
A decent start to 2016  
UK manufacturers had a better than expected start to 
2016. The UK manufacturing Purchasing Managers' Index 
(PMI), produced by Markit, was 52.9 for January 2016, the 
highest reading in three months. Any reading above 50 
indicates growth. 

The pound hit a 7-year low against the dollar ($1.39) in 
the last week of February, due to uncertainties around 
'Brexit'. This will provide some respite to exporters who 
had been feeling the pinch with the recent strength of the 
pound. 

While weak global demand persists due to the slowdown 
in emerging markets, the strength of UK consumer 
spending has ensured domestic demand has held up, 
especially in areas such as automotive and food 
manufacturing. 

National Living Wage 
According to an annual survey of manufacturing 
executives, nearly a fifth of Britain’s manufacturers are 
considering restructuring or reducing their workforce in 
response to the higher minimum wage effective from 
April 2016. Manufacturers are facing rising pressures 
around employment costs and regulations, which also 
include the apprenticeship levy and the new auto-
enrolment pension obligations for employers. 

Unstoppable automation? 
This rise in employment costs is likely to accelerate the 
pace of automation. Manufacturing is already more likely 
to embrace automation compared to other sectors. 
According to a 2015 Grant Thornton survey, 43% of 
manufacturing firms globally said they expect to 
eventually replace at least 5% of their workforce. 

Commodities price slump 
The fall in the price of oil and other commodities remains 
a double-edged sword for the sector. Steelmakers and 
electrical & machinery manufacturers have been hit 
particularly hard by the commodities price slump. 
Steelmakers are struggling even further due to oversupply 
in the market, particularly from China. 

Meanwhile manufacturers linked to the North Sea supply 
chain are feeling the pain, as losses accumulate across the 
sector, and capex and operations are scaled back. 

At the same time, the overall average price of input 
materials continues to fall, leading to lower costs of 
production for manufacturers. According to the Office 
for National Statistics (ONS), the overall price of 
materials and fuels bought by UK manufacturers for 
processing (i.e. total input prices) fell by 7.6% in the year 
to January 2016. This compared with a fall of 10.4% in the 
year to December 2015. 

Implications for pension schemes  
Schemes whose employer revenues are largely dependent 
on exports should monitor the covenant given weaker 
global demand and emerging markets' financial volatility.  

In the context of the recent headlines, trustees should also 
seek to understand the potential impact of 'Brexit' on the 
employer covenant in the medium to long term. 

The recent combination of lower equity returns and 
further falls in gilt yields is likely to have increased the 
shortfall in many schemes. Funding level volatility, 
combined with possible changes to covenant strength, 
may push trustees to request additional funding from the 
employer. 

UK manufacturing has started this year on a decent footing, with strong domestic 
demand being a key driver. Weak global demand combined with a strong pound 
have however been a continuous dampener on the sector's exports, although the 
recent fall in Sterling could provide a short-term boost. Pension scheme trustees are 
advised to understand how emerging trends, such as greater automation or a 
potential UK exit from Europe ('Brexit'), will impact the employer covenant. 
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The Grant Thornton view  
"2016 has got off  to a good start, but UK manufacturers remain cautious in the face of  
weak global demand and rising employment costs. Trustees should ensure they understand 
how market drivers will affect the employer covenant in the medium to long term."  

Darren Mason, Head of  Pensions Advisory 

Pensions Advisory update 
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For more information: 
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below.  
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