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	BASIC STATISTICS OF UNITED KINGDOM, 2016

	(Numbers in parentheses refer to the OECD average)1

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	65.0
	
	Population density per km2
	269.6
	(37.2)

	 Under 15 (%)
	17.6
	(17.9)
	Life expectancy (years, 2015)
	81.0
	(80.5)

	 Over 65 (%)
	18.2
	(16.6)
	 Men 
	79.2
	(77.9)

	 Foreign-born (%, 2015)
	13.1
	
	 Women
	82.8
	(83.1)

	Latest 5-year average growth (%)
	0.8
	(0.6)
	Latest general election
	June 2017

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	2 618.9
	
	 Primary sector
	0.6
	(2.5)

	 In current prices (billion GBP)
	1 961.1
	
	 Industry including construction
	19.2
	(26.6)

	 Latest 5-year average real growth (%)
	2.1
	(1.8)
	 Services
	80.2
	(70.9)

	 Per capita (000 USD PPP)
	42.7
	(42.0)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	41.9
	(41.6)
	Gross financial debt
	121.9
	(108.5)

	Revenue
	38.7
	(38.7)
	Net financial debt
	91.8
	(69.9)

	EXTERNAL ACCOUNTS

	Exchange rate (GBP per USD)
	0.738
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	0.694
	
	 Machinery and transport equipment
	39.2
	

	In per cent of GDP
	
	
	 Chemicals and related products, n.e.s.
	16.6
	

	 Exports of goods and services
	27.9
	(53.9)
	 Miscellaneous manufactured articles
	13.9
	

	 Imports of goods and services
	30.1
	(49.5)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	-5.6
	(0.2)
	 Machinery and transport equipment
	35.9
	

	 Net international investment position (2014)
	-22.5
	
	 Miscellaneous manufactured articles
	15.0
	

	
	
	
	 Chemicals and related products, n.e.s.
	11.2
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	73.5
	(66.9)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	4.8
	(6.3)

	 Men
	78.3
	(74.7)
	 Youth (age 15-24, %)
	13.0
	(13.0)

	 Women
	68.8
	(59.3)
	 Long-term unemployed (1 year and over, %)
	1.3
	(2.0)

	Participation rate for 15-64 year-olds (%)
	78.2
	(71.7)
	Tertiary educational attainment 25-64 year-olds (%)
	46.0
	(35.7)

	Average hours worked per year
	1 676
	(1 763)
	Gross domestic expenditure on R&D (% of GDP, 2015)
	1.7
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe, 2015)
	2.8
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes, 2014)
	6.4
	(9.4)

	 Renewables (%, 2015)
	7.7
	(9.6)
	
	
	

	Exposure to air pollution (more than 10 μg/m3 of PM2.5, % of population, 2015)
	65.6
	(75.2)
	Municipal waste per capita (tonnes, 2015)
	0.5
	(0.5)

	SOCIETY

	Income inequality (Gini coefficient, 2015)
	0.360
	(0.311)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%, 2015)
	10.9
	(11.3)
	 Reading 
	498
	(493)

	Median disposable household income (000 USD PPP, 2015)
	 22.1
	(22.9)
	 Mathematics
	492
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	509
	(493)

	 Health care
	9.7
	(9.0)
	Share of women in parliament (%)
	29.6
	(28.7)

	 Pensions (2013)
	7.3
	(9.1)
	Net official development assistance (% of GNI)
	0.70
	(0.39)

	 Education (primary, secondary, post sec. non tertiary, 2014)
	4.8
	(3.7)
	
	
	

	1. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
	Securing higher living standards requires a revival in labour productivity

	Reducing regional discrepancies to support aggregate productivity growth

	Raising competencies of low-skilled workers to make the economy more productive and inclusive



Securing higher living standards requires a revival in labour productivity
Labour productivity has stalled
Real GDP per hour worked, in constant 2010 USD PPP
[image: graphic]Source: OECD (2017), “GDP per capita and productivity levels”, OECD Productivity Statistics (database), September.
StatLinkhttp://dx.doi.org/10.1787/888933600581

