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The Labour government has been able to claim an impressive economic record since 1997. But a significant and growing concern has been the continuing erosion of the UK’s manufacturing sector. The collapse of MG-Rover shortly before the general election highlighted an ongoing and relentless process – in total, more than a million manufacturing jobs have now been lost since Labour was elected.
This second edition of Catalyst’s Talking Points series gives an overview of the importance of manufacturing in the UK economy and reviews the debate about what, if anything, should be done to reverse its decline. This issue is an important one not only for those individuals and communities who depend upon manufacturing employment. It also has fundamental ramifications for other areas of government policy, and our economy and society as a whole.
SUMMARY OF KEY POINTS

· The UK’s manufacturing sector now accounts for only a minority share of total output and employment, but it is vital for our overseas trade and economic competitiveness, and in providing quality employment in key areas and regions
· Job losses in manufacturing are sometimes treated as an inevitable result of globalisation, but comparisons with other leading economies suggest that UK is undergoing “negative” deindustrialisation as a result of comparatively low investment, innovation, and productivity
· There is an economic debate about how far governments can and should seek to strengthen and support manufacturing industry. Some argue the market always knows best; others point to key market failures and the success of state industrial policies in East Asia and continental Europe
· The Labour government has a number of measures in place to assist the development of the manufacturing sector. However EU figures and the recent Wood Review indicate its approach is less proactive and strategically focused than those of other states
· Trade unionists and industry experts have argued that the government should seek to learn from overseas experiences, including successful use in Europe of investment aid, procurement policy, and ownership stakes. Following the “Warwick Agreement” Labour is committed to reviewing and developing policy in this area.

1.
THE UK’S MANUFACTURING SECTOR

The UK manufacturing sector is made up of innumerable large, small, and medium-sized firms, together employing around 3.5 million people. Key sectors include electronics, aerospace, automotives, transport equipment, communications and information technology, mechanical engineering, biotechnology, iron and steel, pharmaceuticals, shipbuilding, food and drink, medical equipment, furniture, textiles and clothing. 
In total manufacturing now accounts for only about one sixth of the UK’s total economic output, and around 15 per cent of jobs. But it is arguable that its importance to our economy and society is much greater than these figures might suggest. As the government has recognised, “manufacturing matters” for a number of special reasons:
· manufacturing accounts for more than 60 per cent of the UK’s exports, giving us a foothold in world trade that allows us to import goods and services on which we all rely

· manufacturing accounts for 75 per cent of business research and development, driving innovation and productivity improvements that raise the competitiveness of the UK economy as a whole

· manufacturing creates additional employment in sectors that service its plants, generally supporting half as many jobs again on top of those directly employed

· manufacturing is crucial for balanced regional development, with an important role to play in providing growth and employment in the regions of the Midlands and the North, as well as Scotland and Wales

· manufacturing is a provider of quality employment – the loss of secure, well-rewarded manufacturing jobs has been a key factor in increasing labour market polarisation and income inequality in recent years
The fate of the UK’s manufacturing is therefore not a matter of concern only to those who work in it. Cambridge economist Bob Rowthorn has said, “the failure to develop a more dynamic manufacturing sector may eventually turn out to have serious consequences for the balance of payments and the overall prosperity of the country”.

2.
THE DEBATE OVER DEINDUSTRIALISATION

Manufacturing’s falling share of total UK output and employment has led many to assume that its decline and even its virtual disappearance are inevitable. There are a number of key factors that may lie behind this long-term trend:

· technological advances lead to increasing productivity, meaning less labour is employed to produce the same products

· relative demand for services (such as healthcare or entertainment) is growing as our economy develops and incomes increase

· globalisation is allowing firms to shift mass production processes to low cost locations such as Eastern Europe or China and East Asia
Some have suggested that these are inevitable and ultimately beneficial processes. But others argue that, even if some of these long-term processes are real and irreversible, it does not necessarily follow that contraction and job losses in manufacturing are always “natural” and unproblematic. Some economists have drawn a distinction between “positive deindustrialisation”, consequent upon rising income and productivity, and “negative deindustrialisation”, that results from an uncompetitive manufacturing sector. Poor industrial performance relative to competitors means that productivity advances are translated not into higher output, but instead into job losses. 

