CBl Q4 2021 SUPPLY CHAIN HEATMAP
OVERVIEW

e This heatmap aims to be a helpful cross-economy contribution to the government’s ongoing effort to tackle supply chain issues and will be
updated with new sectors and additional insights on a rolling basis.

e Theseissues are affecting all sectors, but CBI insights suggests that the most serious supply chain disruption is being seen across
freight/logistics, manufacturing, energy-intensive industries, and hospitality/leisure/tourism.

e These sectors are facing supply chain challenges, labour shortages and energy price rises, which are having a direct impact on production
levels. They are also seeingsignificant cost pressures, caused by higher wages, as well as increased distribution, component, and energy
costs, which are beginning to be passed on to consumers.

LATEST INSIGHTS

There is growing concern among firms, especially in the logistics, food and drink, manufacturing and retail sectors, that the rapid growth in Covid cases and
absences in recent weeks may aggravate supply pressures and further disrupt firms’ operating capacity at a crucial timein the run-up to Christmas.

Insights from the UK Financial Services and Risk Management sector:

e Cost pressures are compounding the challenges many firms are facing, as they manage their Covid liabilities whilst also dealing with ongoing supply
chain disruptions.

e Insurers are concerned about being able to complete damage claims from adverse weather on time due to a shortage of raw materials. Theyare
assessing risks across their portfolios, and whether they need to increase premiums for businesses sothat they can fulfil claims.

Global insights from China, India, the United States, and the EU from the CBI’s international offices and CBI members with international operations (see our

Annex on p 20-26), with key insights showing:

e Labour shortages andincreases inthe costs of raw materials continue to drive persistent supply constraints and cost increases across the global
economy.

e Increasedlogistics costs, particularly caused by container supply shortages and unloading delays at ports, continue to bite across global supply chains.

e Arange of measures are being undertaken by businesses toaddress challenges at ports, including firms in India diverting operations to use European
and American ports and the introduction of sanctions for delayed unloading of shipping containers in India and the US.




CROSS-CUTTING SOLUTIONS

Supply Short-term (in the next 6 months):

Chain e Improve communicationwith businesses onthe work ofthe Supply Chain Taskforce, includinghow their feedback is being used

Taskforce and what areas the group will be focussing on post-Christmas.

Smoothing Short-term (in the next 6 months):

trade flows e Launch asmall business awareness campaign to drive firms’ understanding of the incoming customs controls forJanuaryand July
2022.

Energy Provide short termrelief for firms to support with policy and network costs while energy prices remain high. This could include:

Short-term (n the next 6 months):
¢ Introduce government-backed loan guarantees for sectors particularly affected.

Labour/skills

Targeting skills interventions and funding towards shortage areas so that skills supply matches economic demand:

Short-term (0-6 months):

o Acceleratethe approvals and processingof HGV drivers by improving driver testing capacity and speeding-up licence turnaround
times, including forre-issuing licences.

e Maximise the use ofthe DfE’s 8-12 week ‘bootcamp’ modelto help people switch jobs or gain employability skills for sectors
facing shortages suchas warehousing, including targeting bootcamps for roles on the Shortage Occupation List.

o Target the Lifetime Skills Guarantee and National Skills Fund at shortage occupations, including for roles requiring Level 2
qualifications and those on the Shortage Occupation List.

e Introduce Equivalent and Lower Qualification exemptionsfor qualifications funded by the Lifetime Skills Guarantee.

Mid-term (in the next 6-12 months):

e Making the Apprenticeship Levy more flexible for employers so that it can fund more high-quality training for in-demand roles,
including shorter modular courses, product training and more professional courses.

Ensuring an agile migration systemthat is highly responsive to changes in economic demand and shortages oflabour that the UK’s
own labour market cannot meet in the short-term:

Short-term (in the next 6 months):




e Immediately commission the Migration Advisory Committee to start an annualreview ofthe Shortage Occupation List, and report

as early as possible.
e Fully implement the outstanding recommendations fromthe most recent MACreview of the Shortage OccupationListin

September 2020.

Mid-term (in the next 6-12 months):
o Putthe MACon a new footing, with a regular rhythm of meetings, adopting a statuslike the LPC, and adding industry and trade
union representationalongside academics and economists.




Sector Supply side constraints | Cost pressures Downstream Immediate (Q4), Actions
effects/risks short-medium businessesare
(Q1-Q22022) and | taking
medium-long
(Q3 ‘22-Q4'22)
expectations
NEW: Financial Cashflow Overall costs Cashflow Supply chain Insurersare
Services & Risk Costpressuresare Businesses are challenges for pressures expected | consideringtheir
Management compounding the reportingincreasing businesseshave | to lastfor the risk across their

Input gathered from

businesses and Trade

Associations including:

e Association of
British Insurers

e UK Finance

challenges businesses are
facinginto as they manage
their Covid liabilities whilst
dealing with supply chain
challenges.

