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Executive Summary
•

This briefing uses real-time data provided by the Confederation of British Industry (CBI) to
describe recent trends on a range of firm activities, as well as their expectations for the coming
months.

•

There was a substantial improvement in the volume of business activity in April 2021 relative to
the previous three months. For the first time since the onset of the pandemic, significantly more
businesses reported an increase in business volumes than reported a decrease. Expectations for
the next three months also improved.

•

Real wage growth has fallen during the pandemic. Data suggest that in January 2021 nominal
wage growth had fallen by 2 percentage points relative to the previous year, while price growth
has remained relatively stable.

•

Continued price growth is partly explained by increasing average costs of inputs. In April 2021,
25% more manufacturing firms report increased input costs than firms reporting decreased costs.
This difference was 6% in January 2020.

•

24% of firms report that Brexit caused exports to the EU to fall (among exporting firms). 33%
report that imports from the EU fell (among importing firms). Smaller firms were more heavily
affected.

•

61% of firms, including those in the services sector, report experiencing at least one Brexitrelated issue. The most prevalent issues relate to the border, with 37% of firms reporting delays,
36% reporting additional customs and administration costs and 22% reporting regulatory checks.
33% of firms report that Brexit has affected their costs or prices.

•

20% of businesses report frictions – ie increased trade barriers - moving goods from Great Britain
to Northern Ireland.

•

The coming months will be crucial for ensuring policy supports a smooth transition back into
work allowing economic activity to pick up as expected. Covid-19 and Brexit have caused
significant structural changes to the economy; policies to support workers transition across
occupations, industries and firms will be important for harnessing growth in productive sectors
and businesses. Policies to reduce costs of new regulations and cross-border barriers from Brexit
will be crucial for maintaining the competitiveness of UK businesses in the global economy.
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Introduction: Aggregate trends in the UK economy
Just over a year has passed since the beginning of the first national lockdown in the UK. In that
time, the economy has experienced unprecedented changes and policymakers have battled to
mitigate the negative economic effects of the pandemic.
In the early months of the pandemic, UK gross domestic product (GDP) fell by around 20%
before partially recovering over the summer (Office for National Statistics (ONS), 2021a).
However, in early 2021 the economy has been affected by continuing high levels of Covid-19
cases and the need for a national lockdown. In February 2021 - the latest available data on GDP
– the economy was 7.8% lower than before the effects of Covid-19 (February 2020), and 3.1%
below the initial recovery peak (October 2020) despite a recovery compared to the previous
month (ONS, 2021a).
On top of the national lockdown, on 1 January 2021 the UK left the European Union – its
largest trade and investment partner. The fall in the volume of goods trade in January was stark.
Total exports of goods fell by 19.3%, driven by a 40.7% fall in exports to the EU. Total imports
fell by 21.6%, with the fall in imports from the EU standing at 28.8% (ONS, 2021b). Part of
this decline in trade is caused by the pandemic and by stockpiling in anticipation of Brexit,
with imports partially rebounding in February, but exports showing a much weaker rebound
(ONS 2021g).
Using real-time data provided by the Confederation of British Industry (CBI), we document
recent trends in a wide range of measures of business activities, as well as future expectations.
The CBI is the UK’s largest business organisation and collects monthly surveys of its members
and non-members. The data covers most sectors of the economy, though manufacturing is
overrepresented in the results presented below. Importantly, the data is already available up to
April 2021 and asks businesses to provide information on how Brexit is affecting their
performance.
Recent Trends in Economic Activity: Business Volumes, Employment and Future
Expectations
The data reveals a notable increase in economic activity in April 2021 relative to the past three
months. Specifically, Figure 1a plots the percentage of businesses reporting an increase in
business volume minus the percentage reporting a decrease. More firms reported an increase
in business volume than have reported a decrease in April 2021, reversing the trends seen
between November 2020 and March 2021. This is the first time that this measure has been
significantly positive since before the onset of the pandemic. These trends mainly reflect the
national lockdowns and are driven by consumer and in-person services, as shown in Figure 2a,
which are most heavily affected by the restrictions, as well as by professional and supporting
services.
Trends in employment had been negative until April 2021 (Figure 1a), again mainly driven by
consumer-facing services (Figure 2c). Throughout the pandemic, employment has been
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effectively supported by the large-scale Job Retention Scheme (JRS), with around 19% of
workers currently on furlough (ONS, 2021c). One note of caution is that aggregate employment
numbers hide the fact that there has been a sharper fall in total hours worked (Bell, Codreanu
and Machin, 2020).
Expectations for the next three months have continued to improve in March and April 2021.
More businesses are reporting that they expect both business volumes and employment to
increase than are expecting them to decrease in the next three months, relative to trends in the
previous year (Figure 1b). Figure 2d shows that in all the broadly defined sectors more firms
are expecting to increase employment than those who expect to decrease it. However, firms in
the consumer and personal services sector remain pessimistic on the outlook for business
volumes in the next three months (Figure 2b).
Figure 1: Share of firms reporting an increase in business volume or employment in the past three
months minus the share reporting a decrease.
a) Past three months
b) Next three months

