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ABSTRACT

The end of free movement and the introduction of the post-Brexit migration system represents a
major structural change to the UK labour market. We provide a descriptive assessment of the impact
on a sectoral basis. We examine how overall labour force growth has differed between sectors, both
overall and in terms of the extent to which this growth was driven by migrant workers, both from the
EU and from outside the EU, prior to the pandemic. This allows us to construct counterfactuals, which
we contrast with observed outturns, as well as with data on visas issued by sector under the new

system.

Our analysis suggests that, although migration overall is currently running at least at pre-pandemic
levels, the post-Brexit migration system has produced, as designed, a clear break with pre-Brexit
trends, reducing labour supply for some sectors. There remains a substantial ‘shortfall” in migration for
work, even taking account of the impact of the pandemic. However, these impacts differ very
considerably between sectors. In lower-skilled sectors, work-related migration under free movement
does not appear to have been replaced by additional visa issuance under the new system. Meanwhile, in
higher skilled sectors, visa issuance has increased, and does appear to be consistent with levels of
migration that are broadly in line with pre-pandemic, pre-Brexit trends.

We are grateful to Madeleine Sumption and David Bailey for helpful comments. This research was part

funded by the Economic and Social Research Council and the Japan Society for the Promotion of Science
(Grant number ES/Wo1159X/1). The authors have no competing interests to declare.

JEL Classification: F22,]48, 61,68
Keywords: Brexit, migration, labour markets
Corresponding Author:

Jonathan Portes

Department of Political Economy
King’s College, London

Email: jonathan.portes@kcl.ac.uk



mailto:jonathan.portes@kcl.ac.uk

1.INTRODUCTION

Over the past 25 years, immigration has been a key driver of developments in the UK labour market
(Glover et al, 2001; Portes, 2019). The New Labour government elected in 1997 substantially liberalised
the UK’s migration regime, both in general and specifically for those moving here from outside the EU
to work. This was then followed by the expansion of the EU to Eastern and Central Europe in 2004 and
then to Bulgaria and Romaniain 2007, both of which led to large migration flows (in the latter case, in
2014, when transitional restrictions were lifted). The latest data suggest that close to 1in 5 UK workers

was born abroad (ONS, 2022).

In January 2021, alongside the end of the Brexit transition period, the UK introduced the most far-
reaching changes to immigration policy in recent history, which included in particular the end of free
movement between UK and the EU. This has, perhaps unsurprisingly, led to concerns among
businesses that had previously relied heavily on migrant workers from the EU, and calls for the new
system to be relaxed. However, at the same time, overall migration flows are currently at record levels

(ONS, 2022; Portes, 2022).

In this paper we attempt to explore these apparent contradictions in the light of recent developments.
We provide a descriptive assessment of the impact on a sectoral basis. We examine how overall labour
force growth has differed between sectors, both overall and in terms of the extent to which this growth
was driven by migrant workers, both from the EU and from outside the EU, prior to the pandemic. This
allows us to construct - both in terms of levels and in growth rates - counterfactuals, which we
contrast with observed outturns, as well as with data on visas issued by sector under the new system,

giving some insight into the extent to which flows under the new system are meeting labour demand.

While we are necessarily limited in our conclusions - in particular, it is very difficult to disentangle
changes driven by labour supply resulting from the new system from those resulting from labour
demand, some clear conclusions emerge. Current patterns of work-related migration are very different
from those under the old system, with some, mostly high-skilled, sectors seeing overall flows that are
broadly consistent with pre-pandemic, pre-Brexit trends, others, mostly lower-skilled have seen very

sharp falls.

2.DATASOURCES

We use two data sources to examine trends in employment by sector and by migrant origin. First, the

Annual Population Survey (APS), which (alongside the closely related Labour Force Survey (LFS)) is the



standard UK data source for labour market data and provides the data that underlies almost all existing
analyses of the impact of migration on the UK labour market. In particular, it includes variables on the
country of birth of the respondent, which allows us to distinguish between workers born in the UK, the

EU, and elsewhere.

However, the LFS/APS has some disadvantages; in particular, as a large-scale sample survey, it provides
reliable data on trends in population level aggregates (the employment rate, or the proportion of
workers who are born abroad), but at a sector level the estimates for migrant proportions are
considerably less reliable. More seriously, the pandemic resulted in significant, and differential,
reductions in response rates between migrants and non-migrants, meaning estimates between 2020
and late 2021 are not reliable. Finally, the recently released Census data shows considerably lower levels
of employment, but higher levels of self-employment, than shown in the APS (O’Connor, 2022).
Nevertheless, it remains the standard source, used for example in Migration Advisory Committee

(2022), which shows similar trends to those we describe below.

