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Assumptions regarding COVID-19 

As a result of the COVID-19 pandemic, the UK government introduced public health 

measures to contain the outbreak and bring it under control. The impact of these measures 

and the virus was a sudden and sharp reduction in economic activity in nearly all sectors in 

2020Q2. The most up-to-date indicators of the UK economy are lagged and subject to 

revision. Preliminary statistics suggest that UK GDP contracted by 2.2% in 2020Q1 

compared to 2019Q4; the economy shrank by a fifth in April compared to March.  

The reduction in activity is expected to persist for at least as long as the public health 

measures remain in place. Any pick-up in activity after these measures are eased will 

depend on the responses of households, businesses and government. The UK government 

and Bank of England responded in several ways to support and prop up the economy. 

These interventions are intended to help businesses weather the shocks and keep their 

workforces in place; to support household incomes, stimulate demand and prevent business 

insolvencies. 

The path to recovery from the public health crisis remains very uncertain. The global reach 

of the virus, the experience of other countries with an earlier peak of infections (and that 

have subsequently experienced a resurgent number of cases), and the international 

connectedness of the UK all pose risks to COVID-19 infection counts over the next few 

quarters in the UK. Our central assumption is that infection numbers will have peaked in 

2020Q2. Even so, the virus will not be eradicated effectively and infection numbers will 

remain volatile for the rest of 2020 and beyond. This is consistent with the global scenarios 

underpinning CE’s E3ME modelling of the pandemic. 

The economic response of households and businesses in any forward-looking scenario is 

also highly uncertain. Forward-looking economic indicators suggest a slight improvement in 

business and consumer confidence from April onwards as lockdown measures ease. The 

Chief Economist of the Bank of England had previously indicated the prospect of a V-shaped 

recovery1. On the other hand, if concerns of a high number of job losses as the furlough 

scheme ends in October 2020 materialise, household incomes will fall and demand for 

goods and services will decrease further. Dim prospects for consumer demand would also 

dampen investment and hiring intentions among businesses; there would be longer-term 

negative ramifications on productivity and GDP. 

Any efforts to determine the quantitative implications of COVID-19 on the UK economy are 

highly uncertain and indicative at this stage. Bearing in mind these considerations, we 

forecast UK GDP to fall in the approximate region of 9% in 2020. This will be driven by a 

sharp contraction in private spending, with both consumer spending and business 

investment expected to fall sharply in 2020. Government support packages will increase 

government consumption in 2020. Global supply chain disruptions and the pause on flight 

activity are dampening international trade. In addition, reduced domestic spending has 

depressed import demand; the global economic downturn is also lowering demand for the 

 
1 Haldane, A.,30 June 2020, "The Second Quarter". 

https://www.e3me.com/developments/economic-impacts-coronavirus-e3me/
https://www.bankofengland.co.uk/-/media/boe/files/speech/2020/the-second-quarter-speech-by-andy-haldane.pdf?la=en&hash=3B82F9C046B7BCDA160AE8BE558B1EB58CFF21EB
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UK’s products in export markets. Cumulatively, these supply and demand side pressures are 

expected to result in net trade having a neutral impact on GDP.  

The effect on private spending and trade will lead to contractions in most UK sectors. 

Consumer- and tourism-oriented sectors such as clothing manufacturing, and transport, food 

and hospitality services are expected to be among those worst-affected. Sectors integrated 

in global value chains, such as aerospace and car manufacturing, will additionally face 

supply chain disruptions.  

The fall in output in 2020 will be accompanied by a fall in employment. But partly as a result 

of the government’s COVID-19 job retention scheme (CJRS) and self-employed income 

support scheme (SEISS) this will not be as strong as the fall in GDP. Firms are expected to 

place more of the adjustment to reduced output on lower average hours rather than through 

reducing employment.  Nonetheless, some job losses are expected and in the context of a 

softening labour market this means that the unemployment rate is expected to increase in 

2020. 