Notes: The charts plot the share of businesses reporting an increase in business volume or employment
minus the share reporting a decrease relative to the past three months. The measures are weighted by
employment. Trends on past manufacturing employment are only available quarterly.
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Figure 2: Share of firms reporting an increase in business volume minus the share reporting a decrease
by broad industrial group.
Business Volume:
a) Past three months

b) Next three months

Employment:
c) Past three months

d) Next three months

Notes: The charts plot the share of businesses reporting an increase in business volume or employment
minus the share reporting a decrease relative to the past three months. The measures are weighted by
employment. Trends on past manufacturing employment are only available quarterly.

A detailed breakdown of economic activity and expectations
Falling wage growth, increasing costs, and rising prices
Real wages, which measure wages accounting for changes in price, have suffered in the UK in
recent years. The average real wage fell sharply because of the Global Financial Crisis in 2008
and did not return to pre-crisis levels until the end of 2019 (ONS, 2020). The pandemic has
caused a sharp reduction in the growth rate of nominal wages. Before the pandemic, in January
2020 nominal wages had grown by 3.1% over the previous 12-month period compared with
0.9% a year later (Table 1). There has since been some recovery. By April 2021 average wages
were 1.4% higher than 12 months previously
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ONS (2021d) reports that much of the wage growth observed in the UK is due to the changing
composition of employment, with lower wage workers more likely to have become
unemployed during the pandemic. Previous research finds that these cuts are highly unequal,
with nearly six in 10 of 15–25-year-olds suffering from a fall in earnings (Elliot Major, Eyles
and Machin, 2021). Table 2 shows that firms do expect to increase nominal wages in the next
year by 1.7% on average, but the expected growth remains well below the pre-pandemic trend. 1
While nominal wage growth has slowed, average prices have continued to increase at a similar
rate during the crisis. Our data suggests that firms have increased average prices by 0.5%
throughout the pandemic, which aligns with the producer price inflation of 0.6% reported by
the ONS for all manufactured products (ONS 2021e). In addition to the increase in the average
price level, price volatility is currently at its highest rate since 1991 (Davies, 2021). In the
period of the pandemic, the increase in average wages has been lower than the average growth
of prices. Firms expect this trend to reverse in the next 12 months, with average prices predicted
to rise by 0.7% compared with the expected 1.7% growth of average wages.
Lower wages often reduce demand for goods and services and put downward pressure on prices.
Yet despite lower earnings growth since the pandemic, prices have increased by more. This is
partially explained by rising average costs, at least in the manufacturing sector. In January 2021,
19% more firms reported that average costs of inputs have increased in the past three months
than have reported that they are decreasing (Table 1). By April 2021, this has risen further to
25%. This is much higher than before the pandemic when just 6% more firms had faced
increasing costs than those facing decreases. For manufactured goods, the ONS reports higher
increases in input prices than output prices (ONS, 2021e). Many inputs to production are
imported and freight costs have increased because of the pandemic. Brexit is likely to have
further increased input costs by increasing barriers to trade between the UK and its largest trade
and investment partner, the EU. We discuss this in more in the later in the briefing.