After a good performance until 2016, growth slowed in the first half of 2017. The unemployment rate has fallen to below 4.5%, but real wages are in a downward trend. Reviving labour productivity growth is key to ensuring higher living standards. Planned departure from the European Union (Brexit) has raised uncertainty and dented business investment, compounding the productivity challenge. Negotiating the closest possible EU-UK economic relationship would limit the cost of exit. The authorities should allow automatic stabilisers to work and identify in advance productivity-enhancing fiscal initiatives on investment, to be implemented rapidly were growth to weaken significantly in the run-up to Brexit, while safeguarding fiscal sustainability. A tax and spending review would enlarge fiscal space for further productive measures. 

Reducing regional discrepancies to support aggregate productivity growth
Regional disparities in productivity are high
Nominal GVA per hour worked, in GBP
[image: graphic]Source: ONS (2017), “Regional and sub-regional productivity in the UK: Jan 2017”, Office for National Statistics, January.
StatLinkhttp://dx.doi.org/10.1787/888933600600

Regional labour productivity is weak outside Greater London and South East England. Policy packages building on existing strengths of lagging regions, and possibly developing new ones, should foster local and regional transport infrastructure, research and development, housing and skills. This would increase the economic benefits from national infrastructure projects. Sustaining high integration in global value chains would bolster goods-oriented regions. Services-oriented regions would benefit from services trade liberalisation and more integrated cities. Devolution should continue to better tailor policies to local needs and more co-ordination in transport plans across city-regions would help creating larger economic hubs.

Raising competencies of low-skilled workers to make the economy more productive and inclusive
Regional productivity and education are linked
Quarters of regions by productivity levels, 20141
[image: graphic]1. Quarters are calculated as un-weighted averages.
Source: OECD (2017), OECD Regional Statistics; and ONS (2017), “Regional and sub-regional productivity in the UK: Jan 2017”, Office for National Statistics.
StatLinkhttp://dx.doi.org/10.1787/888933600619

Over a quarter of workers in the United Kingdom have only low skills, which holds back labour productivity and job quality. Raising skills is a priority given plans to reduce net migration. The government has started to simplify vocational education and training and to raise the number of apprenticeships financed with a levy on large businesses. Enhancing teachers’ training and other incentives, in particular in disadvantaged schools, would address teacher shortages. Low-skilled workers participate less in lifelong learning and introducing targeted re-training programmes would boost competencies more broadly. Tax and regulatory reforms of non-standard forms of employment would offset workers’ weaker bargaining power and ensure better jobquality. 
	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Macroeconomic and trade policies

	Fiscal space has risen – with a fiscal buffer of 1¼% of GDP relative to the structural deficit target of 2.0% of GDP by 2020 – while monetary space is limited. 
	Allow the automatic stabilisers to work fully and identify in advance productivity-enhancing fiscal initiatives on investment that could be implemented swiftly (such as spending on repair and maintenance or soft investment), should growth weaken significantly ahead of Brexit.

	The tax system favours self-employed people over employees and the indexation of state pensions is generous.
	Perform a tax and spending review to allow for additional productivity-enhancing fiscal initiatives, for example by: 
Raising national insurance contributions for the self-employed;
Indexing the state pension on average earnings only.

	High consumer debt growth, coupled with stagnant household incomes, is a major financial stability risk.
	Introduce debt-to-income ratios for borrowers depending on their exposure to shocks.

	Disorderly exit from the European Union would hurt trading relationships, reducing long-term growth. 
	Maintain the closest possible economic relationship between the United Kingdom and the European Union.

	Starting regional convergence in productivity

	Productivity growth has been stagnant and there are productivity differentials across sectors and regions.
	Develop integrated, regionally focused policy packages based on current and emerging regional strengths. Prepare impact assessments of the EU departure and climate change objectives.

