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Executive Summary

The Autumn Budget 2025, delivered by Chancellor Rachel Reeves, represents a structural
pivot in the United Kingdom’s fiscal and industrial policy, characterized by a complex

interplay between immediate fiscal tightening and long -term supply -side interventi on. For the
aerospace, defence, and advanced manufacturing sectors —specifically those clustered in
the South East of England —the Budget offers a bifurcated reality. On one hand, the headline
increases in Employers’ National Insurance Contributions (NICs) a nd the freezing of tax
thresholds present a severe operating cost shock, particularly for the high  -skill, high-wage
SMEs that constitute the membership of the Farnborough Aerospace Consortium (FAC). On
the other, the Budget embeds a "quiet" industrial stra tegy through the confirmation of long -
term funding for the Aerospace Technology Institute (ATI), the unlocking of critical
infrastructure like the Lower Thames Crossing, and the introduction of targeted energy
competitiveness schemes.

This report provides an exhaustive, expert -level analysis of the Budget’s implications,
integrating the specific concerns of regional stakeholders including Daniel Face’s assessment
of South East infrastructure and Alan Fisher's commentary on behalf of FAC members. It
moves beyond the surface -level announcements to identify the "accessible benefits" —the
technical mechanisms within the Treasury’s "Red Book" that offer mitigation strategies for
manufacturers. The analysis posits that while the Budget lacks th e "retail" announcements
often favored by industry lobbyists, it establishes a foundational "enabling environment"
through infrastructure connectivity, skills reform, and R&D stability that may ultimately prove
more valuable to the South East’s industrial base than short -term fiscal giveaways.



1. Macro - Fiscal Architecture: The Cost of Stability

To understand the specific impacts on aerospace and manufacturing, one must first
deconstruct the macroeconomic architecture of the Budget. The Chancellor’s strategy is
predicated on a "high tax, high investment" equilibrium, aiming to stabilize public fin  ances
while using public capital to crowd in private investment. This section analyzes the tension
between the government’s growth mission and the immediate tax burdens placed on the
wealth - generating sectors of the South East.

1.1 The Structural Shift in Employment Costs

The most immediate and pervasive impact on the manufacturing supply chain is the increase
in Employers’ National Insurance Contributions. This measure is not merely a tax rise but a
structural upward revaluation of the cost of employment in the UK. For lab or-intensive, high-
value sectors like aerospace manufacturing —where high - skilled, high-wage labor is the
primary input —the impact is disproportionate compared to the wider economy.

Aerospace engineering firms in the South East compete for talent in a global market. The
freezing of income tax thresholds until 2030 -31 creates a significant "fiscal drag." As
aerospace engineers, technicians, and project managers receive pay rises to mat ch inflation,
they are aggressively pulled into higher tax brackets. This reduces their real disposable
income, inevitably leading to increased wage bargaining pressure on employers to maintain
net-pay parity.

For FAC members, many of whom are specialist SMEs, this creates a "double whammy." They
face a direct tax hike on their payroll via the NICs increase, and an indirect cost pressure from
employees demanding higher gross wages to offset the fiscal drag.
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The government argues this is the necessary "price of stability," aiming to end the fiscal
volatility of recent years. However, for a Tier 2 supplier in Hampshire or Surrey operating on
single-digit margins, the cash flow implication is immediate. The miti gation offered —an
increase in the Employment Allowance —protects micro -businesses but leaves the critical

"scale-up" layer of the aerospace supply chain exposed. 3

1.2 The Productivity Puzzle and the OBR Outlook




The Office for Budget Responsibility (OBR) has revised down its forecasts for medium -term
productivity growth.® This adjustment is critical for advanced manufacturing, a sector that
relies on productivity gains to compete internationally. The OBR’s assessment suggests that
the structural headwinds facing the UK economy—planning gridlock, skills shortages, and low
business investment—are entrenched.

The government’s response, detailed in the Budget, is not to cut taxes to stimulate growth,
but to invest heavily in "supply-side" reforms. The allocation of over £120 billion in capital
investment is a direct bet that improving the capacity of the economy (roads, grid, labs) will
eventually drive productivity numbers up. ° For the South East, a region often stifled by
congestion and infrastructure capacity limits, this pivot to capital investment is theoretically
positive. However, the lag between capital allocation and operational benefit means
businesses face a "valley of death" —paying higher taxes now for infrastructure benefits that
may not materialize for 3 -5 years.

1.3 The Investment Climate: Incentives vs. Deterrents

The Budget sends mixed signals regarding investment. The retention of "Full Expensing"
(allowing companies to deduct 100% of capital investment from taxable profits) is a major
positive, cementing a policy that the FAC and Make UK have long championed. © This
mechanism is particularly beneficial for aerospace manufacturers investing in heavy
machinery, CNC centers, and autoclaves.