An alternative, and complementary, data source is HMRC data based on Pay as You Earn returns. This
has the advantage of providing a full count of all employees, rather than a sample. However, by
definition, PAYE data only covers employees and excludes self-employed workers, about 15% of the
UK labour force. This is a significant limitation in assessing labour market trends more generally, but in
analysing trends for work-related migration - where the overwhelming majority of new migrants arrive

on employer-sponsored visas - it may be an advantage.

This data does not record migration status or country of birth directly, but does however distinguish
between employees who grew up in the UK (and hence were automatically assigned a National
Insurance number) and those who applied for one after moving here, in which case their nationality at
the time of application is recorded. This is a different, and more restrictive (since it excludes people
who moved here as children) measure of ‘migration status’. It is, however, arguably more relevant for
examining the current function of the migration system than that used in analysis of the LFS and
hence in most previous research, since workers who moved here as children are, by definition, not new
migrants. Aggregate data by sector is available to late 2022, although data by nationality is currently

only available until July 2021.



3.PRE-PANDEMIC, PRE-BREXIT TRENDS

In our examination of pre-Brexit, pre-pandemic trends, we focus on the 2014-19 period. Over that
period, migration was a key driver of labour force growth in the UK, accounting for over half of the net
change of both total employment and the number of payroll employees. Table 1 shows that both data
sources provide similar results, with overall growth of about a million in those of UK origin, and

between 700 and 800,000 for those of EU origin, and broadly similar growth rates.

We also present the APS figures excluding first the self-employed, and then those whose reported date
of arrival, combined with their age, suggests that they arrived here as children. This should, in principle,
make them more directly comparable to the PAYE data. It does achieve this for those born outside the
EU. However, for those of EU origin both levels and growth are higher in the PAYE data than in the APS
data. This may in part be explained by some remaining differences in coverage (for example, the APS
data excludes those residing in communal accommodation), but it seems likely that the APS s
undercounting EU-origin workers. This is consistent with the early results from the 2022 Census (ONS,

2022).



Table 1. Growth in UK, EU and non-EU-origin employment, 2014-19, Annual Population Survey
and HMRC data.

UK
EU
Non-
EU

UK
EU
Non-
EU

UK
EU
Non-
EU

UK
EU
Non-
EU

Number, YE June

Number, YE Dec

Employment, YE June 2014-YE Dec 2019 - APS

% of total

Growth % growth employment
2014 2019
growth
25,459,206 26,518,239 1,059,033 4.2 50.4
1,742,413 2,480,077 737,664 42.3 35.1
2,775,615 3,393,043 617,428 22.2 20.4

Employment, excluding self-employed, YE June 2014-YE Dec 2019 - APS

Number, YE June

Number, YE Dec

% of total

Growth % growth employment
2014 2019
growth
22,109,347 22,586,995 477,648 2.2 22.7
1,396,292 2,066,001 669,709 48.0 31.9
1,831,539 2,784,583 953,044 52.0 45.4

Employment, excluding self-employed and arrivals as children, YE June 2014-YE Dec
2019 - APS

Number, YE June

Number, YE Dec

% of total

Growth % growth employment
2014 2019
growth
22,137,876 22,681,252 543,376 2.5 25.9
1,398,191 1,828,809 430,618 30.8 20.5
1,839,402 2,327,383 487,981 26.5 23.2

Growth in payrolled employees, July 2014 - December 2019 - HMRC

% of total
Number, June Number, Dec
Growth % growth employment
2014 2019
growth

24,867,500 25,889,000 1,021,500 4.1 45.5

1,839,500 2,637,900 | 798,400 43.4 35.6

1,687,200 2,113,100 425,900 25.2 19.0

Source: ONS, Annual Population Survey, and HMRC, Payrolled employments in the UK, by region,
industry and nationality from July 2014 to June 2021, March 2022.



When we examine the data at a sector level, however, very different patterns are observable, as well as
some differences between different data sources. We focus, in Chart 1and in what follows, on the 12
sectors with more than 1 million employees; together, they make up over 80% of total employment.
We present the APS data for all those in employment, to give the broadest picture of labour market

trends, although for the reasons above this means the two data sources are not strictly like-for-like.

Interestingly, while for both EU and non-EU origin workers, the two data sources give broadly similar
pictures across almost all sectors, this is not the case for UK-origin workers, where the APS shows
much higher growth in public administration and professional services, and lower growth in health and
wholesale and retail. Some of these differences may be explained by changing patterns of self-
employment; for others, it is less clear. Given our focus on trends in the migrant workforce, these

discrepancies do not substantively affect our analysis below.