	Low transport infrastructure investment outside the south of England may have created bottlenecks, holding back agglomeration effects and associated productivity gains.
	Champion the recently created strategic planning and delivery agencies for transport infrastructure to achieve a stable and more efficient long-term investment framework.
Invest in improving inter- and intra-city transport links where such investments can foster agglomeration effects and unlock related productivity benefits.

	Subnational governments have limited fiscal autonomy, on both spending and taxes.
Housing supply is not responsive enough to demand.
	Continue decentralisation by concluding deals with all city-regions. 
Allow local authorities to retain more revenues from locally levied property taxes.

	Research and development (R&D) is low, holding back innovation and its diffusion across regions, in particular in the least productive ones.
	Continue to increase direct and indirect support for private and public R&D, and for the collaboration between businesses and universities to promote applied innovations and their diffusion.

	Lagging regions find it difficult to attract or retain skills. Teacher shortages are high and retention rates are low, mainly at the secondary level. New teachers are unwilling to work in disadvantaged areas. As a result, not all students attain strong basic skills once they have completed their studies.
	Allow more freedom to adapt technical education to local business needs. 
Raise training and other incentives to recruit and retain teachers in disadvantaged areas and/or regions with high teacher shortages.

	Improving productivity and job quality of low-skilled workers

	Childcare participation is low at age 2 and the education and training of childcare staff could be improved, particularly in disadvantaged areas.
	Prioritise funding to training and skills development of childcare staff.

	Planned hikes in the minimum wage could price low-skilled workers out of standard forms of employment.
	Use existing flexibility in reaching the National Living Wage 2020 target in case of negative economic shocks.

	Growing use of non-standard forms of employment (self-employed, zero-hours contracts, etc.) can be detrimental to skill acquisition and job quality of low-skilled workers.
	Grant workers on zero-hours contracts enhanced job security rights after three months. 
Keep under review the interplay of taxes and welfare benefits to raise incentives to work more hours.
Introduce tighter criteria to restrict self-employment to truly independent entrepreneurs.

	Low-skilled workers participate less in training relative to more skilled workers.
	Introduce individually targeted programmes for low-wage and low-skilled workers to improve their lifelong learning opportunities.

	The proportion of youth detached from the labour market is high, relative to other age groups.
	Increase financing and continue to promote the effectiveness of active labour market policies for youth who are neither in employment nor in education or training.






Assessment and recommendations


	Macroeconomic developments


	Monetary and fiscal policy


	Stimulating regional productivity


	Improving productivity and job quality of low-skilled workers





Economic performance was solid until the end of 2016, stimulated by a strong business-friendly environment, very supportive and reactive monetary policy, and a flexible approach in meeting fiscal goals (Table 1). The pace of economic expansion has been steady and gross domestic product (GDP) is about 9% above the peak just before the global crisis (Figure 1, Panel A), but the economic consequences of the planned exit from the European Union (EU) in March 2019 (Brexit) cut growth to the lowest annualised rate in the G7 in the first half of 2017. Growth, high labour market flexibility and large labour supply have pushed the unemployment rate down to below 4.5% (Figure 1, Panel B). Economic activity has been particularly job-rich. Both the employment rate at 75% for people aged 16 to 64 and total hours worked are the highest on record, partly due to immigration from the European Union which has expanded the labour market. Fiscal sustainability has also improved, with the budget deficit falling towards 3.0% of GDP and public debt stabilising at below 90% of GDP in 2016. Prudential policies have bolstered financial stability, but new pockets of risks have emerged and Brexit uncertainties have led to pressures to relocate some financial activities overseas. 



Figure 1. Economic performance has been good until recently, reducing the unemployment rate

[image: graphic]Source: OECD (2017), OECD Economic Outlook: Statistics and Projections (database), September.