Comparisons of the UK experience with that in other countries facing exactly the same global and secular trends suggests that the UK may be undergoing a process of “negative deindustrialisation”. In particular, the poor overall growth and employment currently displayed by other European economies may mask the underlying strength of their industrial sectors:
· while the UK’s manufacturing output has remained at a similar level since the mid 1990s, over the same period manufacturing output has grown in Europe – by 15 to 20 per cent in France and Germany

· from 1997 to 2002 the UK lost 580,000 manufacturing jobs, while manufacturing employment went up in Europe – by 500,000 in Spain, 400,000 in Italy, 120,000 in Germany, and 150,000 in France 

· although all countries have suffered as a result of the recent world downturn, job losses have been fewer in Europe – in 2003 the UK lost 121,000 jobs when France lost 88,000 and Germany 73,000

Gains and losses in manufacturing employment 1997-2002
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Concerns about the comparative weakness of the UK’s manufacturing sector are confirmed by the government’s own “key performance indicators”, published by the DTI to provide an “at a glance” view of the current state of UK manufacturing. They show:

· “manufacturing investment in the UK has historically been low relative to that in our main competitors, and has fallen steadily by nearly 40 per cent since 1998”
· “manufacturers’ investment in research and development in the UK has increased in real terms, but with lower levels of expenditure as a share of Gross Domestic Product compared to our main industrial competitors, particularly the US and Germany”

· “productivity has steadily improved … though this was mainly due to manufacturers producing the same output in 2003 as in the previous year but with fewer employees. UK manufacturing remains significantly lower than in France, Germany and the US”

· “there have been some improvements at all skills levels … But there remains a large proportion of the workforce with low basic literacy and numeracy skills”

For many years trade unionists, as well as many economists and industry experts, have argued that the relative weakness of UK manufacturing results from a “laissez-faire” tradition of economic and industrial policy that has resulted in growing investment and productivity gaps in relation to comparable countries.

3.
THE DEBATE OVER INDUSTRIAL POLICY

There are a number of different ways in which government policy can aim to support and strengthen manufacturing industry:

· governments can aim to shape a generally favourable economic and social environment for industry – from maintaining low interest rates and competitive exchange rates, to investing in public infrastructure and ensuring a well-educated and highly skilled workforce

· governments can intervene directly to develop key enterprises by providing forms of financial assistance or incentive such as grants, subsidies, loans or tax reliefs (generally known as “state aids”), or taking partial or total ownership stakes in key industries (selective nationalisation) 
· government procurement policy can make strategic use of its considerable buying power” to encourage investment and innovation. In the words of economist P.A. Geroski, “public purchasing is highly concentrated in a number of high tech sunrise industries, and … it often provides an early testing ground for new products” 
State support for industry has long been the subject of ideological controversy. Neoliberal theorists claim that economic prosperity can only be achieved by exposing enterprises to the stimulus and discipline of free market competition. This view is currently influential within international institutions such as the WTO and EU Commission, and it is often a prominent theme in UK government pronouncements on the issue. The Chancellor, Gordon Brown, has said that “modern economies will not create manufacturing strength by picking winners, by old-style state aid or the old inflexibilities of directing industry”.
However, advocates of strong industrial policies have argued that there is an important role for the state in correcting for market failures (such as positive externalities or high fixed entry costs) that inhibit beneficial investment, in developing comparative advantages in strategic traded sectors, and in managing the social and economic costs of disruptive restructuring. Economic historians have pointed to the apparent success of “developmental state” models in East Asia, or the superior investment and productivity levels of “social market” economies in continental Europe. Nobel prize-winning economist Joseph Stiglitz has written, “while there are many cases in which government activities have been counterproductive, there are few cases where the private sector has, without major help from the government, succeeded on its own”.

4.
THE GOVERNMENT’S MANUFACTURING STRATEGY

In fact, despite what the ministerial rhetoric would sometimes suggest, the government does have in place a range of policies designed to support and strengthen UK manufacturing. These include 

· a package of measures to strengthen the skills base including the recently extended Modern Apprenticeships scheme and a network of Sector Skills Councils
· support for research and development through the R&D Tax Credit and programmes such as the DTI’s Technology Programme and the Aeronautics Research Programme

· measures to support investment, ranging from the Small Firms Loan Guarantee to “launch aid” for civil aerospace companies, and various forms of regional aid 
· Environmental schemes such as Capital Grants for Renewable Technologies, TransportEnergy Grants, and the Waste Resources Action Programme

· DTI Innovation and Growth Teams in key sectors bring together business, unions and government to plan strategic responses to future competitive challenges

