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United Kingdom: Manufacturing the Future is a Business Sweden report exploring
the state of manufacturing in the UK and the opportunities that exist for Swedish
manufacturing companies. The UK Motor Vehicle Manufacturing industry has been
growing thanks to considerable success exporting cars to developing countries,
and soaring domestic new car registrations supported by growing consumer
confidence, cheap financing deals and rising disposable incomes. The industry is
expected to grow by almost 4 percent in 2016-17, despite widespread uncertainty
due to the result of the EU referendum. Commercial vehicles sales and demand
from the EU have grown in the past year. Additionally, global oil prices dropped
sharply, and consequently low fuel prices further encouraged demand. As a result,
domestic new car registrations hit a record high in 2015. Demand for exports is
expected to increase due to the falling value of the pound in 2016-17, and help
stimulate revenue growth. Overall, exports are expected to continue growing in the
coming years, supported by expectations of a weak pound and an improving global
economy.

However, the falling value of the pound is also set to increase input costs and
weigh on profit. Fuel-efficiency trends should support increased production, with
more electric and petrol-electric hybrid car manufacturing expected to take place.
Yet falling consumer and business confidence may constrain domestic demand
and limit margins, while trade barriers could harm export demand in the long term.
Advantages of maintaining a close commercial arrangement are clear for both the
UK and EU, as over half of the cars produced in the UK are exported to the EU.
Analysts do not see an immediate reversal of investment decisions already made,
but decisions taken in the next 12 months will impact investments that will be made
during 2018-2020.

This report is to provide an overview of the manufacturing industries in the United
Kingdom, focusing primarily on the aerospace and automotive segments, in order
to help Swedish manufacturing companies gain a better understanding of the
opportunities in the UK and inspire them to initiate or continue their international
expansion efforts.
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manufacturing companies better understand opportunities in the UK and inspire them to initiate or

continue their international expansion efforts.

INTRODUCTION

overview of the
UK while

highlighting a selection of opportunities relevant

This report gives an

manufacturing industry in  the
for Swedish companies. Furthermore, the report
also includes recommendations on what to
consider when it comes to purchasing behaviour

prior to approaching or entering the market.

Our analysis is derived from a number of
segments which are of particular interest, as they
are a potential match between the strengths of
Sweden and associated opportunities in the
British market. To determine the areas of highest
potential, the selection criteria was based on
factors such as market segment size, market
growth rate and mapping of Swedish strengths
showcasing strong track records. Thus, selected
segments in this report are the aerospace and

automotive sectors.

UK MANUFACTURING KEY FIGURES
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THE MANUFACTURING INDUSTRY IS A MAJOR CONTRIBUTOR TO THE UK ECONOMY

Manufacturing is rapidly becoming more central
to the agenda of both developed and developing
countries. With previously strong focus on
development of the service sector, particularly in
Western economies, there is now significant re-
evaluation of the role of manufacturing in

continued development of the economy.

This is due in part to constant changes in
capacity and capability around the world, but
also to the rapid pace of research and
development of materials and technologies,
opening up new possibilities in areas such as

design, delivery and customisation of products.

The UK has always been a strong, innovative
and resilient manufacturing nation. Although it is
still growing, the relative share of manufacturing
in the UK economy has declined with the faster
growth of the service sector. Yet the industry
continues to be an essential part of the UK
economy with GVA forecast to increase from
£150bn in 2014 to £160bn in 2020.

Two sectors that stand out in the UK as drivers
for manufacturing, showing solid growth rates
and strong figures, are the aerospace and

automotive sectors.

Fig. 1: Manufacturing® contribution to the UK
economy, £bn

165
160
155

150
145
=111
135

2011 2012 2013 2014 2020f

Source: Office for National Statistics

4 | BUSINESS SWEDEN | TAKING ON THE INDUSTRY 4.0

"Aut omotive and
fastest growing sectors in UK
manufacturing at the moment.”

Dick Elsy, High Value Manufacturing Catapult

On an output and employment basis, the majority

of t he manufacturing

concentrated to England, and more specifically:
}  The North West
} West Midlands
}  East of England
}  South East

Together, those regions account for over 50% of
the total UK manufacturing output and employ

over 1 million people.

These regions are also the base for several large
clusters within the automotive and aerospace
sectors and home to companies such as Jaguar
Land Rover, Aston Martin, McLaren, JCB, Airbus

and Boeing.

Fig. 2: Regions with highest manufacturing output
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THE MAJOR TRENDS IN MANUFACTURING BENEFIT SWEDISH COMPANIES

Companies are reshoring to the UK at an
increasing rate while new companies are
simultaneously entering the market. Clusters with
physical proximity to engineering institutes and
research centres are the key to innovation and
efficiency improvement. It is estimated that
reshoring could create up to 300,000 jobs for the

UK over the next decade.

Innovations, in terms of new technologies and
materials such as 3D printing, flexible and
lightweight materials and nanotechnologies are
becoming increasingly important for companies
to remain competitive and generate revenue.
This also implies that the demand for a highly
skilled workforce will continue to increase as
many UK manufacturers today identify it as an
essential aspect to be able to adopt technology

advances.

