked hours

Agreement to not work overtime

Regular remote working (e.g., from home)
Compressed hours

Job share

Career breaks

Non-guaranteed hours contracts (e.g., zero hours)

Other
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Source: Make UK / PwC Executive Survey, 2022 % 0 10 20 30 40 50
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ADAPTING TO CHANGE: A POST-COVID, POST-BREXIT WORLD

2021 was a tough year for industry, driven in part by structural
changes towards onshoring, but in the main it was adversely
affected by the Covid-19 pandemic. Demand reduction,
especially in the manufacture of transport equipment, marked
out a period of volatility.

Many manufacturers remained open but with reduced
headcount because of the need to social distance. Depleting
order books, as global demand declined, meant manufacturers
had to look for other ways to improve conditions. Many
manufacturers sought to overcome these challenges by
diversifying their products — some looked at manufacturing
PPE or other in-demand goods, and other manufacturers
considered exporting to new markets. 2022 looks set to be
the year manufacturers fully adapt to change, whether this is
adapting to changes in the way they operate their workplaces
and workforce’s post-pandemic or adapting to the quite
considerable changes following the UK'’s full departure from
the EU.

Manufacturers have had to adapt to a changing landscape
over the past 12 months. Last year was difficult economy
wide, but specifically for manufacturers, who have not only
grappled with a new trading relationship with the EU but
have also dealt with difficulties across their supply chains
and have had Covid-19 recovery to contend with. Yet, even
with these challenges, the manufacturing sector continues to
demonstrate its agility and resilience. This ability to adapt to
an ever-changing landscape — but not just ever-changing; in
some instances, ever-challenging — demonstrates the strength
in the sector.

The pandemic has proved to be very problematic for
manufacturers. For many sectors in the economy, large
swathes of the workforce were told to work remotely, and
although this was troublesome to deal with initially, a new
way of working was found. For manufacturers, where large
proportions of the workforce are production staff, dealing with
the pandemic was far tougher. Thankfully, manufacturers were
able to remain open during the multiple lockdowns, although
they had to reduce headcount on site to ensure ample social
distancing. This required manufacturers to open longer and

to alter shift patterns so output could remain high while
headcount on site could stay low to help prevent the further
spread of Covid-19.

Although the vaccine roll-out has been a success, and despite
large swathes of the workforce returning to the workplace,
six in ten (58%) manufacturers agree that Covid-19 will have
a similar impact in 2022 as it had in 2021, and, as highlighted
earlier in this report, potential national lockdowns are still

in the back of many manufacturers’ minds. This further
demonstrates the need to remain agile and fleet of foot as,

EXECUTIVE SURVEY 2022

although the vaccine has quelled some concerns around
Covid, the pandemic is far from over, and manufacturers are
acting cautiously and adapting to the continuing new ways of
working.

2022 will still be a year in which manufacturers will be
hampered by Covid-19, and they will need to alter their ways
of working in order to continue to grow. Manufacturers have
for the past year looked at ways to remain open in safe and
secure ways while keeping output high; this will be no different
in the year to come. As expected, some plan to bring back all
of their workforce to work from site again while others plan to
continue to offer a hybrid model for staff:

OF MANUFACTURERS SEEK
TO BRING BACK ALL STAFF
TO THE WORKPLACE; AND

£V Y

OF MANUFACTURERS HAVE

PUT IN SHORT-TERM PLANS
FOR WORKERS TO REMAIN
OPERATING IN A HYBRID MODEL

2E3%

A further 24% of manufacturers plan to readdress working
conditions at the end of the year, although there is a strong
feeling within the sector that the sooner all members of staff
who want to return to the workplace can, the better. Other
manufacturers, on the other hand, have an opposing view,
with 13% planning on closing some of their offices.

There’s no question that the pandemic has challenged

all businesses across the sector, but it has also offered
businesses the opportunity to accelerate digital
transformation and to experiment with alternative ways of
working, such as remote and hybrid.