Thus the real debate is not really about whether the state should seek to support and strengthen UK manufacturing – the government already does this. The real question concerns the sufficiency and coherence of these various measures.
The extent of UK government support can be put in a comparative context by referring to the “State Aid Scoreboard” published twice a year by the European Commission. The most recent figures show that on average EU member states provide financial support to industry equivalent to 0.57 per cent of GDP. Germany paid the most (€16 billion) followed by France (€9 billion) and Italy (€7 billion). The UK is placed at the bottom of the league, spending just 0.26 per cent of GDP (€4 billion). The UK has also consistently appeared near the bottom of the table for state aid to manufacturing as a percentage of value added, though its position has improved a little since 2001.
A report commissioned by HM Treasury and the DTI into the experience of UK firms competing for government contracts in Europe (the “Wood Review”). It reported “concern in UK manufacturing sectors about loss of capacity through the lack of a sustained industrial strategy to support the sector”. Other countries’ regional, national and Brussels-based agencies are perceived to be more joined up and consistent in their messages and thus more effective than their British counterparts: “In Britain we are less bold and strategic”. In procurement policy the UK is seen as “bending over backwards” to bring foreign competition into the supply of goods and services to government, “seen as particularly unfair when foreign firms competing in the UK are state-owned or state-subsidised and so not subject to the same competitive pressures as UK firms”.
State aid to manufacturing, annual average 2001-2003
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5.
LESSONS FROM EUROPE
Trade unions in the UK have argued that, instead of railing against steps taken by other European states to support and strengthen their manufacturing industry, the government should be looking to see what can be learned from them. Examples of successful and sophisticated policies pursued on the continent include:
· in Germany a network of state-owned regional banks (the Landesbanken) have played a crucial role in building industrial capacity by ensuring the availability of long-term investment finance. Regional governments have also made use of ownership stakes to help guide the development of highly successful and competitive enterprises, such as Lower Saxony’s controlling interest in Volkswagen.
· in France the state has taken a lead role in modernising strategic industries through investment aid, sectoral planning and selective nationalisation. Numerous world-leading firms have emerged from this process, including jet Airbus, Renault, Peugot, Air France, and glassmakers Saint-Gobain. A new “Agency of Industrial Innovation” is now planned to channel aid to innovation in nanotechnology, biotechnology and renewable energy.
· in Sweden the banking system operates similarly to that in Germany, with the government retaining a 25 per cent stake in the biggest commercial bank MeritaNordbanken, established to channel Swedish savings to industrial development.

· in Italy the state has played a crucial role in the growth of major firms such as Fiat and industrial conglomerate Finmeccanica, in which it holds a 32 per cent stake. State development agency Silivuppo Italia is empowered to take stakes in developing firms.
The European Union has established strict rules on state aid and public procurement, designed to prevent member states creating unfair advantages for their own firms. These rules are constantly under review and may be tightened further in the years ahead. Nevertheless, the “State Aid Scoreboard” and the Wood Review confirm that other European governments have consistently worked within these rules to provide more concerted and effective frameworks of support and intervention to keep their manufacturing sectors productive, innovative and competitive.
6.
CONCLUSION

Debates about what can be done to support and strengthen UK manufacturing are often rhetorically polarised into an opposition between “laissez faire” passivity and “protectionist” calls for the government to prop up “lame duck” industries. In reality, however, all governments at all times, including our own today, have policies to support and strengthen domestic industries. The important issue is how well these policies are working, and what can be done to develop and improve them.
Following the 2004 “Warwick Agreement” with affiliated trade unions, Labour is now committed to exploring these questions further. It has undertaken to “review and enhance where necessary investment funds for support of manufacturing … to ensure that manufacturers are given every opportunity to set up and to continue manufacturing in Britain and to ensure we are not disadvantaged compared to other European countries. This requires a proactive role at all levels of government supporting manufacturing in the UK.” Labour also said it would “promote a procurement strategy that safeguards UK jobs and skills as permitted by EU rules … We will encourage public procurement contracts to be given to UK firms within EU law.”
The fate of the UK’s manufacturing sector may have come to seem a “niche” issue to many, of primary concern only to the relevant trade unions, employers’ associations and DTI policymakers. In reality, however, it remains an issue of vital importance which has repercussions on many other areas of economic and social policy. To take just one topical example, the increase in numbers claiming incapacity benefit seen in recent years (currently preoccupying the Department of Work and Pensions and many MPs) is intimately related to the shortage of employment opportunities in the UK’s older manufacturing areas.
Much contemporary political debate is ultimately related to how we respond to and manage the consequences, and costs, of industrial restructuring. The issue of how our economic development can itself be managed and directed in progressive ways constitutes one of the most exciting areas for new policy development by the labour movement and the left.
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