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Introduction

2030: The make-or-break year for
strategic planning

1. All for one in Europe’'s manufacturing sector!

2. Creating customer-centric solutions that win!

3. Rethinking collaboration as an engine for the futurel!
4. Making sustainability a clear priority!

5. Building resilience—not only in the supply chain!
6. Banking on artificial intelligence!

7. Find innovative ways to recruit and retain talent!
The strategic roadmap for 2030 is critical
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INntroduction

This white paper is based on Deloitte’s extensive analyses as well as our
surveys and discussions with subject-matter experts conducted in collab-
oration with top-tier companies in the industrial manufacturing sector. We
bring together the experience, expertise, statistics, data, facts and opin-
ions of numerous sources, providing in-depth analyses and placing them
in a broader context. This allows us to identify a range of future strategies
designed to put European companies on the road to success in 2030.

Back in 2021, we ventured a first look into the future with Deloitte’s Indus-
trial Manufacturing 2030 study' and have continued our analysis of the
sector with other major Deloitte publications, for example the recurring
CFO Survey.

This study is able to provide a variety of perspectives and insights thanks
to our interviews with top management and ¢ suite executives from
mid-sized to multinational manufacturers as well as our discussions and
deep dives with the VDMA research committee and other subject-matter
experts. With such an extensive dataset, we can shed light on the latest
trends and challenges in the current global economy and recommend a
strategic course of action to sector players.

' See “Industrial Manufacturing 2030: 4 Scenarios” at the following link:
04 https://www?.deloitte.com/content/dam/Deloitte/at/Documents/energy-resources/at-growth-engine-machinery-2030-en.pdf
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2030: The make-or-break year
for strategic planning

In the next 6 years, it will be important for every enterprise to
rethink their strategies and make key decisions for the typical five-
year horizon that will impact the business from 2030. And a vast
number of factors is driving these decisions. Not only will we find out
how the global sustainability goals from the UN's Agenda 2030 play
out, but also how the business world changes as artificial intelligence
evolves from a mere innovation into an industry standard. These are
just two examples among many future scenarios leading up to 2030,
which we believe offer challenges as well as opportunities for Euro-
pean industry in general and industrial manufacturing in particular.

However, European industry is under increasing pressure. Its com-
petitiveness, especially vis-a-vis Asian competitors, is declining. At
the same time, the European economy continues to falter and to fall
short of expectations. This is particularly evident in the case of Ger-
many, once the world's leading exporter not only of cars but also of
industrial goods such as machinery.?

Despite the challenging economic environment, now is the time for
Furope’s industrial manufacturers to reposition themselves and
develop a strategy that gives them greater autonomy and the tools
they need to win the future. We hope that this report and our seven
strategies for future success will give you some food for thought at
this pivotal moment!

? See also German Federal Ministry for Economic Affair and Climate Action (2024),
06 https://www.bmwk.de/Redaktion/EN/Dossier/economic-development.html.
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Fig. 1 - Current business outlook in the manufacturing sector compared to three months ago
Question: How do you rate your company’s current business prospects compared to three months ago?
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Sentiment remains negative, but some
optimism is returning

The sentiment in the manufacturing sector is
still negative, but has improved slightly - in the
spring, 20 percent of CFOs were more optimis-
tic than they had been three months earlier,
and now the figure is at 25 percent, according
to Deloitte's latest CFO Survey.2 And yet,
growth in manufacturing is still lagging behind
the economy as a whole. That raises the ques-
tions: What exactly is the way forward?

The global economy rallies, while
Europe risks falling behind

Global and emerging economies are on the
upswing, relying mainly on diversification to
protect them against political risk, though
there is still considerable political as well

as economic volatility. India, for example, is
investing 30 billion US dollars in the semicon-
ductor industry, and the US has earmarked
370 billion US dollars for eco-friendly domes-
tic production. The eurozone, by contrast,
faces an uncertain future, with Germany
ranked with the lowest economic growth in
the eurozone in the first half of 2024, at 0.1%.
The overall forecast for 2024 is even neg-
ative. To turn things around, we need bold
strategic decisions that are driven, in part at
least, by the industrial players themselves.

3 Deloitte (2024): CFO-Survey Fall 2024

Between now and 2030, it's “change
or die”

Europe’s industrial manufacturers have

to make major changes today if they want
to retain their competitive edge, embrace
innovative technologies and champion
sustainable solutions that align with market
demand and increased public scrutiny. In
our practice, we have seen how vital itis

for manufacturers to develop and expand
solutions expertise as a way to compete
with cheaper rival products. Artificial intelli-
gence (Al) will clearly play a major role here
and drive benefits from automating routine
tasks to mobilizing specialist expertise. More
than 50 percent of the top managers in our
survey believe Al offers the greatest transfor-
mation potential. These enterprises will also
have to make sustainability a key priority as
the demands of environmentally conscious
investors and consumers get louder.

Europe’s industrial sector must act
now to leverage these seven strategies
for future success

Itis time for industrial manufacturers in
Europe to take decisive action: Despite
current challenges, the European manu-
facturing sector is still leading on the global
market in technology and quality. The most

promising trends we see for manufacturers
in the medium term are bundling products
and services into comprehensive solutions
and addressing clients’ demand for more
consulting services. There is also consider-
able opportunity in eco-friendly industrial
production, as demonstrated by Europe’s
steel industry which has adopted sustain-
ability as a strategic goal and is starting to
invest in green steel production. And last
but not least, the build-up of arms and
post-conflict reconstruction in Ukraine also
promise to create opportunities for indus-
trial manufacturers.