Raw materials

Insurers areworried about
being able to fulfil claims
ontime (e.g. after natural
weather events) dueto
the raw materials
shortage.

insurance costsand
rising costs associated
with working capital.

Raw materials
Rising costs of
materials makes it
increasingly
challenging for
insurance companies
to fulfil claims.

been
compounded.

Stormand
flooding damage
will take longer to
repairs, which
risks buildings
beingleftin
disrepair for
months.

Risk of insurance
companies having
to putup their
premiumsin
order to fulfil
claims.

whole of 2022.

portfolios.

Businessesare
assessing their own
financial risks.

Labour

Firms are concerned that
changesto COVID ruleson
self-isolation and
international travel in
responseto the Omicron
variant will further reduce

Logistics/distribution
costs

Firms are preparingfor
further supply and cost
pressureson their
supply chain dueto the
introductionof import

Rising costs have
meant higher
prices being
passedon,a
reduced customer
offeringand
managing

Not expecting
issuesto be
resolvedbeforelate
2022/2023 atthe
earliest.

*Chinese New Year
is a key milestone.

Firms are setting
up their own driver
training academies
to speed up
onboarding of new
drivers.




the availability of HGV
drivers.

Vacancy challenges with
HGV drivers-69% of firms
reporting severe/very
severe issuesin
recruiting/retainingstaff.

Lack of forklift drivers and
warehouse operativesin
the lead up to the peak
November period is
exacerbating portissues.

Comparing Q2 2019 with
Q2 2021, Logistics UK
reportedafall of 31.5%in
forkliftdriversand 14.7%
in managers and directors
in storage and
warehousing.

Logistics

Arrival patterns are
increasingly erratic, with
some ships comingin with
more containers than
expected orin some cases
allowed.

Issues with port capacity
and containersin wrong
places - firms having to
add extra days/weeks into
deliverylead times.

controlsfromthe EU
onlJanuary 1.

Costs of shipping
containers from China
increased by up to 10x
over the pastyear.

*Firms speak of costs a
year ago at$3kfora
40ft container, for
2022 itisupto S14k.

Supply chain seeing
hikesin costs of raw
materials — contractors
unable to deliveron
commitments.

Wages and/or benefits
HGV driver shortage
leadingto 10-15%
wage increases -
expectationthis will
need toincrease
further.

customers’
expectations.

Local authorities
can’tpaydrivers
at competitive
rates. This could
have animpact
on winter
services, e.g.
gritting.

Waiting time at
portsistaking
around 12% of
global shipping
capacity atany
given time.

Normally a quieter
period afterward
buthaven’tseen
demand drop over
the last two years.
Expectlevels of
demand to remain.
Could cause further
bottlenecks at ports
if HGV drivers not
available.

*Containerrates
have come down a
little which is seen
as a temporary
Christmas lull but
expected to go back
up.

Industry
significantly
increasingwages to
help retain and
recruit staff for
both HGV drivers
and warehouse
operatives.

*Logistics firms
pushingfor greater
engagement
between logistics
and portoperators
to help alleviate
bottlenecks at
certain ports.

Warehousing
industry supporting
two industry-led
career/job
engagement
programmes aimed
to promote the
industry and its
roles: Think
Logistics and
Tempus Novo




Regarding the global
schedulereliability,
(measured as turning up
24 hoursor earlierfrom
scheduled time), isdown
to lowestlevels
historically. Previously 85-
90%in 2015. Currently
around 30%. This doesn’t
include blanks or non-
sails.

Warehousing
*Concerns from members
about limited
warehousing/ land
available to build
warehousingspace,
creating storage capacity
issuesin the UK in which
to house stock. Land
pricesalsorisingasa
result.

Raw
material/components
Lack of supply of vehicle
parts and whole vehicles is
making it harder to
fulfil/honourtransport
contracts.




Food & drink retail

Input gathered from
businesses and Trade

Associations including:

e BRC
e CBITANetwork
call

Ragrating: AMBER

Employs 1.5m

Labour

*Firms are concerned
aboutthe newself-
isolation rules for
confirmedcontacts of
Omicron cases,
irrespective of vaccination
status. There isarisk this
couldresultinthe closure
of an entire store/supplier
site (particularlynow that
social distancing measures
are nolongerin place).

Covid means staff
absencesarealreadyat
double normal rate,
aggravating already
pressing shortages.

Having to compete more
than ever with
manufacturingand
hospitality for seasonal
staff in the lead-up to
Christmas.

Beyond HGV, picking,
process and packaging
shortages also biting.

Increasedreporting of
food waste due to labour
shortagesin fields such as
butchery,and labour

Raw
materials/components
Cost of products has
increased. Ongoing
price escalationin
agricultural markets s
driving alotof cost
pressure.

Logistics/distribution
costs

Food/drinkand
agricultural sectors are
concerned by their
smaller firms’
readiness fornew
customs controls on
EU imports,
particularly forfood
and plant-based being
introduced in January,
which may resultin
increased costand
supply pressures.

