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Over the past month, I've had the opportunity to travel around Northern Ireland to meet with local
companies at Ulster Bank’s Ahead for Business events. This has shed new light on the depth and
breadth of Northern Ireland’s manufacturing sector, alerting me to some smaller, but very innovative
companies that | don’t know even existed. This coincided with a particularly positive reading for the
Northern Ireland manufacturing sector from the latest Ulster Bank PMI, with Northern lIreland
reporting the fastest rate of output growth in manufacturing of all the Markit PMls. So, | thought it
was worth looking at the sector in more detail.

Firstly, the background. Prior to the downturn - even during the ‘good times’ - manufacturing
employment levels in Northern Ireland were following a downward trajectory. In the spring of 1998,
there were close to 105,000 employees within the manufacturing sector. The bursting of the
dot.com bubble and the events surrounding 9/11 hit the local engineering sector hard and pushed
manufacturing employment below the 100,000 mark in 2001. Whilst output recovered from 2003,
and continued to increase until the global recession struck in 2008, the job losses continued before
levelling out around the 84,000 mark from 2005 to early 2008. Both output and employment were to
plunge following the fastest collapse in global trade since World War Il in the second half of 2008.

Manufacturing output was to fall by one fifth from its pre-downturn peak. Meanwhile Northern
Ireland was to lose more than 1 in 8 (over 11,000) of all manufacturing jobs and hitting a low of
73,000 jobs in 2010 in the process.

Fast forward a few years and both the performance and outlook of the local manufacturing sector
are much brighter. As of Q3 2013, the manufacturing sector had recouped over 40% of the output
lost during the recession and close to one third of the jobs lost (+3,400). Encouragingly, over 90% of
the jobs created in manufacturing have been full-time as opposed to part-time employment. The
more timely PMI surveys suggest even more lost output and employment has been recouped by
Northern Ireland’s manufacturing firms in recent months. And robust order books suggest further
growth in output and employment can be expected in the months ahead.

Looking at the broad aggregate performance of the sector conceals vastly differing performance at a
sub-sector level. Indeed, two sub-sectors posted record highs in output in Q3 2013. The Chemical &
Pharmaceutical Products sector, which includes firms such as Norbrook, Almac and Randox, has been
one of a few sectors that have completely avoided the downturn. Output within the Chemicals &
Pharmaceutical Products sector in Q3 2013 increased by 14% y/y and output was some 19% higher
than it was four years ago.

Meanwhile, the star performer within the wider engineering sector has been Transport Equipment.
This includes Bombardier, Schrader Electronics, SDC Trailers and Wrightbus. It has seen output surge
by almost 83% since the low of Q3 2009. More recently, the construction recoveries in the Rol and
GB are feeding through into NI's manufacturing sector - that is those sub-sectors involved in the
manufacture of construction-related materials. For example, during the last two quarters (to Q3
2013), output within the Basic Metals & Fabricated Metal Products sector have increased by 28%.



Meanwhile Rubber & Plastics, which includes firms such as Brett Martin and the Michelin tyre plant,
have seen output increase by almost 14% over the same time period.

Another aspect of manufacturing that Northern Ireland excels at concerns quarrying machinery.
Tyrone is the hotbed for quarrying and mining equipment within the wider Machinery & Equipment
sector. As Prime Minister David Cameron said at the Invest Nl-organised investment conference in
the Autumn, Northern Ireland produces 40 per cent of the world’s mobile quarrying equipment. Key
firms within this sector include CDE Engineering and Terex. The wider Machinery & Equipment sector
saw its output plummet by 50% following the onset of the global recession. However, following an
extremely difficult couple of years, the sector has recouped 40% of its output lost during the
recession.

Whilst demand for Northern Ireland’s manufacturing products has improved within the last few years
a number of challenges remain. Demand within the Eurozone, which accounts for 15% of all of
Northern Ireland’s manufacturing sales (£2.2bn), remains subdued. Sterling’s recent strength on the
currency markets, particularly against the euro, will make Northern Ireland’s food and drink sales less
price competitive than they have been over the last few years. A stronger currency does though
reduce the price of imports such as raw materials.

A key concern amongst local manufacturers remains Northern Ireland’s high energy costs. Falling fuel
costs in the US, stemming from the fracking of oil and gas, has provided a significant boost to the US
manufacturing industry by lowering its cost base. Industrial electricity costs in the EU are now double
that of the US and 20% higher than China. Meanwhile Northern Ireland’s manufacturers pay the
second highest electricity costs in the EU. This is a major cost disadvantage for local manufacturers
and poses the threat that some of our flagship exporters may need to relocate outside of Northern
Ireland to retain competitiveness.

Fortunately NI’s manufacturing sector has reversed the trend of falling demand, and a meaningful,
broad-based recovery is underway. So, demand is no longer the issue, cost is. If this isn’t addressed,
some firms may contemplate taking their business elsewhere.

Richard Ramsey,
24" February 2014
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