Manufacturing Speech — 24 April

It's a great pleasure to be in Birmingham today, at ttgeel high-tech
manufacturing event in the country, in what used to be galhds) the

spiritual home of British industry.

It's a pity that | can’t be standing here with the hbign of the city, Digby
Jones, who was due to attend this week. Doubtless Didbgliag a

little sorry for himself right now — and although I'm sure thatwould
have loved to be here, it's tough when you're holed umlvour HQ,
undergoing a strict programme of ‘re-education’, learminge again to

love Gordon.

On a more serious note, | find it extraordinary thatehhas been no
proper representation from the Department which used to lecwd
with trade and industry. It's all the more extraordinamegithat one of
the thousand subjects that is currently under revievimisyGovernment

Is the manufacturing sector.

It doesn’t fill you with much confidence to learn thatr&aess Vadera,
who will be responsible for the review, and whose formagxgeriences
were crafted in the darkest days of Gordon Brown’s CHimshkip,
hasn’t even bothered to turn up this week. Her excusehisagvent
clashes with next week’s local elections is very odd tiqudarly since

you've received a visit from the Science Minister.

This is illustrative of the Government as a wholee Tdct is that they're
fast running out of steam. They look exhausted and directignless

paralysed by indecision and choked by incoherence. Thegtréghting



for the country, they’re not fighting for political idealghey’re merely
fighting each other. Hunkered down in their departments, Cabine
Ministers are struggling for every inch of turf, every tometre of
influence. Communication across Whitehall is freezing ud the Prime
Minister himself has been frighteningly incapable of gettiggia on this

Mmess.

And this comes at exactly the point when our markets ast wolatile,
commodity prices are skyrocketing and our wider economuliserable
to a massive slowdown. Britain cannot afford at this @iittoment to
have such purposeless, such dithering and drift in goverrRight now

our companies and industries need reassurance and stability.

Manufacturing has done extremely well in the last few timardespite
the tremors across the wider economic landscape. Thigrisat tribute to
your resilience. Over the last thirty years, let'shbeest, manufacturers
have had to deal with a painful transition, as our econuasyshifted in
favour of services. The sector has bled over a millmamufacturing jobs
since 1997. But right now you're thriving and adapting to thegimg
climate. Manufacturing still represents half of all Btitexports,
amounting to approximately £175 billion, while your productivias

now outstripped the entire economy.

With these facts, it must be one of the great fallaeiand one of the

great political idiocies — to view the UK as a servicei@egconomy.

Services account for three quarters of our GDP; andtygéses support
80 per cent of our employment. But if we continue to achasgh the

City is our only engine of growth, not only will we exposeselves



more to the shocks and knocks of the volatile financeakets, we will
ignore the huge contribution that you yourselves make tecanomy.
What's worse, we could completely fail to capitalisetios vast

opportunities that lie ahead for manufacturing in the future.

| want to talk a bit about manufacturing, how it's changed evolved,
where | think the Government has failed, and - wheenl-autline our
emerging thinking on what we need to do to ensure that wencen
have a manufacturing sector that is globally competitive agiulyhi
skilled — in short, a modest aspiration: to have the best bih-t

manufacturing sector in the world.

Manufacturing has changed dramatically in the last decgsi@ol longer
a dirty industry or a dirty word. Out go the nostalgic imaf smoke
stacks, sprawling factories and long production linegjilincome the
robots, lasers, and highly skilled labour of modern planisit® as if the
Government haven’t caught on to this yet. We're currantthe
desperate situation where companies are not only com@agaigst
themselves but also against the tough environment crbpti

Government; not succeeding becaokthe Government but actually

despiteit.

Modern manufacturing has stretched the value chain famoeybat it
used to be. Now we’re seeing industry engaged in resedasign,
development, technology; from the drawing board right throaghe
market-place and beyond. Nowadays, manufacturing is clever,
ingeniously designed and — with the emergence of nano- and bi

technology — it's often very small. It sounds a littielixe me...



Globalisation has also led companies to base different giateir
operations in different parts of the world — creating higleleof

flexibility in their business models.

This increasingly globalised, and increasingly competitimejrenment
presents a huge challenge to Britain: under these conditionwsgdo we

retain, support and actively enhance our British manufacflrase?

The Government has tried but failed to answer this quedtigrappled
with the issue in its Manufacturing Strategy published ba@002. The
then-Secretary of State, Pat Hewitt, said at thag:ttmanufacturing
matters’. Not according to a forthright (anonymous) execuativieolls
Royce, who was quoted in tRkénancial Times last autumn when the
company established a new test centre near Dusseldtgdthof Derby:
‘The Germans,’ he said, ‘value manufacturing. Theleetser
productivity and they have a better education system. i@Goment has
chosen not to be competitive. Britain has caused this tirydiasexport its

capabilities’.

The fact is that many businesses, not just our flagshgnaobile firm,
are now looking at the UK with a wary eye. Our skills #rought to be
insufficient; our entrepreneurial climate has been dgeddy
overregulation; our competitiveness has been hampered hof tdre
most complex tax systems in the world; our methodted@ing inward
investment is fragmented; and our main vehicle for export piioma

weak.

If we don’'t have a Department for Business that staipd®r British

business, then my fear is that the forces of globalisegettion will



leave many of our small and large companies behind. tuiitent

mutation, DBERR threatens to do just that.

But I'm not here just to score cheap political points. I'aant merely
to inveigh against the Government. The obvious questiordhaivs

from all this is: well, what would your lot do?