However, the increase in Capital Gains Tax (CGT) and the reduction in relief for Business
Asset Disposal arguably dampen the incentive for entrepreneurship. For the dynamic cluster
of start -ups in the Oxford - Cambridge arc or the Solent space cluster, the r educed exit return
could cool early -stage investment. The counter -measure introduced is the expansion of the
Enterprise Management Incentive (EMI) scheme, which we will explore as a key "accessible
benefit" later in this report. *

2. The Hidden Industrial Strategy: Aerospace and
Defence

While the Chancellor’'s speech may have appeared "light" on specific sectoral



announcements —a source of frustration noted by FAC CEO Alan Fisher—the structural
reforms and funding confirmations contained within the policy papers provide a robust
framework for the sector. The government has effectively moved from a policy of
"announcements" to one of "implementation," embedding industrial strategy into the
Comprehensive Spending Review.

2.1 The Aerospace Technology Institute (ATI): A Pillar of Certainty

The confirmation of £975 million for the Aerospace Technology Institute (ATI) over five years
is the cornerstone of the government's sector support. 8 This funding is not merely a line item;
it is the guarantor of the UK’s position in the global aerospace hierarchy.

In the context of the South East, this funding is critical. The region hosts a dense network of
design houses, consultancies, and Tier 1 systems integrators that rely on ATl grants to de -risk
high-value Research and Development (R&D). The Budget confirms t hat this funding is
explicitly tied to "zero -carbon aircraft technology" and energy efficiency. '° This alignment
with the "FlyZero" initiative creates accessible opportunities for supply chain companies
specializing in lightweight composites, hydrogen propulsion systems, and sustainable aviation
fuel (SAF) technologies.

Crucially, the ATl programme includes specific competition streams for SMEs. The Budget
confirmation provides the long -term certainty required for SMEs to commit to multi -year R&D
roadmaps. Unlike short -term grant pots, the ATI’s five -year horizon allows FAC members to
build consortia and invest in talent, knowing the funding mechanism is secure. °

2.2 Defence: The Strategic Pause

Alan Fisher noted the frustration regarding the lack of specific defense announcements. '?The
Budget confirms the commitment to reach defense spending of 2.6% of GDP by 2027, but the
detailed Defence Investment Plan has been delayed until late 2025/early 2026. 2

This delay creates a temporary vacuum of certainty for defense primes and their suppliers in
the South East. However, the spending review confirms that intelligence and surveillance
budgets are rising, and the "Modern Industrial Strategy" explicitly lists defense as a growth
sector. ™ The implication is that the government is waiting to align procurement fully with the



new Industrial Strategy before committing to specific platforms.

Despite the delay, there are immediate positives. The Budget confirms a commitment to
increase Ministry of Defence (MoD) spending with SMEs by £2.5 billion by May 2028." This is
a tangible target that FAC members can leverage. It suggests a shift in procurement policy
towards "social value" and supply chain resilience, potentially favoring agile SMEs over
sluggish primes for certain innovation contracts.

2.3 The "Drive35" and Automotive Convergence

The Budget allocates over £2 billion to the automotive sector for zero -emission vehicles (ZEV)
under the "Drive35" program. '"While distinct from aerospace, the technological convergence
between these sectors is accelerating, particularly in the South East where automotive
(Oxford/Mini) and aerospace (Farnborough/Surrey) clusters overlap.

Innovations in battery density, electric motors, and advanced materials funded under
automotive streams often have direct applications in Urban Air Mobility (UAM) and eVTOL
(electric Vertical Take - Off and Landing) sectors. The investment strengthens the do mestic
battery supply chain (e.g., gigafactories), which secures the upstream availability of critical
minerals and components required by the aerospace sector. ' This cross-pollination of
technology and supply chain resilience is a "hidden" benefit of the automotive funding for the
wider advanced manufacturing ecosystem.

3. South East Infrastructure: Unlocking the Growth
Corridor

The user query highlights the assessment by Daniel Face regarding the Lower Thames
Crossing and the Oxford - Cambridge Corridor. This report expands on those points, analyzing
them specifically through the lens of logistics, labor markets, and industrial clu  sters. The
Budget reveals a clear intent to use infrastructure to unlock "agglomeration economics" in

the South East.



3.1 The Lower Thames Crossing: A Logistics Lifeline

The confirmation of £900 million to complete publicly funded works for the Lower Thames
Crossing (LTC) is a pivotal moment for South East manufacturing. '® For the aerospace sector,
this project is far more than a commuter convenience; it is a strategic logistics asset.

The current Dartford Crossing acts as a choke point for the entire UK manufacturing supply
chain. It processes 40% of the UK’s freight, connecting the Channel ports to the

manufacturing heartlands of the Midlands and the North. For aerospace companies oper ating
on Just-In-Time (JIT) principles—moving wings, engines, and fuselage sections between sites
in the UK and Europe—the unreliability of Dartford is a major operational risk.