Significantdisruption
and costincreases
anticipated.

Wages and/or benefits
Challengesaround
anticipated increases.

Other
Businessrates, NI
contributions,

Increasesinthe
prices of goods

Late inbound
deliveries

Inability to stock
high volume/key
items

Substantially
reduced stock
levels of available
goods

Extended last
mile (home or
customer)
delivery
timescales

Extended home
delivery
timescales

Foreseethe
challenges
becoming more
acute over the ‘so-
called’ golden
quarter (Q4 2021).

Continued supply
chain disruption,
and reduced levels
of stock
volume/variety into
H22022.

Incentives fornew
and existing staff,
new training and
technologyto
empower said staff
and improve
retention.

In some cases,
raising pay.




shortagesin food
production/packing.

Logistics

Pressure on logistics (see
‘Freight/Logistics for
more detail).

Raw materials

CO2 shortages—questions
about whatwill happenin
early 2022 when
government supportis
due to expire.

potential for an online
salestax.

Non-food retail

Input gathered from
businesses and Trade

Associations including:

e BRC
e CBITA
Network call

Ragrating: AMBER

Employs:
3m

+ wholesale:
1.2m

Raw
materials/components
Shortages of some
products caused by
upstream commodity
price rises or disruption,
such as lumber (furniture)
and other components
such as semiconductors

(computing & electronics).

Labour

*Firms are concerned
aboutthe newself-
isolation rules for
confirmedcontacts of
Omicron cases,
irrespective of vaccination
status. This could resultin
the closure of an entire

Raw
materials/components
Cost of products has
increased.

Logistics/distribution
costs
Significantdisruption
and costincreases
anticipated.

*Large retailers
previouslyable to book
shipping containersin
advance. Strugglingto
book now, so having to
buy more on spot
rates. Costs at $14k for
a 40ftcontaineron
contractandaround

Increasesin the
prices of goods

Late inbound
deliveries

Inability to stock
high volume/key
items

Substantially
reduced stock
levels of available
goods

Extended last
mile (home or
customer)
delivery
timescales

Foreseethe
challenges
becoming more
acute over the so-
called ‘golden
quarter’ (Q4 2021).

Continued supply
chain disruption,
andreduced levels
of stock

volume/variety into

H22022.

Incentivesfornew
and existing staff,
including new
trainingand
technologyto
empower said staff
and improve
retention.

In some cases,
raising pay.




store/suppliersite
(particularlynowthat
social distancing measures
are nolongerin place).

Increasinglychallenging to
hire for shifts during
‘antisocial’ hours, despite
premiums being paid for
these shifts.

$16-17kfor oneboxat
on-the-spotrate.

Wages and/or benefits
HGV drivers/ fleet
operator shortages
have caused costs for
these roles to jump by
up to 40%in some
instances, with
substantial cash
incentives being
offered.

Other

Businessrates, NI
contributions,
potential for an online
salestax.

Extended home
delivery
timescales

Labour

*Firmsare concerned

aboutthe impact of some

of the changesto

domestic and

international Covid rules.

o Therequirementto
self-isolate if you have
beenidentifiedasa
close contactofan
Omicron cases risks
aggravating existing
staff shortages.

o Manufacturing firms
who need to move
specialist staff — such

Logistics

Firms are preparingfor
further supply and cost
pressureson their
supply chain dueto the
introductionof import
controlsfromthe EU
onlJanuary 1.

Energy

Impact of rising
agricultural
commoditiesand
energy prices—
fertiliser hasincreased
by 300% year-on-year.

Higher costs
being passed on.

Inability to fulfil
order books of
clients.

Example: *Food
manufacturers
report making
around 50
changes perweek
to their
productionplans
because of supply
chainissues.
Currentlycausing

Challenges with
availability of
labour, higher
commodity and
forward
energy/fertiliser
prices means
expectations are
that these
challenges persist
wellinto 2022 at
the very least.

*Uncertainty about
whether Covid
measures will be

Growing evidence
of firms being more
flexible in
accepting deliveries
outside of working
hours.

Focuson enhanced
recruitmentand
retention methods,
including offers of
upskilling and wage
increases.

Scaling-up
apprenticeships,




as heating engineers —
are worriedthatthe
new international
testing rules will deter
many from coming to
servicecrucial
systems.

Staffing shortages are
biting across the sector,
especiallyHGV drivers,
process/packaging and
engineers.

*Emerging evidence that
manufacturing firms who
have significantly
increased wages
commenting that pressure
ondrivers fortheir
distribution centresis
easing slightly but staffing
warehouses becoming
harder.

Many older and EU
workersthat stopped
working during the
pandemic are not
returning.

Yetto be seen howrecent
visa allowances for HGV

drivers will help, especially
inthe run up to Christmas.

Companiesthatare
hedged until 2022 are
still concernedabout
supplier failure and
that they willneed to
renegotiateat much
higher prices.

Raw materials

Raw materials costs
are strongly influenced
by commodity pricing,
andincreasesare in
the range 25-40%.

