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The EU is Still Not the Answer to

Britain’s Growth Problems
By Dr Gerard Lyons

Summary

Labour politicians have repeatedly raised the prospect of Britain moving closer to the EU, either
through a reset in relations that sees the UK becoming more of a rule-taker (‘dynamic alignment’), or
by rejoining either the Single Market, the Customs Union or even the EU itself.

But an EU reset risks becoming at best a substitute for a credible growth strategy, and at worst an
obstacle to delivering one.

As | argued in 2024 in ‘Why the EU is Not the Answer to Britain’s Growth Challenge’, the fundamental
causes of our poor economic performance long predate Brexit. And the solutions lie in Westminster,
not with closer relations with Brussels.

The latest data confirms that Britain has not notably diverged from our main competitors in the EU
(the real story is still the US pulling away from Europe and the need for the UK and the major
economies of western Europe to become more competitive in a changing and growing global
economy); that investment, while low, remains in line with historical norms; and that the EU’s share of
the global economy continues to shrink. For example:

o The UK economy has grown by 12.2% since the 2016 referendum and by 5.3% since we left the
EU, outpacing average growth across our European G7 competitors (France, Italy and Germany)

o Since Brexit, UK economic growth has far exceeded that in Germany, but is less than half the
rate of the US economy: 1.1% per annum versus 0.1% and 2.4% respectively

o In per capita terms, economic growth has been weak, not helped by immigration-driven
population growth

o The ratio of UK fixed investment to GDP has risen to the highest level since early 1990, reaching
19.6% in the second half of 2025 — and would have been higher in the post-Brexit years barring
the global oil price crash and ensuing recession in the North Sea

o Investment as a share of GDP remains below our main rivals, but this investment gap has been a
concern for more than half a century

o The EU’s share of the global economy has fallen from over a quarter 30 years ago to 18% in
2025, and within a generation is likely to be less than 10% (smaller than India alone) as Europe
continues to decline in importance relative to the fast-growing Indo-Pacific region


https://cps.org.uk/research/why-the-eu-is-not-the-answer-to-britains-growth-challenge/
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e As | said before the referendum, leaving the EU was bound to be an economic shock: you cannot leave
something you have been in for over four decades without it having an impact. But | anticipated the
impact would be temporary, a ‘Nike swoosh’, and that has proved to be the case. There is nothing to
suggest a permanent annual cost, as is reflected in the economy’s actual performance.

e Brexit was a political event, removing the UK from the EU’s move towards ever closer union and
greater concentration of powers in Brussels, and returning control to Westminster. In economic and
financial terms, it was always going to be a process, with the benefits accruing over time.

Amid the mood music of decline, supporters of closer alignment with the EU purport to offer both a
diagnosis for our economic woes and a cure. Perhaps this appeals to some of those who think Brexit has
not delivered. But the challenge and opportunity of Brexit was always what we did with the freedoms it
presented. That remains the case.
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Westminster or Brussels?

In recent weeks, several prominent Labour politicians have raised the prospect of Britain moving closer to
the EU’s orbit. Some envisage a reset in relations that sees the UK becoming more of a rule-taker,
transposing EU regulations into our statute book via ‘dynamic alignment’ without a say in the design of
those regulations. Indeed, this is now Government policy in several areas. Others have voiced more full-
throated support for rejoining the Single Market, Customs Union and ultimately the EU itself.

While it is possible to see these interventions simply as tactical positioning in the ongoing struggle for the
Labour leadership, they need to be taken seriously as indicative of the direction of travel. Getting closer to
the EU appeals to the instincts of very many Labour politicians and activists. They are also mistaken in
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seeing this as filling a gap by providing a much needed ‘growth strategy’ to the government; hence its
centrality to Rachel Reeves’s Mais Lecture in March.

However, as | argued in 2024 in the Centre for Policy Studies paper ‘Why the EU is Not the Answer to
Britain’s Growth Challenge’, the fundamental causes of our poor economic performance predate Brexit
and are in our power to fix. Getting closer to the EU risks in the best case scenario being a distraction from
the pro-growth vision and strategy we need in Westminster, and in the worst case actively blocks us from
doing many of the things that would raise growth, such as adopting more innovation-friendly regulation in
sectors such as Al or life sciences.