Taking on the 4™ Industrial Revolution (4IR),
connectivity will become a focal point for many
companies as an interconnected manufacturing
value and supply chain offers a better and more

cost effective option than outsourcing.

The Internet of Things (IoT) is emerging as a
the

processing of Big Data while ensuring increased

critical business accelerator, enabling
control over premises, supply chain and products

through secure and reliable digital infrastructure.

With new products and business models also
comes the need for flexible, transparent and
high-performing supply chains. However, supply
chain visibility remains low and there are great
e.g. SMMT

believes that car producers have an unfulfilled

opportunities for enhancement i

supply chain opportunity of £4bn in the UK.

Fig. 3: Macro trends in manufacturing
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PRICE AND QUALITY ARE IMPORTANT, BUT ARE NOT THE ONLY FACTORS IMPACTING THE

PURCHASING DECISION

Depending on the type of product, potential “Swedish supplifers ar e
suppliers may need to build relationships with a  reliability, good quality and
number of different departments within the same efficiency.
manufacturer to increase the chances of winning Jim Griffin, Automotive Insulation
a contract.
New suppliers are often chosen when ~ We _ | ook - a t thr ee ma in
manufacturers introduce new product lines or ChOOSIng ?suppller. cost, quality and
_ lead-time.
major upgrades. .
Peter Stephens, Nissan UK
The purchasing process can also often be very
time-consuming for new suppliers bidding for h
. ! r X ri n i
contracts, taking 12-18 months. There are Ou . € pe e ce . S t at
companies have a very mterestlng
normally several steps to complete before a  gffer and we are therefore very keen
contract is awarded, such as complying with a  on increasing our Swedish supplier
technical audit. base.”
Chris Bell, JCB
Fig. 4: Major factors in purchasing decisions
IMPORTANCE
S
\ , PRICE Price is the main criteria and bidding process often
‘ , applies
‘ , QUALITY End product quality is key, less concern on
\ , manufacturing process
\ , LEAD-TIME Somecustomers prefer to pa
\ , deliveries and from-stock products
\\ , SERVICE Quick response time is key
\ , FLEXIBILITY Customers often place large orders with different
\ , varieties of grades and sizes
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A GLANCE AT THE AEROSPACE AND
AUTOMOTIVE SECTORS
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THE UK’ S AERG@STOROEBTPACES
THE GENERAL GROWTH RATE OF THE UK
ECONOMY

After the US, the UK has the second largest
aerospace industry in the world with a turnover of
£31bn. Since 2010, the industry has experienced
39% growth.

Industry growth is driven primarily by exports,
generating almost 90% of aerospace turnover in
the UK. The British aerospace industry is
expected to grow at a rate of 6.8% in the coming
years. This growth is driven by global growth in
air traffic, which is expected to grow at 4.7% per
annum until 2030, meaning a doubling in air

traffic in the next 15 years.

Growth in air traffic also drives global demand for
aircrafts, which is currently at record levels. As a
result, UK aerospace companies have a positive
outlook for the future and the majority of
companies forecast growth of 10% or more in the

coming year.

By 2032 it is estimated that worldwide more than

(figures refer to pre-referendum estimates):
} 29,000 new large civil airliners
} 24,000 business jets
} 5,800 regional aircraft
} 40,000 helicopters will be required

The UK has a particularly strong offering in some
of the most complicated and high tech parts of
modern aircraft, such as wings, engines, aero
structures and advanced systems. Thus, the
industry is well positioned to meet part of the

growing global demand.

By just maintaining its current market share, UK
exports are expected to increase by an
estimated £4.7bn over the next ten years, adding

another 20,000 job opportunities.
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UK AEROSPACE AT GLANCE
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The UK aerospace industry grew by 6.5%
in 2015 and 39% over the last five years

There are 111,000 people directly

employed in the UK aerospace
sector

30%

Productivity growth in the last five
years

Boeing and Airbus

aerospace market.”
Chris Saunders, GKN



THE AUTOMOTIVE INDUSTRY IS GROWING UK AUTOMOTIVE AT GLANCE
AND IS A DRIVER OF UK MANUFACTURING

Million
Contrary to the trend across Europe, the British units
automotive industry is achieving record growth, 2,5 2.0

creating a wealth of new jobs and attracting 2 1f/
15

major inward investments, further solidifying the

1
industry as a global competitor. Furthermore, the 05
UK has one of the most productive automotive 0 . |
labour markets in the EU, catering to strong 2015 2017
Source: SMMT

domestic and export demand. .
The UK currently makes nearly 1.6 million

The industry has made an impressive recovery vehicles each year and is expected to
o rise to over 2 million by 2017

considering that as recently as 20 years ago the

British automotive sector was in crisis. Much of

the recent success can be attributed to the fact

that approximately 10 years ago, the industry

and government realised the importance of the

. . - . O @ © 0 o
automotive sector in driving the manufacturing mm@@m
industry whole. As such, a strong automotive

industry constitutes a prerequisite for dynamic There are 161,000 people directly
industrial development, not least regarding R&D. employed in g(]eitgf automotive

Thus, a strategic decision was taken to support

and develop the industry.

