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The unexpected result of 
the Brexit referendum, 
working through the rapid 
depreciation of sterling, had 
a sizable negative impact 
on UK workers. New CEP 
work by Rui Costa, Swati 
Dhingra and Stephen 
Machin shows that the  
big drop in the value  
of the pound caused a rise  
in import prices, which  
has led to a fall in both  
wages and training for 
employees in the most 
heavily hit sectors.

Trade and 
deskilling: 
how the post-referendum sterling 
depreciation hurt workers

T
he relationship between  

trade and the labour market  

is a high profile research area 

that has received significant 

attention over the years. Empirical study 

dates back to times when trade flows were 

relatively small compared with today.  

Now that movement of goods and services 

across international borders has become 

a sizable fraction of the world economy, 

ascertaining the impact of globalisation  

on labour market outcomes has become 

more pressing.

What’s more, while earlier research 

tended to focus on the wage and 

employment effects of imports and exports 

of final products, the changing nature of 

international trade means that study of the 

effects of trade in intermediate inputs has 

become more topical and relevant.

Many commentators have argued that 

globalisation is systematically connected 

to the stagnation in productivity and real 

wages that has been seen across the 

developed world (Mishel, 2015; DeLong, 

2017). Some of the big movements in 

trade, such as the opening of world 

markets to Chinese imports, have been 

connected to broader economic, social  

and political trends that have polarised 

society (Autor et al, 2017; Pierce and 

Schott, 2018).

In our latest study, we present new 

evidence on international trade and worker 

outcomes. We do so by considering what 

happened to both trade and worker 

outcomes in the face of a big world event 

that produced an unprecedentedly large 

negative shock to the UK exchange rate.

In the 24 hours around the previously 

unexpected vote by the UK electorate 

to leave the European Union (EU), the 

CentrePiece Summer 2019

2



Euro/pound
US dollar/pound
Yen/pound

6pm 8pm

Sunderland votes to leave the EU

10pm 12am 2am 4am 6am 8am

Time of day

Ex
ch

an
g

e 
ra

te
 (

in
d

ex
 =

 1
 a

t 
p

o
lls

 c
lo

se
 1

0p
m

) ■

■

■

1.05

1

0.9

0.95

0.8

Above median
Below median

2012 2013 2014 2015 2016 2017 2018
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

Year

Lo
g

 (
fu

ll-
ti

m
e 

h
o

u
rl

y 
w

ag
es

) 
in

d
ex

 =
 1

 in
 2

01
2 

Q
3 ■

■

1.050

1.025

1

0.975

Figure 1:

Exchange rates in the 6pm to 8am window on 23-24 June 2016

Figure 2:

Trends in real wages in the UK

value of sterling fell massively against 

other currencies, as shown in Figure 1. 

Our empirical analysis makes use of this 

currency depreciation and its variation by 

the different structure of trade partners 

across industries to look at the causal 

impact of trade on wages and future 

earnings potential as measured by job-

related education and training.

The key results are that wages and 

training fell for workers employed in sectors 

where the price of intermediate imports 

rose by more as a result of the sterling 

depreciation. A 1% increase in the price 

of intermediate imports, which arose due 

to the vote-induced sterling depreciation, 

led to a reduction of between 0.35% and 

0.55% in hourly wages and cutbacks in the 

proportion of workers receiving job-related 

education and training of between 0.5% 

and 0.7%. 

After the referendum, real wage 

growth was weak and turned negative in 

the aggregate. This was more the case for 

workers in sectors where the exchange rate 

depreciation bit hardest and raised the cost 

of intermediate imports.

Figure 2 uses data from the UK’s 

Labour Force Survey to show the evolution 

of wages from the third quarter of 2012, 

16 quarters before the referendum, to the 

second quarter of 2018. Workers in sectors 

that faced an above median intermediate 

imports weighted depreciation saw their 

Wages and training have 
fallen in industries hit by 

the rise in intermediate 
import prices resulting from 

sterling’s depreciation
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This article summarises ‘Trade and Worker 

Deskilling’ by Rui Costa, Swati Dhingra and 

Stephen Machin, CEP Discussion Paper  

No. 1622 (http://cep.lse.ac.uk/pubs/download/

dp1622.pdf).

Rui Costa is a research economist in CEP’s 

programmes on education and skills, and  

on labour markets. Swati Dhingra is associate 

professor of economics at LSE and a research 

associate in CEP’s trade programme.  

Stephen Machin is professor of economics  

at LSE and director of CEP.
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Deskilling could 
have a long-term 
negative impact 
on human capital, 
worker earnings 
and productivity 

wages grow 2.7% less compared with 

workers in sectors with below median 

depreciation. 

Calibrating the estimated wage 

elasticity with respect to intermediate 

import prices to theory uncovers 

evidence of complementarity between 

workers and intermediate imports in 

production. This provides new direct 

evidence that in the modern world of 

global value chains, changes in the cost 

of intermediate imports increasingly act 

as a driver of the impact of globalisation 

on worker welfare. Thus, the cost shock 

that made intermediate imports more 

expensive required an adjustment by 

employers: workers bore the pain in the 

form of lower wages and training.

The finding of falls in wages  

and training after the Brexit vote  

offers poignant new evidence on  

how the recent surge in economic 

nationalism is taking its toll by adversely 

affecting workers. This resonates with 

the recent US findings of Amiti et al 

(2019) and Fajgelbaum et al (2019), 

who examine the price and welfare 

effects of tariffs imposed by the Trump 

administration in 2018 (see pages 7-9 in 

this CentrePiece). 

At the very least, the results show 

that trade is no longer dominated by 

final demand, and that in the modern 

world of global value chains, the way in 

which trade affects worker welfare does 

not fit traditional conclusions.

To reiterate, in a classic setting with 

just trade in final goods, the depreciation 

of sterling after the Brexit vote would be 

expected to benefit UK exporters and 

increase demand for domestic workers. 

Instead, exports in sectors with a larger 

currency depreciation do not show 

greater uptake.

The sterling depreciation seems to 

have had a relatively deskilling impact on 

workers in industries that rely on specific 

foreign sources for their intermediate 

inputs, and it is this effect that 

dominates. This has scope to translate 

into a long-term negative impact on 

human capital, worker earnings and 

productivity – quite the opposite of  

what some expected a vote to leave the 

EU to deliver.

The relative decline in the real 

earnings of workers has acted to 

reinforce trends in real wage stagnation 

that were already particularly marked 
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for UK workers over the past decade 

(Blanchflower et al, 2017).

Coupled with the deskilling resulting 

from training cutbacks, UK workers have 

not fared well since the referendum. 

Over and above the Brexit noise, and the 

key issues of the future of trade, these 

findings add to widely expressed and 

growing concerns about poor productivity 

performance relating to skills and to 

patterns of real wage stagnation that are 

plaguing contemporary labour markets.
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