Our economic problems are certainly legion: an investment shortfall, expensive energy, a planning system
that vastly inflates the cost of building homes and infrastructure, an inability to curb inflation that has fed
a cost-of-living crisis and an ill-conceived desire to tackle rising prices through intervention in
supermarkets and elsewhere, poorly structured and burdensome taxes, a broken immigration system,
retrograde public sector productivity, regional imbalances, high and deteriorating rates of economic
inactivity and a poor debt position with out-of-control public spending. There are also structural
headwinds such as our ageing population and low fertility rates. Since incentives are fundamental to
economic growth, it is concerning that many are now badly misaligned.

Yet many of these challenges, like low investment, predated our entry into the EU. Most were not
addressed while we were members. And solving them now requires an economic vision, clear strategy and
policy actions from Westminster and Whitehall that would take us in a different direction (of the kind
outlined in my 2025 CPS paper ‘Breaking the Cycle’).

Of course, the UK needs a sensible working relationship with the EU, just as it does with other major
economies or regions. But that should not mean a reset that ties Britain’s hands on domestic policy such
as regulation. Nor should cooperation be one-sided. The UK has allowed EU citizens to use eGates at its
airports, yet access for British citizens has been partial and uneven. That may reflect weak UK negotiation,
but it also points to a deeper problem: the EU has too often treated partnership with Britain as something
to be rationed, not reciprocated.

Indeed, we have recently seen how Brexit freedoms can be taken advantage of, though it was not
acknowledged as such. In response to cost-of-living pressures, the Chancellor recently decided to cut
tariffs on food imports, a welcome move that the CPS has previously called for. This is just one reminder
of the policy scope available outside of the EU, which was always one of the key arguments for Brexit.

Pursuing closer regulatory alignment with the EU now would threaten the areas of future economic
growth where the UK is now well placed and where we have seen successes that would not have been
possible inside the EU, including but not limited to Al and the City.

For example, the Government is pursuing a sanitary and phytosanitary (SPS) agreement with the EU
which, among other things, would mean alighnment on gene editing, with authorisations for genetically
modified organisms (GMOs) reverting to EU single market processes. This would cover even products that
were not being marketed into the EU.



https://www.gov.uk/government/speeches/mais-lecture-2026
https://cps.org.uk/research/why-the-eu-is-not-the-answer-to-britains-growth-challenge/
https://cps.org.uk/research/why-the-eu-is-not-the-answer-to-britains-growth-challenge/
https://cps.org.uk/research/breaking-the-cycle/
https://cps.org.uk/research/breaking-the-cycle/
https://www.gov.uk/government/news/millions-to-benefit-from-lower-travel-and-food-costs
https://www.gov.uk/government/news/millions-to-benefit-from-lower-travel-and-food-costs
https://cps.org.uk/wp-content/uploads/2022/05/Cost-of-Living-CPS-Briefing.pdf
https://www.gov.uk/government/publications/sps-agreement-preparing-your-business/sps-agreement-preparing-your-business
https://www.gov.uk/government/publications/sps-agreement-preparing-your-business/genetic-technologies-preparing-your-business
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At present the Genetic Technology (Precision Breeding) Act 2023 gives the UK (or more precisely, England)
a first-mover position in Europe on gene-edited crops and livestock. Becoming a rule-taker would mean
giving this up and upending the nascent R&D ecosystem for gene-editing crops and livestock.

In terms of Al, regulatory autonomy has also been a major advantage, via a principles-based approach,
alive to the need for innovation. By contrast, the EU lags badly on Al, with the Draghi report highlighting
its weaknesses, particularly its precautionary approach and low level of innovation.

Draghi argues that the EU approach ‘hampers innovation’, not least because its Al Act, ‘imposes additional
regulatory requirements on general purpose Al models that exceed a pre-defined threshold of
computational power — a threshold which some state-of-the-art models already exceed’.

At present, the UK has the third largest Al market in the world, albeit some way behind the US and China,
with Al expected to have profound economy-wide effects, such as boosting the UK’s position in the
financial and professional services sector. Aligning with the EU would erode this position.

British policy success should not be measured by proximity to the EU, but by whether Westminster uses
the freedoms available to improve competitiveness, cut or contain costs and raise growth, with a pro-
business agenda.

The irony is that we face similar challenges to the other major G7 economies of Western Europe, namely
Germany, France and Italy. We should cooperate with the EU where it makes sense, while continuing to
compete and setting policies aligned with our domestic priorities and challenges. In terms of economic
growth, investment and the EU’s position in the world, the latest data, underlying trends and the wider
outlook suggest an EU reset is not the answer.

