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4 Assessing the Secondary Impact of Manufacturing in the Midlands: Discussion Paper

Foreword
The traditional delineation between manufacturing and services is becoming increasingly blurred in 

the modern economy. As a result, a growing number of service sector businesses are wholly or 

partially dependent on the production sector, notably including engineering and professional 

services.

Given differing regional specialisations, the impact of servitisation and outsourcing is not being felt 

evenly across the country. Indeed, with the Midlands’ strength in the automotive and aerospace 

industries, this phenomenon is being felt strongly in the region.

This discussion paper is the first in a series that will examine the distinct contribution the region 

makes to the national economy - and through it to the global economy. As a Birmingham City 

University Discussion Paper it is intended to generate and inform debate.

As a region that has long specialised in precision manufacturing, the dramatic transformation of this 

sector, and its increasing integration with services sector enterprises, has been often overlooked in 

recent years. Indeed, the development and advances made in manufacturing via the interaction of 

the production with the services sector has greatly boosted the international competitiveness and 

comparative productivity of the region in specific industries.

I would like to thank The Midlands Economic Forum for preparing this paper; I hope it will go some 

way in developing your understanding of the dynamics of the Midlands, and look forward to your 

response.

Professor Julian Beer, 

Deputy Vice Chancellor, 

Birmingham City University
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The traditional distinction between manufacturing and services has become increasingly blurred in 

the modern economy. Moreover, the past 2 years has seen a rapid expansion of interest in various 

aspects of the dynamic relationship between the manufacturing and service sectors. What was,  

until recently, a relatively niche academic area has attracted the attention of industry practitioners 

and policymakers. Nevertheless, not all facets of this relationship have attracted equal attention.  

For example, whilst servitisation and the use of “Big Data” (within the context of recent industrial and 

technological developments) have attracted the attention of academics and larger industrial firms, 

much less interest has been shown in other parts of the relationship.

In particular, the production and use of statistics to accurately measure various phenomena at play 

has lagged notably behind industry best practice and academic research. One often overlooked 

aspect of the relationship is that manufacturers increasingly outsource necessary related services 

that might once have been conducted in-house.
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1. Overview

Trent 800 jet engine. Credit: Rolls-Royce plc 
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As a result, a variety of high value-added activities in design and development that would once have 

been undertaken in-house, as well as more traditional services, are now carried out by consultants 

and other service firms. This increases the potential for cross-pollination of ideas across industries,  

in addition to the burgeoning of small businesses offering relatively high-tech design services (often 

on a scale of the craft industries of the past). What was once measured under the aegis of manufacturing 

is now ostensibly part of the service sector. This paper seeks to make a contribution to the discussion 

over broader linkages between the manufacturing and services sectors.
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he services sector is often described as making up 80% of the economy. This feeds into a widespread 

perception that manufacturing is a moribund heritage industry. Prior to the financial crisis of 2007-8, 

this was often assertively contrasted with a financial services industry in its pomp. Whilst it is 

certainly true that manufacturing has shrunk as a proportion of the overall economy and that the 

decline in the UK has been steeper than a number of its G7 peers, this perception is fundamentally 

false.
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As can be seen, in spite of a significant contraction in the wake of the post-2007 recession, 

manufacturing output is near its historic highs, with potential for further growth looking forward. 

Moreover, whilst the sector has shed labour dramatically over the past 30 years, this reflects rapid 

productivity growth in the sector.

0 

50 

100 

150 

200 

250 

300 

350 

19
79

 
19

80
 

19
81

 
19

82
 

19
83

 
19

84
 

19
85

 
19

86
 

19
87

 
19

88
 

19
89

 
19

90
 

19
91

 
19

92
 

19
93

 
19

94
 

19
95

 
19

96
 

19
97

 
19

98
 

19
99

 
20

00
 

20
01

 
20

02
 

20
03

 
20

04
 

20
05

 
20

06
 

20
07

 
20

08
 

20
09

 
20

10
 

20
11

 
20

12
 

20
13

 
20

14
 

20
15

 