The recovery in 2021 and 2022 is expected to be muted; the UK economy will stay below 

2019 levels as upswings in activity remain modest. The persistence of COVID-19 in 

combination with EU-exit are expected to dissuade businesses from accelerating (or 

reinstating deferred) investment activity. A continued depression of investment will moderate 

prospects of productivity uplift over the long-term. Cumulatively, this points to an L-shaped 

trajectory for the UK economy going forwards. 

Government spending is expected to peak in 2020. While current support measures are not 

expected to continue, we expect the UK government to tolerate higher-than-normal debt 

levels in the medium term, reducing the need for a budget surplus in the immediate outlook.  

The medium-term prospects of employment recovery is expected to depend heavily on the 

timing, intensity and persistence of government job support measures beyond the retention 

scheme. Previous recessions indicate that job losses tend to be less immediate (though 

employment indicators in the US during COVID-19 have perhaps challenged this theory) and 

therefore, we expect the damaging effects of COVID-19 on employment to persist, resulting 

in stagnating employment levels in 2021 and 2022.  

How the EU exit assumptions were developed 

Overview 

At the time of developing the C201 UK forecast (July 2020), there remains political and 

economic uncertainty on the nature of the future relationship between the EU and the UK.  

In December 2019, the new withdrawal agreement bill proposed by the government passed 

the parliamentary vote, making further postponements less likely. Following the expected 

ratification of the new withdrawal agreement bill, there is expected to be a period of 

negotiations between the UK and the EU on the nature of the future relationship.   

As part of the forecast development process, we have considered announcements and 

publications by the UK government, think-tanks and non-profit organisations to determine 

what may form suitable long-term assumptions for the UK economy. The process of 

developing a trade deal with the EU has also been made more challenging in 2020 given the 

emergency the COVID-19 crisis.  
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Based on the information available, and in very general terms, we adopted the following 

political assumptions for our forecast: 

• a “cliff-edge” moment (and by extension, a no deal Brexit) is avoided; 

• the UK agrees a bespoke Free Trade Agreement with the EU2;  

• the UK secures an ability to reduce EU migration;  

• there are likely some continued payments for access to the EU from the UK (although 
these are negligible in macroeconomic terms) 

 

These political assumptions were converted into economic and modelling assumptions to 

explore the macroeconomic implications. The modelling assumptions provide inputs for our 

MDM-E3 model, the central economic model used in the forecast. For the forecast, we 

focussed primarily on the macroeconomic effects of Brexit on exports, migration and 

investment.  

MDM-E3 is an industrially-disaggregated model. This permits an assessment of the sector-

level effects according to their exposure to the changes that might be brought about by Brexit. 

Our forecast incorporates these differential effects in a way that is consistent with the literature 

on the potential impacts of Brexit, both by sector and for the UK as a whole. 

Export assumptions 

In the C201 forecast, the trade assumptions are aligned to a scenario of “Free Trade 

Agreement” with the EU, as proposed by the current UK government in the new withdrawal 

agreement. The degree of restrictions to UK exports continue to be modelled at the industry 

level. The impacts on exports of goods is assumed to be small. The impact on services trade 

will be relatively larger. We made no assumptions on the specific types of trade restriction 

measures that will be adopted. 

We derived an estimate of UK exports to the EU by broad sectors3, based on trade data for 

20154 and 2016.  

We used the relationships in MDM-E3 to develop a forecast for imports; no additional 

economic or modelling assumptions were developed as inputs to the model with respect to 

imports. 

We also assumed that trade with the rest of the world will continue as before. The implicit 

assumption is that the UK will form trade arrangements with the rest of the world, similar to 

those presently in place through EU membership. 

Migration assumptions 

The movement of labour is considered to be a primary consideration of the Brexit deal for both 

the UK and the EU, and will likely incur a plethora of political, economic and social impacts on 

households and the national economy. Our assumption is that there will be reduced net 

migration as a result of restrictions to the freedom of movement.  

The starting point in developing the migration assumptions is the ONS population projections. 

The population assumptions used in this forecast are updated to align with the 2018-based 

 
2 For the remainder of this note, EU denotes all member states apart from the UK. 
3 The broad sectors are outlined in more detail in the appendix. 
4 More recent data are available to form the estimates. However, the proportion of UK exports to the 
EU relative to the rest of the world are not expected to have majorly changed over the years for which 
data are available. 

http://www.camecon.com/how/mdm-e3-model/
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ONS central population projections5, which we adjusted for the effect of Brexit on total net 

migration to the UK.  