Last year, over 1.6m cars rolled off the — =£\J
= =D

production line, contributing to a record £64bn e

turnover and establishing the UK as the third

largest car producer in Europe during 2015. The @

automotive sector contributes £18.9bn to the £18.9

economy annually, producing £34bn of exports. e @
y y.p 9 P somdl  billion 80

I n gener al , OE MG s pur chase over 40% of

The automotive sector is worth

£18.9 billion to the UK economy in GVA
outside the EU. However, OE MO s have

components from the EU and the rest from

expressed a strong desire to source bulkier,

Aut omotive and aerospac:
part of the economic landscape of the
Midlands.”

more highly engineered products from the UK.

Zach Witton, EEF
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There are over 2,000 companies involved in the
UK automotive sector, ranging from luxury car
manufacturers such as Bentley, Jaguar Land
Rover and Rolls-Royce, to construction
equipment makers such as JCB. Furthermore,
18 t he 2pliers

have a base in the UK and certain regions act as

of wor |l dos
a base for several large automotive clusters such
the

Midlands Cluster and Motorsport Valley, home to

as the Northwest Automotive Alliance,

three F1 teams.

UK AUTOMOTIVE CHALLENGES PRESENT
OPPORTUNITIES FOR SWEDISH SUPPLIERS

Positive trends of steadily increasing output,
the UK

automotive sector place the industry in an ideal

productivity and employment in

position to reach an annual production target of

two million vehicles by 2021.

the

in satisfying production demand.

However, industry faces a number of
challenges
Through the recession over 100,000 people left
the industry and few of those people have
returned. In the short term, the industry needs to
fill 2,500 vacancies and by 2020, the industry
may need as many as 50,000 more people than

currently work in the industry.

Furthermore, the industry is currently heavily
dependent on overseas suppliers, with only 41%
of vehicle parts sourced locally from the UK. As
mentioned previously, vehicle manufacturers
have expressed a strong desire to locally source

bulkier, more highly engineered products.

“We produce a new
seconds in the UK so we can't afford
any stop in the production line. A
high qualitative supply chain is vital
for wus.’”

\Y

Peter Stephens, Nissan UK

10 | BUSINESS SWEDEN | TAKING ON THE INDUSTRY 4.0

a

Key challenges in the UK automotive
industry

4 Skills Shortage: shrinking engineering skills
base and ageing work force will make it
difficult for the UK to meet increasing

r 9 ordductich Hem@npo t i ve s

4 Supply Chain: only 41% of vehicle parts
are sourced from the UK

4 Uncertainty: following the UK& vote to leave
the EU, risk and uncertainty are hot topics in

all British manufacturing sectors

As vehicle manufacturers continue to improve
efficiency, increase production and minimise risk,
is an

there increasing tendency to source

components nearer to the production site.
Hence, hence an opportunity exists for foreign

suppliers to establish a footprint on the market.

The automotive industry is investing heavily in
innovation, with approximately £2.25bn spent on
R&D in 2015. Two primary focus areas are
connected and autonomous vehicles as well as
ultra-low emission vehicles and electric vehicles -
opening opportunities for Swedish suppliers

within these areas.

Key opportunities for Swedish companies in
the UK automotive industry

Supply Chain: estimated £6bn of annual
component business that OEMs and

tier-1 suppliers want to source locally
Connected and Autonomous Vehicles
(CAVs): economic benefits are estimated to
be in the region of £51bn per year by 2030
UItallo® em@ssioR wehycles3UDEV)




LOOKING TOWARDS THE FUTURE

Future focus in British manufacturing will lie primarily within three areas:

Taking on the Industry 4.0

As innovation, emerging

technologies and  mobility
become increasingly important,
emphasis will be placed on
further developing connectivity,
the ability to process big data
and digital infrastructure as
well as increasing the financial

support for R&D.

Productivity and skills

Focus is placed on developing
a sustainable long-term
strategy to attract and retain
talent within the industry by
increasing collaboration among
manufacturers, organisations

and other relevant industry

stakeholders.

Brexit

Modelling scenarios and
proactively taking measures to
mitigate risk will be in focus
among British manufacturers
going forward. Emphasis will,
be on

to a large extent,

currency  volatility, energy
(costs, capacity and demand),
capital investments, European

presence as well as workforce.

TAKING ON THE INDUSTRY 4.0 | BUSINESS SWEDEN | 11



BUSINESS SWEDEN Box 240, SE-101 24 Stockholm, Sweden World Trade Center,
Klarabergsviadukten 70

T +46 8 588 660 00 F +46 8 588 661 90

info@business-sweden.se www.business-sweden.se

Business Swedends purpose is to h
its full international potential and help companies abroad to reach their
potential by investing in Sweden. The purpose is operationalised through
450 staff deployed at 14 offices in Sweden and at 55 offices in 49 key
markets abroad. Feel free to contact us for any questions regarding
Swedish international trade or foreign investments in Sweden.

BUSINESS
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