Whole Economy Manufacturing Services 

1979 = 100 

Labour Productivity

Source: ONS & MEF



8 Assessing the Secondary Impact of Manufacturing in the Midlands: Discussion Paper

The production sector makes an outsized contribution to exports: in spite of representing 

approximately 15% of overall UK economic output, the production sector accounts for over 55% of 

the UK’s exports. Moreover, Britain’s deficit in its trade in goods is the major component of its overall 

current account deficit, suggesting that a further increase in goods exports is likely to be needed  

to close this. On a regional level, in tandem with the recovery in its manufacturing performance over 

the past few years, the West Midlands has also bucked the national trend and grown its goods 

exports significantly since 2011.
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Indeed, there is reason to be cautious that these figures understate the manufacturing performance 

of the regions. The latest HMRC data suggest that in 2014 goods exports from London totalled some 

£28.8bn (of which over £20bn was accounted for by “manufactured goods”, “machinery and transport” 

and “miscellaneous manufactures”) in spite of the fact that the ONS’s Annual Business Survey (ABS) 

suggests that the total turnover of London’s manufacturing sector that year was under £21bn.

This discrepancy underlines the fragility of some of the official data being used. Two plausible 

explanations for this would be issues with documentation and the possibility of re-exports (including 

on a regional basis). Exports may be booked via London offices in spite of the goods being originally 

produced in another region entirely. Similarly, London may experience a more modest version of the 

“Rotterdam effect” whereby due to its status as a major financial hub, goods are booked as both 

going into and out of the capital in spite of the fact that in practice the transaction may not actually 

involve goods being produced in the capital at all.

Similarly, the initial release of data on estimated regional service exports by the ONS throws up some 

interesting conundrums. Although the overall value of service exports roughly agrees with previous 

estimates that they are approximately one-third of the size of manufacturing exports for the region, 

their estimated make-up differs somewhat.

3. Exports
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Value of WM Services Exports by Functional Category

Functional category  Value of service exports (£ million)
 2011 2012 2013 2014

Primary and utilities (agriculture, mining, utilities) 15 14 27 17

Manufacturing 424 528 571 627

Transport 468 506 484 718

Travel 717 747 1,075 1,001

Construction 29 34 30 74

Wholesale and motor trades 163 171 290 222

Retail (excluding motor trades) 74 62 69 72

Information and communications 645 808 782 1,089

Real estate, professional, scientific and technical 546 613 698 788

Insurance and pension services 1,184 1,573 1,698 1,306

Financial 1,959 2,073 2,136 2,185

Administrative and support services 100 75 184 140

Public admin, health and education;  22 93 45 23
arts, entertainment and recreation; other services

Total in all categories 6,346 7,298 8,088 8,264

Source: ONS & MEF

As can be seen for the West Midlands, the two largest export categories are financial services and 

insurance. Although at first blush these appear to bear little relation to manufacturing, the 

overwhelming preponderance of international financial services are provided in London. As a result, 

it is entirely possible that finance and insurance exports (particularly from the Midlands) are actually 

related to the distribution and sale of locally manufactured goods abroad.
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In addition, the turnover of Rolls-Royce alone vastly exceeds the estimated total value of services 

exports for the entire East Midlands. This sits awkwardly with the fact that over 50% of Rolls Royce’s 

revenue comes from the sale of services. As a result, it is almost certain that the data thus far vastly 

understates the importance of the links between manufacturing and services in exports. 

Nevertheless, it is clear that service exports from the Midlands are growing rapidly and manuservices 

(as well as value-added services sold by manufacturers alongside their products) will be a key part of 

this in the future.
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Whilst the tight integration of manufacturing with other sectors of the economy is not new, the 

concept of servitisation has garnered increasing commercial interest in recent years. Put succinctly, 

this is the realisation on the part of manufacturers that the value they add is a result of a service 

rather than merely a product. For example, a car manufacturer is ultimately selling the ability to travel 

in a convenient manner. Seen within this framework, different consumers may pay for different 

degrees of luxury, speed, driver enjoyment, safety, reliability and prestige whilst they travel, but 

ultimately these remain different levels of service in much the same way that buying a standard or 

first class train ticket is a differentiated service.