The adjustments to moderate the level of net migration are unchanged from the C192 forecast 

(reducing the net immigration of the working-age population by 40,000 annually). This 

assumption is comparable with estimates of Brexit on net migration from the literature 

reviewed. The magnitude of estimated impact is motivated by the agreed policy on the settled 

and pre-settled status for EU citizens in the UK6, the recommendations made in 2018 Migration 

Advisory Committee report7, and the anticipated replacement effect of the future higher net 

migration from the rest of the world.  

The estimated decline in annual net migration is distributed across UK sectors according to 

the proportion of EU nationals in the sector’s workforce. Data on workforce by nationality are 

obtained from the Annual Population Survey8. For the latest forecast, we updated the 

underpinning data to use the Annual Population Survey data for 2018-2019 as in the C192 

forecast.  

Investment assumptions 

Much of the published literature on the investment impacts of Brexit focuses predominantly on 

the potential decrease of foreign direct investment (FDI) into the UK, as well as the implications 

this would have on productivity at the UK level. We adopt a different approach, and developed 

investment assumptions at the industry level. We characterised long-term investment 

assumptions for each broad sector according to several simplifying categories: 

• there would be no change in investment levels; 

• investment would slow down, due to some businesses moving a proportion of their activity 
out of the UK. This would result in a decrease in investment, proportional to the diminished 
level of activity in the UK; 

• investment would adjust based on changes to public spending plans. 

• investment would slow down, due to some businesses moving a proportion of their activity 
out of the UK, but also as a result of the diminished growth prospects of that particular 
sector within the UK. This could further dampen investment intentions within the UK, as 
multi-national organisations within those sectors may choose to divert a disproportionate 
amount of their investment to countries with better growth prospects. 

In the last case, expectations of diminished growth prospects may stem from factors such as 

lack of Single Market access, or skill shortages that have been further exacerbated by 

migration restrictions. Growth may also dampen in sectors that rely heavily on cooperation 

with other member states or funding from the EU. The mechanisms through which 

expectations of sectoral growth may diminish were not explicitly accounted for when 

developing the economic and modelling assumptions. A judgement was taken on which of 

these are most applicable at a sectoral level.  

Implicitly, no further judgements were taken on the impact of FDI on investment, including the 

potential impacts diminished FDI may have on productivity. However, our economic and 

modelling assumptions for investment are broadly in line with published studies which do 

consider the link between FDI and investment at the UK-aggregate level.  

 
5 ONS National population projections: 2018-based 
6 Gov.uk Settled and pre-settled status for EU citizens and their families  
7 Migration Advisory Committee (MAC) report: EEA migration 
8 ONS Number of UK nationals, EU nationals, and non-EU nationals in employment by industry and 
region, April 2018 to March 2019 

https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/bulletins/nationalpopulationprojections/2018based
https://www.gov.uk/settled-status-eu-citizens-families/what-settled-and-presettled-status-means
https://www.gov.uk/government/publications/migration-advisory-committee-mac-report-eea-migration
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/010204numberofuknationalseunationalsandnoneunationalsinemploymentbyindustryandregionapril2018tomarch2019
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/010204numberofuknationalseunationalsandnoneunationalsinemploymentbyindustryandregionapril2018tomarch2019


UK forecast assumptions (version C201) 

5 

Detailed explanations of the assumptions in the forecast 

The summary table below presents a qualitative overview of the specific long-term economic 

assumptions of the impacts of Brexit by broad sector: 