The LTC provides essential redundancy. If Dartford fails due to weather or accidents, the
supply chain currently grinds to a halt. The new crossing mitigates this risk, increasing the
velocity and reliability of the supply chain. Furthermore, the £9 billio n construction project
itself represents a massive procurement opportunity for local engineering and construction
firms, many of whom share supply chains (steel, sensors, project management) with the
aerospace sector. ®

3.2 The Oxford - Cambridge Corridor: The "Supercluster" Effect

The Budget commits £500 million to the Ox -Cam arc, including the East West Rail and the
reopening of the Cowley Branch Line. '® The government explicitly frames this corridor as
"Europe's Silicon Valley," and for aerospace, this region is the hub of dua/-use innovation.

The reopening of the Cowley Branch Line is not just a housing measure; it connects the
manufacturing hub of Cowley (historically automotive, but increasingly advanced
engineering) to the research centers of Oxford. 2° This facilitates the flow of talent between
academia and industry, a critical factor for innovation.

The wider East West Rail project physically links the "Golden Triangle" of research

(Cambridge - Oxford - London). This connectivity encourages the formation of a "supercluster"”
where deep -tech (Al, Quantum Computing) meets hard -tech (Aerospace manufacturing). For
example, quantum sensors developed in Cambridge labs can be rapidly prototyped by
engineering firms in Milton Keynes and integrated into satellite systems in Oxford or Surrey.
This physical connectivity is essential for attracting Foreign Direct Inves tment (FDI), as global

companies seek regions with deep, accessible talent pools. 2



3.3 The Solent and Hampshire Context

While less explicitly headlined than the Ox -Cam arc, the Solent region remains a critical node.
The Budget implies continued support for Freeports as part of the "Investment Zone"

strategy. 2° For FAC members in Hampshire, the Freeport status offers tax reliefs on capital
investment and employer NICs for new hires within the zone boundary. The Budget'’s silence
on removing these benefits is a positive signal of policy continuity.

The Solent is also a target area for hydrogen clusters, referenced in the context of the "North
Sea Future Plan".?* This connects directly to the ATI's focus on hydrogen aviation, positioning
the South East as a potential testbed for green propulsion technologies.

4. Addressing the Cost Challenge: Energy and
Competitiveness

One of the most persistent complaints from UK manufacturers has been industrial electricity
prices, which are significantly higher than in France or Germany. The Budget introduces
specific schemes to address this, identifying a key "accessible benefit" for  energy-intensive
firms.

4.1 The British Industrial Competitiveness Scheme (BICS)

Hidden within the departmental settlements is the launch of the  British Industrial
Competitiveness Scheme (BICS) . This scheme aims to cut electricity bills for eligible
manufacturers by up to 25% (approximately £35 -£40/MWh).?°

This measure is explicitly targeted at "frontier industries" (including aerospace and

automotive) and "foundational industries" (chemicals, steel). While the full implementation is
scheduled for April 2027, the consultation process is active. This offers a medium-term
roadmap to parity with European competitors. For FAC members running energy -intensive
operations —such as autoclaves for composite curing or large -scale machining centers —this



relief will be substantial.

4.2 The British Industry Supercharger

Alongside BICS, the Budget accelerates the British Industry Supercharger , which offers
exemptions from renewable energy levies and network charges for the most energy -intensive
users.?® This is an immediate "accessible benefit" for those manufacturers that qualify.
Companies in the aerospace supply chain dealing with heat treatment, casting, or forging
should immediately review their eligibility, as this could significantly offsettheri  se in
employment costs.

5. Skills and Workforce: The SME Breakthrough

Perhaps the most universally positive aspect of the Budget for FAC members is the reform of
skills funding. The government has acknowledged the "skills crisis" in manufacturing and
provided a direct financial incentive to address it.

5.1 Free Apprenticeships for Under -25s

The Budget announces that apprenticeship training for those under 25 will be  fully funded
for SMEs.? Previously, SMEs were required to pay a 5% co-investment toward the cost of
training and assessment.

For a typical aerospace engineering apprenticeship, which can cost upwards of £27,000 over
three to four years, the removal of the 5% contribution represents a saving of over £1,300 per
apprentice. More importantly, it removes the administrative friction o f the co -investment
process. This policy is designed to de -risk the hiring of junior talent.

For FAC members facing an aging workforce —a chronic issue in the sector —this is a
strategic opportunity. It incentivizes the recruitment of school leavers who can be trained in
company - specific methodologies, rather than competing for expensive, experience d
contractors in a tight labor market.



