Manufacturing and Deindustrialisation: What happened to industrial employment?

Manufacturing exports fell again in May for the 16" consecutive month. This is partly due to
an increasing number of EU customers switching to more local suppliers to avoid the customs
barriers and paperwork involved in buying goods from the UK. ! According to the
manufacturing organisation, ‘Make UK’ manufacturing output shrank by about 4% last year
and is expected to decline again in 2023. Just over 28% of manufacturers say that growth is
being held back because of a lack of direction from Government by way of an industrial
strategy. A further 60% say that it’s ‘mainly’ the lack of an industrial strategy, but that there
are also other factors. From 1979 onwards “the received wisdom in HM Treasury and
elsewhere was that the best industrial policy is no industrial policy.” *

Deindustrialisation can be described “as a trend decline in industrial output and/or
employment as a share of all economic activity.” 3 During the period 1950 to 1973
manufacturing output grew at an average annual rate of 3.1%, the highest of all the leading
economies. By contrast, between 1973 and 2007 the annual rate of growth of output was only
0.4%. The USA grew by 2%, Germany by 2.1%, France by 2.4%, and Italy by 2.9%.*In 1979
manufacturing accounted for 23.4% of domestic output, down from 30% in 1970. By the time
the Conservatives left office in 1997 it had fallen to 17.1%, and by 2010 when New labour
left office it was down to 10%.° Services on the other hand had grown from 55% in 1970 to
79% in 2010. In 2022 the manufacturing sector accounted for 9.8% of total UK economic
output and 8.1% of jobs.6

While the fall in output was substantial, employment fell even more. Around a million jobs in
total were lost between 1959 and 1969 in coal, railways, agriculture, textiles and clothing.” In
manufacturing, employment was at its highest level in 1964 when 36.1% of all those
employed in Britain worked in manufacturing.® The IMF has calculated that between 1960
and 2015 manufacturing employment fell by just over 0.4% per year. This was more than any
other country apart from Switzerland.’
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The chart '° shows the general downward trend of employment in manufacturing from 1978
to the present. During the Conservative years manufacturing employment fell from 6.7
million in 1979 to 4.29 million in 1997, a fall of 2.41 million. By the time New Labour left
office in 2010 the number employed was 2.57 million, a fall of 1.72 million. As the chart
shows employment in manufacturing continued to fall reaching its lowest point in 2013 at
2.56 million. Since then it has stabilised and increased slightly to 2.63 million in 2022.



The speed of the fall was especially fast in the years 1979-83, when over two million jobs in
industry and 1.7 million in manufacturing were lost.!! During these years unemployment in
the West Midlands increased from 4.2% of the working population to 12.2%. In Wales
unemployment rose from 5.7% to 12.4%. In Scotland between 1979 and 1981
unemployment increased from 6.2% to 10.4% of the workforce. Total numbers of
unemployed continued to rise over the next few years reaching 11.8% or 3.4 million in
1984.12

In 1979 the new Conservative government had reduced the top rate of income tax from 83%
to 60% and the basic rate from 33% to 25%. In order to make up for the loss of revenue VAT
was increased from 8.5% to 15%. This had a dramatic effect on inflation. From an average of
8.3% in 1978 inflation increased to 13.4% during 1979. By 1980 it had risen to 18% although
it subsequently fell to 12% in 1981."3 To counter the high inflation, interest rates were raised
substantially. The bank rate, or minimum lending rate as it was called then, reached its
highest ever level of 17% in November 1979. It stayed at this level until July 1980 when it
fell slightly to 16%. Although it fell again to 14% towards the end of 1980, it was back up to
15% by the end of 1981.!* One economic historian has written that government policies
“were poorly thought out, incoherent and pursued with little serious estimate of their likely
consequences” and led to “the second worst slump of the 20th century exceeded only by that
of 1920-1921. 13

The high interest rates made London a very lucrative place to deposit money, which in turn
pushed up the value of the pound. As a result the exchange rate of the pound rose by 45%
between the middle of 1979 and January 1981. The high exchange rate meant that exports
became much more expensive to buyers abroad, while imports became much cheaper for
British buyers. Almost all of British industry lost out either by not being able to sell their
goods abroad or by having their goods replaced by cheaper imports, “and this was the core
cause of the mass industrial redundancies.” '°
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Notes

The recession of 1979-1982 was made worse by the government’s budget of March 1981.
This cut public spending and increased taxes in order to reduce government borrowing. The
budget was criticised in a letter to the Times by 364 economists. The letter stated that there
was no basis in economic theory or independent evidence for the government’s belief that
reducing demand would bring down inflation and lead to an increase in output and
employment. “Present policies will deepen the depression” and “erode the industrial base of
the economy.” (The Economy under Mrs Thatcher 1979-1990, Christopher Johnson, 1991
pages 44 and 45)

In its report, Industrial Strategy: A Manufacturing Ambition (see Source 2), Make UK, the
manufacturer’s organisation describes the essential elements of an effective industrial
strategy or policy with the kind of support from government that is necessary if the UK “is to
remain competitive in today’s global market.” (see pages 27-38)
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