1. Economic Growth

The argument for getting closer to the EU has gained traction in part due to perceptions that Britain has
underperformed relative to either where we should be, had we not left the EU, and/or relative to our
European competitors.

Leaving the EU was indeed an economic shock, as | said before the referendum. You can’t leave something
you have been in for more than 40 years and not expect it to have an immediate impact. | described the
most likely scenario as a ‘Nike swoosh’: the shock would be temporary, before business and people
adjusted to the new framework.

The more important point, however, was that the long-term outcome would depend on Westminster. It
was not just leaving that mattered, but what the UK did once it had left.

This was not a short-term or opportunistic argument on my part. In August 2014, the Mayor of London,
Boris Johnson, released a report (which | oversaw) that looked at the costs and benefits for the London
economy of membership of the EU. The report provided macro-economic forecasts based on four possible


https://commission.europa.eu/topics/competitiveness/draghi-report_en
https://digital-strategy.ec.europa.eu/en/policies/regulatory-framework-ai
https://www.theglobalcity.uk/industries/ai
https://www.london.gov.uk/business-and-economy-publications/europe-report-win-win-situation
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scenarios: the UK remaining in an unreformed EU; the UK remaining in a substantially reformed EU; UK
withdrawal and pursuit of a pro-growth reform agenda; and UK withdrawal but limited reform.!

The best scenario for the UK was to be in a reformed EU. But if the EU did not reform — as indeed it did not
and has not — then the best scenario in economic terms was withdrawal and domestic reform. Crucially,
leaving and pursing pro-growth economic policies would deliver more — and by some distance — than the
status quo of remaining in an unreformed EU.

The forecasts indicated, in other words, that the uncertainty was not just about leaving the EU, but also
with what remaining in the EU would mean. Importantly, we argued that if a decision was taken to leave,
then the critical issue was the subsequent policy that was chosen.

This is how we need to view and judge the last 10 years: on the policies chosen. Because it is clear that the
opportunity we saw has not been seized. Brexit has not been used as a trigger for economic renewal. That
is not an argument for return, but for better executing policies at our disposal. Different paths could have
been chosen.

That, in part, reflects a lack of leadership. Too often, the debate has focused on the downside rather than
the scope for reform. Yet the data also shows that the referendum has had far less impact on the
economic picture than the dominant narrative suggests.

A key point is that attributing the UK’s sluggish growth to Brexit risks missing the key point, which is the
need to address domestic economic policy. In fact, the watershed moment for the UK economy was the
2008 global financial crisis, not the 2016 referendum. Since 2008, the trend rate of growth has slowed
markedly.

For example, there is an often-quoted claim that the economy will be 4% smaller in 15 years’ time than it
might otherwise have been, thanks to Brexit. But as the former Bank of England governor Meryn King said,
no one can possibly know that. In particular, it is a suspiciously precise number in relation to a large
economy like the UK, where the margin of error on forecasts looking just one year ahead can be
significant. For instance, the average absolute difference between the OBR’s forecast and the outturn for
real GDP one year ahead is 0.5% of GDP.

More importantly, the 4% figure itself is open to challenge. It is usually attributed to the OBR, but it is not
in fact their forecast. It is the average estimate of a number of external studies, many of which used the
same forecasting approach back in 2016. The OBR’s narrative was that because of Brexit, the UK’s trade
intensity of GDP would fall and it was this decline in trade intensity that would hit productivity and
growth. But as the OBR has subsequently accepted, and as the trade economist Catherine McBride has
pointed out, trade intensity has not fallen but been stable, but for the Covid pandemic — the opposite of
the 2016 narrative.? Despite this, the OBR have not corrected the 4% figure. The result is that it is often

! These macro forecasts were carried out by the independent economic forecaster Volterra, with the forecasting
work led by economists Professor Paul Ormerod and Bridget Rosewell. The detailed tables for these scenarios were
included in the 130 pages of appendices published alongside ‘The Europe Report: A win-win situation’.

2 The OBR’s prevailing assessment in their November 2025 note on forecasting productivity was as follows: ‘We
expect UK and global trade intensity to fall in the coming years, as a result of the recent resurgence in global


https://obr.uk/docs/dlm_uploads/Briefing_paper_No.9_Forecasting_productivity.pdf
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portrayed by the media as an incontestable truth based on deep analysis, akin to that usually carried out
by the organisation.