5.2 The Growth and Skills Levy

The reform of the Apprenticeship Levy into the "Growth and Skills Levy" offers further
flexibility. 2° The new levy will allow funding to be used for shorter, modular training courses,
not just long -duration apprenticeships. This is ideal for "upskilling" existing staff in specific
new technologies, such as additive manufacturing or digital design, without  the need for a
multi-year commitment. This directly addresses the need for agility in the workforce, allowing
manufacturers to pivot quickly to new technologies.

6. Trade and Global Reach: Expanding Horizons

For the export -heavy economy of the South East, the Budget’s strengthening of UK Export
Finance (UKEF) is a critical tool. The aerospace sector is inherently global, and the
government is deploying its balance sheet to support exporters.

6.1 UK Export Finance (UKEF) Enhancements

The Budget details new support for the "scoping and design" phases of international

projects. *' This is particularly relevant for the South East’s engineering consultancies and Tier
1 suppliers who often export services and Intellectual Property (IP) long before physical
goods are shipped.

By guaranteeing these early -stage costs, UKEF allows UK firms to bid more aggressively for
international contracts. Additionally, the British Business Bank has been given a new five -year
plan to unlock £4 billion in finance for scale -ups.?® This is designed to bridge the "valley of
death" for companies moving from prototype to production —a common hurdle in the
aerospace supply chain.

6.2 Supply Chain Rules and Brexit



While not a new announcement, the Budget context reinforces the importance of complying
with post -Brexit "Rules of Origin," particularly for the automotive and aerospace sectors. The

investments in domestic battery production and supply chain resilience ar
ensure UK manufacturers meet the local content thresholds required for tariff

the EU.*

7. Accessible Benefits for FAC Members

e partly designed to
-free trade with

The following table summarizes the key "accessible benefits" identified in the Budget
analysis, specifically tailored for FAC members and South East manufacturers.

Benefit Sector Relevance Accessibility / Financial Impact
Mechanism Action
ATI Funding Aerospace R&D Apply via quarterly High capital grants
(£975m) ATI competition for R&D; de-risks
streams. Focus on innovation.
Zero-
Carbon/Efficiency.
Free Skills / Workforce Automatic for SMEs Saves 5% co-
Apprenticeships hiring apprentices investment costs;
(<25s) under 25. reduces admin

burden.

British Industrial
Competitiveness
Scheme (BICS)

Energy Costs

Consultations open
now;
implementation
April 2027. Review
SIC code eligibility.

Potential 25%
reduction in
electricity costs
(£35-40/MWh).

British Industry

Energy Costs

Immediate

Exemption from




design" guarantees
on export bids.

Supercharger application for renewable levies
energy-intensive and network
industries (casting, charges.
forging, treatment).

Made Smarter Digital / National rollout to Match -funding for

Adoption Productivity South East. Apply digital hardware
for grants for and consultancy.
digital
twins/robotics.

EMI Scheme Talent Retention Review current Tax- efficient

Expansion share schemes. retention of senior
Limits doubled to engineers/executiv
£6m. es.

Employment NICs Mitigation Claim via payroll. Offsets NICs rise

Allowance Increased to for micro -
£10,500. businesses (under

~10 staff).

UK Export Finance Global Trade Contact UKEF for Secures financing

(UKEF) "scoping and for early - stage

export contracts.

8. Conclusion: Navigating the Transition

The Autumn Budget 2025 creates a challenging but opportunity

-rich environment for the

aerospace and advanced manufacturing sectors in the South East. The Chancellor has

prioritized structural stability and long -term capacity building over short -term fiscal stimulus.

For Daniel Face’s assessment of the region, the confirmation of the Lower Thames Crossing
and the funding for the Ox -Cam arc validates the "growth corridor" narrative. These projects

are not merely construction jobs; they are the arteries of a future indus

trial strategy that




relies on the rapid movement of goods, data, and talent across the South East.

For Alan Fisher and the FAC, the "frustration" at the lack of headline announcements is
understandable given the immediate pain of the NICs increase. However, a deeper analysis
reveals a coherent industrial strategy embedded in the details. The "accessible benefits"—
specifically the fully funded apprenticeship training, the stabilization of R&D tax credits, and
the forthcoming energy cost reductions—provide a toolkit for SMEs to navigate the current
economic headwinds.

The strategic imperative for South East manufacturers is to transition from a defensive
posture—absorbing the NICs rise—to an offensive one. This involves aggressively accessing
the "hidden" funds: applying for Made Smarter grants to automate, utilizing the Growth and
Skills Levyto upskill, and aligning R&D roadmaps with the ATI’s zero -carbon criteria. By
leveraging these state -backed mechanisms, the sector can mitigate the cost of government
and position itself for the growth promised by the region's new infrastructure backbone. The
Budget does not offer an easy ride, but it offers a clear direction of travel: towards a high -
skill, high-productivity, and infrastructure -enabled industrial base.
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