On the following pages, we discuss seven
key levers around markets, customers,
innovation, sustainability, resilience, arti-
ficial intelligence and talent, pointing out
where there is room for improvement in
the European industrial manufacturing sec
tor. Each of these issues offers important
insight into future growth prospects based
on Deloitte’s studies, interviews and con-
sulting experience.
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1. All for one in Europe’s
manufacturing sector!

Between now and 2030, European industrial manufactur-
ers will face considerable geopolitical and global political
challenges, particularly if we see China and the US form-
ing a stronger economic bloc. Our current CFO survey
indicates that these tensions are also having an impact
on the investment decisions of manufacturing companies
(Deloitte, 2024, see Fig. 2).# To provide a credible counter-
weight and stimulate growth, Europe’s enterprises have to
pursue a global reach as well as a strong local presence.

Strengthening Europe while also capi-
talizing on emerging opportunities
Globalization opens up opportunities on
markets across the world and helps enter-
prises increase their competitive edge
through access to new customers and
business prospects. That is why it is so
important to bolster Europe without com-
pletely removing Asia from the equation.
Of all the markets for industrial products,
Asia still offers the highest growth poten-
tial; so maintaining a strong presence in
the region is vital if manufacturers want

08 Deloitte (2024): CFO-Survey Fall 2024

to make the most of that potential. Focus-
ing on regional priorities and adapting to
local market conditions is decisive when
it comes to meeting demand and seizing
the opportunities available in different
countries. At the same time, it is equally
important for European players to collab-
orate across industries in R&D and other
areas to create a strong counterweight.
Competition for energy sources is another
key issue here that calls for stronger alli-
ances among industrial manufacturers at
the European level.






Fig. 2 - Medium-term investment priorities by region for in five years according to German CFOs of industrial companies
Question: Which regions will you be investing in five years from now?
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Tailored strategy for different economic
blocs and regions

Manufacturers have to develop custom
strategies for each different location in
response to the stronger US and China bloc
and the need for a more powerful Euro-
pean presence. As the Deloitte CFO Survey
has shown for some time, the majority

of CFOs in the manufacturing sector see
geopolitical risks as a significant risk factor.
One member of the ISLA network active in
plant engineering says this is already the
reality: “Decentralization will be a major
priority between now and 2030. We plan to
focus our global activities more on individ-
ual regions to get closer to customers—for
after-sales service and sales but also for
production.”

By employing a “local-for-local” approach
in regional units, companies can bene-

fit from economic growth in China and
other high-risk countries. The best way to
mitigate overall risk and contain specific
regional risks is to set up separate local
organizations with their own production
sites and limited information flows, e.g.,
to prevent data from being shared as the
result of cyberattacks. At the same time,
there has to be a dedicated strategy for the
US market that capitalizes on government
initiatives to bolster the American manu-
facturing industry, for example by estab-

> Participant at ISLA's 2024 Service Leaders Summit
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lishing a stronger presence in the country
to take full advantage of the low energy
costs, subsidies and other incentives in the
Inflation Reduction Act (IRA). Europe also
looks set to regain relevance as a location
for production for the reasons we men-
tioned above, e.g., as China-based produc
tion becomes more expensive and riskier.
With manufacturing relying more and more
on automation, companies see their head-
counts decreasing—along with the associ-
ated labor costs—and manufacturing com-
panies in Europe need to collaborate more
closely to navigate these changes.

1



Rethinking the production network
That means enterprises will have to rethink
their global production network in the
run-up to 2030. Due the factors outlined
above, more production investments are
shifting back to core Western markets than
a few years ago. On a continental scale, the
US leads with 33 per cent of CFOs saying
they would invest there in the medium term.
Europe is also gaining in importance as a
location, with Germany playing a central
role. 30 per cent of CFOs see Europe as a
further focus for investment, with Germany
leading the way with 54 per cent agreement.
The main drivers here are geopolitical
stability, reliable conditions and therefore
better market access. As China continues to
pursue authoritarian and expansionary poli-
cies, India's global profile is rising, both as an
alternative production location as well as a
sales market and a hub for broader access

to Southeast Asia. 28 percent of the CFOs
in our survey not only see more opportu-
nity for investment in India in the coming
months and years; they also see a need to
invest in the country's critical infrastructure
(i.e., IT skills) and production facilities.

Manufacturers need to rethink their
production networks on the European
continent as well. In our practice, we are
seeing more and more clients relocating
headquarters or branch offices to gain tax
advantages. The disparities in energy and/
or labor costs—in addition to taxation—
will continue to incentivize companies to
adopt a more “agile” approach to their
production network.

“We need to work towards a more cohesive European manufacturing
sector. That means exchanging ideas, engaging in debate and exerting
influence to improve our status as a production location while also
maximizing the potential of global expansion at the same time. Striking
the right balance here is key. Wouldn't it be great to have a ‘Europe Inc!
along the lines of the successful ‘Germany Inc. of the 1980s and 90s?
After all, that is what made us the world’s leading exporter for decades
and brought prosperity to the entire country.”

Oliver Bendig,

Deloitte Partner and Lead Industrial Products & Construction Sector
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What the experts in our network are saying

Fig. 3 - Findings on challenging market conditions based on our interviews with the strategy

experts in our survey and the VDMA committee®

Return to

(western) core markets -3 -2 1

Findings

Although 57 percent of the respondents in our survey
believe that globalization with a modified production
network and independent |local organizations is still
vital, there is no clear majority view. The opinions of
our experts on this issue in particular remain divided
and contentious.

