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About this report

The UK's exit from the EU marks a step-change in
the country’s economic relationship with the bloc.
The UK will be moving away from close
integration and co-operation with its nearest
neighbours, while potentially reopening the
opportunity to negotiate trade deals directly with
non-EU countries.

Many analyses have tried to estimate what effect
Brexit is likely to have on the UK economy. These
economic considerations are one of the questions
that will weigh on MPs’ minds when they come to
scrutinise and vote on the Government's
withdrawal agreement later this year. Prime
Minister Theresa May has said her government
will publish its assessment of the likely economic
impact of the proposed Brexit deal with the EU,
which should help MPs decide how to cast their
‘meaningful vote’ on the agreement.

Most studies published to date conclude that
Brexit will reduce economic growth —although the
scale of the predicted reduction varies widely.
This report attempts to make clear the
assumptions that different studies have made,
what evidence they have to support them, and
why this leads to such diverse conclusions about
the possible economic consequences of Brexit for
the UK economy.

October 2018
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Summary and recommendations

The UK'’s exit from the EU marks a step-change in the country’s
economic relationship with the bloc. The UK will be moving

away from close integration and co-operation with its nearest
neighbours, but potentially reopening the opportunity to negotiate
trade deals directly with non-EU countries.

Economic considerations are one important part of the Brexit debate, but not the only
question that will weigh on MPs’ minds when they come to scrutinise and vote on the
Government's withdrawal agreement and proposed framework for a future
relationship with the EU later this year.

Prime Minister Theresa May has said that her government will publish its assessment
of the likely economic impact of the proposed Brexit deal with the EU as set out in the
political declaration on the future framework, even though the legal binding element
on which MPs will be voting is the withdrawal agreement itself. This information
should help MPs decide how to cast their ‘meaningful vote’ on the agreement.

Many different organisations have published estimates already of how Brexit might
affect the UK economy in the longer term, including two produced by government:
one published officially by the Treasury before the referendum, and a preliminary
version of some government analysis leaked to the press in January 2018. All of these
analyses have tried to provide answers to the question: "How much larger or smaller
will the UK economy be in future if the UK leaves the EU than it would have been, had
the UK remained a member of the bloc?”

The answers vary hugely, as Figure 1 shows. The vast majority of studies conclude that
Brexit will reduce economic growth — although the scale of reduction predicted differs.
Only one study (by the Economists for Free Trade, EFT) concludes that the UK economy
would receive a significant boost from Brexit. Mostly, the differences are not down to
hard-to-fathom variation in the complex underlying economic models. Instead, the
different answers largely reflect variation in the assumptions fed into those models.

This report attempts to make clear the assumptions that different studies have made,
what evidence they have to support them, and why this leads them to reach diverse
conclusions about the possible economic consequences of Brexit for the UK economy.

While these long-term projections provide important information about how Brexit
will affect the UK economy, they do not provide a full picture of the possible, shorter-
term impact of any particular Brexit deal (or lack thereof). In particular, long-term
projections for a scenario in which the UK and EU trade with one another on World
Trade Organization (WTO) terms are often referred to in the public debate as a 'no deal’
scenario. However, the short-term impact of talks breaking down and the UK crashing
out of the EU without any form of deal would likely be much more disruptive than
these long-term WTO projections suggest.
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Figure 1: Forecast long-term impact of Brexit on GDP, relative to
remaining in the EU
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CEP —Centre for Economic Performance, CPB — Netherlands Bureau for Economic Policy Analysis, EFT — Economists
for Free Trade, HMG — HM Government, NIESR — National Institute of Economic and Social Research, OE - Open
Europe, Oxford — Oxford Economics

The headline estimates of the long-term impact of Brexit could also hide variation
across different types of businesses, regions of the country, or richer and poorer
individuals. Most of the economic models that have been used to predict Brexit's
overall effect on the UK economy cannot look at this more granular detail. However,
these sorts of distributional questions are likely to be of interest to MPs, to help them
understand how any proposed deal could affect their constituency.

To get a handle on these questions, a number of economists have tried to use insights
from big picture economic models to infer something about the distributional
implications. These analyses suggest that certain sectors such as clothing
manufacturing, and high-tech industries such as aerospace, will be heavily affected by
Brexit because of these industries’ reliance on imports from and exports to the EU.
Meanwhile, some sectors such as agriculture and food processing could benefit from
any new trade barriers that arise between the UK and the EU.

Looking at the impact across the income distribution, most analysis published so far
suggests that all income groups will be hit similarly hard by any negative impact of
Brexit. Lower-income households are likely to be more adversely affected by increases
in the price of goods (particularly food), but higher-income households are more likely
to be adversely affected through lower wages, as they are more likely to work for
export-oriented businesses.

Existing studies have reached mixed conclusions about the impact on different areas
of the country. Itis unclear whether Brexit is likely to exacerbate or diminish existing
regional inequalities. At least one study has concluded that London and the South
East —with their large service sectors — could be most adversely affected. However,
other studies have suggested that the Midlands and parts of the North, which have a
greater reliance on manufacturing industries that are heavily integrated into European
supply chains, could be most affected instead.
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On the basis of our analysis of other studies, we have nine recommendations for what
the Government must do when presenting its final analysis, to help ensure that MPs
(and other interested observers) are able to:

+ assess whether the Government'’s conclusion is a reasonable, central estimate on
the basis of the best available evidence

+ weigh up what impact Brexit might have on their constituency
 ultimately decide how to cast their vote.
Recommendations

1. Make assumptions transparent.

Assumptions made about the impact of Brexit on trade barriers, migration, investment
and, in particular, productivity can have large effects on the estimates of the economic
consequences of leaving the EU. The final results of the Government'’s analysis must be
transparent about what has been assumed in these areas.

2. Clarify migration and regulatory policy assumptions.

Brexit opens up the possibility of changing migration policy, regulations and trade
arrangements with non-EU countries, which could have material economic
consequences. Not all of these policy changes will be nailed down in the next few
months, but the Government must still make clear in its final analysis what has been
assumed about future changes in these areas.

3. Exclude non-Brexit policy changes.

In our view, the Government should not factor into its Brexit projections any policy
changes that would have been possible even without Brexit. Some commentators have
argued that Brexit will provide an impetus to, for example, radically reform skills
training in the UK. While the Government should continue to consider such policies on
their own merit, they should not be presented as being part of the economic
consequence of Brexit.

