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Why is there a factory building boom?
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o Several advanced economies, including the US and
the UK, have experienced a boom in factory building
in recent years.

e Increasing the size of factory buildings implies
more manufacturing activity is taking place inside
those buildings. Countries that have had limited
investment in manufacturing buildings in the past
are the most likely to be ramping up investment
today.

o Manufacturing employment is not increasing—this
investment appears to represent capital for labor
substitution. The capital investment is domestic, but
it may be replacing labor located overseas.

e In some cases policy may have encouraged
(or forced) factory building. However, some of
this appears to be a process of localization of
production, as technology makes it more efficient to
produce closer to the customer.

e The slowing of US factory construction in the very
recent past is a reminder that structural trends can
be upset by policy-induced uncertainty.

In the years since the pandemic there has been a factory
building boom in several developed economies. Measuring
factory construction is a useful way of thinking about
manufacturing sector growth. Building more factories (or
enlarging existing factories) implies more activity taking
place inside those buildings.

Building more factories marks something of a reversal of
long term trends. Economic development has followed a
standard pattern. First people leave the agricultural sector to
work in the manufacturing sector, with machines replacing
them in the fields. Then people leave the manufacturing
sector to work in the service sector. More sophisticated
machines could replace people in the factories. Alternatively,
as often happened during the past half century, the factories
could simply shift to areas where labor is cheaper. Rising
manufacturing employment in an advanced economy might
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be a worrying signal, as it implies economic progress has
gone into reverse. So what does a modern factory building
boom really mean?

The building boom

There are two different measures of the boom in
factory construction. One relies on how much money
manufacturing firms are spending on buildings. The other
measures how much is spent on building manufacturing
facilities—even if a traditionally service sector firm is paying.
Thus, when Greggs, UK retailer of sausage rolls and other
delicacies, builds a new factory that would not be included
in the former number (as Greggs is primarily a retailer) but
would be in the latter (because Greggs, though a retailer,
is building a sausage roll component-producing factory).
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The former is the number that is generally available. The
latter is a broader number, and may actually be more useful.
The US experienced a dramatic factory building boom from
2021-2024. Spending on manufacturing building by all sorts
of companies went from around 3.5% of the manufacturing
economy to 8%. Relative to the overall economy, factory
building is at levels not seen in over forty years.

US investment in factories surged in 2021 to 2024
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In the UK, the amount spent on building by manufacturers
alone as a share of manufacturing activity has risen to 3.6%
in 2024, from an average of 1.5% in the first two decades
of the twenty-first century. The amount of money spent on
Canadian factory construction by Canadian manufacturers
is 62% above its 2019 level. These numbers are not directly
comparable to the US data, but the change is just as
indicative of the factory building boom.

A new UK industrial revolution?

UK building of factories (manufacturers only) as a share of
manufacturing gross value added
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These moves are not the normal noise of the investment
cycle. Shifts on this scale represent a structural break. But
these shifts are also not universal.

The factory building boom has been most likely in
economies that have traditionally not invested in factory
buildings. Countries that have historically invested more in
factories have not indulged in a building boom. Countries
with established manufacturing traditions, like Germany
or Japan have had a lackluster (even declining) level of
investment. That might superficially look as if the US, the
UK, and others were simply making up for past investment
failings. But that is not a terribly helpful view. Why did these
countries not continue with their limited investment? After
all, if no one has bothered to invest significantly in new
manufacturing buildings for over two decades, why start
now?

Factory builders did not build in the past
Manufacturing sector construction of buildings: Comparison of
latest building rates with historical averages, for selected advanced
industrialized economies
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Buildings not people

It is noticeable that countries experiencing a surge in factory
building have not generally experienced a proportionate
increase in manufacturing employment. US manufacturing
employment has followed a path of genteel decline. Under
President Trump US manufacturing employment is below
8% of private payrolls, for the first time since at least
the 1830s. A similar decline in manufacturing employment
rates is evident in the UK—despite the fact that both these
countries have been at the forefront of the factory building
boom.
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More factory buildings with fewer workers
US factory employment as a share of total employment

45%

40%
35% ——

30% A

25%

20%
15%

10%

5%

0%

1939 1949 1959 1969 1979 1989 1999 2009 2019

Source: UBS, US Bureau of Labor Statistics via Haver

The obvious explanation for this is that advanced
industrialized countries that are investing in new factories
are following the normal path of economic development.
As economies advance, either jobs are outsourced or they
are automated away. Having historically indulged in the
former practice, advanced economies are now choosing the
alternative option and switching to use capital instead of
labor.

The robots of the newly built factories do not seem to be
replacing workers at home, but workers overseas. Increasing
the real estate footprint of domestic manufacturing will
create some employment—obviously in the construction
sector, but also in the form of permanent human jobs
(security guards, for instance). A factory security guard is
classified as manufacturing employment, but with robots
doing the actual manufacturing. Similarly, US manufacturers
employ a (shockingly low) 50 economists, all of whom are
classified as manufacturing workers. This manufacturing
employment differs from the nostalgic idea of a boiler-suited
employee wielding a spanner, but that sort of job is not likely
to return to developed economies in any meaningful way.

Building drivers

In looking for drivers of the factory building boom there
are two factors that seem to be contributing. The first is
policy. In the US the Biden administration passed polices like
the Inflation Reduction Act that were aimed at increasing
industrial capacity. In the UK it is noticeable that one
area of strong investment growth has been food and
beverage factory buildings. This accelerated from 2016, with
a marked increase from 2019. The UK's exit from the EU led

to increased regulation in international trade in the UK food
sector, and the timing of investing in domestic production
facilities certainly suggests that it may be a response to trade
barriers emerging. The increase in food factory construction
coincided with international investment leaving the sector—
and the domestic focus to factory building certainly suggests
a policy linked motive.

Brexit coincided with a boom in food factory
building (but not employment)

UK food sector real estate investment and employment
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However, not all of this investment can be attributed to
policy. Planning for some of the US factory construction
predated the passage of legislation—and it would be a brave
company owner that committed to investing on the hope
that the US legislative process would go their way. In the UK
investment in factory buildings for electric motors, batteries,
and engines also increased notably in recent years, and
these are areas less obviously at risk of disruption from the
changing relationship with the EU.

These cases may represent the trend toward localization
of production. In many cases, less than half the consumer
price for a product represents the cost of production.
Moving production closer to the consumer can lower
those post-production costs. If this can be done with
the capital for labor substitution, it makes sense to build
new factories and equip them with robots. This also
helps to explain why countries that have not invested in
factories in the past are now building them, but countries
with a tradition of investing in factory buildings have
not increased their manufacturing real estate investment.
Bringing manufacturing production back to advanced
economies requires buildings and robots for the former
group, but only robots in the latter case (as existing factory
buildings can be repurposed).
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Limits to investing

While localization trends may be structural, there are
possible constraints. Policy uncertainty has been increasing
in the United States this year—in respect of supply chains,
employment, and in dealings with government generally.
Those areas of uncertainty may have worked against
investment. The growth of factory building has stalled. There
has not been a significant decline—building projects are
less likely to stop once construction has begun, and it is
more likely that policy uncertainty halts projects that are at
the planning stage. That gives some short-term support to
factory construction but counters the structural trends.
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