Following the conclusion of the Trade and Cooperation
Agreement (TCA) between the UK and the EU in 2020, UK
manufacturers saw the single greatest change in how they
do business in the EU in more than four decades.

UK manufacturers have long been part of complex just-in-
time supply chains that spanned many Member States, with
component parts travelling seamlessly across borders several
times before the products were finally assembled and sold.
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The change has meant UK manufacturers have faced
many new requirements in how trade is conducted, not just
between the UK and the EU but also between Great Britain
and Northern Ireland. Despite the impact that Covid-19
continues to exert across the UK manufacturing sector, UK
manufacturers have needed to adjust, and throughout 2021
have reported challenges in dealing with the new trading
environment.

The obvious and ongoing issues affecting businesses have
centred on understanding and complying with new customs
paperwork and procedures for exports to the EU. This includes
associated considerations for export accounting and tax
rules, ensuring that goods exports meet Rules of Origin
requirements to retain tariff-free preferences on entry into the
EU, and making sure goods and products are correctly tested
and labelled for sale in the EU.

While UK manufacturers continue to be resolute and are
trading and working with our European partners with emerging
optimism that some of the processes are becoming more
‘business as usual’, 66% state that leaving the EU has
hampered their business. Only 29% believe that leaving the EU
has made little to no difference to their business. In 2021, if
some predictability has returned to European trade but not at
the levels seen in the years prior to 2020, this has come at a
higher cost and with longer delivery times.

The outlook for 2022 comes with further changes in the

trade arrangements, brought about by the next phase of TCA
implementation. These changes will affect the UK border, with
the introduction of full customs and administration controls

on goods arriving in GB from the EU, the change to the UK’s
IT platform for the administration of customs and related
documentation, and the requirement for full proof of origin
under Rules of Origin requirements to maintain tariff-free
access to the EU. During 2022, UK and international firms
will need to ensure that they will be ready for the product
labelling rule changes that are scheduled to be in full legal
effect from 2023.

In response, 56% of UK manufacturers state that
the impending changes to rules concerning UK
customs arrangements and the further planned
changes will present significant challenges to
their business.

The UK is at a crucial point as it defines its place in the global
trading environment. Having left the EU and now negotiating
its future trading relationship with its largest market, it is also
spearheading global trade strategies with other influential
trade partners to take advantage of new opportunities and to
eliminate barriers to trade.

The good news is that exporting is widespread in
manufacturing, with manufacturers selling to a wide range of
countries and through various mechanisms to bring real value
and benefits to their businesses. The international trading
environment has witnessed increased political tensions and
practical disruptions in recent years and is now adjusting
through the ongoing demand and supply disruptions to global
supply changes caused by the Covid-19 pandemic.

EXECUTIVE SURVEY 2022
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Chart 11: The UK's full exit from the
EU has been felt within manufacturing

Chart 12: Exports to US and EU set to pick up in 2022
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Source: Make UK / PwC Executive Survey, 2022

That being said, there are further changes to come, including
product labelling, along with further customs checks that will
have an impact on UK manufacturers moving into 2022. Some
56% of manufacturers state that the impending changes to
rules on customs and product labelling will present significant
challenges to their business. The coming 12 months are
envisaged to be equally as difficult as the 12 just past, with
manufacturers still coming out of an unprecedented pandemic
and also still adjusting to the new relationship with the UK’s
biggest trading partner. There are definitely opportunities on
the horizon, but 2022 will be a tough year for the sector.
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PART 3:
CONCLUSION

In many ways, the UK economy has been transformed over the last two years as the evolution of our

trading relationship with the rest of the world beds in post-Brexit, combined with the impact of the

Covid-19 pandemic on every industry and individual in the country. Despite many challenges across

the past 12 months, and potential new ones to come including the threat posed by Omicron and

potential other new Covid variants, the UK manufacturing sector remains the world’s workshop and this

country’s economic engine. Yet again in 2021, the sector demonstrated that being agile and resilient in

the face of uncertainty can lay the foundations for future growth.