4. Clarify baseline assumptions.

All the assessments of Brexit's economic impact that have been published so far
(including the leaked Government analysis) have assessed how UK economic output
post-Brexit would compare to output in a hypothetical future world in which the UK
remained a member of the EU. If the Government’s final analysis also follows this
approach, it needs to make clear what is assumed to happen in this future world, and
what exactly the UK forgoes or benefits from by exiting the EU.

5. Ensure the consistency and plausibility of assumptions.

The Government must avoid the trap that some independent studies have fallen into of
including inconsistent or implausible sets of assumptions. The most common pitfall
that some studies have fallen into is presenting a scenario that includes both a deep
relationship with the EU, and a free trade agreement with the USA. This is likely to be
impossible, due to the incompatibilities of regulations in the two systems.
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6. Provide a range of uncertainty.

There will be considerable uncertainty surrounding any estimate of the Brexit impact.
To help MPs and other interested observers to understand how to interpret the figures,
the Government should publish a confidence interval around any central estimate: that
is, a range within which they are reasonably certain the figure will lie.

7. Show the sensitivity of results.

To provide further reassurance that the predictions reflect the best central estimate of
the likely effect, the Government should show the sensitivity of its results to
alternative plausible assumptions. This should help avoid the analysis being presented
as a definitive guide to the future, and instead make clear that it is just a reasonable
simulation of certain evidence-based assumptions.

8. Set out regional and sectoral impacts.

As far as possible, the Government should make clear how different sectors and
regions of the economy are likely to be affected by the proposed deal - particularly in
cases where the effect on a specific sector or region is expected to be very different
from the average effect for the country as a whole.

9. Outline short-term impacts.

MPs and UK residents will care not only about the long-term impact of the Brexit deal,
but also about what happens in the short-term — particularly if this could be more
disruptive than long-term projections suggest. Even if the Government does not
provide a full medium-term economic forecast, it should outline whether and how it
expects the short-term impact of Brexit to differ from the projected long-term impact.
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1. Introduction

"Given the vital role that Parliament will play in approving the terms of our
withdrawal from the EU and the framework for our future relationship, the
Government has committed to providing Parliament with appropriate analysis
prior to the vote being held. This information will ensure that Parliament can
make an informed decision about the implications of our new relationship with
the EU in all areas.”

The UK's exit from the EU marks a step-change in the country’s economic relationship
with the bloc. The UK will be moving away from close integration and co-operation
with its nearest neighbours, but potentially reopening the opportunity to negotiate
trade deals directly with non-EU countries.

Economic considerations are one important part of the Brexit debate, but not the only
question that will weigh on MPs’ minds when they come to scrutinise and vote on the
Government's withdrawal agreement and proposed framework for a future
relationship with the EU later this year.

Prime Minister Theresa May said in January 20187 that the Government’s own
assessment of the long-term economic impact would be published imminently,
providing “appropriate analysis” to allow MPs to make an "“informed decision”.

But economic predictions always entail a degree of uncertainty, and those produced in
relation to Brexit—including by the Government — have provoked inevitable
disagreement. Preliminary government analysis — leaked to Buzzfeed News earlier this
year —was quickly dismissed by some Brexit supporters as being further biased
analysis from Treasury officials intent on undermining Brexit.” When asked about this
analysis in Parliament, David Davis — then Secretary of State for Exiting the EU -
downplayed the results by saying "we are trying to do something that is incredibly
difficult. Every institution that has tried it has failed... Every forecast that has been
made about the period post-referendum has been wrong".*

The febrile political atmosphere that surrounds Brexit means that it is essential for
politicians and interested members of the public to understand how to interpret the
projections that have been made about the economic impact of Brexit, what
economists do and do not know, and why different analyses have come up with
seemingly very different answers.” Without a proper understanding of how to interpret

In an extraordinary move, Steve Baker (at the time a junior minister) told Parliament in February 2018 that it was
“essentially correct” to say that "officials in the Treasury have deliberately developed a model to show that all
options other than staying in the Customs Union are bad, and that officials intend to use the model to influence
policy”. ‘Oral Answers to Questions’, Hansard, 1 February 2018, vol. 635, retrieved 10 October 2018,
https://hansard.parliament.uk/Commons/2018-02-01/debates/7A6FD82E-03C2-406C-9816-13FD2EE4AAAOB/
OralAnswersToQuestions

We are certainly not the first to attempt to provide a summary of studies that have estimated the economic
impact of Brexit. Emmerson, Johnson, Mitchell and Phillips in 2016 and Busch and Matthes in 2016 are
excellent examples. However, we have attempted to add to these existing pieces by including more recently
published studies and providing an explanation of the main issues aimed at a non-technical audience.
Emmerson C, Johnson P, Mitchell | and Phillips D, 'Brexit and the UK’s Public Finances’, IFS Report 116, 2016,
retrieved on 11 October 2018, www.ifs.org.uk/uploads/publications/comms/r116.pdf. Busch B and Matthes J,
‘Brexit: The Economic Impact—A Survey’, CESifo, 2016, retrieved on 11 October 2018, www.cesifo-group.de/
DocDL/forum-2016-2-busch-matthes-brexit-june.pdf
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these figures, any analysis published by the Government risks being dismissed by one
side or the other as partial and biased, rather than being soberly analysed, critiqued
and used by MPs to help them decide how to vote.

At the core of every analysis is an assessment of how Brexit will affect the UK's trading
arrangements with the EU and other countries, and how this in turn will affect UK
economic growth. Stronger economic growth means that household incomes rise more
rapidly on average, allowing voters to enjoy higher living standards. It also means that
tax revenues tend to grow more strongly, which could make more resources available
for public services. Different patterns of economic growth benefit different parts of the
country, and different sectors of the economy.

Projecting what the economic impact of Brexit will be is not a trivial task, but
economists draw on a number of methods, tools and evidence to highlight the ways
in which Brexit is likely to impact the economy, and to guide policy makers on their
likely magnitude. In this report we highlight the strength of the available evidence,
and which judgements matter most for the size of Brexit impact that each study has
predicted.

Immediate economic impact of the vote for Brexit

Before the referendum, the Treasury predicted that a vote for Brexit would lead to an
immediate recession.” The Bank of England’s central forecast was for the UK economy
to keep growing, but the Bank’s Governor Mark Carney said that the risks of a vote to
leave "could possibly include a technical recession” —that is, economic output would
contract for at least two consecutive quarters.> This possibility, which, even at the time,
many other economic forecasters thought unlikely,” did not in fact materialise. While
UK economic growth has slowed since June 2016, there has been no recession.”