The trend for manufacturers to monetise this in a novel manner (perhaps attempting to cross-sell 

related services) is thus known as servitisation. This has a long pedigree in certain sectors, for 

example the cross-selling of road vehicles with financial products (including Hire Purchase, Personal 

Contract Plans and Contract Hire). More generally, the emergence of new technologies is enabling 

manufacturers to exploit various niches in innovative ways. Rolls-Royce, for example, is now paid on 

the basis of “hours in the sky” for its engines. The vast array of information generated by on-board 

electronics and safety systems allows the sale of additional services (such as preventative 

maintenance, real-time damage monitoring etc.) all designed to keep aircraft flying. As a result, over 

50% of revenues now stem from the sale of services rather than products.

Similarly, GKN provides a host of services associated with their products. These include predictive 

services, thermography and various technical and engineering services. It is the tight integration with 

their product that allows manufacturing firms to provide such services that others either cannot or 

are unable to do as effectively. Increasing numbers of manufacturers are now attempting to move 

towards a business model where they may sell an initial capital good at cost, but make profits on the 

sale of consumables (as for printers and toner cartridges) or value-added services related to the 

product. The key point is that although the associated services may generate the bulk of revenues 

(and profits) they only exist because they are tightly integrated with the manufactured product.

4. Servitisation

Birmingham Airport. Credit: Birmingham Airport
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One of the key reasons for deepening the client relationship by moving into an ongoing association 

with the customer, in which sales of ancillary services is a key profit driver, is the overwhelming 

installed base of high-value durable goods. Thus, for every new aircraft there are approximately 15 

already operating. For trains the situation is even more critical with over 20 already running for each 

one purchased. Even for cars, the figure now exceeds a dozen and as reliability, longevity and quality 

improve these figures are likely to increase further. It is no accident that China (where the installed 

base of cars was, until recently, very low) has been a major driver of profits for European automotive 

giants. Thus, ongoing customer relationships are growing ever more important for manufacturers 

who are competing in mature markets. Similarly, the quality of the overall customer experience is a 

key differentiator that allows higher-cost manufacturers to compete against competitors located in a 

low-cost environment.

Thus, whilst Toyota’s Burnaston plant may never be able to compete on cost against potential sites in 

Turkey, Eastern Europe or further afield, its critical value-added comes in terms of quality, reliability, 

flexibility and time-to-market. These are all part of the overall relationship established between 

manufacturer and customer.

Perhaps unsurprisingly, whilst larger manufacturing firms have been adept at servitising, smaller 

companies have yet to embrace the trend. Nevertheless, evidence from smaller niche firms in 

Germany’s Mittelstand suggests that for many firms, servitisation is both a viable route to survival in 

an increasingly cost-competitive environment and economically essential in the medium term. 

Examples abound including Adidas’s “runtastic” service and digital monitoring as well as the sheet 

metal specialists (TRUMPF) using sensor data and mobile apps to offer value-added digital services. 

Similarly, one Black Country manufacturer involved in what was once seen as a simple “metal 

bashing” role now offers CAD services as well as the final product to customers. This, together with 

their proximity to customers, quick time-to-market and responsiveness to customer needs enables 

them to compete effectively with lower-cost international competition. Indeed, on a broader level it 

is effectively these attributes that are driving the reshoring phenomenon. Anecdotally, our research 

would suggest that a relatively small proportion of SMEs have thus far embraced servitisation. It is 

therefore clear that the process has a long way to run and that it will eventually need to become 

ubiquitous in order to ensure Midlands manufacturers survive and prosper.
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A substantial proportion of service industries, particularly but not exclusively in the burgeoning 

“professional services” sector, are wholly or partially dependent on manufacturing. Since, without a 

manufacturing base, these businesses would simply not exist, they might legitimately be seen as 

“manuservices”. As such, when one includes these in the productive sector, a conservative estimate 

suggests that “production” activities make up almost a third of the Midlands economy. Equally 

striking is the demand-side impact of manufacturing on the wider economy. Since manufacturing 

accounts for a disproportionate share of exports, it has a unique role to play in the widely discussed 

economic rebalancing as well as the pass-through of external demand into the wider economy.  

The latter effect looks to be particularly important in the light of domestic economic shocks driven 

by Brexit.

