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Manufacturing Industry
2022: 3Q – 4Q

TARGET MARKETING

Manufacturing

Industry

The manufacturing sector comprises establishments engaged in the mechanical, physical, or chemical 
transformation of materials, substances, or components into new products.1 This includes establishments which 
process materials or which contract with other establishments to process their materials for them.

At the end of December 2021, the Bureau of Labor Statistics reported 12.5 million workers employed in the 
manufacturing sector, with a 2.8% industry unemployment rate (a return to pre-pandemic unemployment rates).

Trends and concerns for companies in the manufacturing sector also affect companies in related industries, such 
as construction companies which use their products, and retail companies which bring them to market.

Trends

Nearly $400 billion of the funding contained in the Infrastructure Investment and Jobs Act will potentially 
impact the manufacturing sector. This includes money for electric vehicle investments, semiconductor 
manufacturing and research, rural and clean energy manufacturing, and investments for dislocated workers 
and apprenticeship programs.2 

The Inflation Reduction Act, signed by the president on August 16, 2022, contains a number of provisions 
that may impact manufacturers of specific products. For example, the bill extends a $7,500 federal tax 
credit on purchases of electric vehicles and mandates that the vehicles and batteries meet domestic sourcing 
requirements. There are also specific tax incentives that are expected to encourage renewable energy sources 
such as wind and solar. Businesses that manufacture products required for the production of these items also 
expect to see an increase in federal revenue.3

By 2025, the number of connected devices in the automation sector is expected to increase by a factor of 50. In 
the U.S., about 35% of manufacturers use and collect data from smart sensors to enhance their manufacturing 
processes.4 

Mergers & Acquisitions activity – Average M&A deal value decreased over 30% in the first half of 2022 from the 
second half of 2021. According to PwC,5 “Industrial manufacturing M&A activity was stable in the first half of 
2022 as deals progressed toward completion, despite uncertainty from global economic and market influences. 
These influences — such as inflation, volatile raw material prices and availability and freight costs — will likely 
challenge M&A through the rest of 2022 and into 2023.”

According to the Deloitte 2022 Manufacturing Industry Outlook, “Record numbers of unfilled jobs are likely to 
limit higher productivity and growth in 2022, and last year we estimated a shortfall of 2.1 million skilled jobs 
by 2030. … Manufacturing executives may also need to balance goals for retention, culture, and innovation. 
As flexible work is taking root in offices, manufacturers should explore ways to add flexibility across their 
organization in order to attract and retain workers. Organizations that can manage through workforce 
shortages and a rapid pace of change today can come out ahead.”6 

(Continued on next page)
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Trends 
(continued)

2022 Allianz Small-Business Owner Survey highlights – manufacturing
• 82% have difficulty attracting or recruiting key employees. 
• 77% expressed a concern over the loss of key employees. 
• 85% have key employees who would be critical to retain throughout any transition of ownership.
• 74% said they plan on transitioning out of their business within the next 15 years.
• Only 24% stated they have a written buy-sell agreement. 
• Nearly 6 in 10 (56%) said their plan to formally transfer their business is to sell or gift it to family members.
• Of those planning to transition to family, over three-quarters (77%) are worried about doing so while retaining 

family harmony and avoiding discord.
• 87% are concerned that a majority of their wealth/net worth is tied up in their business.
• Of those planning to sell to an outside party, 93% are concerned about finding the right buyer. 
• 82% are concerned about federal and/or state taxes levied at death.

Concerns

97% of manufacturing firms report an awareness of the aging of the manufacturing workforce, with 78% 
indicating they are very or somewhat concerned about it, and 97% expressing concern over the loss of institutional 
and technical knowledge.1 

In response, 37% of manufacturers project that they will increase their spending in human resources and talent 
development to better recruit, develop, and retain the workforce they will require.2 

Manufacturers have identified supply chain stability as a critical factor for the recovery of the manufacturing 
industry. Even if demand is to pick up, supply chain issues would slow down the effect on recovery for the industry 
as a whole. 