20,6
Strong
1 2 3 globalization
Our assessment

With the huge growth potential on the Asian market,
a stronger US/China trade bloc and ongoing geopolit-
ical threats, Europe’s industrial manufacturers face a
tough challenge: global growth or greater autonomy?
Globalization is inevitable, but the key to success is
adapting your strategy to local realities, for example
by setting up local branches in China and leveraging
the advantages on the US market with a local-for-local
approach.

© Deloitte (2024): survey based on Deloitte’s interviews and discussions between May and July 2024, n=30.
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2. Creating customer-centric
solutions that win!

Growing competitive pressure, particularly now that industrial goods made in Asia
offer comparable quality, is making it more difficult for European manufacturers
to set themselves apart. Their efforts to remain competitive present a quandary:
focus on stand-out “Made in Europe/Germany” products or make the inevitable
shift to solutions provider with more comprehensive service packages? Digital
innovation plays a decisive role here, helping manufacturers adopt a more
customer-centric approach with tailored solutions that address the specific

needs of the customer and lead to long-term partnerships (“lock-in effect”).

Think like a customer: the customer
journey

In the machine manufacturing sector,
there have always been thought leaders
who envisioned a closer link between sales
and service, but it has rarely succeeded in
practice—often because manufacturers
were afraid of jeopardizing the status quo.
This mindset needs to change: It simply
isn't enough for manufacturers to focus
exclusively on closing another sale; they
need to broaden their horizons to the
customer journey as a whole and provide
targeted services across all possible chan-
nels—including products, spare parts,
consumables and services as part of com-
prehensive solutions with regular updates
and support. To highlight one key indicator,
the growth forecasts for the equipment-as-
a-service market remain strong at 35 per-
cent,” and leading industrial manufacturers
are adding consulting services, operating
models, exclusive packages, upgrades and
more to their solutions, which promise to
differentiate European players from their
Asian rivals.

However, as Deloitte’s “Customer Excel-
lence in Industrial Manufacturing” study
shows, a majority of manufacturing com-
panies are still behind the curve when it
comes to customer-centricity. More than
40 percent still haven't really thought
about the customer journey and what it
means to provide comprehensive solu-
tions (Deloitte, 2023, see Fig. 4).2 In many
cases, these companies have managed to
conceptualize and develop service pack-
ages, but the efforts fall flat when it comes
to monetization because they don't con-
sider the day-to-day realities of the users.
This leads to frustration on the part of
developers, a lack of understanding on the
part of customers and promising projects
that die a quiet death. The projects and
project inquiries we see in our consulting
practice confirm this observation. For too
many industrial manufacturers, develop-
ing high-quality products has always been
their main priority, rather than looking at
things from the customers' perspective
and focusing on adding value for them—
especially with digital services.

71oT Analytics: Equipment-as-a-Service (2020)
8 Deloitte (2023), Customer Excellence in Industrial Manufacturing: Sustainable growth through customer centricity
https:/www?2.deloitte.com/content/dam/Deloitte/de/Documents/energy-resources/Customer%20Excellence%20

The customer-centric enterprise

By 2030, collecting, updating, segmenting
and evaluating valid customer data and
market analyses will be a critical success
factor for customer-centric companies.
The practice of understanding and actively
inquiring about the needs of the customer
will become a springboard for innovation.
Companies may have to fill new roles, such
as customer journey manager, to ensure
they curate and optimize all of the inter-
actions with a company to create a con-
sistent, satisfactory and positive customer
experience. They can also mine the vast
pool of customer data to gain Al-driven
predictive customer insights and identify
what customers need in advance.

14 in%20Industrial%20Manufacturing Vol2-EN-Deloitte.pdf
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Omnichannel is the key

Omnichannel capability will become the
basis for customer interaction, providing

a seamless link between online and offline
channels to reach and serve customers
more efficiently and cost-effectively. In

a recent Deloitte study, we show that
machine manufacturers could achieve effi-
ciency gains of up to 10 percent by optimiz-
ing interaction along the entire customer
journey (Deloitte 2023).° This seamless
integration allows manufacturers to take
online interactions offline and vice versa
without any disruption. Having a central-
ized online system means everyone has
rapid access to all relevant customer data
and processes. Customers can use the
omnichannel platform when, where and
how they like to manage their own data,
place smaller orders or obtain further train-
ing. Giving customers this level of control
will help optimize staff allocation as well as
processing times per interaction, making
efficient use of highly qualified specialists
and simplifying customer interaction at the
same time.

Investing in customer centricity and cre-
ating solutions that add value for the cus-
tomer is the key to success in European
manufacturing—regardless of the sector.
In some ways, manufacturers have a lot to
learn from consumer goods, e commerce
and even US-based tech giants, where
decision-makers are more agile and more
willing to take risks. We need to be bolder
in our approach again if we want to win.

Fig. 4 - Availability and use of structured customer journeys and growth forecasts
for the equipment-as-a-service market (Deloitte (2023), Customer Excellence in
Industrial Manufacturing: Sustainable growth through customer centricity).

Not available

Available
,Current’ state
Limited level of detail

Available
,Current’ and ,Target' state
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“Becoming a solutions provider will be key for machine manufacturers
if they want to hold their own against Asian competitors in particular.
It will be critical for German manufacturers to reposition themselves
and create clear end-to-end solutions that stand out from ‘good
enough'’ rivals. Relying on service alone as a differentiator will simply

no longer be sufficient.”

Sandra Wagner,

Vice President Digitalization at Konig & Bauer

° Deloitte (2023), Customer Excellence in Industrial Manufacturing: Sustainable growth through customer centricity
https:/www?2.deloitte.com/content/dam/Deloitte/de/Documents/energy-resources/Customer%20Excellence%20

16 in%20Industrial%20Manufacturing_Vol2-EN-Deloitte.pdf
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What the experts in our network are saying

Fig. 5 - Findings on differentiation and market strategies from
our interviews with European manufacturing experts

Product remains the

21,4

Solutions business as a

main differentiator -3 ) -1

Findings

78 percent of our respondents see the move to
solutions provider as a differentiation opportunity,
particularly when it comes to omnichannel cus-
tomer care, and are clearly shifting their focus from
pure product business to more customer-centric
solutions.