1

In Figure A1 we show that firms are relatively accurate on average with their predictions of future wages,
although they tend to slightly overpredict the magnitude of future changes. This could suggest that the actual
wage change in the next 12 months is likely to be lower than 1.7%. Figure A2 shows that a similar pattern holds
for price changes.
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Table 1: Recent trends in firm performance in January 2020, April 2020 and January 2021

Notes: All variables are measured as the percentage of firms reporting an increase in the measure minus
the percentage reporting a decrease except in cases with an asterix. * denotes the average of firms'
predicted percentage change in the variable. The services only variables are from one month later than all
other variables due to availability in the surveys (eg February instead of January).

Table 2: Expectations in firm performance in January 2020, April 2020 and January 2021

Notes: All variables are measured as the percentage of firms reporting an increase in the measure
minus the percentage reporting a decrease except in cases with an asterix. * denotes the average of
firms' predicted percentage change in the variable. The services only variables are from one month
later than all other variables due to availability in the surveys (eg February instead of January).
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Investment in technology and skills
Investment in both physical and human capital will be crucial to the long-term adjustment to
Covid-19 and Brexit. The UK has underinvested in recent years; between 2010 and 2018, the
UK had the lowest average annual gross fixed capital formation as a share of GDP of all G7
countries and the second lowest average investment in research and development after Italy
(Financial Times, 2021). On top of this, total factor productivity dropped during the pandemic
by up to 5% (Bloom et al., 2021). Total business investment fell by 26.5% in the second quarter
of 2020 but has rebounded relatively strongly in the following two quarters (ONS, 2021f).
In some ways, however, the pandemic has accelerated adoption of technologies. Riom and
Valero (2020) conduct a specialised survey through CBI to examine the interaction of the
pandemic with technology adoption. They find that between March and July 2020, more than
60% of firms adopted new technologies and management practices, many of which businesses
expect to persist after the pandemic.
Our data reveals that in the manufacturing sector, more firms expect to increase expenditure
on worker training in the next 12 months than to decrease it relative to trends a year previous.
The same holds for expenditure on innovation in the manufacturing sector. In April 2021, 13%
more manufacturing firms expect to increase training expenditure than decrease it, while 19%
more expect to increase innovation expenditure (Table 2). In January 2020, both measures were
negative, which reflects a longer run trend of underinvestment in both skills and research and
development since the Global Financial Crisis in the UK, which has materialised in stagnating
productivity. For the services sector, the forecast looks more negative than manufacturing, with
more firms expecting to reduce spending on training and the share increasing spending on
technology has fallen since the onset of the pandemic. One caveat is that the time period for
training expenditure in the services sector is three months instead of 12, which may partially
explain the difference across sectors. Ultimately, whether investment increases will depend
heavily on the level of demand and overall recovery in the economy, and the extent to which
uncertainty on future impacts of the pandemic can be minimised.

Explaining trends in business performance: The role of Brexit
Covid-19 has caused unprecedented economic disruption. On average, businesses in our data
report that Covid-19 has reduced their business volumes by nearly 20%. On top of this, on 1
January 2021, the UK left the EU. This has resulted in an increase in barriers to trade,
investment and movement of people between the UK and EU. Before the onset of the pandemic,
numerous studies estimated the likely economic effects of Brexit and almost all predicted the
impact to be negative in the long term (eg Dhingra et al., 2017; HM Treasury 2016). While it
will take years to fully understand the economic effects of Brexit, in this section we look at the
business survey data up to April 2021 to identify if and how Brexit is affecting businesses.
Trade flows of goods between the UK and EU fell dramatically in January 2021 relative to the
previous year, with only a partial rebound in February. Exports of goods to the EU were 38%
lower in January 2021, while imports of goods from the EU were 16% lower in January 2021
7