StatLink  http://dx.doi.org/10.1787/888933600638




	
Table 1. Macroeconomic indicators and projections


	Annual percentage change, volume (2015 prices)



	2013 Current prices (GBP billion)

	2014

	2015

	2016

	2017

	2018





	Gross domestic product (GDP)

	1 752.6

	3.1

	2.3

	1.8

	1.6

	1.0




	 Private consumption

	1 153.2

	2.1

	2.6

	2.8

	1.6

	0.9




	 Government consumption

	348.1

	2.5

	0.6

	1.1

	0.7

	0.7




	 Gross fixed capital formation

	277.2

	7.1

	2.8

	1.3

	2.3

	-1.1




	  Housing

	70.1

	10.6

	4.3

	5.1

	3.9

	-1.0




	 Business

	161.4

	5.1

	3.7

	-0.4

	1.5

	-2.1




	 Government

	45.7

	8.6

	-2.8

	1.5

	2.0

	2.1




	 Final domestic demand

	1 778.4

	3.0

	2.2

	2.2

	1.5

	0.5




	  Stockbuilding1

	9.5

	0.7

	0.2

	-0.1

	-0.8

	-0.1




	 Total domestic demand

	1 787.9

	3.6

	2.5

	2.1

	0.7

	0.4




	 Exports of goods and services

	519.9

	2.7

	5.0

	1.1

	5.2

	3.2




	 Imports of goods and services

	555.3

	4.5

	5.1

	4.3

	2.5

	1.1




	  Net exports1

	-35.4

	-0.6

	-0.1

	-0.9

	0.7

	0.6




	Other indicators (growth rates, unless specified)




	Potential GDP

	. .

	1.6

	1.7

	1.5

	1.6

	1.3




	Output gap2

	. .

	-0.8

	-0.2

	0.0

	0.0

	-0.2




	Employment

	. .

	2.4

	1.7

	1.4

	1.2

	0.3




	Unemployment rate

	. .

	6.2

	5.4

	4.9

	4.5

	4.8




	GDP deflator

	. .

	1.7

	0.5

	2.0

	2.2

	2.0




	Consumer price index (harmonised)

	. .

	1.5

	0.1

	0.6

	2.8

	2.7




	Core consumer prices (harmonised)

	. .

	1.6

	1.1

	1.2

	2.4

	2.7




	Household saving ratio, net3

	. .

	2.4

	3.4

	1.2

	-1.0

	-1.6




	Current account balance4

	. .

	-5.3

	-5.1

	-5.6

	-4.7

	-4.5




	General government fiscal balance4

	. .

	-5.7

	-4.3

	-3.3

	-2.6

	-2.5




	Underlying general government fiscal balance2

	. .

	-6.6

	-5.5

	-4.0

	-3.9

	-3.0




	Underlying government primary fiscal balance2

	. .

	-4.2

	-3.5

	-1.9

	-1.7

	-1.0




	General government gross debt (Maastricht)4

	. .

	87.4

	88.2

	88.3

	87.5

	87.3




	General government net debt4

	. .

	80.4

	81.7

	91.8

	91.0

	90.8




	Three-month money market rate, average

	. .

	0.5

	0.6

	0.5

	0.3

	0.3




	Ten-year government bond yield, average

	. .

	2.6

	1.9

	1.3

	1.2

	0.9




	1. Contribution to changes in real GDP


	2. As a percentage of potential GDP.


	3. As a percentage of household disposable income.


	4. As a percentage of GDP.


	Source: OECD (2017), OECD Economic Outlook: Statistics and Projections (database), October.





Peoples’ quality of life in the United Kingdom is close to or above the average in the OECD (Figure 2, Panel A). In particular, social connections are significantly stronger, personal security is higher, and environmental quality is better. Jobs and earnings are good, and people enjoy good health status. Income and wealth, housing, and education and skills stand out as areas where progress is needed, and on which greater labour productivity would have had a beneficial impact. However, labour productivity performance has been very weak, and there has been little catch up across regions and workers (Chapters 1 and 2). This may lead to, or be the result of, important differences among people in terms of income and wealth, jobs and earnings, and education and skills (Figure 2, Panel B). Well-being inequalities may have been one of the causes of Brexit, as less educated workers in remote regions might have perceived to benefit less from the European project.