1 2 3 differentiation opportunity

Our assessment

More and more companies are focusing on the solu-
tions business to build customer loyalty and offering
outstanding service as a differentiator against cut-
price Asian competitors. It remains to be seen, how-
ever, whether this will be enough to compete with
the (still) lower prices.

'° Deloitte (2024): Survey based on Deloitte’s interviews and discussions in the period from May to July 2024, n=30.
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3. Rethinking collaboration
as an engine for the future!

By 2030, industrial manufacturers in Europe will also have to
take a critical look at their overall capacity for innovation and
decide whether they are in a position to take it further—if
nothing else, to stand out from the competition as solution
providers. Developing joint ecosystems and partnerships
can play a key role in this transformation strategy. After all,
collaboration, even with a competitor, offers new innovation
potential and gives companies a chance to deepen their
expertise beyond pure technical skills as products become

increasingly complex.

From service provider to partner

Most machine manufacturers are already
working with a variety of service providers
that specialize in after-sales service, soft-
ware development, warehousing, produc
tion planning and marketing as well as cloud
services and big data applications. A recent
Deloitte study reports that 61 percent of
the manufacturing executives in the survey
see partnerships with specialist suppliers
as a key element of their innovation and
growth strategy (Deloitte, 2023, see Fig. 6)."
Between now and 2030, industrial manu-
facturers need to reinforce their partner
ecosystems, moving away from purely
transactional relationships with these ser-
vice providers and forming strategic part-
nerships instead. The goal of these part-

nerships is to expand the business as well
as create and possibly even co-fund new
business models. Working with partners like
these, even if it is horizontal cooperation in
the same market or sector, creates space
and potential for new innovations, particu-
larly in terms of cross-industry R&D and
data exchange. This dynamic will require a
complete paradigm shift, as business devel-
opment opportunities with partners and
competitors have been exceedingly rare in
the machine manufacturing sector to date.

18 ' Deloitte (2023), Manufacturing Industry Outlook, us-2023-outlook-manufacturing.pdf (deloitte.com)
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Partner networks need managing
Companies need internal expertise to build
and manage this sort of partner network
between now and 2030, particularly when
it comes to finding the right partners, coor-
dinating strategy and creating long-term
relationships. Leaders can—and must be
willing to—radically rethink their strategy;
out-of-the-box thinking is key. And that
means clearly defining your partnership
goals, identifying and closing any skills
gaps, and developing an innovative strat-
egy for the future that maximizes potential
synergies. What manufacturers should be
prioritizing is transparent, targeted collab-
oration based on shared objectives and
open communications.

The “Europe Inc.” proposition

Ideally, companies with similar circum-
stances and a similar culture will collaborate
in these partner ecosystems, as we have
seen American and Japanese companies do
successfully. A European version of this, i.e.,
‘Europe Inc., based on common European
values and goals could be more effective
than a global approach. That said, opera-
tional considerations such as efficiency gains
and cost optimization will still be the key
drivers, along with regulatory requirements.
Joining forces with these partners might also
make a lasting impact on policy and regula-
tions, moving legislators in the right direction
in terms of investments or bureaucracy.

Fig. 6 - Importance of partnerships in the innovation strategies of industrial
manufacturing companies through 2029

2%

Partnerships with scientific
institutions, industry associations,
national R&D labs

6%
Acquisition of 1%
competitors or partners Others

30%
In-house
development

61%
Partnerships with
specialist companies

"Acquisitions and partnerships are key drivers for manufacturers looking
to expand their product range and strengthen their market position,
while agility and interoperability are essential for success in Industry 4.0.
We are convinced that alliances between willing partners will promote
new digital business models in the medium term, though it is clear that
government support would motivate and accelerate the process.”

Prof. Dr. Matthias Niemeyer,
CEO, Uhlmann Group
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What the experts in our network are saying

Fig. 7 - Findings on innovative focus and ecosystem impact from our interviews
with the strategy experts in our survey and the VDMA committee'?

20,2

Focus on Proactive
core business -3 2 -1 0 1 2 3 diversification strategy
Key message Our assessment
73 percent of respondents show no clear inclination Companies recognize that building ecosystems as
to diversify through ecosystems or to concentrate on  part of a united Europe opens up opportunities to
their core business. compete on the global stage; however, there is a lot of

uncertainty when it comes to the lack of government
support, their own limited experience and the risks
involved. European engineers are not aways comfort-
able working with others and culturally they are more
focused on experimenting with and optimizing prod-
uct performance rather than creating value—or the

perfect products—for their customers.

12 Deloitte (2024): Survey based on Deloitte’s interviews and discussions in the period from May to July 2024, n=30.
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4. Making sustainability
a Clear priority!

Sustainability looks set to remain a top issue through 2030. And even
though Europe is seen as a sustainability pioneer within the global
economy, the manufacturing industry, one of the biggest CO, emit-
ters, is under particular pressure to take a position as new challenges
arise. On the one hand, machinery and plant manufacturing companies
are facing growing regulatory requirements; on the other, the options
for today’s players are vast and varied: from pioneering eco-warriors
focused on achieving energy independence in Europe to mainstream
companies simply adding a green product range. It is up to European
manufacturers to make forward-looking decisions regarding the role
they want to play in the sustainability transition—everyone has to
choose their own path.