We believe the manufacturing sector has a very strongefutimis has
nothing to do with being overly optimistic — it's to do with guaad

logical analysis. Look at how manufacturing companies incistry
have adapted in the last ten years — and look at the dtéat lies in

the future.

As an example: in the next two decades, the UK as ewtith be
adapting to the major changes taking place in the fie@hefgy and the
environment. UK companies, who have particular experientieein
products providing low-carbon energy and energy efficiereyyell as
our historical ties with the motor industry, will be pautarly well-placed
to harvest the rewards. Some firms such as havadgitead great

success manufacturing

So | feel confident about manufacturing — there’s no need tort@yhat

depressing narrative of decay and decline.

But government needs to act now if we’re to prevent tbsien of the
UK’s manufacturing base. And there are four key issued thatk need
to be addressed, and that under David Cameron, a Conservative

government aims to address.



First, and most basically, we need to make it easigrdople to do
business in Britain. That means the top priority isreate stability for
businesses; but at the same time ensuring that staluéty bt become
political code for doing nothing. There are important reformad&e.

We now have a tax system that’'s longer than IndsSGeorge Osborne
and his team are currently working with PricewaterhouseCGeape
simplifying our tax regime and the European School of Manznt on

the creation of a real culture of enterprise.

Despite all the Government’s talk about regulation addape, we're
still seeing the equivalent of 14 new regulations beinggbut of
Whitehall every day; that's why | commissioned Sir Davidwus to
take forward the work of John Redwood’s report on deregulatieado
how we can end the regulatory cascade that flows fronsBlsi$o
Whitehall to Town Hall. I'm pleased to say that lan Petdrthe EEF is a
member of the board and will be advising Sir David on theifspec

regulatory issues surrounding manufacturing.

The second change we need to make is perhaps a more philasophic
iIssue, but which has tangible consequences: the i$solegeterm skills.
I’'m always struck by how, in my conversations with Imesismen and
women, the issue of skills is raised again and agdiere is perennial
despair. The fact is that we’re not currently providingnefacturers with
the calibre of individuals who are able to cope adequatellyel modern
world. We’'re still churning out people who can’t read, gjritount or
speak. This doesn't just stifle enterprise — it's a wgder the millions of

talented children who are being failed by our education system



Teaching by targets is not the same as teaching peaghimko We need
young minds that are curious and engaged. Where is thgemavation

of engineers, mathematicians and scientists? I'd likeeasgys in which
we can establish partnerships between schools and manufacturing
companies, inspiring young people to look beyond their own perosptio
and see manufacturing as the exciting and incredibly dymsuchustry

that it obviously is. Although the splitting of the old D@moved skills
from my remit, it's an integral concern for businesd hwill be

working with my colleague David Willetts on ways to enthcisidren

and graduates about the importance of science and mauufgct

Thirdly, we need to stand up for business more in this cpufhe
message that | have got from manufacturers is that othatries
support their businesses far better than we do. Cons@wvaire firm
believers in free markets and free trade — and we shouldyragkl
guestions when our refusal to encourage our own natibaahpions to
fly the flag for Britain appears not to rule out encouragitiger

countries’ national champions to plant their own flaghie UK.

That Rolls Royce executive was right — we don’t havenduastrial
strategy to speak of. The current role of government stiggpeither too
insignificant or too piecemeal; and our businesses sWfifbile other
countries support companies through funding for R&D, our Prime
Minister devises the hugely complex system of R&D taxlitcsewhile
other countries are investing in science and technolagyGGovernment
cuts the science budget; while other countries agtimetourage

entrepreneurship, our Treasury responds with a tax orpester



| can’t stand here and promise tax cuts because wenanea about
what state the public purse will be in by the time get into power. But |
can at least say that as Secretary of State, lwake sure that we get our
Department’s spending priorities right. No more pointléssadline-

grabbing schemes: a return to serious government fousdrigsiness.

With so many exporters in the room — and since we’rbarctty of Lord
Jones — | just want to make one last point and outlinehmkihg on UK
Trade and Investment. We're looking very hard at this orgaoisa-or
years it's been an incoherent, if not incompetent, btidsccks strategy
and structure. The final straw for many people cameslasimer when
the budget ran dry for the Tradeshow Access ProgramhgereBult has
been a severe curtailment in the representationoSMES in overseas
trade shows — and this at a point when our trade deficitdaa$ied record

proportions.

That's not quite what I'd call ‘beating the drum for Birit’, Digby.

So our view is that UKTI needs a radical structurahcfea— not another
cosmetic makeover. I'd like to see a trade body that wasdsssled, but
accountable to Ministers; a powerful but single voice forRLC, not a
competitor to the overseas offices of RDAs; and a hub of lauyge,
with people who know that aimlessly shifting prioritieshdia and
China doesn’t make any sense when Europe and Americallatteest

dominant markets for our smaller exporters.

So: improving our business culture by simplifying tax auttficg red

tape; bringing your skills to our schools; standing up for &ribusiness;



and properly supporting our exports — this is just the beginning atff wh

we want to do.

It's time for politicians of all parties to start payingpre attention to
manufacturing: to a sector with a famous past and a glofubuie. As a
first step, | will be writing to all my Parliamentary &dgues in the
Conservative Party to impress upon them the importance of
manufacturing and to encourage them to visit manufacturingg fin

their constituency, so that we’re all listening to Wwau have to say.

And over the next year, my team — Charles Hendry, NRaidk, Jonathan
Djanogly and Geoffrey Clifton-Brown — will be developing many
different ideas with all the relevant shadow departmeptgssing the

Government to act and preparing to act in government.