Figure 2. Average social indicators are relatively solid, but they are unequally distributed

Better Life Index, 20161


[image: graphic]1. Each well-being dimension is measured by one to four indicators from the OECD Better Life Index set. Normalised indicators are averaged with equal weights. Indicators are normalised to range between 10 (best) and 0 (worst) according to the following formula: (indicator value – minimum value)/(maximum value – minimum value) × 10.

2. The panel shows well-being outcomes in various dimensions for people in the United Kingdom with different socio-economic background. In the dimensions of “income and wealth”, “health” and “civic engagement and governance”, “high (/low) achievers” are people with an income belonging to the top/(bottom) quintile of the income distribution; in “jobs and earnings”, “high (/low) achievers” are people with the high/(low)est educational attainment (i.e. ISCED 5/6 versus ISCED 0/1/2) or with gross earnings belonging to the top/(bottom) quintile of the distribution; in “education and skills”, “high (/low) achievers” are people with a score belonging to the top/(bottom) quintile of the PISA index of economic, social and cultural status; and in “social connections” and “subjective well-being”, “high (/low) achievers” are people with the high/(low)est educational attainment (i.e. ISCED 5/6 versus ISCED 0/1/2). Outcomes are shown as normalised scores on a scale from 0 (worst condition) to 10 (best condition) computed over OECD countries, Brazil, the Russian Federation and South Africa.

Source: OECD (2016), OECD Better Life Index, www.oecdbetterlifeindex.org. 

StatLink  http://dx.doi.org/10.1787/888933600657



The main challenge facing the authorities in the near future is to implement Brexit at a minimum cost by securing comprehensive free-trade agreements with the bloc and other countries. About 45% of UK exports are destined for EU27 countries and are greatly facilitated by EU membership, which implies participation in both the EU single market and customs union. The single market supports trade among member countries by ensuring automatic compliance with European standards. The costs of checking the rules of origin (criteria to determine the national source of a product) are not applicable for trade with countries that belong to the EU customs union. The union also supports trade with third countries through approximately 40 free-trade agreements with 53 non-EU countries, but member countries are not allowed to negotiate their own agreements as long as they are part of the union. It is critical that the outcome of negotiations ensures the most frictionless trade possible between the European Union and the United Kingdom, bearing in mind that frictionless trade as currently enjoyed by the United Kingdom with the European Union is due to being part of the EU single market and customs union. 

The UK government does not seek to replicate existing models of relationship, such as remaining a member of the European Economic Area (like Norway and Iceland), which implies participation in the EU single market, or like Turkey, which implies participation in the EU customs union. Instead, the government plans to leave both the EU single market and customs union from March 2019 and has recently published a number of papers to sketch its vision of a new partnership with the European Union, notably for trade right after Brexit (transition period) and in the medium term (Box 1). The UK authorities want to explore an interim period where they could form a new and time limited customs union between the UK’s and the EU’s customs union, based on a shared external tariff and without customs processes and duties between the two. They also propose two models for their future relationships with the European Union. These proposals seek to replicate the facilitations of trade that EU membership creates. However, some proposals appear unprecedented (technology-based solutions for customs procedures) or untested (mechanisms to ensure that goods which do not comply with EU trade policy stay in the United Kingdom, and those that do comply and transit through the United Kingdom pay the correct EU duties, which could be different from the United Kingdom’s). Ensuring the continuity of trade in goods and services at the point of exit would reduce the cliff edge for businesses and individuals, but there could be practical and legal difficulties to achieve this. 



Box 1. Overview of the United Kingdom’s vision for the new trade partnership with the European Union

The UK government has published a number of “position” and “future partnership” papers to avoid a cliff edge for businesses and individuals, and to underpin its vision to build a new, deep and special partnership with the European Union in several policy areas. 