Rushing into it carries risks ... tempo for their green transition: rushing
In 2024, a lot of critics are still talking into it carries serious financial risk, but
about sustainability as a luxury only the acting too slowly could prevent manufac
“wealthy” can afford. There are, however, turers from keeping up with market and

innovative companies already proving that ~ customer demand.
sustainability isn't just a “nice-to-have”,

but rather a “must-have” in environmental

and long-term economic terms. That said,

each company needs to find the right
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... but lagging behind could jeopardize
the business

We expect sustainability to become even
more important in the run-up to 2030, and
companies need to be prepared, whether
they focus on reducing the amount spent
on CO, offsets, meeting investors' sus-
tainability expectations, or satisfying end
customer demands for eco-friendly prod-
ucts. If they fail to invest enough in sustain-
ability, industrial manufacturers risk losing
market relevance and competitiveness.
That is why it is so crucial to set the speed
of the sustainability transition based on
that of the customer to minimize profitabil-
ity risks. In a number of our consulting pro-
jects, we find that many manufacturers are
not necessarily eager to make a quick yet
measured transition to sustainability in the
form of reuse, refurbish, remanufacture,
repurpose & recycle (the 5 Rs of the circu-
lar economy). Their customers, however,
i.e., the people using the machines and
production lines, are demanding action in
no uncertain terms. In other words, those
“nice to have” sustainability initiatives are
quickly becoming “must haves” for manu-
facturers who want a future in selling new
machines.

A sustainability strategy is key

To turn sustainability into a profitable Euro-
pean USP, the manufacturing sector needs
to define clear sustainability benchmarks
that apply across the entire value chain and
product lifecycle. The key consideration
here is making sure the benchmarks are
focused on adding value for the customer.
As we highlighted in a recent Deloitte sus-
tainability study with a consumer focus,

3 Deloitte (2023): Creating value from sustainable products, https:/www2.deloitte.com/content/dam/Deloitte/ca/Documents/consumer-in-

almost half of end customers say they

are not willing to pay a green premium for
sustainable products,” and this applies to
products as well as services and processes.
Despite—or perhaps because of—CO,
offsets, many are finding it more expensive
to produce machinery and therefore end
products. Industrial manufacturers have
to show customers the benefits and added
value of their sustainability initiatives and
be transparent about any extra costs if
they want to keep their margins intact.

“Sustainability will always be in our DNA. The
challenge in the future will be to find lower-emission
solutions for our increased energy demands—and
to find them as quickly as possible.”

Massimo Muzzi,

Vice President for Strategy, Business Development & Sustainability,

ABB Electrification

24 dustrial-products/ca-en-consumer-creating-value-from-sustainable-products-aoda.pdf.


https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/consumer-industrial-products/ca-en-consumer-creating-value-from-sustainable-products-aoda.pdf
https://www2.deloitte.com/content/dam/Deloitte/ca/Documents/consumer-industrial-products/ca-en-consumer-creating-value-from-sustainable-products-aoda.pdf
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What the experts in our network are saying

Fig. 8 - Findings on the commitment to the green transition from our interviews with the
strategy experts in our survey and the VDMA committee

Regulatory compliance and

internal optimization -3 -2 -1

Key message

When it comes to how they view sustainability, the
companies in our survey are split: 36 percent are
focused exclusively on regulatory compliance, while
64 percent are looking to become sustainability
leaders.

20,9
(o Joining forces within the sector
(1] 1 2 3 to become green pioneers
Our assessment

With customers unwilling to pay the green premium
and an increasingly strict regulatory regime, it is no
wonder companies are feeling anxious. Coming up
with a broad-based, shared approach to sustainability
must take place in collaboration with private industry
and government officials. That said, the focus should
not only be on selling eco-friendly products; we need
to transform the entire sector—a shift that even China
and the US are embracing.

14 Deloitte (2024): Survey based on Deloitte’s interviews and discussions in the period from May to July 2024, n=30.

25



5. Building resilience—not
only in the supply chain!

Experts expect geopolitical tensions to (continue to) escalate, regula-
tions to become even stricter and cybercrime to soar between now
and 2030. In the current economic climate, most industrial manufac
turers are focusing more and more on efficiency gains through cost
optimization and automation, though other important future issues,
such as supply chain security, improving smart operations (including
cybersecurity) and making both production and administration more
flexible (e.g., through shared services), are still on their radar. The goal
is to be agile enough to respond to changes in the market and pre-
pared for whatever the future has in store.

Resilience is still a top priority for CEOs
Even as late as 2030, we can expect resil-
ience to still be a top priority at board level.
Managers want to be proactive rather than
solely defensive: 83 percent of supply chain
managers in industrial manufacturing say
they expect supply chain risks to have a
permanent effect on margins (Deloitte,
2024).> Simple interventions like making
processes more efficient, lowering costs

or improving existing workflows are no
longer enough. Instead, companies need
to rethink the entire supply chain and make
sure it is protected and flexible enough

to survive over the long term. What this
means in concrete terms is investing in
alternative locations, developing new
processes and building or rebuilding the
production network. Resilience requires
businesses to evaluate and adapt their
workflows on an ongoing basis to benefit

from innovation, while also taking an agile
response to evolving customer require-
ments and changes along the entire supply
change: whether it is extracting raw mate-
rials or physically operating the machinery
on site over ten, 20 or even 50 years.