Wages/other benefits
Removal of furlough
has further impacted
the automotive sector
considering the semi-
conductorcrisis,
meaning no headroom
- no HMRC deferments
orloan schemes.

*Members talking of
steel pricesbeingup
111%over lastyear, as
aresultthey’rehaving
to increasetheirprices
by 25%.

minimumof 1-
day delaysto
clientorders.

introduced (when,
how, to what
extent) is making
workplaceand
workforce planning
challenging forQ4
and Q1 2022.

Semi-conductor
shortagesinthe
automotive sector
may last until 2023.

butit will take time
to feed through.
into the labour
force.

Working closely
with suppliersto
maximise flexibility,
including
reschedulingand
longer factory
goods intake
openinghours.

Liaising closely with
customers on
demand-side
changes which
have rapid
implications for
deliveriesdueto
delays.

Food and Drink
Industry working
cross sectorto
understandthe gap
across the food
supply chain.

10




HGV driver shortage
causing delays to product
distribution.

*Early signs of increased
absences caused by a
rising number of Covid
cases, especiallyamong
unvaccinated staff having
to self-isolate if contacted
by Test & Trace.

Raw materials
Manufacturersare
struggling to secure
enough parts to fix /
maintain factory machines
and components.

Global semi-conductor
shortages are causing
productionstoppages and
managed reductionsin
shift patternsin the
automotive sectors.
Production was down 30%
in Augand salesdown
35%in September.

On CO2 shortages - which
are crucial forfood
manufacturing - questions
about what will happenin
early 2022 when
government supportis
due to expire.

11




Energy

In the event of national
energy supply shortfall
this winter, firms are
concerned thatthey will
be amongthe firstforced
off the gas network. A
sudden shutdownwould
risk threaten the viability
of many businesses.

Energy

Energyis normally 30-
35% of production
costs for many of these
firms but now it may
be up toaround 65%in
some cases.

Many firms have
already purchased
energy forthe
upcoming winterand
so will not have to fully
pay the higher prices
immediately.

A small number of
firms are already facing
higher energy prices
now — higher than paid
by their international
competitors —which is
leading some to
considerscaling back
or pausing production.
As high prices continue
for longer, morefirms
will be affected.

Wages/benefits

HGV driver shortage
addingto costs
through having to pay

So far, Ells have
largely absorbed
the significantly
higher energy
costs but with the
continued
escalation many
producershave
had to passon
temporary
surcharges to
their customers.

Sustained high
energy prices will
cause firms to
prioritise product
lines based on the
energy intensity
of the process
and notrun some
production
facilities
continuouslyto
save costs.

Expecting sustained
high energy prices
for at least the next
six months, and
possibly into H2
2022, based on the
forward energy
price.

Firms currently
absorbing costs to
keep production
linesrunning.

12




Construction

Input gathered from

Trade Associations

including:

e Build UK

e FMB

e CBITANetwork
Call

Rag rating: AMBER

Employs:
2.3m

significantly increased
salaries.

Raw materials
Slightly lower costs of
some raw materials,
any gain has been
eradicatedthe soaring
energy and transport
costs.

Raw
materials/components
Certain items — timber,
cement, steel

PVC products — remain
in short supply.

82% of builders have
delayed jobs duetoalack
of materials, and 8% have
been forcedto cancel.

*Example of firms having
difficulty with accessing
cementin Scotland.
Having to ship cement
fromNorthernlireland to
Scotland, creating
additional costand labour
strains, plus emissions
impacts.

Labour
Lack of skilled labouris
exacerbated aheadof

Overall costs

Prices may notyet
have been fullyfelt by
the construction
supply chain duetoits
length and lead times.

97% of builders are
facing material price
rises, with 77% having
been forcedto raise
their pricesin the past
quarter.

*Fluctuating costs
creating difficulties for
firms to tender for
government contracts.
Unable to calculate
cost of projects with
longer lead-intimes.

For existing contracts,
material prices and
starting to impact
profitability on key

Firms expectto
startto feel the
impact of
increased energy
costsfor energy-
intensive
products like
steel.

93% of buildersare
expecting material
price rises to
continue into Q4.

Contractors have
so far been trying
to cope with
shortages by
planningand
orderingin
advance.

Contractors
communicating the
cumulative effect
of rising costs to
clientsand
explaining the
impacton current/
future projects.

13




Christmas with increased
competition fromretail
and hospitality.

60% of builders have
delayed jobs duetoalack
of skilled tradespeople,
and 12% have beenforced
to cancel. Examples
- 37%can’thire
plasterers
- 47%strugglingto
hire
carpenters/joiners
- 45%are struggling to
hire bricklayers

Other

UKCA markingis anissue
for construction products
— lack of testing capacity is
affecting approval of
products suchas radiators
and boilers.

publicsector works,
with emerging evidence
of members reporting
projects to be loss
making.