(Sampson, 2021). Trade with non-EU countries was substantially lower with exports falling by
8% and imports falling by 9%. Trade flows are down due to restrictions related to Covid-19,
and part of the fall may be due to stockpiling in anticipation of Brexit.
Figure 3 shows that firms reported a direct effect of Brexit on trade flows. Overall, 24% of
firms report that Brexit has caused exports to the EU to fall, and 33% report that imports from
the EU fell. 2 Firms of all sizes were much more likely to report that Brexit reduced their trade.
Larger firms were less likely to report significant falls in imports and exports than smaller firms.
From the perspective of businesses, small firms are already most at risk from the pandemic,
with over 15% of all firms with fewer than 10 employees facing the risk of failing (Lambert
and van Reenen, 2021). Brexit is also likely to change the product mix of trade, with less
productive product lines likely to stop being traded (Koecklin, 2021).
In January 2021, there is a sharp spike in the share of manufacturing firms that report expecting
a fall in their competitiveness in the EU market in the next three months, while not reporting a
fall in the UK or non-EU markets (Figure 4). This persists into April 2021 and suggests that
the changing UK-EU relationship is expected to impact the ability of British businesses to sell
products in the EU market.
Figure 3: Firms’ reported changes in trade flows between the UK and EU as a result of Brexit
a) Exports

b) Imports

Notes: the graph plots the percentage of firms that report their change in trade flows as a result of Brexit,
excluding firms who respond “N/A”.

2

We restrict to firms that do not answer “N/A” in the survey, which we interpret as firms that do not trade.
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Figure 4: Share of firms reporting a fall in EU competitiveness and not in other markets in the next
three months

Notes: The chart plots the percentage of firms that report that they expect a fall in competitiveness in
the EU market but not in the UK and non-EU markets (in red) and the equivalent measure but for a rise
in competitiveness (in blue). The data covers the manufacturing sector only.

Table 3 shows which factors related to Brexit have affected businesses, reported in February
2021. 3 Overall, 61% of firms in our sample report experiencing at least one issue relating to
Brexit. In terms of Brexit’s effect on trade, 34% of firms report an issue importing from the
EU, 29% report an issue exporting to the EU.
Approximately two thirds of all international trade is for products used as inputs into
production. Therefore, when trade costs increase, the costs of inputs increase, and firms become
less cost-efficient. 33% of firms report that Brexit affected their costs or prices. This is a likely
contributor to the overall increase in costs discussed in the previous section, which is ultimately
likely to increase prices to UK consumers. Research also shows that workers in industries more
exposed to increasing costs of intermediate inputs following the sterling depreciation of the
Brexit Referendum experienced a fall in wages and a reduction in training (Costa, Dhingra and
Machin, 2020).
The most prevalent factors reported by firms relate to issues at the border, with 37% of firms
reporting delays at the border, 36% reporting additional customs and administration costs and
22% reporting regulatory checks. New trade frictions have arisen not only between the UK and
3
We weight all measures by firm employment. In our full sample, manufacturing is overrepresented
relative to the UK economy. We therefore also present statistics by broad industry.
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EU; 20% of businesses report frictions moving goods from Great Britain to Northern Ireland.
Furthermore, the EU has trade agreements with 70 countries and, following Brexit, the UK
now negotiates its trade agreements independently. It has agreed to rollover agreements
covering 63 of these countries although four of these, including Canada and Mexico, are yet to
be enforced. This means that while there are no tariffs between the UK and EU, 16% of
businesses still report that tariff changes have affected them, which could be through the loss
of these third-party trade agreements or the uncertainty associated with tariff policy more
generally.
The effects discussed so far relate mainly to trade in goods. There is relatively little coverage
of services in the UK-EU agreement and the EU itself represents one of the most
comprehensive liberalisations on services trade in the world. Therefore, it is likely that Brexit
will have a sizeable impact on services trade, although there is currently no post-Brexit data
available on services trade. The percentage of firms reporting Brexit issues relating to trade in
services is lower than those relating to goods trade, but a sizable proportion of firms report
difficulties in services trade despite a four-year period to prepare for these barriers. For example,
about 15% of manufacturing firms and a comparable 13% of firms in services other than
professional and IT services report regulatory trade barriers affecting their business. Covid and
Brexit are both impacting businesses and the share of firms reporting issues with business travel
is 14%, suggesting how they might be interacting with each other to put businesses under
further pressure.
Table 3 also shows a breakdown of the effects by broad industrial group. The effects have so
far been largest for firms in the manufacturing sector but some businesses in other services
industries have also been affected – particularly sectors such as retail and distribution where
traded goods are particularly important. In the early months of 2021, professional and
information technology businesses have been relatively less affected by Brexit.
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Table 3: Factors related to Brexit that are affecting businesses