The Treasury's short-term forecasts were proved wrong because they assumed that
several things would happen, which ultimately did not.

First, they assumed that the prospect of leaving the EU —and uncertainty about how it
would happen —would cause households and businesses to take fright and
immediately cut back on their spending, as they hunkered down to wait and see how
events would unfold.

Second, they assumed that the Bank of England would do nothing. Third, they assumed
that the Chancellor would respond to a ‘Leave’ vote by immediately announcing an
emergency budget to raise taxes and cut spending. Former Chancellor George Osborne
warned before the referendum that this would be unavoidable.®

Other forecasters —including the International Monetary Fund (IMF), Organisation for Economic Cooperation
and Development (OECD) and National Institute of Economic and Social Research (NIESR) — predicted in their
pre-referendum forecasts that the UK economy would continue to grow in 2016 and 2017, albeit less quickly
thanin 2015. For an assessment of the performance of various pre-Brexit forecasts, see Kara A, Brexit
Forecasters: How did they perform?, National Institute of Economic and Social Research, 2017, retrieved 11
October 2018 www.niesr.ac.uk/blog/brexit-forecasters-how-did-they-perform

Forarecent summary of UK economic growth since the Brexit referendum, see Giles C, 'The UK economy since
the Brexit vote —in 5 charts’, Financial Times, 31 July 2018, retrieved 10 October 2018, www.ft.com/content/
cf51e840-7147-11e7-93ff-99f383b09ff9. For a discussion of how growth since the referendum has compared
to forecasts made before the vote, see Giles C, 'What are the economic effects of Brexit so far?’ Financial Times,
24 June 2018, retrieved 10 October 2018, www.ft.com/content/dfafc806-762d-11e8-a8c4-408cfbas327c

8 UNDERSTANDING THE ECONOMIC IMPACT OF BREXIT


http://www.niesr.ac.uk/blog/brexit-forecasters-how-did-they-perform
http://www.ft.com/content/cf51e840-7147-11e7-93ff-99f383b09ff9
http://www.ft.com/content/cf51e840-7147-11e7-93ff-99f383b09ff9
http://www.ft.com/content/dfafc806-762d-11e8-a8c4-408cfba4327c

Since the referendum, business investment growth has slowed. Business investment in
the first quarter of 2018 was only 2.3% higher than at the time of the referendum,
compared to the Bank of England’s pre-referendum forecast for 13% growth. Surveys
of business decision makers suggest that some businesses are holding back from
making irreversible investment decisions until it is clear what the UK's future
relationship with the EU and other countries will be.’

However, households have carried on spending. This fact probably should not have
come as a surprise, since more than half of those who cast a vote thought that Brexit
would be a positive outcome for the country — but it is not what some economists had
factored into their short-term forecasts.

Rather than do nothing, the Bank of England’s Monetary Policy Committee stepped in
straight after the referendum to cut interest rates, increase liquidity by purchasing
government and corporate debt, and provide banks with access to cheap finance to
help support lending to businesses and households. Mark Carney estimates that these
actions have helped to boost economic growth by between 0.5% and 1% over the
past two years.

Meanwhile the new Chancellor, Philip Hammond, allowed fiscal policy to support the
economy, rather than depressing growth by raising taxes and cutting spending. In the
2016 Autumn Statement, the Office for Budget Responsibility estimated that
government borrowing was likely to be £73 billion (bn) higher over the four years from
2017/18 to 2020/21 as a result of a deterioration in the economic outlook. Rather than
stepping in to offset this, the Chancellor allowed borrowing to increase and actually
chose to increase government borrowing somewhat further (by an additional £25bn
over this period) by increasing investment spending, rowing back from some
previously planned cuts to benefits, and cancelling planned increases in fuel duties.®

Even though the UK has not had a recession since the referendum, there is a variety of
evidence that economic performance has been weaker than it probably would have
been, had the British public voted ‘Remain’. The pound has devalued by 11% against
other major currencies —an indication that foreign investors have less confidence

in the UK's economic prospects. UK economic growth has been weaker since 2016
than pre-referendum forecasts suggested, while all other major economies have
experienced stronger than expected growth.” The Centre for European Reform has
estimated that the UK economy was around 2.5% smaller by the end of June 2018
than it would have been, had the vote gone the other way.’® Using a similar sort of
approach, other researchers have concluded that the UK economy is 2% smaller
than it otherwise would have been, and predict that this will rise to 3.4% by the end
of 2019."

As aresult, the UK has dropped from the top to the bottom of the league table in terms
of economic growth among the G7 group of major advanced economies.*? Other
researchers also have concluded that UK exports have grown less quickly* than they
would have done, had the vote gone the other way — with around 5% fewer firms

Between 23 June 2016 and 21 September 2018, the UK's effective exchange rate (measured against a trade-
weighted basket of currencies) depreciated by 11%. Source: Bank of England, Effective Exchange Rate Index,
XUDLBK67.
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starting to export to the EU, and more dropping out of the EU export market than
otherwise would have happened.**

Long-term economic impact of Brexit

Those short-term economic forecasts have attracted much attention and criticism.
Because the economy did not enter a recession, as the gloomiest pre-referendum
forecasts suggested, some commentators have cast doubt on all the predictions that
have been made by economists about the likely economic consequences of Brexit.’

However, the short-term forecasts use very different methods and assumptions from
the studies that attempt to project what Brexit's longer-term impact will be on the UK
economy. While the short-term forecasts sought to answer the question "How quickly
will the economy grow over the next few years?”, the long-term forecasts seek to
answer the question: "How much larger or smaller will the UK economy be in 2030
following Brexit than it would have been, had the UK remained an EU member?”

Often, the two different types of forecasts — understandably, but unhelpfully —are
conflated and confused in the public debate. Nevertheless, clarity is urgently needed
as we approach the crucial parliamentary vote on the proposed deal. There are
grounds on which to critique and debate any single Brexit impact projection, but this
must be done on appropriate, rather than spurious, grounds.

The aim of this report is to help non-economists to interpret the range of available
information, making clear:

+ what is known (and with what degree of precision) about what the most appropriate
assumptions are, to put into the models

* which aspects of the deal and other future policies are most important for
determining how the UK economy is likely to be affected by leaving the EU.

Drawing on our analysis of a range of published studies,” we highlight what questions
need to be answered when the Government publishes its own analysis. Answering
these questions will ensure that MPs have the information they need to scrutinise the
Government's analysis, and to cast an informed vote.