Health & social care

Input gathered from
Trade Associations

including:

e ABPI

e British Generic
Manufacturers
Association

Logistics

Distribution difficulties
due todelays at
Felixstowe.

Raw
materials/components
Scarce provision of
disposable materials (e.g.
packaging), ingredients
and raw materials

Logistics/distribution
costs

Non reported,
however, logistics and
distribution are often
outsourced, so
reporting of additional
costs may be delayed.

Labour

Managed via
business
continuity plans.

Difficultto forecast
how long shortages
will last for. There is
no obvious end to
this situation at
present.

Corporate business
continuity plans,
and contingency
arrangements
introduced where
required.
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e Private healthcare
providers

e CBITANetwork
calls

Rag rating: AMBER

Employs: 2.3m

required forthe
productionand batch
release of biotech
products.

Labour

General shortages of HGV
lorriesand driversis
slowing down deliveries of
medical equipment.

Shortages of staff across
the health/caresector
(nursing, careand
dentistry) is drivingup the
sector’srelianceon
agency and temporary
workers, who are
themselves hard to
source.

*Care homes particularly
impacted by labour
shortages. Finding care
staff movingto other
areas within the NHS for
alternative health-related
work.

Having to pay more to
agency/temporary
workers.

The mandating of
vaccinations in parts of
the sector is expected
to have animpacton
staffing availability and
competitionin some
areas so further pay
inflation would be
required to attractand
retain staff.

Raw
materials/components
All hospitality firms are
facing supply disruption—
1in5 products are missing
fromevery delivery and

Raw materials

Food and drink
inflation running at 5-
8% but most
businesses being
quoted 8-11%
increasesfromJan

75% of firms
saying thatthey
will have to pass
on price increases
to consumers.

Expectation that
these challenges
will last wellin
2022, firms will
need a bigfocuson
financial resilience.

Closing premises
for days of the
week, restricting
coversin
restaurants and
sale of bedsin
hotels to match
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reduced deliveries from 3
to 1x aweek.

Labour

There is growing concern

inthe sector aboutthe 10-

day self-isolation for

confirmedcontacts of

Covid Omicroncases,

irrespective of vaccination

status.

o 1lin5 staffinthe
hospitality sector had
to self-isolate during
the summer
‘Pingdemic’.

o Anyrecurrencecould
seriously disrupt
business operations
and operating
capacity inthe run-up
to Christmas.

Hospitality has 10%
vacancy rate —esp. chefs,
senior mgmt.25%
businesses saying that
they have had to close for
at least 1 day a week.

Energy
Not seeing disruptionto
supply other thanin CO2.

Other

2022 and anticipate
that food and drink
price inflation will peak
at 13%.

Wages and/or benefits
Wage rate inflation in
hospitality itself 11-
13%-labour is 52% of
operating costs so this
has a huge impact,and
most wages will
increaseby 6%in
hospitality due to NLW
increase and impacton
differentials

Energy

Energy costsrising 50-
100% at point of
renegotiationfor
supply from April2022
onwards.

Increases before
April likely —
many firms
adjusted for VAT
in October and
are planning
pre/post-
Christmas
increases, and
again in April with
the NLW/NIC
increase.

demand to supply,
foregoing event
and forward
bookings,
restricting menus
and activities.
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Housing, residential
property &
commercial property

Input gathered from

Costof doing business
goingup byaround 13%
and margineroded by a
third. Impact on cashflow
—esp. as govt support
tapers atthe same time re
VAT, business rate relief
and furlough.

Energy

Gas industry particularly
impacted by costincreases
and the sector issues
should be looked at two-
fold: 1.costof gasand 2.
the retail sector (caused
from point 1 buthas
distinctconsequences).

Overall costs
Expecting to see more
energy suppliers go out
of business this winter
due to sustained high
energy prices.

Once costs fromthe
SOLAR process (taking
on new customers
fromlostsuppliers) has
been neutralised
across customers,
estimated costs will be

Increased costs of
materials like
steel expected to
have animpact
on development
and maintenance
of Offshore Wind
farms.

Further supply

chainissues will
materialise but
industry unable
to look atthese

Gas pricesare
coming down
slightly fromtheir
peak butare
expected to remain
high until Summer
2023.

Expectpricesto go
up againin April
2022 whenthe
domestic price cap
is reset. Final costs
should be lower

Larger retail
providers taking on
customers from
collapsed suppliers
(SOLAR)

significantcausinga due to cost thantheyare
further risein pressures. currently, but
consumer bills. significantly higher
than 2015-19.
Raw Rental costs Shortage of Concernlogistics Atlarge end of

materials/components
Constraintson
development pipelines
due to labour and

The shortage of
logistics space is
putting upward
pressureonrentsin
the sector.

logistics space is
having aknock-on
consequence with
occupiers not
getting the

space will remainin
very shortsupply
into 2022 and
possibly beyond.
Land-use planning

development
sector construction
material shortages
are being managed
through supply
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Trade Associations

including:

e British
Property
Federation

e UK
Warehousing
Association

e CBITA

Network calls

construction material
shortages.