In the papers published so far, the main policy objectives for trade are to ensure UK-EU trade is as frictionless as possible; avoid a “hard border” between Ireland and Northern Ireland; and establish an independent trade policy. 

Right after Brexit, the UK government seeks a new and time-limited close association with the EU customs union, based on a shared external tariff and without customs processes and duties in trade with the EU bloc. In the medium term, two types of customs arrangements are proposed to ensure UK-EU trade remains as frictionless as possible:


	A “highly streamlined customs arrangement” to continue some of the existing arrangements between the United Kingdom and the European Union; put in place new negotiated and potentially unilateral facilitations to reduce and remove barriers to trade; and implement technology-based solutions to make it easier to comply with customs procedures;


	A “new customs partnership with the European Union” to remove the need for a UK-EU customs border, with one possible approach being that the United Kingdom would mirror the EU’s requirements for imports from the rest of the world where their final destination is the European Union.




Four principles have been proposed to ensure the availability of goods at the date of the withdrawal and to support the move to a future relationship:


	Goods placed on the single market before exit should continue to circulate freely in the United Kingdom and the European Union, without additional requirements or restrictions;


	Where businesses have undertaken compliance activities prior to exit, they should not be required to duplicate these activities;


	The agreement should facilitate the continued oversight of goods;


	Where the goods are supplied with services, there should be no restriction to the provision of these services that could undermine the agreement on goods.




Source: HM Government (2017), Future customs arrangements, A future partnership paper; HM Government (2017), Continuity in the availability of goods for the EU and the UK, Position paper.



The European Union has indicated that any free-trade agreement should be balanced, ambitious and wide-ranging and must ensure a level playing field in terms of competition and state aid (with safeguards against unfair tax, social, environmental and regulatory measures). Yet, the core objective of the European Union is to preserve the integrity of the single market, which excludes participation based on a sector-by-sector approach. Also, the guidelines of the European Council for Brexit negotiations stress that a country outside the European Union that does not live up to the same obligations as a member, cannot have the same rights and enjoy the same benefits as a member (European Council, 2017).

European leaders have indicated that an overall understanding on the framework for the future relationship should be identified during the second phase, which can start only once sufficient progress is made on the first phase of ongoing negotiations, focusing on citizens’ rights, the financial settlement and the border issue in Ireland. An agreement on a future relationship between the European Union and the United Kingdom as such can only be finalised and concluded once the United Kingdom has become a third country. In the absence of a free-trade agreement in 2019, switching to World Trade Organization (WTO) rules would cut UK growth by 1.5 percentage point that year (Kierzenkowski et al., 2016). This assumption underpins the projections in this Survey, given the large uncertainty about the outcome of negotiations, but the United Kingdom should eventually conclude a free-trade agreement with the European Union (Kierzenkowski et al., 2016). However, putting in place a transition period of a few years after 2019 during which most of current trade arrangements with the European Union would be maintained until a new agreement is found would reduce the economic consequences in the run-up to Brexit and right after. In her speech on 22 September 2017, the UK Prime Minister proposed an implementation period during which UK and EU access to one another’s markets should continue on current terms.

To maximise the benefits of trade, an important policy priority is to strengthen the productivity and competitiveness of the export sector. The United Kingdom faces a structural difficulty to benefit from growing markets, as illustrated by a long-standing decline in export performance (Figure 3, Panel A). Moreover, exports have a low responsiveness to exchange rate movements, which could partly be due to increased participation in global value chains, implying a high import content in exports (Ollivaud et al., 2015). This leads to a high pass-through of import prices into export prices (Figure 3, Panel B), reducing scope for exporters to win market share following currency depreciation. Moreover, exporters may have increased their margins, which could have been an additional drag on rising exports.



Figure 3. Exports have not kept up with overseas demand

Index 1990 = 100

[image: graphic]1. Data refer to exports of goods and services in volumes. Export performance is the ratio of export volumes to export markets for total goods and services.