Inflation – From Austen Hufford, Wall Street Journal, “Sourcing bottlenecks and global logistics logjams are likely 
to remain challenges in 2022 along with cost pressure and inflation risk. Steel, aluminum, and other commodity 
prices have surged amid shortages.”3
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Issue Opportunity

Labor skill gap – the manufacturing workforce 
is aging, and their intellectual and technical 
knowledge are not being replaced.

Employee retention plans: A commonly adopted solution is to create 
a talent development system (e.g., in-house training, internships, 
and apprenticeships) to develop new skilled employees. It is very 
important that companies are able to retain these employees after 
committing money to their training.

Efficiencies created by the increased 
implementation of Internet of Things (IoT) 
technologies have necessitated a change to 
more tech-related job skills. Companies need 
to adapt or risk losing out to competitors.

Business succession/estate planning strategies: Owners shouldn’t 
just leave behind the business, but provide an inexpensive, potential 
source of funds their successors can leverage for the cash necessary 
to adapt. There are numerous strategies involving trusts funded with 
life insurance death proceeds that may provide beneficiaries with 
access to funds via trust distributions or low interest rate loans.1 

Key employee compensation: Plans need to adapt to changing needs 
and the increasing prevalence of technology-centric executives.

The reliability of the supply chain will 
continue to be a major driver of the success of 
manufacturing companies as they work to get 
their products into the hands of retailers and 
consumers.

Key employee compensation: Plans need to consider what is 
necessary to recruit and retain employees with strengths in supply 
chain management. These individuals may be younger than the 
typical age of a manufacturing company key employee, so consider 
key employee compensation strategies that are appealing to 
the 35-45 age group (e.g., bonus/restricted bonus vs. deferred 
compensation).

Merger & Acquisition activity for 
manufacturing companies has exceeded 
expectations in 2021 and expects to remain 
high in 2022; valuations are higher than 
historical averages.

Business continuation “bonus” plan: Provides incentives for key 
employees to remain with companies following a transition of 
ownership, maximizing a company’s potential value and appeal to 
outside buyers.

Nonqualified deferred compensation: Avoid NQDC plans with 
“change of control” triggering language. Buyers are less likely to 
make an acquisition if key employees are able to access their NQDC 
balances when the transaction occurs.

Business succession/estate planning strategies: Higher valuations 
will present challenges to business owners looking to gift and/or pass 
down ownership interests to the next generation. Estate planning 
strategies such as GRATs, Sales to IDGTs, family limited partnerships, 
etc., may be viable options to consider. Life insurance may play a key 
role as well.
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Additional talking points/planning opportunities

• There are a growing number of U.S. universities now 
offering logistics and supply chain management as an 
undergraduate major or master’s program. Employers 
may need to consider key employee compensation plans 
that are appealing to younger key employees, e.g., those 
with younger children, new homes, etc. 

 –  A key employee bonus plan may be better suited 
for younger employees as opposed to nonqualified 
deferred compensation plans.

• Understanding current financial decisions that 
manufacturers are facing: The 2017 Tax Act included a 
number of provisions relating to immediate expensing of 
certain assets and bonus depreciation. Manufacturers, 
more than most other industries, will benefit from these 
provisions. For example, the act expands expensing of 
Sec. 179 property, allowing taxpayers to immediately 
expense up to $1 million of the cost of certain depreciable 
assets acquired and placed in service in the tax year. Sec. 
179 property includes equipment and other assets that 
are often substantial expenses for manufacturers. These 
provisions may be repealed by the new administration as 
they seek additional tax revenue. Even without a repeal, 
many of these new laws are set to end at the end of 2025 
or 2026. Manufacturers may want to take advantage of 
these tax laws while they are available, and that may 
require contributing substantial cash flow toward the 
purchase of new equipment, or adding debt as they 
finance these purchases. 