This year’s Executive Survey shows manufacturing leaders
believe the opportunities in 2022 will trump the risks.

Yet, the next twelve months will also bring a continuation of
these challenges. Manufacturers told us the biggest risk to
their companies was access to domestic labour and skills.
Upskilling or retaining existing staff will therefore take on
increased priority this year.

The second biggest risk Executives identified is the significant
upward pressure on input costs. While some factors
impacting this are global, such as increased energy and
shipping costs, other factors can be addressed at home, such
as the increases in National Insurance and Corporation Tax.

Overall, however, given the impact of the pandemic and the

disruption caused by the decision to leave the European
Union, manufacturers are looking to the future with a level

EXECUTIVE SURVEY 2022

of confidence that might not have been foreseen a year ago.
From positive recruitment intentions, to increasing sales, to
improved investment intentions - the outlook for our industry
is more positive than for much of the wider economy. And this
year, manufacturers are looking to the future with a level of
confidence that might not have been foreseen a year ago.

Make UK's Executive Survey 2022 demonstrates with the
rapid adoption of new technologies and investment in people,
the role of the sector at the heart of the UK economy’s
recovery is now as clear as it has been for some time. In 2022
manufacturing leaders will be looking to build on the growing
importance of the UK’s industrial base to maintaining our
national prosperity, wellbeing, and economic growth. Through
investment in talent and technology, UK manufacturers can
support the Government’s ambition to level up different UK
regions, transition to net-zero, and bring life to the global
Britain vision.
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The last two years have been a rollercoaster for UK manufacturers. Business resilience
and agility has been tested by dual forces - a severe loss in output to record lows,
followed by a rebound in demand which has seen them reach record highs.

2022 will bring with it new challenges and ongoing uncertainty. However, there is still
optimism to be found, with the industry feeling much more positive as they look ahead.

The joint Executive Survey gets under the skin of this new
environment, identifying where the investment opportunities
lie and, specifically, how businesses will meet critical targets
along the way. It is clear that priorities include strengthening
the UK'’s industrial base in the UK, navigating the relationship
with the EU, addressing the skills challenges and developing
an agile and truly responsive manufacturing sector.

Environmental, social and governance (ESG) priorities have
accelerated up the agenda post COP26 and this will be
bolstered by a strong investment in technology and talent.

It's early days for manufacturers, however those businesses
already seeing financial returns as a result of strengthening
their environmental stewardship are working hard to

embed the goals of decarbonisation and net zero into their
organisational culture, innovation architecture, governance,
reporting systems, and overall purpose. By making bold
changes to their business and operating models, they've
approached sustainability as an investment that creates
value and drives improved results in the short and long term,
rather than as an initiative that imposes higher unwanted
operating costs.

A focus on diversity, inclusion, wellbeing, and workforce
engagement can also help improve competitive edge -

and, crucially, help retain and attract new talent. As the
manufacturing industry looks to address the skills shortage,
businesses need to be attracting new and emerging skills
into the industry, by better communicating the opportunity
and excitement of working in the industry. More and more
individuals are invested in the ESG agenda and pursue
purpose as much as salary, and seek to make a difference.
The industry’s ambitions to build out their green skill base
through the recruitment of ‘green’ jobs, has already been
acknowledged as outperforming the UK sector average in
our recent Green Jobs Barometer. These messages need to
be amplified for this industry.
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Green technology adoption also presents a major opportunity
to boost efficiency and drive productivity for manufacturers.
We're seeing technology such as VR and AR being used to
speed up ‘time-to-market’, for example, with rapid prototyping
through to process improvements that enable greater
productivity, efficiency and accuracy in the field. The sector
can also learn from automotive manufacturing, which has
successfully rebranded itself as innovators — pioneers of
electrification, mobility, and autonomous driving.