The political debate around the official analysis of the Brexit impact has been
unusually heated. Despite the multitude of existing work examining the possible
long-term economic impact of Brexit, the debate within both government and
Parliament remains polarised, with no agreement — even among government
ministers —on what the impact of different Brexit deals is likely to be.

For example, see Wallace M, ‘Don‘t believe the Brexit doomsayers: Project Fear’s predictions in 2016 were
wrong. They will be wrong again’, iNews, 30 July 2018, retrieved 2 October 2018, https://inews.co.uk/opinion/
brexit-project-fear-david-cameron

We include 12 independent studies —this covers virtually all of the publicly available ones of which we are
aware plus some others (such as those from the NIESR) that are not freely available, but have made an
important contribution to the debate. We also include the two sets of long-term projections produced by the
Government: one from the Treasury before the referendum, and the Government analysis leaked to the media
inJanuary 2018.
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It is always desirable for governments to be transparent, but in this instance it is
particularly crucial that the Government makes clear how it has reached its answers
about the impact of Brexit.

Outline of this report

The vast majority —although not all — of existing studies suggest that leaving the EU
will reduce UK economic growth, compared to what would happen if the UK remained
in the EU. However, the estimates vary of exactly how large this hit will be.

Chapter 2 outlines how, in principle, Brexit might affect the UK economy in the longer
term.

Chapter 3 summarises the results of a range of studies estimating the potential impact
of Brexit on the UK economy. It describes the main approaches that have been taken,
the main assumptions that underlie the different estimates, and the strength of the
evidence on which they are based.

Chapter 4 examines how any given deal with the EU is likely to affect different sectors
of the economy and regions of the country — digging beneath the headline estimates
of the impact on aggregate economic output in order to understand which areas, and
which people, could be more or less affected.

The analysis focuses on the impact of Brexit on UK economic output in the longer
term —that is, after the UK has adjusted to a new relationship with the EU and the rest
of the world.

Chapter 5 provides a brief discussion of the short- and medium-term costs of adjusting
to this new world.

Chapter 6 concludes the report. The Appendix provides an overview of the
assumptions and results from the existing government and independent studies
reviewed in this report.
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2. How Brexit might affect the UK
economy

Like any modern, open economy, the UK economy is complex.
There are several ways in which Brexit might impact on the UK's
ability to produce and sell goods and services: this chapter briefly
outlines these.

Economists typically think that a country’s ability to produce output depends on three
basic factors: labour, capital and technology. The quantity of labour that a country has
depends on how many people live there, what skills they have, and how willing and
able they are to work. Traditionally, capital comprises buildings, vehicles and
machinery, but in modern service-based economies, it is also important to have
intangible capital such as a good brand.

The third factor —technology —is what has allowed for the transformation of living
standards in the developed world since the early 19th century. New inventions, from
electricity and mass production to better management practices and paperclips, allow
workers to produce more in every hour of the day (that is, these new technologies have
boosted workers' productivity).

However, there is no point in producing something if no one will buy it. Therefore, the
output of the UK economy also depends on how much demand there is for the goods
and services that it produces. Since the UK is an open, trading nation, this demand
depends not only on how much the UK’s government, businesses and consumers want
to buy, but also on how much customers overseas —in the EU and beyond — want to
buy, and at what price.

UK residents’ economic wellbeing will depend on their income —including what wage
they can command —and on the prices they must pay for the goods and services they
want to buy.

Brexit could affect many of these elements of the economy. For ease of exposition, we
describe each of them in turn below. However, the EU is founded on the principle that
there are important synergies between these elements. The EU’s ‘four freedoms’ — free
movement of goods, services, capital and people — are designed to work together to
enable member states to gain maximum benefit from engaging openly with one
anotherin all these dimensions. For example, trade in services is thought to be
particularly reliant on the easy movement of capital and people across borders.

Trade

A significant share of UK economic output is bought by overseas buyers, while a
significant share of what UK consumers and businesses buy comes from overseas.
Economists have long argued that trade can improve living standards for all countries
involved. By focusing on producing those goods and services for which each country
has a ‘comparative advantage’, all countries collectively can produce, and therefore
consume, more.
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How much other countries want to buy from the UK depends on the size of their
economies (that is, how much they buy in total each year), and how expensive UK
goods and services are relative to those from other sellers elsewhere in the world. The
former will be essentially unaffected by Brexit, since Brexit is likely to have at most a
small impact on the economic growth of other countries.’

The cost of UK goods and services to consumers in another country is influenced by
three main factors beyond simple local production costs.

First, there are transport costs which can increase the cost of trading with countries
that are further away. It is typically more expensive to send goods over longer
distances.

Second, tariffs —that is, taxes imposed by another country’s government on the import
of UK goods — can add to the cost of UK goods bought abroad. There are no tariffs on
goods that move between countries within the EU, but the EU does impose tariffs on
imports from some other countries, as do non-EU countries on imports from the EU.

Third, a variety of non-tariff barriers can add to the cost of UK goods and services
bought abroad, and vice versa. Non-tariff barriers (also referred to as non-tariff
measures) cover virtually anything that creates a barrier to trade but is not a tariff.
Some of these barriers relate to government policy. This includes requirements for
products to be produced to a certain standard, or for people to hold particular
professional qualifications to be able to provide a service. Others reflect underlying
cultural differences between countries that impede trade.

Two major non-tariff barriers that are becoming increasingly the focus of trade
agreements are regulatory barriers and customs checks. Regulatory barriers arise as
long as different countries (quite legitimately) have different legal regulations on
health, safety and environmental protection. Customs checks —including any other
paperwork required at the border, such as rules of origin paperwork and customs
declarations — can cause delays and costs.

The level of tariffs and non-tariff measures applying to imports to the UK and exports
from the UK could be affected by Brexit. These barriers to trade could go up or down,
depending on the agreements reached between the UK, EU and non-EU countries.

Non-tariff barriers between the UK and the EU could be lower than those facing other
non-EU countries, because the UK and EU start with identical regulations. However,
depending on the deal reached, there still could be some barriers. For example, if the
UK is outside the EU Customs Union, there still could be additional costs for exporters
to complete the necessary paperwork, in order to demonstrate rules of origin. The EU
also offers less access to financial services and other markets to businesses based
outside the Single Market.