Rethinking outsourcing and shared
services

One effective way to make supply chains
more flexible and translate new skills
into new workflows and offerings is to
outsource non-core business activities.
In this context, more than 40 percent of
the CFOs in the industrial manufacturing
sector last year already saw buy options
for non-transactional activities as a stra-
tegic advantage because of the flexibility
it offers when it comes to scaling the busi-
ness (Deloitte, 2023, see Fig. 9).° Alter-
natively, businesses can package tasks

they don't outsource as “global shared
services”, essentially setting up a central-
ized in-house service center responsible
for non-core activities such as invoicing
for one or more companies. These shared
service centers make companies more
resilient, encourage more professionali-
zation in peripheral disciplines, cut costs
and speed up digital transformation.
Near-shore solutions in particular are
playing a bigger role here.

> Deloitte (2024): Supply Chain Pulse Check 2024 - Supply chains and margins under pressure - technology as a beacon of hope,
https://image.marketing.deloitte.de/lib/fe31117075640474771d75/m/1/76878a56-a2fe-4563-a52f-7b084b5ec7fa.pdf.

'® Deloitte (2023): CFO Survey Herbst 2023 - New investment strategies, the potential of Al and outsourcing (N=58),
26 https:/image.marketing.deloitte.de/lib/fe31117075640474771d75/m/1/d0906c65-36f3-4aac-9903-17d8a3e57c06.pdf.
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The demand for more resilience that goes
beyond the supply chain is already appar-
entin the “normal” course of business. But
what if companies face even more extreme
scenarios in the future—both in terms of
politics and transformation? What if, for
example, the energy transition fails on a
grand scale? Today more than ever, it is

up to industrial manufacturers to actively
observe, analyze and evaluate all possible
scenarios. This will help them draw con-
clusions and, where necessary, adapt their
operating models with an agile approach,
for instance with decentralized shared ser-
vices. For this reason alone, strategic fore-
casting is becoming an increasingly critical
success factor.

Cybersecurity

As digital transformation advances, devel-
oping a robust cybersecurity strategy will
be crucial. The number of cyberattacks is
soaring, while the potential damage caused
by data theft, denial of service attacks or
viruses is becoming exponentially worse.
Companies need to take targeted action to
protect their IT infrastructure, whether itis
implementing advanced security technol-
ogies, regularly training staff or developing
a proactive incident response system. This
is the only way to make companies more
resilient to cyber threats and ensure busi-
ness continuity.

Fig. 9 - CFO perspective on the advantages of using buy options for

non-transactional activities

Question: In your opinion, what are the benefits of using buy options for

non-transactional activities?

Cost-efficient fulfillment .-
oo [

Faster throughput

19%

OPEXrather than CAPEX BN PAZEES - - - - -
Outsourcing of risk ~ BECRZE . - - - - - - .

No benefits m ..........

0%

10% 20% 30%

“Efficiency and agility are not mutually exclusive goals—they
complement each other. Efficiency helps you make optimum
use of the available resources, while agility enables you to
adapt to changes in the market as they happen. Both are vital
for long-term success and innovation.”

Sami Laine,

Lead Partner for Industrial Products & Construction, Deloitte Nordics
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What the experts in our network are saying

Fig. 10 - Findings on the transformation towards future-proof operations from our
interviews with the strategy experts in our survey and the VYDMA committee'
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Optimising Further flexibilisation
efficiency potential -3 -2 -1 0 1 2 3 of operations
Key message Our assessment

54 percent of European industrial manufacturers rely
on collaboration with shared service partners and
cybersecurity experts to make their operations more
agile and more resilient, while a minority are focused
exclusively on potential efficiency gains.

Businesses are starting to recognize the importance
of operational excellence across the value chain and
the need to go beyond simply improving efficiency
and become more agile. Working with shared service
partners sharpens the focus on core business, while
cybersecurity assumes a much larger role.

7 Deloitte (2024): Survey based on Deloitte’s interviews and discussions in the period from May to July 2024, n=30.
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6. Banking on artificial intelligence!

Upgrading software, word processing programs and chatbots with artificial intel-
ligence (Al) and analytics has the potential to make the industrial manufacturing
much more competitive between now and 2030. These technologies are already
improving production processes, quality control and preventative maintenance,
supporting customer interactions and enabling automated software coding.
European industrial manufacturers only have a limited amount of time to invest
in Al solutions and lay the groundwork for their digital future. Otherwise—and

all the experts agree here—they risk missing the boat completely. One of those
experts is Rainer Burkert, Member of the Central Management Board and CEO of
Wurth-Gruppe: “We have to make Al our top priority. Even if it only delivers half
of the benefits the research promises, Al will become the biggest disruptor and
game changer our economy has ever seen.”

Accelerating product development

Up to 2030, we expect Al to speed up the
product development process, particularly
in R&D, starting with faster market research
and idea generation as well as faster itera-
tion cycles and automated fault detection
using virtual designs. Digital twins are
becoming the new standard, able to inte-
grate loT data and provide more precise
monitoring and optimization of products
and processes in real time—with applica-
tions that are easy to understand and eas-
ily accessible. At the same time, players are
adopting the metaverse as an interactive
platform for virtual collaboration and cus-
tomer interaction, which will revolutionize
product development and improve both
efficiency and flexibility.

More efficiency, leaner logistics and
more agile production

By 2030, Al will make supply chains more
efficient and more sustainable (see action
items 1 and 3). 50 percent of the indus-
trial manufacturing CFOs in our survey
believe that productivity is a key lever for

Al (Deloitte, 2023, see Fig. 11)."® Under the
banner of “operational excellence”, we are
seeing more machines and production
lines networked with the help of Al or
controlled by Al systems, some of which
include automated features that can adapt
to changing conditions or trigger timely
alerts for maintenance and repair. Manu-
facturers can simulate complex production
scenarios using digital twins and optimize
processes thanks to data analytics. Al gives
industrial manufacturers the power to
monitor products across the entire lifecy-
cle, potentially up to and including second-
use applications for retired assets.