Chart 1: Employment growth of UK-origin workers, EU CI-?A“EI%IG

workers and non-EU, between 2014 and 2019 EUROPE
ONS Annual Population Survey (APS) and HMRC Payrolled employments in the UK - by ?:E"TTSN:ﬁ“.fﬂfsﬂfﬁ“E“mM
region, industry and nationality from July 2014 to June 2021 (APS)/March 2022 (HMRC).

Changein Changein Changein
UK-origin EU-origin B non-EU origin
workforce workforce workforce

Health and HMRC

social care APS

HMRC
Education

APS

Public admin HMRC

and defence
APS

Adminand HMRC
support
services  APS

Professional, HMRC
Scientific and
Technical ~ APS

Financial HMRC

and
insurance  APS

Information HMRC
and
comms APS

Accomodation HMRC
and
food services ~ APS

Transport HMRC
dst
andstorage
Wholgsale, HMRC
retail and
repa}rof APS
vehicles
. HMRC
Construction
APS
HMRC
Manufacturing
APS
-200k -100k +100k +200k +300k +400k  +500k

Source: Sources: ONS Annual Population Survey (APS) and HMRC Payrolled employments in the UK - by region, industry and nationality from fuly 2014 to June 2021 (APS)/March
2022 (HMRC).

Note: Data are from the July-June 2014 and January-December 2019 rounds of the Annual Population Survey, and between July 2014 and December 2019 from the HMRC dataset.



In manufacturing, accommodation and food service, and transportation and storage, increases in EU-
origin employees accounted for most of the growth in workers born outside the UK. By contrast, UK-
origin employees accounted for most of the growth in professional services and in health and social
care. Non-EU nationals were more evenly distributed across sectors, with the largest rise in absolute
terms being in health, followed by information and communication (ICT), but even here only
accounted forless than a third of net employment growth. In education, they made up more than

40% of growth of non-UK-origin employees, likely concentrated in higher education.

These differential patterns are not surprising given the pre-Brexit migration system, where EU citizens,
under free movement, could work in any job. For non-EU migrants, the position was much more
complex; to qualify for a ‘Tier 2’ visa, new migrants needed to satisfy relatively stringent skill and salary
thresholds, although those entering by the family route or as a dependent (and recognised refugees)

could generally work in any job, while students could also work subject to various restrictions.

The net effect was not only that EU migrants were much more likely to be able to work in lower skilled
or lower paid occupations, but also that they and their potential employers had considerably more
flexibility, with far lower costs of hiring or of moving jobs. As a result, many smaller employers were
able to hire EU migrants without engaging with the costs or bureaucracy of the immigration system at
all. The sectors that are particularly dependent on EU migrants were therefore not just those
characterised by lower levels of pay, like accommodation and food services, but also by smaller firms

and higher labour turnover, like transportation and construction.

Meanwhile, non-EU migrants arriving on work visas were generally concentrated in specific higher-
skilled sectors, especially ICT. However, there are significant migration flows through other routes, in
particular family reunion and refugees. While such migrants are much less likely to enter the labour
market immediately, since work is not typically their main motivation for immigration, they make up a
large proportion of longer-term migrants (since they are less likely, having moved to the UK, to
emigrate). Over time a substantial proportion will enter employment. Since they face no specific
restrictions on occupations or salaries, they are likely to be much more diffused across the economy

than those entering on work visas.

4. THEPOST-BREXIT MIGRATION SYSTEM

The new post-Brexit migration system was introduced in January 2021, concurrently with the end of

the Brexit transition period and implementation of the Trade and Cooperation Agreement, which



contained no significant provisions on migration or labour mobility (UK in a Changing Europe, 2021).
Free movement was ended, and the vast majority of migrants coming to the UK to work, whether from
the UK or beyond, now have to apply for a ‘Skilled Work Visa’, for which prospective migrants require a
job offer above a certain salary and skill threshold (Portes, 2022). The exception is those from Ireland,
who continue to benefit from the Common Travel Area; and those EU citizens who have acquired
settled statusin the UK under the Withdrawal Agreement, who will generally be able to return to the
UK to work even if they have left.

In effect, this means a significantly more restrictive system for work-related migration from the EU,
with some liberalisation for those from outside the EU, as the new skill and salary thresholds are lower
than under the previous ‘Tier 2’ visa for skilled migration, and some other requirements have been
loosened (for example, there is no longer a Resident Labour Market Test). There are also special
provisions for the health and care sector, with lower visa fees and less stringent requirements on both
skill levels and salaries. These were further loosened in early 2022 for care workers. In addition, the
Seasonal Worker Visa scheme provides temporary visas, of up to six months, for workers in the
horticulture sector (as well as a very small number in the poultry sector). This scheme is limited by a

quotaof 40,000in 2022.