   Note: In addition to Sec. 179 depreciation mentioned 
above, business owners may also take advantage 
of bonus depreciation. Similar to Sec. 179, bonus 
depreciation allows for 100% expensing of eligible assets 
in the year the asset is placed into service. Under the 2017 
Tax Act the percentage that may be expensed drops 
20% per year starting in 2023 until it reaches 0% in 2026. 
Business owners should discuss their depreciation options 
with their professional tax advisors as there are numerous 
factors to be considered. For example, if they take 
advantage of accelerated depreciation it may lower their 
tax bill in the current year, but at the expense of lowering 
it in future years. In addition, early expensing of an asset 

will have an impact on the company’s balance sheet, may 
impact their ability to obtain loans, and will reduce the 
asset's basis which could produce higher capital gains 
taxes if that asset is sold.

• When it comes to real estate that a manufacturing 
business runs its operations out of, it is important to 
understand that commercial buildings have a recovery 
period of 39 years and that bonus depreciation only 
applies to assets with a recovery period of 20 years or 
less. One way to address this limitation is to have a cost-
segregation study completed to separate costs of the real 
estate and identify which costs qualify for depreciation 
over a period of 20 years or less and therefore are eligible 
for bonus depreciation.

• Planning Point: Businesses in the manufacturing industry 
may be encouraged by their professional tax advisors to 
purchase and place into service equipment by the end 
of 2022 in order to take advantage of the higher first-
year bonus depreciation percentage. This may place a 
strain on cash flows available to achieve other business 
or personal financial goals. Advisors should be aware of 
this, ask business owners what their plans are, and if they 
expect to be making substantial purchases, be prepared 
to implement plans early in 2023 when cash flows are 
more readily available or consider other options such as 
premium financing arrangements. 

• Owners of manufacturing businesses may be able to take 
advantage of IRC Sec. 1202 which allows shareholders 
of certain qualified small businesses to exclude between 
50%-100% of their capital gains (maximum $10 million 
of gain excluded) when selling or exchanging that stock. 
There are numerous rules to qualify – for example, the 
business must be a domestic C corporation, the shares 
must have been owned at least five years, and certain 
business types do not qualify (e.g., hospitality industry, 
personal services, the financial sector, farming, and 
mining). Owners of manufacturing companies should 
consult with their tax advisors to determine if they qualify. 
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FOR ADDITIONAL RESOURCES, click on these links:

• Deloitte – 2022 Manufacturing Industry Outlook www2.deloitte.com 
• National Association of Manufacturers www.nam.org 
• Alliance for American Manufacturing www.americanmanufacturing.org

TO LEARN MORE, contact the Advanced Strategies and Planning Platforms Team:

 800.800.3220    AdvancedStrategies@allianzlife.com

• The Internet of Things discussed above is just one element 
of what is being referred to as the Fourth Industrial 
Revolution, or Industry 4.0. Other critical elements 
include big data, advanced robotics, cloud computing, 
and additive manufacturing (e.g., 3D printing of parts). 
Manufacturers are facing the challenge of keeping up 
with these advances. The need for additional capital 
to pay for new technologies may lead to more private 
equity deals. 

 –   In order to maintain the flexibility to enter into 
such deals, business owners may want to consider 
alternatives to offering key employees stock or stock 
options. These may include phantom stock plans or 
stock appreciation rights plans informally funded with 
cash value life insurance. 

• Keep an eye on the Build Back Better (BBB) bill. While the 
end of 2021 saw this bill die in the U.S. Senate, there have 
been discussions on separating the bill into smaller bills 
and bringing each one to a vote in 2022. The full version 
of the BBB proposed two new appealing tax credits 
specifically for manufacturing companies. There is also 
the possibility of any new bill increasing corporate tax 
rates. Owners of manufacturing businesses will be paying 
close attention to these efforts.