The exception to this is Ireland which, because of its close economic links to the UK, could be relatively
significantly affected by Brexit.
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How a change in trade barriers with a particular country feeds through into a change
in UK economic output will depend on the (actual and potential) importance of that
country for UK trade. For example, since trade with the EU accounts for around half

of UKimports and exports, any increase in barriers to trade with the EU would have a
more significant negative impact on UK growth in the short- and medium-term than
any positive impact from reducing barriers to trade with China, for example. In the
longer term, UK trade might reorient towards countries with whom trade barriers are
lower. However, the net negative impact of higher barriers to trade with the EU still
could be significant, given the other advantages that the EU27 nations offer as trading
partners: namely, that they are a large economic area (currently accounting for 14% of
global output in purchasing power parity terms), and they are nearby.

Foreign direct investment

Investment is one of the most important drivers of long-term gross domestic product
(GDP) growth. Domestic private and public investment and foreign investment can all
lead to an increase in the number and quality of machines, buildings and technologies
that workers have at their disposal, greater technical progress and improved
productivity.

Over time, as barriers to trade have been reduced around the world, cross-border
investment has grown. Foreign direct investment (FDI) contributes directly to national
income, providing firms with additional funds to invest in expanding their businesses.
It also can help raise productivity by giving companies access to new ideas from
abroad.

The UK is one of the biggest recipients of FDI among major advanced economies.’
About two fifths (42.6%, as of January 2018) of foreign investment in the UK comes
from other EU countries. The Netherlands is officially the largest EU investor in the UK;
however, some of this investment may not originate in the Netherlands, but simply be
routed through there for tax reasons.? The fraction of total investment into the UK
coming from the EU has fallen from 48.8% in 2011.

Leaving the EU could affect the UK's attractiveness to foreign investors. There are at
least three reasons why FDI into the UK might have been boosted by being a member
of the EU — and thus why it could be reduced as a result of Brexit.

1. Free movement of capital — one of the ‘four freedoms’ central to the EU Single
Market — has made it easier for investors from other EU member states to invest in
the UK.

2. Beingin the EU Single Market makes the UK an attractive export platform for
multinationals. They can take advantage of the UK's relatively attractive business
environment, while also being able to enjoy frictionless trade with the rest of the EU.

Figures from the OECD suggest that the UK ranked fourth in 2017 among its 36 members in terms of the dollar
value of FDI received. Although investment figures are volatile from year to year, and can be heavily skewed by
major company acquisitions, the UK has ranked somewhere between first and eighth in every year since 2005.
Source: OECD, Foreign Direct Investment Statistics: Data, Analysis and Forecasts, FDI statistics database, 2018,
retrieved 9 October 2018, www.oecd.org/corporate/mne/statistics.htm
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3. Operating from an EU country is particularly attractive for large multinational
companies which have complex supply chains or networks of subsidiaries across
different countries within the bloc. The EU Single Market —including common
regulations and the ability to move staff freely between countries —reduces
co-ordination costs for these kinds of companies.

Similar arguments could be made for why increasing trade and investment links with
non-EU countries post-Brexit might act to boost foreign investment. However, existing
free trade agreements (FTAs) do not go as far in reducing barriers to cross-border
investment, or facilitating the same kind of easy movement of services, capital and
people between countries that the Single Market's ‘four freedoms’ has achieved.

Overall, existing evidence based on data from the Organisation for Economic
Cooperation and Development (OECD) suggests that EU membership has contributed
to FDI growth in the UK by enhancing access to a larger market.

Number and type of workers

All other things being equal, more output will be produced in the UK if there are more
or better qualified workers — or rather, a better mix of workers whose skills
complement each other. Output per person, which is important for average living
standards, depends only on the latter.

The quantity and quality of available labour depends not only on how many people are
born in the UK, but also how many migrants come to the country to work. As a member
of the EU, the UK is limited in its ability to prevent nationals of other EU member states
from coming to the country to work, if they have a job to go to in the UK. The perceived
inability of the UK government to control levels of immigration from other EU countries
was one important factor driving support for Brexit, although some have noted that
there is more that the UK government could have done to limit immigration, even as an
EU member.”

Therefore, one important way in which Brexit may have an impact on economic growth
is by precipitating changes to immigration policy. This could become more restrictive
for EU nationals, or more targeted on attracting certain types of migrants. Changes
also could be made to immigration rules for non-EU nationals, which may not have
been considered feasible before because of the large number of EU immigrants.™

Dhingra and others, for example, estimate that EU membership has boosted FDI into the EU by somewhere
between 14% and 38%. Dhingra S, Ottaviano G, Sampson T and Van Reenen ], Theimpact of Brexit on Foreign
Investment in the UK, Centre for Economic Performance Paper No. 03, April 2016, retrieved 10 October 2018,
http://cep.lse.ac.uk/pubs/download/brexit03.pdf

Portes J, Free Movement after Brexit: Policy options, The UK in a Changing Europe, October 2017, p. 18, retrieved
10 October 2018, http://ukandeu.ac.uk/wp-content/uploads/2017/11/Free-movement-after-Brexit-policy-
options.pdf. In setting out policy options Portes notes that modifications of free movement are not
qualitatively different from controls that are already permitted under free movement elsewhere.

Some commentators (see for example, Bickerton in 2018) have suggested that Brexit —and the fallin the
number of EU migrants that could follow — could provide a spur to sort out long-running problems with
education and skills policy in the UK. None of the Brexit studies we summarise allow for such an impact.

This seems to us the right approach, since it has always been within the UK government's gift to improve skills
policy, and Brexit does not change that. Bickerton C, Brexit and the British Growth Model, Policy Exchange, 2018,
retrieved 11 October 2018, https://policyexchange.org.uk/publication/brexit-and-the-british-growth-model/
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Existing evidence summarised by the Migration Advisory Committee (MAC) - an
independent group of experts appointed by the UK government to advise on migration
policy — suggests that increases in immigration have little or no impact on the overall
employment or earnings of UK-born workers.? There is at most limited evidence that
immigration has marginally reduced employment and earnings of low-skilled, UK-born
workers, while increasing them for the high-skilled. In other words, the UK’s past
experience has been that migrants produce additional economic output, rather than
taking jobs that native-born workers would have otherwise done.

Moreover, immigration can affect the UK's productivity. The direction of this effect is
theoretically ambiguous.” On the one hand, migrants may have skills that are
complementary to those of UK workers, allowing them to produce more together; or
the arrival of migrant workers could spur UK-born workers to improve their skills. On
the other hand, easy access to a ready supply of workers could reduce incentives for
firms to invest in productivity-enhancing technology and machines.

