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Executive Summary

e This analysis, carried out by the Centre for Economics and Business Research (Cebr) on behalf of British
Influence, updates the 2000 report entitled ‘UK jobs dependent on the EU’ by Brian Ardy, lain Begg
and Dermot Hodson of South Bank University’s European Institute.

e Ardy, Begg and Hodson found that in 1997, 3,445,000 jobs in the United Kingdom were associated
with demand from exports to the European Union, which included 2,500,000 jobs directly supported
and 900,000 indirectly created from demand from those jobs.

e The updated analysis performed by Cebr shows that in 2011, 4.2 million jobs, or 13.3% of the UK
workforce, were associated with demand from exports to the EU.

e Within this 4.2 million, an estimated 3.1 million UK jobs were directly supported by exports to the
European Union in 2011 and 1.1 million jobs were indirectly supported —i.e. through spending income
earned from exporting.

e Total income associated with demand from EU exports was £211 billion or £3,500 per head of the
population in 2011.

e Based on the latest available data,! the analysis examines change over time, finding that the number
of jobs associated with demand from the EU has increased from 3.7 million to 4.2 million over the
period 1997-2011.

e The number of jobs associated with EU demand in professional, technical, scientific services and in
business and administration support services have risen particularly rapidly between 1997 and 2011
over the period, with the numbers of jobs in both of those industrial sectors almost doubling.

e Manufacturing has fared less well in this respect, losing jobs, but this is against the backdrop of
structural decline in UK manufacturing employment over the period and the 2011 figures were
compiled during the post-crisis sustained weakness in economic growth; the part that exports to the
EU has fared better than manufacturing as a whole over the period.

e The region that gained the most jobs was London, which now has 27% more EU-supported jobs than
it did in 1997. On average, the UK gained 12% more jobs than it had in 1997, and the only region to
have fewer EU-associated jobs now than it did then was the West Midlands. Nevertheless, the West
Midlands still has 385,000 jobs linked to EU demand.

Important notes

e This piece of research does not imply that the estimated jobs would be lost if the UK were to leave the
EU; it is an analysis of demand arising from UK exports to the EU.

1The classification of the data has changed and the data itself has been revised since 2000, slightly elevating the previous analysis’s figures; see

section 1.3.
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e This piece of research does not take a position on United Kingdom EU withdrawal but rather seeks to
inform the debate with robust, quantitative evidence based on publicly available data.

e All of the data sources referenced here can be found online; full references and links are available in
the references section.

e This research does not quantify the effect of imports and an analysis of net trade; this is an analysis
purely of the demand associated with exports to the EU.
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1 Britain and the Single Market

1.1 Background

Britain joined the six-member European Community in 1973 along with Denmark and Ireland. Since then,
the European Community has added 19 new members to become the 28-strong European Union, an entity
of 500 million people which is now the biggest trading bloc in the world. One of the EU’s most important
achievements is the Single Market: this means that firms can trade with any other EU country without
paying import or export tariffs or having to obtain regulatory approval. The Single Market applies not only
to goods and services — it also means that workers can find a job in any EU country and firms can invest
wherever they wish within its borders.

The Single Market is by a long distance the UK’s largest trading partner, accounting for 45% of UK exports
in 2012. The US, by contrast, has an economy of almost the same size but only received 17% of UK exports.
Seven of the UK’s top ten export destinations are EU Member States. Within the Single Market, Germany,
France, the Netherlands and Ireland are the UK’s first- to fourth-largest export destinations, in that order.
The UK exported £43 billion to Germany, £35 billion to the Netherlands, and £30 billion to France.

An instructive comparison is Romania, which joined the EU in 2007, versus Ukraine, which lies just outside
its borders. They lie a similar distance from the UK and have very similar levels of GDP. In 2012, the UK
exported £1.35 billion worth of goods and services to Romania, but only £750 million to Ukraine. It is likely
that the far greater ease of exporting within the Single Market explains a significant part (though not all)
of this difference.