Source: OECD (2017), OECD Economic Outlook: Statistics and Projections (database), October; and Thomson Reuters Datastream.

StatLink  http://dx.doi.org/10.1787/888933600676



Another challenge, compounded by Brexit, is to revive the growth of labour productivity. Since the financial crisis, aggregate labour productivity growth has come to a standstill in the United Kingdom (Figure 4, Panel A). Productivity gains have made no meaningful contribution to output performance since 2007, which instead has been driven by higher employment and hours worked per employee. Output per hour is nearly 20% lower than it would have been had it continued to expand at its pre-crisis trend growth. Stagnant productivity has held back real wages and real GDP per capita (Figure 4, Panel B). Moreover, while the level of UK labour productivity is similar to the OECD average, it is about 20-25% lower than in the United States, France and Germany (Figure 5). Brexit could reduce total factor productivity by about 3% after ten years, mainly through the channel of diminished trade openness, but also owing to a weaker research and development intensity and a smaller pool of skills (Kierzenkowski et al., 2016). 



Figure 4. Reviving labour productivity is essential to boost living standards

Index 2007 = 1001


[image: graphic]1. Labour productivity refers to real GDP in USD constant prices and constant purchasing power parities (PPPs) per total hours worked.

2. Wages refer to nominal wages divided by dependent employment. Data for 2017 refer to the second quarter of 2017.

Source: OECD (2017), “GDP per capita and productivity levels”, OECD Productivity Statistics (database), September; OECD (2017), OECD Economic Outlook: Statistics and Projections (database), September; and OECD (2017), OECD National Accounts Statistics (database), September.
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Figure 5. Labour productivity is around the OECD average

Real GDP in constant USD PPP per total hours worked, 20161


[image: graphic]1. 2015 for Belgium, Chile, Iceland, Israel, Japan, Korea, Mexico, Slovak Republic, Switzerland, Turkey and the OECD aggregate. PPP: purchasing power parities.

Source: OECD (2017), “GDP per capita and productivity levels”, OECD Productivity Statistics (database), September.
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Immigration has enhanced living standards through higher labour resource utilisation and productivity gains (Figure 6), which shows the critical importance of keeping the labour market open for foreign workers. EU migrants in the United Kingdom have a higher educational attainment than in most other EU countries (Kierzenkowski et al., 2016) and recent research has shown a positive impact on productivity related to the higher skills that migrants possess and the possible complementarity between their skills and those of the UK population (Rolfe et al., 2013; Wadsworth et al., 2016). Following the EU membership referendum in mid-2016, there has been an important fall in net migration, mainly of EU citizens, explained by increased emigration and reduced immigration (Figure 7). Declines in net migration could tighten the labour market if labour supply falls faster than labour demand, although nominal wage growth is contained at about 2%. In the longer term, lower immigration would reduce labour force and productivity growth (Kierzenkowski et al., 2016). Therefore, rapidly concluding negotiations to guarantee the rights of EU citizens is a priority to sustain labour supply and ensure further progress in living standards. The United Kingdom should adopt simple criteria to deal with EU citizens living and/or working in the United Kingdom, which would minimise administrative burdens.



Figure 6. Immigration has expanded the labour market, lifting GDP per capita over the last decade

[image: graphic]1. Data for hours worked by country of birth refers to hours worked per capita and it is calculated based on employment shares by country of birth.

Source: ONS (2017), “UK labour market: September 2017”, Office for National Statistics; OECD (2017), OECD Economic Outlook: Statistics and Projections (database), September; and OECD (2017), “GDP per capita and productivity levels”, OECD Productivity Statistics (database), September.
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Figure 7. Net migration from the European Union has been falling since mid-2016

Rolling annual data, in thousands

[image: graphic]1. Net migration is the difference between immigration and emigration.

Source: ONS (2017), “Migration Statistics Quarterly Report: August 2017”, Office for National Statistics, August.
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