Last year, however, a new estimate emerged. A working paper from the US-based National Bureau of
Economic Research (NBER) claimed that hit was actually 8%, citing UK growth being below an average of a
random selection of countries in the post Brexit era. They attributed this to Brexit, although as analysis by
Julian Jessop correctly pointed out, Germany too was 8% below that average. Over the last decade, the UK
as a large open economy has been buffeted by a host of shocks, making it almost impossible to
disentangle the impacts of Brexit.

As a result of which, those analysing the impacts of Brexit often resort to inventing parallel universes. But
as noted in ‘Why the EU is Not the Answer to Britain’s Growth Challenge’, the use of dodgy economic
counterfactuals — the Doppelganger approach to economic modelling — is deeply flawed. Citing external
research, | pointed out that these Doppelgangers have often not only not used the same countries across
different variables, but the comparator group has not even been kept consistent for the same variable. It
noted, for instance, that in the main Doppelganger often cited, the comparator group used for GDP has
changed to the USA, Germany, New Zealand, Norway and Australia, whereas the earlier comparator group
for GDP included the US, Germany and Luxembourg, Iceland and Greece.

More generally, Doppelganger models take a group of countries that happened to perform similarly to the
UK in one economic period and one set of economic circumstances — the cyclical rebound following the
global financial crisis up until 2016 — and then assume that any divergence in the subsequent period,
which included a global pandemic and energy crisis, can only be due to Brexit. This is clearly nonsense. At
the very least, more weight should be placed on what has actually happened, not some alternative
universe based on questionable assumptions. And we should very definitely be cognisant that the fast-
growing US, as the chart below shows, has accelerated away not just from Britain but the other major
economies of western Europe over this period.

Similarly, some estimates of a permanent cost of Brexit attribute a significant part of the effect to
sterling’s post-referendum depreciation and the subsequent rise in import prices. But this needs to be
treated with care. It is often forgotten that, at the start of 2016, sterling was widely viewed as overvalued.
The IMF reflected this, judging it to be overvalued by between 5 and 15 per cent, later widening that
estimate to as much as 20 per cent before the referendum.

As sterling rallied ahead of the vote, it moved further above the level that the IMF and many analysts
regarded as consistent with fundamentals. The fall in sterling after June 2016 should therefore not be
viewed solely as a Brexit effect. Part of it was also a correction from an exchange rate that many analysts
already regarded as above its underlying equilibrium. This point is often absent from retrospective
discussions of sterling’s depreciation.

protectionism on top of the enduring effects of Brexit, and for this to weigh on productivity growth. We have not
changed our assessment that Brexit will reduce the level of UK productivity by around 4 per cent after 15 years.’


https://cps.org.uk/research/why-the-eu-is-not-the-answer-to-britains-growth-challenge/
https://www.briefingsforbritain.co.uk/what-impact-is-brexit-having-on-the-uk-economy/
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More broadly, when it comes to Britain’s actual economic growth, relative to comparable countries in the
EU, the data tells a very different story to the narrative of decline that has taken hold. As the graph above
shows, the UK has performed broadly in line with France since 2016, and better than Italy or Germany. UK
headline GDP was 5.3% higher in 2025 than in 2019, and 12.2% higher than in 2016.

The real outlier is not Britain but the US, where annual economic growth has averaged more than double
Western Europe over the last decade. The American economy is now 26% bigger than it was in 2016,
whereas the German economy for example is only 6% larger. Britain has outperformed Germany, but the
US has excelled by comparison.

There is no reason to think closer ties with the EU would now allow the UK to race ahead of France and
Italy and to start catching up with the US, not least because much of America’s growth is underpinned by
tech and the Al boom one of the few areas where we have genuinely begun to diverge from Europe’s
stultifying regulatory regime. Of course, the fact that there are genuine concerns about the scale of Al
investment — and the fear that much of it may prove unproductive - should illustrate that in any relative
comparison of economies, there are many moving parts, just as there have been for the UK over the last
decade.