The share of total UK exports that goes to the EU has been decreasing gradually, caused by recent
weakness in economic growth across the EU and rapid growth in emerging markets. Figure 1 shows that
both EU exports and total exports have grown significantly since 1997, but total export growth has
outpaced the expansion in EU exports, implying a falling share for the EU. There has been fluctuation over
the last five years in both trends due to financial and sovereign debt crises, but the value of EU exports
stands 77% higher and total exports 105% higher than their respective levels in 1997.
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Figure 1: Total and EU exports by value, 1997—-2012. Indexed such that 1997=100.
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However, prices have also increased during this time, so it can also be instructive to look at changes in
volume of goods and services exported rather than export values, which will naturally be inflated by rising
prices. Stripping out price rises lets us see trade in real terms, which compares changes in the number of
goods and services sold to foreign consumers while controlling for inflation.
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Figure 2 Total and EU exports by volume, 1998—2012. Indexed such that 1997=100.
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Figure 2 shows that the rise in trade, although not as large as in value terms, is real and significant. It is not
just that prices of exports have gone up; the UK is actually shipping 26% more goods and services to the
EU in volume terms than at the beginning of the time period.

Importantly, this suggests that the exports to the EU will support more jobs than they did in 1997. However,
the rise in jobs will be less than the rise in exports; this is because in general, over time, each worker
produces a larger amount of output (i.e. productivity rises). However, the recent drop in output per worker
that the UK economy has experienced means that the productivity rise over the whole period is relatively
modest. Therefore rising productivity is unlikely to account for all of the extra exports: there has been
some rise in productivity, but because this has been modest, the extra exports have also resulted in a rise
in the number of jobs associated with EU demand.

1.2 Past research

In 2000, Brian Ardy, lain Begg and Dermot Hodson at the European Institute of South Bank University in
London wrote a paper quantifying the impact of UK exports to the EU on (UK) employment. The paper
referred to 1997 data, the latest available at the time at the required level of detail.

Broadly, they found the value of exports going to the EU and took out the fraction of these exports
produced abroad: for example, a bicycle produced in Britain using German steel would only count the
value of the work done on the steel, not the metal itself. They converted the value into a figure for jobs,
based on average numbers of jobs supported by each pound of output in each industry. Finally, the money
earned from exporting supports further rounds of job creation within the domestic British economy from
the expenditure of workers in exporting industries.

The South Bank Institute calculated a total income of £81.7 billion from exporting to other EU countries,
which supported 2,500,000 jobs. A further £24.5 billion of income was created by those people’s spending,
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which would in turn create 920,000 jobs. In total, 3,400,000 jobs were dependent upon UK exports to the
rest of the EU.2

1.3 Updating the past research - methodology

The ONS publishes figures for the number of goods exported by product, where each export is classified
into one of 65 groups. 3 However, it is only at a broader level that a breakdown of exports by destination
is available, so the EU/non-EU shares are calculated at this level.> We then return to the 65 groups and
multiply each group’s total figure by the EU’s share for exports from the broader category of which it forms
part.

The next stage is stripping out imported content, using the ONS’s input—output tables. These show all the
inputs for each sector, in terms of goods and services that go into their production, and all their outputs.
For example, £2.9 billion worth of output from agriculture, hunting and related services was used in 2005
as an input for the food products and beverages sector. Some of this input is imported, which is also listed
in the same tables. Hence, figures for each sector can be scaled down to estimate at the amount of
production that is done in this country, avoiding counting inputs that are produced elsewhere.

The next stage is converting an amount of output, which has now been converted into an EU figure (by
scaling it by the EU/rest of world split) and scaled down to exclude imported content, into a number of
jobs.® We can work out the average number of jobs in each sector to produce a million pounds of output.
For instance, sector H (which broadly corresponds to transport and postal services) accounted for around
1,500,000 jobs and produced about £54 billion of output in 2005. Therefore the figure to use for
conversion is 27 jobs per £1 million of output.” Transport is a relatively typical sector — the overall figure
for the whole economy is 28 jobs per £1 million of output.