Arecent report by the MAC found that most existing studies of the relationship
between migration and productivity find large positive effects, with the impacts being
larger for high-skilled than for low-skilled workers. Based on this existing evidence,
Forte and Portes estimate that reductions in migration following Brexit could have
nearly as large an effect on GDP per person as reductions in trade.” However, the MAC
said that in many cases, "the implied magnitude of the effects are implausibly large”,
and that "more work is needed".?

Regulations

Domestic regulations affect how cost-effectively businesses are able to use workers,

capital and technology to produce output. As we have noted, they affect cross-border
trade flows too. Some have argued that leaving the EU would offer the opportunity to
adapt regulations to better suit the UK's needs, and so boost economic output.’

However, some regulations — such as competition and state aid policies — are designed
to increase economic output and consumers’ economic wellbeing by ensuring that no
single company can gain, and then exploit, a dominant market position. For example,
one concern highlighted by John Vickers, former Director-General of the UK Office of
Fair Trading, is that the UK's exit from the EU will remove restrictions on the use of
state aid, opening the Government up to new pressure from domestic interest groups
to implement policies that could distort competition.®

Other regulations in place in the UK are designed to achieve objectives beyond simply
maximising economic output. For example, workers' rights to fair treatment, holiday
pay, sick pay and parental leave are prescribed by law. Businesses are restricted in
their ability to pollute the environment, and required to contribute towards the
Government's objectives for renewable energy generation; regulations are also in
place to promote prudent behaviour in the financial sector. Companies are required to
ensure their goods and services meet certain standards: for example, farmers have to
comply with standards on animal welfare.

Many of these regulations have been set at the EU level, meaning that Brexit opens up
the possibility of tailoring them to better suit the UK's needs. Reducing regulatory
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costs could free up business resources for more productive purposes, increasing
overall output and productivity. But such gains could come at the cost of reducing the
protections offered to, for example, workers and the environment.

International surveys suggest that product and labour markets in the UK are already
among the least regulated internationally, suggesting limited scope for further
deregulation.” Moreover, it may be politically difficult for the UK government to relax
many of the current rules and regulations. The UK has gone further in many areas than
has been strictly necessary to comply with EU rules, and it would remain a signatory of
many international organisations which provide the bedrock for some of the rules in
the first place.”

The EU is concerned that the UK might relax regulations and standards (such as those
around environmental impact and labour standards) which are designed to ensure that
businesses across the EU compete on a level playing field. In its draft negotiating
guidelines, it stated that binding commitments would be necessary for an agreement
to be reached.*® Since then, the Government has sought to offer assurances to the EU
that it will not pursue deregulation, and has included binding commitments on level
playing field provisions in its Chequers proposal.***?

Productivity

Strong productivity growth is the holy grail for any economy. Becoming more
productive means that workers can produce increasingly large quantities of
high-quality output, without needing any more capital with which to work. Growing
productivity is crucial for raising living standards.

Nonetheless, the factors that drive productivity growth are poorly understood.
Productivity in the UK grew steadily at around 2% a year in the decades before the
financial crisis — but since 2007, productivity in the UK has stagnated. The reasons for
this are still being puzzled over by economists.*

By affecting levels of trade, FDI and migration, Brexit could affect the level and growth
rate of productivity in the UK for several sound theoretical reasons.**** For ease of
exposition, in what follows we will describe the benefits that are thought to come from
removing trade barriers. However, most studies of Brexit predict that leaving the EU
will lead to an overall increase in trade barriers between the UK and other countries.

First, there is strong evidence that removing trade barriers can lead to so-called 'static
gains’ from trade. As David Ricardo first postulated, free trade in principle allows
countries to specialise in goods and services that they have a comparative advantage
in producing.’® By giving companies access to a larger market, it can help them to
exploit returns to scale in production —that is, by producing on a much larger scale,
they can reduce the average cost of each unit of output. These effects are described as
‘static’ because they provide a one-off boost to productivity once trade barriers are
removed, but provide no ongoing boost to productivity growth.

For example, the UK's climate change commitments in Paris would remain even if the UK left the EU, which
would prohibit certain policy choices if the UK wanted to comply with it.
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Second, there could be so-called ‘dynamic’ gains from trade: that is, greater openness
to trade could raise levels of innovation, research and development, and thus
permanently boost productivity growth. There are several reasons why this might
happen. Greater competition from foreign firms may encourage firms to innovate more.
The prospect of being able to sell to a wider market may increase the returns on any
investment in research and development. Trading with other countries (and people
moving between countries) also increases the chance that domestic firms will come
into contact with new technologies, and learn from how firms in other countries do
things. These ‘dynamic’ gains could have a significantly larger impact on economic
outputin the long term than the 'static’ gains.

Value of sterling

The value of the UK's currency — which floats freely against other countries’
currencies —is a measure of the country’s economic strength and stability, although
currency values are affected by numerous other factors. The deterioration of sterling
since the Brexit vote is, to an extent, an indication that the vote caused market
participants to take a more negative view of the UK's economic strength —in other
words, it is a direct reflection of the majority view among economists that Brexit will
reduce economic growth.

But the changing value of the currency has different effects on different parts of the
economy. A weaker pound will raise the price of imports, which feeds through into
higher prices for consumers — particularly for those products (such as many types of
food) that are sourced from abroad, and which UK businesses would struggle to
produce. It has been estimated that the depreciation of sterling since the Brexit vote
has increased inflation by 1.7 percentage points."’

In addition, sterling’s depreciation will raise the cost of any inputs to the production
process that are either imported (such as the many car parts used to assemble a
Bentley at the Volkswagen plant in Crewe),*® or priced globally in dollars (such as oil).
This will raise costs for businesses that use inputs which at some point have come from
overseas.

Conversely, and all else being equal, the depreciation of sterling provides a boost to
businesses which sell their products abroad. This is because a UK-produced good or
service will become cheaper to foreign buyers. Many politicians and commentators
have emphasised this benefit.*® However, while the depreciation of sterling in the early
1990s (when the UK government stopped trying to defend sterling’s peg to the
Deutschmark) provided a significant boost to the economy, more recent experience
suggests that currency depreciations have done little to help exporters.?®

Other policy responses

In addition to these direct impacts that Brexit might have on the UK economy, exiting
the EU could be a catalyst for more radical reform of domestic policy. For example,
Policy Exchange has suggested that the Government should use this as an opportunity
to overhaul skills policy,”* while the Shadow Chancellor John McDonnell has suggested
that the "mess” a future government could inherit would require a “radical” response.??
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The existing projections of the long-term impact of Brexit - rightly, in our view —do
notinclude these other possible policy changes when assessing Brexit's economic
consequences. Such policies could have important effects and, in practice, will shape
how the UK economy evolves over the coming decades — but those policies should be
considered separately on their merits.