Al takes automation to the next level
Between now and 2030, we expect the
exponential growth of Al to drive auto-
mation of routine tasks across all areas of
the business and free up scarce human
resources for more high-value tasks. This
is already the reality for many companies,
particularly in machinery and plant manu-
facturing: Al is successfully improving com-
plex production lines and reducing scrap

rates thanks to precise cause-and-effect
analyses. Today, there are neural networks,
image recognition and other Al technolo-
gies being used for high-precision sorting
on the shop floor, leading to a measurable
increase in total productivity.

Smarter customer contact and services
Al even promises benefits for customers.
Between now and 2030, Al systems will
completely revolutionize digital communi-
cations with customers (see action item 2)
and improve traditional as well as digital
service models in the process, optimizing
first-level support in particular. As more
companies use these new product fea-
tures, we will see the trend towards per-
sonalization of industrial goods increase, in
line with what the executives in our survey
have said (“We rely heavily on Al in the area
of service to automate data analysis—
especially when it comes to finding the right
analytics experts to handle this for us.”)."”

8 Deloitte (2023): CFO Survey Herbst 2023 - Neue Investitionsstrategien, Potenziale von Kl und Outsourcing (N=58),
https://image.marketing.deloitte.de/lib/fe31117075640474771d75/m/1/d0906c65-36f3-4aac-9903-17d8a3e57c06.pdf.

° Participant at ISLA's 2024 Service Leaders Summit.
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Fig. 11 - Benefits businesses hope to achieve with generative Al
Question: If your company intends to adopt generative Al: What are the main benefits you hope to achieve?
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40% 40%
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21% 21%
20%
16%
14%
Improving margins/ Reducing costs Improving customer Creating additional
efficiency/productivity experience capacity

Improving model
accuracy

Talent management is another area where
we expect Al to have a big impact. We are
seeing more and more human roles in the
areas of monitoring, management and idea
generation as companies seek to capitalize
on computational strengths such as speed
and precision in combination with the cre-
ativity and flexibility of their human coun-
terparts. European manufacturers have a
unique opportunity to minimize repetitive
tasks and create long-term competitive

advantage by collaborating on the develop-

ment and implementation of Al solutions.
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Developing new Accessing deeper Keeping up with
products business insights market developments

"Artificial intelligence and automation look set to become
the key differentiators in our sector, particularly for
tracking assets across the supply chain and product
lifecycle, including second and third-life applications—
though this will likely become mainstream over time.
Companies in this industry have to make this their

top priority; after all, Al promises to play a key role in
most areas of the business, and we will have to keep
developing these applications on an ongoing basis to
maintain our competitive edge.”

Chris Saul,
Chief Strategy Officer, Hitachi Europe
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What the experts in our network are saying

Fig. 12 - Findings on data analytics and Al as key levers from our interviews
with the strategy experts in our survey and the VDMA committee?®
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Key message Our assessment
67 percent of respondents see artificial intelligence Industrial manufacturers are well aware of the stra-
(Al) as a key lever for future success as well as for effi-  tegic value of Al in terms of increasing efficiency,
ciency and innovation gains. developing new business models and maintaining a

competitive edge. In Germany and the EU, however,
a lot of companies have been too slow to adopt the
new technology. In our view, the only way to bridge
this gap is through collaboration within the sector

and government support.

20 Deloitte (2024): Survey based on Deloitte’s interviews and discussions in the period from May to July 2024, n=30.
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/. Find innovative ways to
recruit and retain talent!

The skills and talent shortage facing Europe’s industrial manufacturers today
is not likely to improve by 2030 (Deloitte, 2023).2" Al can help global teams
get stronger and overcome language barriers through advanced translation
and communication technologies, for example. These features help compa-
nies work together in Europe and across the globe, allowing for more effec
tive and efficient cross-border collaboration.

New ways of working gain momentum
In the years to come, attracting new talent
will remain a challenge, but it will also have
to become a core component of corporate
strategy in the run-up to 2030—and that
means receiving the attention and the pri-
oritization it deserves at the board level.
Leaders will have to make a lot of talent-
related decisions that have far-reaching
consequences to ensure that their busi-
nesses have what it takes to win the future,
but also what it takes to make growth
possible in the first place. That may mean,
on the one hand, relying more on effective
onboarding initiatives to help experts from
other regions feel at home in a different
work culture. It may also, on the other
hand, require contemporary workplace
models such as remote working, phased
retirement, project contracts and flexible
working hours to help compensate for the
talent shortage, while also addressing the
individual circumstances of employees.

Industrial manufacturers will become more
open to working with freelancers and other
outside contractors for temporary project
support. It is up to the companies them-
selves to develop concrete strategies and

1 Deloitte (2023): Global Human Capital Trends, 2023-human-capital-trends-presentation_en.pdf (deloitte.com).

innovative approaches to stand out from
the competition and make their employer
brand more attractive. As one member of
the ISLA network put it at the 2024 Service
Leaders Summit: “Relying on innovative

or distinctive products is simply no longer
enough. Ultimately, customer service is all
about the people. We have to make sure we
have the right staff who are committed and
receive the support they need, [...] that will
take us to the next level as a company and
differentiate us from our competitors.”??