Labour

Shortage of warehouse
operatorsto
accommodate increasein
demand for warehouse
facilities, such as e-
commerceand firms
lookingto hold greater
quantities of stock.

Overall costs

Most acute for firms
developing housing
because of the
volume/diversity of
materials and trades
involved in finishing a
home and fitting it out.

Materials and labour
shortages creating cost

optimal space for
their operations,
either in terms of
configuration, or
location, creating
negative impacts
on productivity.

Delays and
inflexibility in
planning process
means acquisition

has notadapted to
the greater need
for logistics space.

chain
management, for
example booking
construction
materials furtherin
advance, typically
doubling the lead
times that would
have previously
beenused.

Skills shortages has

Ragrating: AMBER inflation for the of land for accelerated
industry. warehousing adoption of
Employs: space is slow and modern methods
580k notmeeting of construction.
demand.
Larger
developmentsites
establishing
training facilities so
developers can
draw on the local
workforceforfilling
vacancies.
Aerospace / Defence/ | Mixed impactsacross Inputs costs Concernthatthe | Civil Aerospace Buildingin for time

Security and Space

Input gathered from
Trade Associations
including:

e ADS

Ragrating: AMBER

sectors:

Aerospace civil side: Is still
experiencingadownturn
in demand fromthe
pandemic, so the impacts
haven’tbeenfeltas
strongly so far given
relatively weak order

Cost of inputs have
continuedtorise, as
energy pricesrise,
disruptions continue,
and key components
like aluminium, steel,
copper and
semiconductors see
increased costs. This is

extended lullin
demand for civil
aerospacesome
downstream
firms will struggle
to return to full
scale when
needed.

In shortterm, Dubai
airshowanda
strongendto 2021
are expectedfor
aircraftorders.

Yet with
international travel
still not fully

delaysaround
moving goods.

Working to identify
the potential new
skillsrequired as
technologies
develop.
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Employs 385k directly

books and lower demand
for parts.

Defence and security
sector: some reports of
impacts of chip shortage
and concerns to the supply
chain.

Logistics: Businesses
building in additional time
in logistics owingto large
freight forwarders warning
of delays.

causinganincreasein
delaystoorders.

Logistics/distribution
costs

Logistics costs have
beenonthe increase
since the end of the
Brexittransition period
as new requirements
have come into place.

recovered, industry
notexpectingafull
return to aerospace
manufacturing until
2024 with only
marginal uptickin
the rate of
productionuntil
then.

Defence and
security
Costpressures
expected to remain
aconcerninthe
shorttermand long
term.

® RAG ratings in this table are based on anecdotal evidence and survey data gathered from CBI Trade Association members and direct

business input from the CBI’s cross-economy membership base.

e Insights marked with an asterisk (*) come from individual members.
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ANNEX

CBI INTERNATIONAL SUPPLY CHAIN HEATMAP

Country Supply side constraints | Cost pressures Downstream Immediate (Q4), Actions Action
effects/risks short-medium businessesare | governments
(Q1-Q22022) and taking are taking
medium-long
(Q3‘22-Q4°'22)
expectations
China Energy *Real estate Unprecedented Immediate Previously
Expectation thatthe worst | consultancies, blackoutsled to December normally paused
Input gathered of China’senergy crisisis | designers, architectural | certain power- peak for energy productionwhen
over. Coal supply has firms are feeling the intensive industries /electricity consumption | necessary to

from:

e global CBI
members

e (Bl Beijing
Office

risen, and prices fallen
since mid-October2021.

China’s largestgrid
operator confirmed
supply and demand have
returned to balanced
levelsinits coveragearea.

Power supply

Have been extensive
power supplyissuesin
due to extremeflooding a
coal production deficit &
increased global demand
of manufacturedand poor
management (including
pricing) of the country’s
electricity power grid.

pinch with many
ongoing
property/construction
projects eitheron hold
or lookingincreasingly
unviable dueto
economicgrowth
slowdown

limiting work and
productionfor afew
weeks, causing delays
on products.

Concernremain
energy rationing may
be broughtbackin
should supply issues
worsen during winter
months. Butgood
levels of
communication
between officials and
FIEs in China.

Risks
Extreme weather
continues could

usage.

Expectation of
continuing zero-
tolerance covidstrategy
and closed borders
(impacting
retail/leisure/hospitality)
into 2022

preservelimited
energy provisions
following
September
energy crisis.

Regular dialogue
between local
authoritiesand
foreign
companies to
update on when
there may need
to be aslowdown
of activities.
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Coal shortages
created by the recent
power cuts

*Some companiesin
manufacturingand
chemical/gases
productionhave been told
which days thatthey can
operate on or have been
told to expect power cuts
through to the end of
2021.

Logistics

Zero COVID-19ports
policy means asingle
positive case inaportor
neighbouring area shuts
down the whole portand
infrastructure.

