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UNITED KINGDOM

I BREXIT: SECTORAL IMPACT AND POLICIES’

This paper estimates the long-run economic impact of Brexit on the United Kingdom under two distinct
assumptions for the post-Brexit relationship between the United Kingdom and the European Union.
These illustrative scenarios entail different degrees of higher trade costs, a more restricted EU
migration regime, and reduced foreign inward investment. A standard multi-country and multi-sector
computable general equilibrium model is used to quantify the impact of higher trade barriers. The
impact from reduced EU migration and inward FDI is based on previous studies. We find that in a
scenario representing a typical Free Trade Agreement the level of output is likely to fall by between
about 2%z and 4 percent relative to a no-Brexit scenario, with an average of about 3 percent. In a
scenario in which the UK and EU trade under WTO rules the level of output is likely to fall by between
about 5 and 8 percent relative to a no-Brexit scenario, with an average of about 6 percent. There is
substantial sectoral heterogeneity in the impact, and regions with higher concentrations of the more
dffected sectors are likely to confront greater losses. The empirical analysis suggests the speed of
sectoral labor relocation across sectors has been relatively low in the UK. Irrespective of these empirical
estimates, policies, such as retraining, would be critical to facilitate faster adjustment of the economy
to the post-Brexit equilibrium thereby helping to minizmizeine the associated costs to individuals and
in aggregate.

A. Introduction

1. The United Kingdom is in the process of negotiating a framework for the new trading
relationship with the European Union. On June 23, 2016, the UK voted to leave the EU and pursue
new trading arrangements with the EU and the rest of the world. Two years after the referendum,
uncertainty about the shape of the future post-Brexit trade arrangement persists.

2. This uncertainty has already
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