All of the first six areas mentioned above — from trade to the value of the currency —
could be directly affected by the UK's decision to leave the EU. Consequently, the
Government's Brexit impact assessment will need to factor in these elements and be
explicit about what has been assumed in each area. We believe that the Government
should follow other studies’ lead, and not include in its final assessment of Brexit any
policy changes that are prompted (but not newly enabled) by Brexit.

Rabobank is an exception. In the case where the UK and EU fall back on World Trade Organization (WTO) rules, it
assumes that the UK government will reduce corporation tax following Brexit, from 19% to 12.5% over a
five-year period. It assumes that this is paid for by raising income tax. Erken H, Hayat R, Heijmerikx M, Prins C
and de Vreeded |, Assessing the Economic Impact of Brexit: Background report, Rabobank, 12 October 2017, p. 14,
retrieved 9 October 2018, https://economics.rabobank.com/publications/2017/october/assessing-economic-
impact-brexit-background-report/
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3. How large is the impact likely
to be?

A large number of studies have now been published attempting to
quantify the long-term economic impact of Brexit. Two official
government estimates have been produced, along with numerous
estimates published by independent organisations.

Producing any such estimate is difficult. The Government analysis was probably

only slightly overstating the case when it said that analysing the likely impact of
different exit scenarios (particularly those with no similar example within existing
global relations) was an “unprecedented challenge”.* However, there is a body of
economic evidence which can be used to help work out the direction and (with greater
uncertainty) the possible size of the effect relative to a world in which Brexit did not
happen.

Most of the published studies have focused on modelling ‘off-the-shelf’ options for a
future UK-EU trading relationship: such as trading under WTO rules, signing a Canada-
style FTA, or the UK remaining in the European Economic Area (EEA). Most have not
attempted to model the endpoint that the UK government signalled it would like to
achieve in the Chequers plan.? Doing the latter is hampered by a lack of clarity about
what exactly the UK government is aiming for.” There is also considerable uncertainty
about whether the final deal will be along the lines outlined in the Chequers
proposal —some Cabinet ministers rejected the vision that was laid out,” and the other
27 EU countries have made clear that they will not accept the planin its current form.*

However, it is reasonable to assume that the economic impact of the deal that the UK
government ultimately hopes to achieve would lie somewhere in the range of the
already published estimates.” This is because the policies that are likely to be
adopted —in particular, the trading relationship between the UK, EU and non-EU
countries —are likely to be some permutation of the scenarios which have been
modelled.

Other studies have attempted to answer the reverse question, that is: "How much larger is the UK economy now
than it would have been if the UK had not joined the EU?” Campos and others estimated that EU membership
has boosted member states’ output by 8.6% on average: Campos N, Coricelli F and Moretti L, '"Economic growth
and political integration: Estimating the benefits from membership of the European Union using the Synthetic
Counterfactuals Method’, CEPR Discussion Paper No. 9968, 2014, retrieved 10 October 2018, https://cepr.org/
active/publications/discussion_papers/dp.php?dpno=9968. Crafts estimates that EU membership is likely to
have raised UK economic output by 10.6%: Crafts N, 'The growth effects of EU membership for the UK’, April
2016, retrieved 10 October 2018, www.smf.co.uk/wp-content/uploads/2016/04/SMF-CAGE-The-Growth-
Effects-of-EU-Membership-for-the-UK-a-Review-of-the-Evidence-.pdf

The only paper that we are aware of that has attempted to model the impact of the Chequers deal is a study by
NIESR. This concluded that the Chequers deal would lead to economic output being 2.5% lower in 10 years’
time than it would be if the UK were a member of the EEA. Kara A, Hantzsche A, Lennard J, Lenoel C, Lopresto M,
Piggott R and Young G, ‘Prospects for the UK economy’, National Institute Economic Review, 2018, No. 245,

pp. F10-40, retrieved 11 October 2018 www.niesr.ac.ulk/publications/prospects-uk-economy-32
Comparing the white paper proposals to the World Bank's database of preferential trade agreements (which
provides a detailed measure of the depth of all agreements worldwide that have been signed since 1957), NIESR
concludes that 'the trade intensity of the White Paper proposals is comparable to Switzerland or Canada and is
less comprehensive than a Norway-style EEA arrangement’. Kara A, Hantzsche A, Lennard J, Lenoel C, Lopresto
M, Piggott R and Young G, ‘Prospects for the UK economy’, National Institute Economic Review, 2018, No. 245, pp.
F10-40, retrieved 11 October 2018 www.niesr.ac.uk/publications/prospects-uk-economy-32, p. F12
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Some of the scenarios that have been presented — such as trading under WTO rules,
or unilaterally adopting completely free trade — are useful to consider even if they
are not the Government'’s preferred option, because they provide an illustration of
the possible long-term impact of the UK failing to reach an agreement with the EU.
However, these scenarios do not provide a good guide to the likely short-term impact
of a 'no deal’ exit (we return to this issue in Chapter 5).°

The projections that have been made so far only include policy changes that are
directly linked to Brexit: that is, changes to trading relationships, domestic regulations
and migration rules. They do not include any policy changes that might be catalysed by
Brexit.® In our view, this is the right approach to take, since it focuses attention on the
direct impact of Brexit and any specific deal proposed. The Government should
separately consider the merits of other policies that could boost the UK economy.

The estimates that have been produced so far for Brexit's long-term economic impact
are summarised in Figure 2. Most of these studies have projected the impact of Brexit
on UK economic output in 2030. There are three exceptions to this: the forecasts
published by HM Treasury before the referendum, the Government and the Economists
for Free Trade (EFT) post-referendum. These three studies project the economic impact
of Brexit 15 years' hence (meaning their results relate to 2031, 2032 and 2032,
respectively).

The Government has produced two sets of projections so far. The first was published
by the Treasury and approved by then Chancellor George Osborne before the
referendum (‘Treasury’ in Figure 2).” The second, preliminary government analysis

was leaked to the media in January 2018 (‘HMG" in Figure 2).2 In addition to these two
sets of official forecasts, we also describe the results of studies by 12 independent
organisations: seven published before the referendum, three initially published before
the referendum but updated since, and two after.’

Published before the referendum:

* Bertelsmann Stiftung (Bertelsmann)?