Admittedly, the picture is less rosy when it comes to GDP per capita. As argued in ‘Why the EU is Not the
Answer to Britain’s Growth Challenge’ this is the much more important measure of relative success. As
that paper noted, this has been a long-running issue, and one which precedes Brexit. Annual average GDP
per capita growth has decelerated from 2.5% in the 1980s, to 1.9% in the 1990s, 1.2% in the 2000s and
just 1.1% in the 2010s, before falling even further during the pandemic. It is ironic that some critics of
Brexit now focus heavily on weak GDP per head, while paying far less attention to the fact that this has
been on a deteriorating trend for some time, and that this was exacerbated by the recent surge in
immigration. A larger population may support aggregate GDP, but it can also dilute GDP per head.



https://cps.org.uk/research/why-the-eu-is-not-the-answer-to-britains-growth-challenge/
https://cps.org.uk/research/why-the-eu-is-not-the-answer-to-britains-growth-challenge/
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UK GDP per capita increased by just 5.6% between 2016 and 2025, and by a disastrously low 0.8%
between 2019 and 2025, well below the French and Italian (never mind the US) rates. So far in the 2020s,
GDP per capita growth in the UK has averaged barely three-fifths of the EU G7 average and at 0.3% per
annum, has been less than a quarter of the Italian rate. Indeed, UK GDP per capita declined over 2022 to
early 2024 and has only just barely begun to recover.

Proponents of rejoining the EU might see this as evidence of a divergence in living standards consequent
on Brexit. But again, there are objections. First, Germany has fared even worse than Britain. Second, many
factors feed into our weak economic growth and have little of anything to do with EU membership. And,
as noted above, growth in GDP per capita has been trending lower since the 1980s.

In particular, now the dust has settled on ONS migration estimates for the immediate post-Brexit years, it
is clear that GDP per capita, which rose between 2016 and 2019, has stagnated since 2020. While poor
domestic economic policies have fed this, it is also in part due to unprecedented levels of migration.

In part, this reflected a mistaken belief that immigration was needed to deliver faster growth, when
what was really needed was a more targeted approach focused on high-skilled migrants alongside
domestic changes that included greater investment in UK labour and capital. As the referendum
debate highlighted, the UK has invested too little in upskilling its domestic workforce. While targeted,
high-skilled immigration can benefit the economy, there was a clear need to move to a more managed
system, something that did not happen. As a result, although immigration can bring economic and
cultural advantages, its scale and composition have become an economic concern.
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As the CPS pointed out in ‘A Migration Revolution?’ last November, the post-2020 wave of immigration
has some claim to be the most significant demographic event in modern British history. Some of the key
points from that report are worth noting here. Net migration over 2021-24 was 2.6 million, and in
numerical terms, the population increased by more in each of 2022, 2023 and 2024 than any other year,
with over 99% of this growth due to net migration. In fact, 2022 saw the fastest rate of population growth
since 1828. Indeed, as that report noted, Canada, which also saw an extraordinary immigration surge in
the early 2020s, likewise experienced declining GDP per capita over 2022 to 2024.

It would be wrong to attribute, as some have, the post-2020 immigration surge and all that follows as the
result of Brexit. There was nothing to stop the UK implementing a stricter immigration system. The
liberalisation of the visa system was the result of a series of policy decisions on different visa routes, poor
data and a lack of joined up thinking across government — as the CPS has written about extensively. It was
no more inherent to Brexit than was the Canadian immigration surge.

Change in GDP and GDP per Capita

GDP GDP per capita \

Change since 2016 Change since 2019 Change since 2016 Change since 2019

UK 12.2% 5.3% 5.6% 0.8%
France 13.0% 6.4% 8.8% 4.0%
Germany 6.0% 0.4% 3.9% -1.1%
Italy 10.1% 7.1% 12.3% 8.4%
European G7 Avg. 9.7% 4.7% 8.3% 3.8%
USA 26.2% 14.6% 19.5% 10.9%

*Unweighted average of growth rates. Changes Q2 2016 to Q4 2025 and Q4 2019 to Q4 2025.

Average annual growth rates, GDP and GDP per capita

Avg. annual GDP growth Avg. annual GDP per capita growth \

2016-2025 2020-25 2016-2025 2020-25
UK 1.4% 1.1% 0.8% 0.3%
France 1.3% 1.0% 0.9% 0.6%
Germany 0.8% 0.1% 0.5% -0.2%
Italy 1.2% 1.2% 1.3% 1.4%
European G7 Avg. 1.1% 0.8% 0.9% 0.5%
USA 2.4% 2.4% 1.8% 1.8%

*Unweighted average of growth rates. NB: this table uses annual data and therefore measures slightly
different periods to the preceding table based on quarterly growth rates.