The congestionand delays
caused by the pandemic
and strong global demand
will continue wellinto Q1
2022 and are unlikely to
ease until Chinese New
Year (end ofJan 2022)

Port productivity
(efficiency) has been
suffering throughout 2021
and a lack of warehousing

continue to have an
impacton supply. Has
been heavysnowfalls
in Beijingin early
November. 3-4 weeks
earlier than usual.

With the zero COVID-
19 casesatports
policy, thisis creating
additional paperwork
and COVID checks on
ships entering
Chinese ports,
slowing down
turnaroundtimesfor
cargo.
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and containersare making
a bad situation far worse.

Feederoperators at ports
in southern Chinaare
extendingservice
suspensions by at least six
weeks over the Lunar New
Year holiday due to
quarantine measures for
shipping crews.

European Union

Input gathered

from:

e global CBI
members

e CBIBrussels
Office

Supply-side constraints
continue to bite across EU
member states, with this
cited asan areathat could
impactgrowth and/or
recoveryby 12/31 of
BusinessEurope members.

Labour shortages as an
impediment to growth by
14/31 BusinessEurope
members.

Shortage of chipsand
some specific
commodities, transport
problems, deliverydelays,
rising pricesof many
commodities and energy,
and the development of
the coronavirus crisisare
biting across Europe.

Cost increases

16/31 BusinessEurope
members mentioned
rising pricesasa
challenge, with 9
explicitly mentioning
energy as the key
driver.

Energy

Member state example
— Bulgarian Industrial
Association — Union of
the Bulgarian Business
(BIA): Key challenges
for Bulgariaare
electricity and gas
pricesthatspiked
significantlyin 2021 -
with 100% and 50%
compared to 2020
levels. The industry is
buying electricity on
the Day-Ahead Market

Member state example
— Croatia Employers
Association:increase in
pricesis expectedto
cease in the first half of
2022

Member state examples
— Cyprus Employers and
Industrialists Federation
(OEB): major challenges
with inflationary
pressures mainly caused
by energy price
increases and the risein
consumer pricesand
freight costs as Cyprusis
anisland that depends
95%on seatransport.

— Poland: nextyear will
bring fundamental

change in polish taxation
scheme — PolishOrder—

Energy
European
Commission
recentlyproposed
a toolbox with
short-term
measures that
member states
can take to tackle
energy prices
(suchasdirect
payments to
vulnerable
households,
deferred
payments, tax
cuts, state aid for
companiesthat
are compatible
with the EU state
aidrules).

On mid-termto
long-term
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Member state examples —
Belgium: Sectors
particularly hit by supply
chain disruptionare
chemical, construction,
food and technology
sectors.

Denmark: For companies
inindustry and services,
respectively 32.7 pct.and
24.2 pct. have reported
outputrestrictionsdueto
lack of employees.

Germany: Accordingtoa
business survey of ifo
institute, 70% of
manufacturing companies
surveyedin August said
that supply shortages
were hampering their
production-inthe last30
years the peak value was
20%.

and the households are
partof the regulated
electricity market until
2025.

Member state
examples—

Austria: reached the
highestinflation rate
since November2011—
3,6%

Cyprus: inflationary
pressures mainly
caused by energyprice
increasesand the risein
consumer pricesand
freight costs a challenge
as Cyprusisanisland
that depends 95%on
seatransport.

to strengthendemand
by increasing wages,
mostly at the expense of
increasingcost of labour
for entrepreneurs.

measures, the
toolbox refersto
a number of
already planned
EU initiatives
(suchasthe
announced
revision of the
gas/hydrogen
market regulatory
framework or
future guidance
on howto
accelerate
permitting
process for
renewable
energies) as well
as newideas
(such asjoint
procurement
and/or joint
reserves of gas
stocks).

Member state
examples-
Greece:
increasing
minimum wage
due toinflation
pressures and
high economic
growth.
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Romania—a gas
price cap was
imposed as
industry is
starting to feel
the higher energy
pricesimpact
productivity.

India

Input gathered

from:

e global CBI
members

e CBIDehli
Office

Raw
materials/components
Shortagessuch as
electroniccomponents
hasimpacted key
industries like electronics
and automobile
manufacturers.Seen a
double-digitdropin sales
for some auto
manufacturersin the last
month.

Supply shortageand long
supply lead time of many
electroniccomponents
(chips) from OEM’s and
steepincreasein
commodity costs continue
to significantly impacted
the
production/manufacturing
output.

Logistics
Impacted by international
issues at ports. Port delays

Energy costs
Qiland gas prices up by
around 60%.