+ (CPB Netherlands Bureau for Economic Policy Analysis*®
* NIESR"

+ OECD*

*  Oxford Economics**

* Open Europe*

* PwC®

Initially published before the referendum and since updated:
+ Centre for Economic Performance (CEP) at the London School of Economics*®

+  Ciuriak Consulting (Ciuriak)*
- EFT*

The published reports that summarise the projections made by each organisation are referenced in the
end-notes attached to each organisations name in the list below. In three cases (CEP, EFT and NIESR) several
papers have been published and we draw on all of these in this report.
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Published since the referendum:

* Rabobank®
« RAND?®

The estimates are wide-ranging. At one extreme, the EFT have predicted that the UK
economy could be 4% larger in 15 years' time as a result of Brexit than it would be if
the UK stayed in the EU." At the other end of the spectrum, Rabobank has predicted
that the economy could be 18% smaller.

A small part of the difference between the various estimates can be attributed to
differences in the underlying economic models used. But the main driver of the
wide-ranging results is differences in the assumptions fed into the models.

Figure 2 groups together projections made by different organisations, and
distinguishes between different scenarios for post-Brexit trade with the EU. These are
described in more detail below.

Figure 2: Forecast long-term impact of Brexit on GDP, relative to
remaining in the EU

10%

5%

EFT
0%
8 9] 0 9]
| ° 3 8 8 0..9 O
(o) o 8 O PwC Ciuri IBertelsmann OF
_50, . Ciuriak
5% °© o cPB static O VESR ) ford CEP Static
(o] 0o o Rand
o Treasur
-109 Yy HMG
10% o CPB Dynamic
(0]
-15% CEP Dynamic
(o)

-20% Rabobank

Trading scenario
O European Economic Area O Swiss bilaterals O Free Trade Agreement O World Trade Organization

Source: Institute for Government analysis

CEP —Centre for Economic Performance, CPB — Netherlands Bureau for Economic Policy Analysis, EFT — Economists
for Free Trade, HMG — HM Government, NIESR — National Institute of Economic and Social Research, OE - Open
Europe, Oxford — Oxford Economics

Note: The OECD has also estimated a scenario in which the UK falls back on to WTO terms and then subsequently
signs an FTA. It finds a range of potential impacts to GDP from the optimistic =2.7% to a central estimate of -5%,
with a pessimistic impact of -7.7%.

The first set of official projections made by the Treasury in 2016 are towards the
negative end of the range of forecasts produced. The more recent government analysis
shows a wider range of impacts in different scenarios, and lies closer to the middle of
the range of the non-government forecasts.

The EFT have suggested the gain could be as large as 7% if free trade is coupled with deregulation, changes to
migration and lower contributions to the EU. Economists for Free Trade, Brexit could boost UK economy by £135
billion, say top economists, 15 August 2018, accessed on 11 October 2018, www.economistsforfreetrade.com/
News/brexit-could-boost-uk-economy-by-135-billion-say-top-economists/
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Describing the long-term economic impact of Brexit
It is important to make clear what economists mean when they say that economic
output would be ‘increased’ or ‘decreased’ by Brexit.

The studies that have been published so far have attempted to work out how much
larger or smaller UK economic output (that is, GDP) would be in future if the UK left the
EU than it would be if the UK remained a member of the bloc. These figures do not
mean that economic output is predicted to be, say, 4% higher or 18% lower than it is
today. Rather, the figures are expressed relative to some other alternative future world.

To take a concrete example, the leaked government analysis assumes that UK economic
output would grow in real terms by 1.5% a year over the next 15 years if the UK were
to remain a member of the EU, but would grow 0.4 percentage points less quickly on
average each year if the UK leaves and trades with the EU on WTO terms.* As a result,
UK economic output in 15 years’ time would be 7.7% smaller under the Brexit scenario
than under the 'Remain’ scenario. However, economic output would still be 17% larger
than it is today. None of the models predict anything like the year-on-year falls in
output that were experienced during 2008 or earlier recessions.

Media and other commentary often quotes very precise figures for the estimated
impact of Brexit on the UK economy. However, there is uncertainty in the projections
that have been made, and many studies provide a range within which they predict the
impact will lie — either instead of, or in addition to, a central estimate. For example, the
Government analysis suggested that GDP could be reduced by between 5% and
10.3% if the UK were to trade with the EU under WTO rules in future, with the midpoint
of these figures (-7.7%) most frequently cited. (For simplicity, these ranges are not
shown in Figure 2, but are provided in Table 4 in the Appendix.)

While total economic output may matter for some purposes — for example, larger
economies typically wield more influence on the global stage —individual voters may
care more about how output per person is expected to change. This is what will
influence average living standards. Output per person will be affected by Brexit
differently from total output, if an economic model predicts (as many do) that Brexit
will affect net migration.

Figure 3 summarises predictions which have been made for the impact of Brexit on
output per person, relative to a ‘Remain’ scenario. These results correspond to the
same scenarios presented in Figure 2, but express the model predictions in terms of
the impact on GDP per person, rather than total GDP. Unfortunately, not all of the
studies that have been published have included estimates of the impact on output per
person. Consequently, in the remainder of this report we focus mainly on the projected
impact of Brexit on total output.

These predictions do not sound catastrophic. Even in the most pessimistic scenarios
considered, all the models suggest that UK residents would still be better off in future
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than today. For example, the Government's projection for a WTO scenario implies that
GDP per person would be about 10% higher in real terms in 15 years’ time than it is
today.”

However, even slower growth can cause discontent about living standards. For
example, subdued economic growth since the financial crisis (with growth in GDP per
person averaging just 0.3% a year over the decade from 2007 to 2017) has left those
in their thirties being paid 7% less in real terms than their counterparts were 10 years
ago.”” This is the first time since the Second World War that later generations have
experienced lower living standards than earlier ones.”*

In addition, slow economic growth over the past decade has increased the difficulty
faced by government in trying to reduce public borrowing, and made it more difficult
to meet the needs of the UK's ageing population.?* The Government’s projections for a
WTO scenario imply that GDP per person would grow by an average of 0.7% a year
over the next 15 years.

Figure 3: Forecast long-term impact of Brexit on per capita GDP,
relative to remaining in the EU
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Source: Institute for Government analysis
CEP - Centre for Economic Performance, HMG — HM Government, NIESR — National Institute of Economic and Social
Research, OE —Open Europe, Oxford — Oxford Economics

What would happen if the UK stayed in the EU?

As mentioned previously, forecasts for the impact of Brexit focus on describing the
differen