A further critical yet often overlooked aspect of the secondary impact of manufacturing lies in its 

regional component: manufacturing output is not evenly spread across the country. Thus, whilst 

manufacturing output has decisively contracted in the high-cost London area, it remains an area  

of critical importance (with areas of no little regional expertise) in the Midlands and North. Indeed, 

the most recent data suggests that the Midlands is experiencing a manufacturing renaissance even 

as output in the rest of the country remains subdued.
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To a large extent, this is due to the fact that the structure of manufacturing (and hence the nature  

of its secondary impact) differs dramatically across areas. Thus, whilst national manufacturing 

output remains below its 2007 peak, the key Midlands specialisms in automotive and aerospace have 

continued to grow strongly and are now at record levels. It is no accident that these sectors are those 

in which servitisation, product differentiation and the outsourcing of manuservices are progressing 

most rapidly.

5. Secondary Impact of Manufacturing
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In 2010 the ONS calculated (on the basis of a Leontief inverse from the Supply-and-Use tables) that 

each pound of expenditure in the UK’s manufacturing sector was associated with £1.76 of product 

spending in the rest of the economy. This was substantially higher than almost all of the service 

sector industries analysed and points to the tight integration of manufacturing demand with the rest 

of the economy. Related to this is the long track record of manufacturing growth as a leading 

indicator for demand growth in the wider economy.
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Appendix:  
Manufacturing Sector Impact – Sector Weightings
£ million  GVA Sterling Million

West Midlands Manufacturing Weighting GVA Manufacturing Impact

Agriculture 0% 925 0

Mining & quarrying (including oil extraction) 0% 83 0

Manufacturing 100% 16602 0

Electricity, Gas, Steam & Air conditioning Supply 38% 2587 983.06

Water Supply, Sewerage, Waste Management & Remediation Activities 9% 1562 140.58

Construction 7% 7172 502.04

Wholesale & Retail 0% 13546 0

Transport & Storage 21% 5117 1074.57

Accomodation & Food Services 5% 3291 164.55

Information & Communications 11% 4406 484.66

Finance 0% 5925 0

Real Estate Activities 0% 12282 0

Professional, Scientific & Technical Activities 42% 6139 2578.38

Administrative & Support Service Activties 15% 4881 732.15

Public Administration & Defence Education 0% 5196 0

Education 0% 7958 0

Human Health & Social Work 0% 8907 0

Arts, Sport & Recreation 0% 1573 0

Other Service Activities 0% 2887 0

Activities of Households 0% 356 0

East Midlands Manufacturing Weighting GVA Manufacturing Impact

Agriculture 0% 1061 0

Mining & quarrying (including oil extraction) 0% 473 0

Manufacturing 100% 16075 0

Electricity, Gas, Steam & Air conditioning Supply 45% 2131 958.95

Water Supply, Sewerage, Waste Management & Remediation Activities 11% 1206 132.66

Construction 8% 5490 439.2

Wholesale & Retail 0% 12057 0

Transport & Storage 27% 4631 1250.37

Accomodation & Food Services 5% 2212 110.6

Information & Communications 11% 3376 371.36

Finance 0% 2833 0

Real Estate Activities 0% 9549 0

Professional, Scientific & Technical Activities 37% 4427 1637.99

Administrative & Support Service Activties 18% 4361 784.98

Public Administration & Defence Education 0% 4473 0

Education 0% 6819 0

Human Health & Social Work 0% 6588 0

Arts, Sport & Recreation 0% 1239 0

Other Service Activities 0% 2115 0

Activities of Households 0% 400 0

West Midlands Combined Authority Manufacturing Weighting GVA Manufacturing Impact

Agriculture 0% 47 0

Mining & quarrying (including oil extraction) 0% 4 0

Manufacturing 100% 7614 0

Electricity, Gas, Steam & Air conditioning Supply 36% 1377 495.72

Water Supply, Sewerage, Waste Management & Remediation Activities 9% 840 75.6

Construction 7% 3177 222.39

Wholesale & Retail 0% 6265 0

Transport & Storage 21% 2427 509.67

Accomodation & Food Services 4% 1489 59.56

Information & Communications 10% 2119 211.9

Finance 0% 4174 0

Real Estate Activities 0% 5351 0

Professional, Scientific & Technical Activities 27% 2899 782.73

Administrative & Support Service Activties 14% 2275 318.5

Public Administration & Defence Education 0% 2799 0

Education 0% 4558 0

Human Health & Social Work 0% 4710 0

Arts, Sport & Recreation 0% 572 0

Other Service Activities 0% 1380 0

Activities of Households 0% 67 0

Source: ONS & MEF
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