The UK can - and must - build on its strengths to become a
world leader in these manufacturing and product technologies
of the future.

Manufacturers have had to adapt to a changing trading
landscape over the past 12 months: a year that has created
a perfect storm with supply chain difficulties, logistics issues
and some operational uncertainty as a result of Covid-19. As
we look ahead, manufacturers need to ensure they:

— Understand their supply chain including roles and
responsibilities, costs and potential weaknesses. Plus
the role of technology, data and analytics to create the
transparency necessary to understand supply chain
resilience issues

— Have robust agreements in place with supply chain
partners (hauliers, forwarders, brokers, suppliers,
customers) and that terms of supply are understood;

— Have the right customs expertise or access to advisors who
can help you when there is a particular issue to resolve and;

— Test their customs duties exposure and check whether you
can reduce them.

This year has shown, probably like no other, that the
manufacturing industry is resilient and agile and the findings

of this survey demonstrates with the rapid adoption of new
technologies and investment in people, the role of the sector at
the heart of the UK economy’s recovery is now as clear as it has
been for some time. The time to back UK manufacturing is now.
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The Manufacturers’ Organisation

Make UK is backing manufacturing — helping our sector to engineer a digital,
global and green future. From the First Industrial Revolution to the emergence
of the Fourth, the manufacturing sector has been the UK’s economic engine and
the world’s workshop. The 20,000 manufacturers we represent have created the
new technologies of today and are designing the innovations of tomorrow. By
investing in their people, they continue to compete on a global stage, providing
the solutions to the world's biggest challenges. Together, manufacturing is
changing, adapting and transforming to meet the future needs of the UK
economy. A forward-thinking, bold and versatile sector, manufacturers are
engineering their own future.

www.makeuk.org
@MakeUKCampaigns
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pwc

At PwC, our purpose is to build trust in society and solve important problems. We're
a network of firms in 157 countries with over 276,000 people who are committed to
delivering quality in assurance, advisory and tax services.

Through our work with both UK headquartered and overseas organisations with
a UK presence, we are in tune with the many emerging challenges facing the
UK manufacturing industry, as well as the range of opportunities available to
businesses as market dynamics continue to change.

The costs and rewards of operating in different countries around the world
continue to evolve, making decisions about where to design, make and service
products increasingly difficult. Manufacturing leaders are also facing tough
competition against other industries in trying to attract the best people and skills
to develop the next generation of products. Firms are also looking to invest in the
latest digital technologies to ensure efficiency gains are achieved and exposure to
future cyber risks minimised.

Our focus is to help businesses evolve and thrive in this changing world, where
disruptive technologies, an increasing spotlight on net zero ambitions across
shareholders, employees and consumers and talent challenges are taking centre stage.

We work alongside businesses, providing guidance in areas such as revenue
growth, inventory costs, supply chain management, M&A, product lifecycle
management, and sales and operations management. As ongoing events and
disruption continue to test the resilience of businesses, we're proud to stand with
them, helping them to react, adapt and thrive in this new business landscape.

www.pwc.co.uk/industries/manufacturing.html
@PwC_UK
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For more information, please contact:

Seamus Nevin
Chief Economist
snevin@makeuk.org

Verity Davidge
Director of Policy
vdavidge@makeuk.org

Bhavina Bharkhada
Head of Policy & Campaigns
BBharkhada@makeuk.org

To talk about any issues your manufacturing
business may be facing please contact:

Cara Haffey, PwC UK

Manufacturing and Automotive Leader
cara.haffey@pwc.com

27


https://twitter.com/MakeUKCampaigns

MAKE
uk VENUES ¢

The Manufacturers’ Organisation

k Make UK is a trading name of EEF Limited Registered Office: Broadway House, Tothill
Ma eU K.Org Street, London, SW1H 9NQ. Registered in England and Wales No. 05950172

©2022 Make UK 22.01.POL.VMD.SN.NB