In summary, after the initial temporary shock, there is little to suggest that Brexit has had a material
impact on the UK’s economic growth trajectory, either in terms of GDP or GDP per capita. As | pointed out
in my 2024 paper, most of the reports of a permanent shock do not stand up under scrutiny.

Of course, growth of GDP and GDP per capita have been disappointing. Indeed, like the other European
G7 economies, the UK’s growth performance has fallen further behind the US. As is evident, it was not just
leaving the EU, but what the UK did — or failed to do - with policy when it left the EU that has been critical.
To some extent this represents a failure of politicians to make use of our Brexit freedoms. It also reflects
an inability to imagine or articulate a clear and consistent economic vision for post-Brexit Britain.


https://cps.org.uk/research/a-migration-revolution-what-new-ons-data-tells-us-about-britains-demographic-transformation/
https://cps.org.uk/research/taking-back-control/
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2. Investment

As | pointed out in ‘Why the EU is Not the Answer to Britain’s Growth Challenge’, one of the most
disingenuous graphs that does the rounds is of UK investment: rising sharply from around 2010-16, post
the 2008 global financial crisis, then slumping back. A straight line is drawn as if to suggest the trend
would have continued beyond 2016.

Taking a longer view conveys a more realistic picture that looks very different. The graph below shows
investment as a proportion of GDP over the last 70 years and includes the entirety of the period between
Britain’s accession to the EEC in 1973 and exit from the EU in 2021.

It shows that investment as a share of GDP peaked under Margaret Thatcher in the late 1980s at 20.1%
but then fell away over the 1990s and early 2000s. As a 2024 |IPPR report showed, the UK has not matched
the G7 average for such investment since 1990 and low investment had been a problem in the decades
before then too, as | noted back in 1989.
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Looking at such a long-term graph, it is hard to argue that the solution is to rejoin the EU. In particular, this
graph shows that the rise in investment pre-2016 was in part a cyclical rebound, due to the way it had
been depressed in the aftermath of the 2008 global financial crisis.

One view is that the tailing off after 2016 was a Brexit effect. Another is that the period after 2016 saw a
normal cyclical slowdown irrespective of the referendum. This slowdown also coincided with a sharp
decline in North Sea investment due to the global oil price crash, with investment falling from around
0.79% of GDP in 2014 to around 0.24% in 2019.

10


https://cps.org.uk/research/why-the-eu-is-not-the-answer-to-britains-growth-challenge/
https://ippr-org.files.svdcdn.com/production/Downloads/Rock_bottom_June24_2024-06-18-081624_arsv.pdf
https://x.com/DrGerardLyons/status/1802959024477864305
https://www.nstauthority.co.uk/data-and-insights/insights-and-analysis/income-and-expenditure/
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Had North Sea investment remained at 2014 levels over 2016-19, then UK investment as a share of GDP
would have averaged roughly 19.0% instead of 18.5% and so remained essentially flat instead of trending
downwards. In other words, business investment looks materially better than many political narratives
have suggested.

But 2016 did have an impact, not necessarily or solely because of the decision to leave, but because of the
three years of political chaos and business uncertainty after the referendum. As | noted in 2024, some
firms, based on their business models, may have altered their investment plans — including no longer
seeing the UK as the base for their EU-wide operations. Nonetheless, there is a need to differentiate
between Brexit as an act, and the political process of leaving the EU and the uncertainty that generated.

Instead of accepting the result and working to make Brexit a success, many in Parliament sought to
reverse it, delay it or undermine in and in the process weakened the UK’s negotiating position. This,
reflected in the nightmarish parliamentary squabbling of 2017-20, very probably had an impact on
investment, although this is inherently hard to quantify.