The indirect effect of this economic activity directly supported is then analysed. People working in each
sector spend a certain proportion of the money they earn from exports on domestically produced goods
and services, and thereby support other sectors, a process termed the multiplier effect. A Keynesian
multiplier scales up the injection of spending that exports generate: typically, this will be a figure under
one. The larger the figure is, the larger the effect of additional rounds of spending on supporting jobs. The
multiplier is generally larger in times of recession and low demand than in times of rapid economic growth,
since extra output depends on there being spare supply capacity to meet it, and when the economy is
running at full speed there is little spare capacity. Therefore in periods of rapid growth, much of the high
demand is met by imports so that the spending “leaks” abroad rather than supporting UK jobs, reflected
in the low multiplier.

2Qur figures do not correspond exactly to those of the South Bank’s European Institute’s analysis. The reasons are that the ONS has made revisions
to the GDP figures for the relevant years in the intervening period; it also uses a different classification for exports now, as noted in footnote 4.
3These can be found in Table 16 of the National Accounts.

4This is at the level of one-digit SITC codes. The figures can be found in the ONS’s Pink Book.

5 Here our methodology necessarily departs from that of the South Bank’s European Institute. Figures used to be available by product for EU/non-
EU exports, but they stop at 2003. For internal consistency, we therefore use the broader SITC codes the entire way through, which sacrifices
granularity at the earlier part.

6 This paper considers all jobs, rather than converting them to full-time equivalents, in keeping with the original analysis.

7This implies productivity per employee of £36,000 on a value-added basis.
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We use ONS figures to calculate multipliers for different years, as the economy has changed considerably
in terms of growth rate over the period of interest. Applying the multiplier gives final estimates for total
output and total jobs created by exporting to the EU.

The ONS publishes input—output tables in July, two years after the year they refer to. The latest available
tables refer to 2011, where our calculations necessarily stop.
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2 Results

The latest year for which detailed enough trade statistics to support the full analysis are available is 2011.
Our central finding is that 4,175,000 jobs were associated with exports to the EU. It is important to note
that the workforce was bigger than it was in 1997, though that does not account for the whole increase.
The UK was also trading with a larger EU — a club of 27 nations when this data was collected — compared
to 15 nations in 1997 (and now 28 although detailed data is not available for after this increase took place).
Nevertheless, the UK still does 93% of its EU trade with the “old” EU15.

Figure 3 presents the total income linked to demand from the EU for UK exports and the total number of
jobs that this income supports. It includes both first-round effects, meaning the income/jobs that are in
the exporting sectors themselves, and second-round effects — the income/jobs that arise within the
domestic economy due to spending earned by production in the exporting sectors.

Figure 3 Jobs associated with EU exports since 1997
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Source: ONS National Accounts, Cebr analysis

Figure 3 shows steady growth in income linked to demand from EU exports. It also shows fluctuations
driven by changes in demand for exports. The dips in recent years are due to the recession and the
European sovereign debt crisis. A puzzle in the time series is the decline in jobs/plateau in income over
the period 2001-2004, a period of relatively strong economic growth where one might not otherwise
expect to see these graphs flattening or in decline.

Two factors contributed to this early-2000s decline in jobs/plateau in income: first, France and Germany
had a mild recession during 2001-2002, which lowered the EU’s demand for imports from the UK. A low
multiplier also contributed, meaning that the second-round effects coming from workers’ domestic
spending were lower than usual: where demand in the economy as a whole is running high, we cannot
apportion high second-round effects to demand from EU exports, as the demand probably would have
been present anyway: spare supply capacity would be the limiting factor.
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2.1 EU-associated jobs in each industry, by year

Table 1 shows the total number of EU-associated jobs in each economic sector. The 16 columns headed
by letters correspond to the broad industrial group (BIG) sectors of the economy. This table reveals that
while total EU-associated jobs rose by 12% between 1997 and 2011, the professional and business services
sectors almost doubled in the number of jobs linked to EU exports.