Table 1: UK forecast assumptions 

Sector Export assumptions 
Employment 
assumptions 

Investment 
assumptions 

Agriculture 
Mild slowdown in EU 
demand 

Moderate employment 
constraints  

Mild slowdown in 
investment 

Mining & quarrying 
No specific impact 
modelled 

Moderate employment 
constraints 

Moderate to 
pronounced slowdown 
in investment 

Low and medium-low tech 
manufacturing 

Mild slowdown in EU 
demand 

Strong employment 
constraints 

Moderate to 
pronounced slowdown 
in investment  

High and medium-high tech 
manufacturing 

Mild to moderate 
slowdown in EU 
demand 

Strong employment 
constraints 

Moderate to 
pronounced slowdown 
in investment  

Construction 
Mild slowdown in EU 
demand 

Moderate employment 
constraints 

Moderate to 
pronounced slowdown 
in investment 

Utilities  
Mild slowdown in EU 
demand 

Moderate employment 
constraints 

No specific impact 
modelled 

Transport, distribution, 
retailing, accommodation, 
catering, and administrative 
and support services 

Moderate to 
pronounced slowdown 
in EU demand 

Moderate employment 
constraints 

Moderate to 
pronounced slowdown 
in investment  

IT, financial and insurance, real 
estate, professional, and 
scientific and technical services  

Pronounced 
slowdown in EU 
demand 

Mild employment 
constraints  

Moderate to 
pronounced slowdown 
in investment 

Public administration and 
defence, education, health and 
social work, and other services 
(arts and other services) 

Mild slowdown in EU 
demand 

Mild employment 
constraints 

Mild slowdown in 
investment 

Source:  Cambridge Econometrics. 
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Appendix: mapping to broad sectors 
 

The broad sector outlined above map to 86 MDM sectors according to the following 
classifications: 

Broad sectors MDM sectors 
 

    

Agriculture 1 Crop & animal product. 3 Fishing                
 

2 Forestry & logging      
    

Mining & quarrying 4 Coal                   7 Other mining           
 

5 Oil extraction         8 Mining support service 
 

6 Gas extraction         
 

    

Low and medium-low tech manufacturing 9 Food products          18 Coke & petroleum      
 

10 Beverages             21 Rubber & plastic      
 

11 Tobacco               22 Other non-metallic    
 

12 Textiles              23 Basic metals          
 

13 Wearing apparel       24 Metal products        
 

14 Leather, etc.          30 Furniture             
 

15 Wood, etc.             31 Other manufacturing   
 

16 Paper, etc.            32 Repair & installation 
 

17 Printing & recording   
    

High and medium-high tech manufacturing 19 Chemicals, etc.        27 Machinery, etc.        
 

20 Pharmaceuticals       28 Motor vehicles, etc.   
 

25 Computers, etc.        29 Other trans. Equip    
 

26 Electrical equipment   
    

Utilities 33 Electricity           36 Sewerage              
 

34 Gas, heat & cooling   37 Waste disposal 
 

35 Water                 38 Waste management      
    

Construction 39 Construction          41 Specialised construct 
 

40 Civil engineering      
  

 

Transport, distribution, retailing, 
accommodation, catering, and administrative 
and support services 

42 Motor vehicles trade  52 Publishing            

 
43 Wholesale trade       53 Film & music          

 
44 Retail trade          54 Broadcasting          

 
45 Land transport        55 Telecommunications    

 
46 Water transport       69 Rental & leasing      

 
47 Air transport         70 Employment activities 

 
48 Warehousing, etc.      71 Travel agencies, etc.  

 
49 Postal & courier      72 Security, etc.         
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50 Accommodation          73 Services to buildings 

 
51 Food & beverage       74 Office admin.         

    

IT, financial and insurance, real estate, 
professional, and scientific and technical 
services 

56 Computer programming  63 Head offices, etc.     

 
57 Information services  64 Architect. & related  

 
58 Financial services    65 Scientific research   

 
59 Insurance & pensions  66 Advertising, etc.      

 
60 Aux. financial serv   67 Other professional    

 
61 Real estate           68 Veterinary            

 
62 Legal & accounting     

    

Public administration and defence, education, 
health and social work, and other services  

75 Public admin. & def   81 Libraries, etc.        

 
76 Education             82 Gambling              

 
77 Health                83 Sport & recreation    

 78 Residential care      84 Membership organ.     
 

79 Social work           85 Repair of goods       
 

80 Arts & entertainment  86 Other personal        

Source: Cambridge Econometrics. 

 