Note: The table shows the percentage of firms which report that they have been affected by the issue. All
variables are weighted by employment

Conclusions and policy implications
In the early months of 2021, the UK economy has been adversely affected by the necessity of
a national lockdown. But the trends for the next three months appear to be more optimistic,
with employment and business volumes set to increase. The vaccine rollout and schedule for
easing restrictions appear to be having an effect, with the consumer-related services sector
finally predicting a pick-up in activity.
This is where we should expect to see the benefits of the extensive Job Retention Scheme (JRS)
and array of business support measures, which aimed to maintain the structure of the economy
to ensure that economic activity can bounce back as restrictions are lifted. But the Office for
Budget Responsibility (OBR) predicts that unemployment will be higher than pre-pandemic
predictions up until 2024 (OBR, 2021). Therefore, gradual phasing out of JRS might be
necessary to give the economy time to recover.
11

While the JRS and other supporting policies aimed to maintain the structure of the economy,
there will be inevitable changes in economic activity across industries, occupations and regions.
Policies need to support workers and firms in making transitions in line with changing
economic conditions, particularly where there are potential productivity gains, while
minimizing scarring through unemployment and bankruptcies to firms.
On top of the pandemic, Brexit has changed economic conditions for UK firms. UK trade fell
sharply in 2021, and in this report we have shown evidence that Brexit played a role in this. A
sizeable share of firms is experiencing issues in trading with the EU such as delays at the border
and burdensome administrative costs. This has translated into rising costs, higher prices and
reduced competitiveness. The government should seek to support businesses in the transition
to new trading relationships and to ensure that the increase in border costs are minimised.
Policy can support the growth of productive businesses by reducing some of the economic
pressures at this time of grave economic crisis from the pandemic. Central to this is ensuring
that employees can benefit from economic growth and productivity gains, and that firms have
access to the necessary skills. Evidence from previous economic shocks suggests that people
who remain at businesses or in industries hit by the shock suffer most, while those who can
transition to other industries can mitigate some of the negative impacts of the shocks (De Lyon
and Pessoa, 2021). Training programs and adjustment assistance can help to facilitate such
transitions.
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Appendix
Figure A1: Expectations and realisations of percentage wage changes

Notes: The graph plots a bin scatter of a firm’s expected change in wage in the next 12 months at time
t against their realisation of the wage change in time t plus 12 month. The coefficient from a univariate
linear regression with standard errors robust to heteroskedasticity are included on the chart. The
regression and plot are weighted by employment of the firm. We restrict to firms appearing in the
data at t and t+12 months, giving a sample of 16,319. We then drop 21 firms with predictions or
realisations with larger absolute value than 20%.
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Figure A2: Expectations and realisations of percentage price changes

Notes: The graph plots a bin scatter of a firm’s expected change in price in the next 12 months at time
t against their realisation of the price change in time t plus 12 month. The coefficient from a univariate
linear regression with standard errors robust to heteroskedasticity are included on the chart. The
regression and plot are weighted by employment of the firm. We restrict to firms appearing in the
data at t and t+12 months, giving a sample of 16,319. We then drop 21 firms with predictions or
realisations with larger absolute value than 20%.
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