But you don’t only need talent in head
office positions

Companies tend to limit their discussion
about skill shortages and tight talent mar-
kets to traditional head office roles such as
research and development. Although there
are, in fact, major shortages in these areas,
shop floor workers are too often they

left out of the equation. In the run-up to
2030, Europe will continue to evolve into a
service-dominated continent. And as fewer
and fewer people are willing to take on
production roles, it will inevitably be much
harder to operate production facilities in
Europe. And yet, the geopolitical tensions
around the globe are making manufactur-

2 Participant at ISLA's 2024 Service Leaders Summit

2 Deloitte (2023): Enhancing Human Capital in the Industrial Products and Construction Industry.

ers wary about investing in more produc
tion facilities outside of Europe. Europe’s
manufacturers will have no choice but to
offset the talent shortage in production—
at least in part—by investing in automation.
This will be a huge step, particularly for the
major industrial groups and SMEs that are
still operating under a more traditional fac
tory mindset.

Inspiring employees for technical careers
The challenge is to get young people inter-
ested in technical jobs again. After all, the
ingenuity of Europe’s engineers was at

the heart of the success of the “Made in
Germany” brand and the origin story for
decades of prosperity on the continent. It is
worth going back to the “Europe, Inc.” con-
cept and the idea of creating a collective,
performance-oriented European counter-
weight to the tech giants of Asia and North
America. 66 percent of the companies in
our survey are finding it difficult to fill IT
positions (Fig. 13).22 One way to overcome
this shortage is to promote a tech-driven
learning culture within the enterprise—and
that requires the active involvement of
senior management. From board level on
down, it will be vital to introduce behavioral
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changes through targeted feedback and
coaching to grow these skills. One example
here could be hosting “innovation weeks”
where teams focus on new technologies
with the support of expert presentations
and individual mentoring.

Professional development remains key
Regular training is a crucial factor in ensur-
ing international employees feel at home in
a new work culture, and the same applies
to IT upskilling and effective remote work.
Training partnerships within the industrial
manufacturing sector could unlock syn-
ergies that help everyone stay on top of
the rapid changes, especially in the area

of artificial intelligence. Building a skills-
based organization remains a key focus as
a means of attracting the right employees
and assigning them to the right tasks.

Fig. 13 - The growing challenges of finding suitable applicants for vacant positions

62%

of manufacturers regard talent recruitment

and retention as their biggest challenge.

of employees in the industrial manufacturing
sector are aged 55 or older and are retiring at
an increasing rate.

of companies lack the skills needed for Industry 4.0
and do not consider themselves adequately prepared.

“Closing the talent gap will likely require a multi-pronged approach that

includes implementing flexible models including compressed workweeks,
varied and split shifts, as well as floater roles to appeal to workers.
Collaborating with educational institutions can help develop a workforce
with the digital and operational skills necessary for the energy transition.
For instance, ABB's collaboration with Imperial College London in carbon-
capture technology provides students with relevant skills.”

Jean-Louis Rassineux,
Senior Partner & Global Lead for Industrial Products & Construction,
Deloitte, in his latest article for Forbes Magazine.?

* Forbes (2024): How Can Manufacturers Expedite The Energy Transition?,
36 https://www.forbes.com/sites/deloitte/2024/07/26/how-can-manufacturers-expedite-the-energy-transition/.
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Fig. 14 - Findings on the workforce of tomorrow from our interviews
with the strategy experts in our survey and the VDMA committee %
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Key message Our assessment
88 percent of the respondents see skills-based team Given the talent shortage and the ever-changing
building and global teams as must-haves to mitigate demands placed on the workforce, companies are
the skills shortage and bolster innovation. investing more in professional development, team

development, global recruitment and upskilling initi-
atives, particularly in technical and operational roles.
This will help employers create more attractive work-
places, retain talent over the long term and find the
right venues to recruit new talent.

> Deloitte (2024): Survey based on Deloitte's interviews and discussions in the period from May to July 2024, n=30.
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The strategic roadmap
for 2030 is critical

The next few years will see a massive realignment in many domains
of Europe’s industrial manufacturing sector. Though the status quo
seems increasingly difficult, the prospects are probably a lot better
than they might appear—and yet, there are many companies in the

sector that still have no clear idea of the road ahead.

The key here is to invest in the future with
an agile approach and a set of tailored
strategies. However, Europe’s manufac
turers have to be willing to support one
another to succeed. This is the only way to
sustain their leadership position in the sec
tor in 2030 and beyond.

What strategies make the most sense?
International, customer-centric, globally con-
nected, sustainable, resilient, Al-driven and
skills-based—these are seven principles that
will lead companies to success in the run-up
to 2030.

* Regional growth opportunities and risks
require better management, whether it
is developing sales markets, production
locations and security strategies. The
top issues in Europe are the shortage of
skilled workers, energy costs and exces-
sive bureaucracy.

Industrial manufacturing companies have
to take a more customer-centric approach
and focus on the needs of their customers
in order to shift their focus from simply
manufacturing products to offering com-
prehensive customer solutions.

38

* State-of-the-art technology requires more
digitalization, automation and artificial
intelligence (Al), but the only way to suc
ceed is for companies to work together
and remain open to new partnerships—
even as part of a horizontal alliance.

Europe will take the lead in the area of
sustainable business, though it may take
some time. The key here is for the sector
to set clear and ambitious sustainability
targets without losing sight of adding
value for the customer.

In the end, the most important thing is
to make industrial manufacturing com-
panies more agile in their response to
the issues outlined above, to take a more
flexible approach to the way they allocate
specialized talent as well as the broader
workforce, and to build resilience in the
face of change.

Itis important to note that there is no “one
size fits all” solution. Success depends

on the scale and the specific demands of
each company. The first and vital step is

a detailed, in-depth analysis of the status
quo to help you develop the best possible
strategy for each of the areas mentioned
above. Focusing on the right priorities is
key when it comes to implementing such a
comprehensive agenda.
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