Fuel costs

Retail price of diesel
hasgone up by 17%
over the last 12 months
impacting logistics cost
as Indiatransports
about 65% of freight
and 80% passenger
traffic by the roads

Raw
materials/components
Increasesin prices of
commodities usedin
industrial production —
steel, aluminium,
copper and zincand
other alloying metals

Average price of hot
rolled coil (steel) rose
55%from344,880per
tonne in November

Regular suppliers
based in China
shutting down due to
local regulatory and
energy supply issues,
impacting supply
chain

Detention/demurrage
charges on account of
late clearances at
portsand penalties
for delayed customs
duty paymentson
account of Indian
Customs IT server
connectivity issues
are addingto the
logistics costs for
firms

INR Currency
Depreciationagainst
USD and higher
exchangeratesbeing
charged by different

Expecting container
shortage to continue for
the mediumterm.

Diverting
operations to use
Western ports,
rather than
Eastern portsto
improve
turnaround
times.

Firms actively
looking to
improve Just-in-
Time supply-
systemtoreduce
the cost of
productionand
keep costof
inventory down.

Firms starting to
focuson
manufacturing
investments and
domestic value
addition, enabled
by policies like
productionlinked
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in China causing problems
for freight. A container
froma Chinese portto
Mumbai previously took
15to 18 daysand now
averagely takesup to 50
days.

Indian ports not
experiencing domestic
issues with labour/skills
shortages but backlogof
clearing containers and
shortagesin accessing
containers.

Labour

In the textile and garment
industry, 25-30% of the
staff have notreturned to
work after migrating to
hometowns after the
COVID-19 outbreak.

2020t0X69,600a
tonne in October 2021

International power
outagesimpacting
India’s supply of coal
creating prices
increases.

Increase in cost of
forged partsand
casting.

Cost of forged parts and
castinggone up
significantly.

Logistics

Reports of increased
logistics costs now
adding 10%to
manufacturing costs.

parties have

Increasedthe total

cost of Imports.

incentive
schemestode-
risk their supply
chains.Plusa
significant focus
on alternate
deliverymodels
to reduce
distribution
footprintto
optimize costs.

USA

Input gathered

from:

e global CBI
members

e CBI
Washington
Office

Logistics

Major shipping delays and
backlogs atthe Ports of
Los Angelesand Long
Beach.40% of US
maritime cargo arrives at
these two ports.

Port of LA continues to
operate on reduced
capacity, asover 115,000
empty containers remain

*Manufacturing firms

concerned about
some of their USA

operations which are

implementing “no

jab, nojob” policy.
Some firms reporting

25% of staff
vaccinated, which

could cause issuesin

manufacturing
output.

Logistics
Floridareported a
shortage of 3400 parking
spacesfortrucksin
2019. Due to population
growth, the state
predicts this will
increaseto 4900 by
2030.

Annual driver retention
for the biggest trucking

All 12 portsthat
make up the
West Coast
Terminal
Operators
Association have
chosento
streamline or
remove
administrative
feesuponarrival
for carriers.

Four statesare
working together
to build along-
distance truck
parking network
alongthe
Interstate 10
highway. Arizona,
California, New
Mexico, and
Texas are building
a combined
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stationary atthe port,
with nowhere to go. Most
remain on trucks, adding
to the backlogfor new
containers arriving off
ships.

Across the US, truck driver
shortages causing
containersto stack up on
docks with nowhere to
unload new containers.
Container shipsresorting
to waiting outside Ports.
Can bas many as two
weeks.

Logistics problem:s first
created by increased
consumerdemand
(notably home appliances
and electronics) outpacing
industrial supply from key
markets like Chinaand
Vietnam - strained
capacity of shipping firms
to transitgoods.

80,000 truck driving
shortage inthe U.S,,
preventing West Coast
ports from quickly
offloading shipping
containersand
transportation.

Reports of potential
US labour disruptions
alongthe US West
coastthrough Q1-Q2
2022

Logistics

*Very high US
consumerdemandis
exacerbating the
situation and causing
serious bottlenecks
with turnaround
delays, airside issues,
lower capacity and
containers being
stuckinthe wrong
place acrossthe
globe.

Labour

There are several
potential strikes
scheduled by the port
unions for Jan/Feb,
with Long Beach and
other portsup the
western seaboard
likely to be affected.
Could becomea
nationwide issue if
notresolved quickly.

firmsinthe U.S. is
currently hovering
around 10%, meaning
that 9in 10 workers will
quit after one year.

Ports onthe US West
Coast were operating on
extremely tight margins
before 2020and were
not prepared to reactto
a major economicshock,
so notresilientto other
shocks.

Additionally, the
CMA CGN
shipping
company has
offered any
importer who
unloads their
containers from
the portwithin 8
days betweenan
extra$100-$200
per container.

Some ports have
implementeda
fine systemon
unloaded
containers not
removed by
truck, as much as
$100 perday, per
container.

online tracking
systemfor the
550 parking
spacesalongthe
I-10 for truckers
to access, but
more work is
neededto build
new spaces.

President Biden
created aSupply
Chain Disruption
Task Force inJune
and negotiated
with the port
authoritiesand
local unionsto
strike adeal
allowing the Port
of Los Angelesto
run for 24 hours
every dayandthe
PortofLong
Beachtoadd
extended hours.
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