Figure 4 shows the change in each of these sectors. In the manufacturing sector the number of EU-
associated jobs has shrunk — however, employment in the sector overall shrank by 40% over the period in
question as the UK has imported a progressively greater proportion of its consumption of manufactures.
The part of UK manufacturing industry that exports to the EU has therefore done well, by the standards of
that sector. The shrinkage happened mainly towards the beginning of the period examined; it is worth
noting that over the years 2009-2011, manufacturing jobs linked to EU demand increased by 15%.
Between the two extremes, the accommodation and food services sector stood almost still, declining by
just 1% over the period of interest.

Figure 3 Total number of UK jobs associated with EU demand by sector, change 1997-2011
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2.2 EU-associated jobs in each industry, by region

The next stage of the European Institute’s work breaks the data down by constituency. This analysis uses
a similar approach, but with larger geographical areas. The given is the breakdown by large NUTS1 regions,
of which there are twelve in the UK.

Neither we nor the European Institute’s analysis on which our own is based can calculate this number
precisely: the ONS does not collect comprehensive export data at the regional level. However, it is possible
to estimate it by taking the number of jobs that are in each exporting industry, and apportioning this by
region. This method assumes a uniform export share across all the regions for each sector. The ONS'’s
Nomis database has a sectoral labour-market breakdown by region.

At the end of the 1997-2011 period, the London region had the highest number of jobs reliant on EU
exports, with the South-East coming second and North-West third. As a share of each region’s total
workforce, the highest reliance on EU exports was found in the East Midlands, followed by the West
Midlands. Taking shares also suggests that the high number of jobs in London was largely due to the size
of its workforce, because as a share of the workforce London had the lowest of all the regions. Figure 5
presents the numbers by region as numbers of jobs, while Figure 6 converts this to shares of each regional
workforce. Figure 7 presents the change over the whole time period while Table 2 presents the full results
by region and sector.

Figure 5 EU-associated jobs by region
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Source: ONS National Accounts, Nomis Labour Market Statistics, Cebr analysis

However, it is important to bear the inherent limitation of this exercise in mind — we are only inferring
based on the sector mix of the regional economies, rather than exports per se.

Figure 6 EU-associated jobs by region, as share of workforce
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Figure 7 EU-associated jobs by region, percentage change over 1997-2011
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8 Please note that any discrepancies between row sums and “Total” figures are due to rounding of the sector figures.
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3 Conclusion

The EU’s demand for British goods and services from the UK has steadily increased since 1997. As a share,
EU demand has decreased as growth in demand from emerging markets has outpaced it. But in terms of
the absolute volume of goods, the numbers have steadily increased and the EU remains the UK'’s single
biggest trading partner by a wide margin.

We find that this steady increase in goods and services traded with the EU is associated with an increase
in the number of British jobs supported. These have climbed to 4,175,000. We see particularly large
increases in certain parts of the economy — sector M (professional, scientific and technical services) and
sector N (business administration and support services) have almost doubled the number of jobs
supported by EU demand, with the strengthening of the EU Single Market in Services undoubtedly
contributing to that, alongside the UK’s great strengths in these sectors. Another successful sector, with
an 85% increase on 1997 levels, is sector | (information and communication), meaning the UK is growing
rapidly in the European digital economy.

Since 1997, the different regions of the UK have fared differently — from London’s growth of 27% to West
Midlands’ fall of 6%. West Midlands was the only sector to see its number of EU-associated jobs fall, with
the other eleven sectors gaining in this respect and the UK average standing at 12%. The West and East
Midlands are both very dependent on EU exports, with almost one in six jobs in both associated with
demand from the EU. However, the regional split is necessarily crude due to data constraints.

Trade with the EU continues to deliver growing benefits to the UK. This paper does not seek to analyse the
drivers of the trends we describe. However, two important contributing trends are that the EU has
widened over the time period examined through adding new members; it has also deepened by
strengthening the integration between the economies of all EU members, old and new. These processes
have increased the number of trading partners and the ease with which the UK can trade with them.
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