But whatever impact there was, it seems to have faded away. Provisional ONS figures show that
investment as a share of GDP reached 19.5% in each of Q1 and Q2 2025, and 19.6% in each of Q3 and Q4.
This is the highest level since Q1 1990. Although again, this may be completely independent of Brexit: this
period saw multiple substantial changes to the tax regime for capital investment, including the
introduction of full expensing for plant and machinery. Which again highlights the significance of domestic
policy choices.
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It is true that Britain remains a less attractive destination for capital investment than could be the case if
planning and tax systems were fixed and a more pro-business mindset was adopted in Westminster.
Nevertheless, we are beyond the post-2016 malaise, even with North Sea investment still depressed at
under 0.2% of GDP.2 Investment, as a share of GDP, remains below the European G7 average. But World
Bank data, albeit lagging, shows this is not new: the 2.9 percentage point deficit in 2024 is broadly in line
with the average deficit of the last 30 years, of 2.6 percentage points.

3. Britain and the EU in the World

The external environment continues to change. Globalisation has given way to fragmentation, free trade
to protectionism and decarbonisation to sourcing cheap energy, while national security considerations are
now on a par with economic prosperity in policymaking.

As | argued in ‘Why the EU is Not the Answer to Britain’s Growth Challenge’, the debate about the future
UK-EU relationship needs to be cognisant of this changing global environment, and of the shifting plate
tectonics of the world economy, with more of global growth being driven by the Indo-Pacific region, which
stretches from India in the west to the US in the east.

The brutal and inescapable truth is that Western Europe is set to be the slow growth region of the world
economy. When we joined the EEC in 1973, its nine members — including the UK — accounted for around
27% of global GDP. Now its 27 members account for around 18% of global GDP and within a quarter of a
century, its share of global GDP will probably be less than 10%, smaller than India’s.

We can already see this playing out: annual GDP growth has averaged just 1.6% for the EU (including
faster-growing Eastern European countries) since 2016, compared to 2.4% for the USA, 5.6% for China and
5.9% for India.

This matters, because one of the main trade-offs involved in rejoining EU institutions like the Customs
Union would be the loss of many of our new trade deals with countries in this region, not least the
Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP), and the inability to sign
more.

In particular, one needs to factor in not just the current size of the countries with which such deals may be
cut and have been cut, but also their future size. Our competitive landscape therefore needs to be
dictated by the Indo-Pacific and also the opportunities in the fast-growing economies elsewhere across
the globe, whether in Africa or the Gulf. Naturally, we want a sensible relationship with the EU, but not by
tying our hands on trade elsewhere.

3 There is an argument to be made about the huge amount of state-directed malinvestment in the energy transition
in recent years pushing up GFCF, but the same argument applies to Germany and to a lesser extent, France and Italy.
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One area that merits being noted, but which is outside the focus of this paper, is defence cooperation.
Given the UK’s strong position in NATO and the common challenges faced, cooperation with countries in
western Europe makes sense. Despite the UK’s fragile fiscal position, increased defence spending is
necessary. Again, this reinforces the case for a stronger, domestically-driven growth policy.

Conclusion

Britain faces a challenging economic environment. Yet like any problem, our growth challenge cannot be
addressed if misdiagnosed.

Amid the mood music of decline, supporters of rejoining the EU purport to offer both a diagnosis for our
economic woes and a cure. This appeals to those who have never reconciled with Britain’s decision to
leave the EU. It also appeals to some of those who think Brexit has not delivered. But again, this reflects
homegrown problems as much as anything else.

Some UK politicians may have given the impression that simply leaving the EU would answer the UK’s
economic problems. But the last decade has shown that it is not just leaving, but what you do in domestic
policy in Westminster that is vital.

Our position in areas such as Al, financial and business services, and across the university sector, among
others, suggests that the UK has all the potential to continue to outperform the major economies of
western Europe. But there is a need to do even more — in Westminster and through domestic policy — for
the UK to compete with the US and fast-performing economies across the globe.
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Of course, UK growth has suffered in the aftermath of the 2008 global financial crisis and was hit hard by
the pandemic. But, above all, the inability of successive UK governments since 2016 to articulate a
coherent vision and deliver a properly thought-out post-Brexit economic policy has allowed figures
vehemently opposed to Brexit to define the debate and deliver an economically damaging narrative about
the UK on the global stage.

As we have seen, while we may not have capitalised upon the potential upsides of Brexit for various
reasons, the economic catastrophe prophesied at the time of the referendum has not come to pass.
Perhaps, the eventual outcome of Labour’s current bout of internecine squabbling will be a government
committed to rejoining the Customs Union, Single Market or the EU itself. Any of these would be
damaging.

But the core argument that | have been making and that has stood the test of time is that the solutions to
the UK’s economic problems are to be found not in Brussels but in Westminster.
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