Given the complexity of work permit and work-related migration systems in advanced economies, it is
difficult to compare them; however, the combination of relatively low salary and skill thresholds and
the lack of a resident labour market test mean that the new system appears liberal compared to that of
most advanced economies, including the major EU countries, although of course employersin EU
countries can hire workers from anywhere in the EU/EEA/Switzerland free movement area. The basic
salary threshold, currently £25,600, is well below median full-time earnings, and the skill threshold,
RQF3 or above, also covers a clear majority of all occupations. This means that well over half of all jobs
in the UK labour market are in principle eligible for a Skilled Work Visa. By comparison, the standard
salary threshold in France and Germany is about €50,000, and the skill threshold for a European Blue
Cardis a Masters’ level qualification and 5 years of relevant experience. Even countries which are more
liberal in principle, like Sweden, apply alabour market test. However, visa fees and other charges are
relatively high by international standards, and employers are required to register as a sponsor, which

may deter SMEs and employers who have not previously hired workers from outside the EU.

Prior to Brexit, most analyses suggested that the new system would result in a significant fall in
migration for work (Home Office, 2020; Forte and Portes, 2019) as falls in migration from the EU
resulting from the end of free movement would only be partially offset by increases in migration

resulting from the effective liberalisation towards workers coming from elsewhere. At the same time,

10



the new system was - by design - also intended to reduce inflows of lower-skilled, lower-paid workers

but to increase inflows of higher-skilled workers.

In a number of sectors, the vast majority of EU workers currently working would not have been eligible

for a Skilled Work Visa (Chart 2, reproduced from Home Office, 2020).

Chart 2: Proportion of projected long-term worker EEA inflows to sectors no longer
eligible under Option 1in the central baseline and behavioural response scenario
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Source: Home Office modelling using ONS Annual Population Survey 2016-18 and Annual Survey of Hours and Earnings 2019,
modelling described in the Technical Annex.

The introduction of the new system coincided with a turbulent period in the UK economy and labour
market. With the removal of most covid-related restrictions in early 2021, labour demand rose sharply,
and substantial labour shortages and bottlenecks became apparent. Much of this related directly to the
disruption resulting from the pandemic and the reopening, but there had also been significant net
emigration of EU-origin workers during the pandemic (Sumption, 2021), which further aggravated
labour shortages in some sectors. Not surprisingly, given the various different factors at work - not to
mention the disruption to the compilation of official statistics on migration and labour markets during
the pandemic period - it is very hard to draw any firm conclusions on the impact of the new migration

system from developments during this period.

Two years after the introduction of the new system, however, appears to be an appropriate time to
assess its early impacts, particularly in terms of labour market flows. In particular, current discussion of
the new system has two, apparently contradictory, themes. On the one hand, there is a clear
consensus among business groups the new systemis leading to labour shortages, which are inhibiting
growth (House of Commons Library, 2022). For example, Lord Wolfson, the Chairman of Next, said

that the current systemis ‘crippling growth’.
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By contrast, others, including influential voices within the current government, argue that the new
systemis actually far too liberal (O’Brien, 2022), as a result of ‘employer lobbying’, and was ‘created to
increase’ work-related migration (Timothy, 2022) This reflects recent data suggesting that contrary to
the expectations described above, total net migration is now substantially higher than immediately

prior to the pandemic (ONS 2022).

Chart 3: UK migration in the year to June 2022
Long term international migration estimates in the UK
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The very sharp rise in the latest data in large part reflects special factors, including large numbers of
arrivals from Ukraine and Hong Kong. Much is also driven by increasing number of international
students, the vast majority of whom subsequently leave the UK. However, aggregate data on work
visas issued also suggests a significant increase in work-related migration, as shown in Chart 4

(reproduced from Home Office, 2022). (Portes 2022b).
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Chart 4: Work visas granted by the Home Office, September 2013-September 2023
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How might we expect employers to respond to the new system? In principle, there a number of ways

employers could respond to the end of free movement (see, e.g., Portes, 2021; Sumption et al, 2022):

e Recruiting workers from abroad (either from the EU or elsewhere) under the new system,

usually by sponsoring them on a skilled work visa

e Attracting more workers from the resident UK workforce, most obviously by raising wages, but

also perhaps by making jobs more attractive or accessible in other ways

e Increasing productivity, via investment or training

Reducing employment or output.

Similarly, of course, employers could respond to the liberalisation of migration rules for non-EU
citizens in analogous but opposite ways, in particular by recruiting employees from abroad when
previously they did not; this could in turn lead to increased employment or output, or possibly reduced

wages or employment of resident workers.
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5. COUNTERFACTUAL ANALYSIS OF EMPLOYMENT TRENDS

Our particular interest here is in trends in employment (Hunsaker and Portes, forthcoming, will
examine wage trends). We examine post-pandemic, post-Brexit trends in employment by nationality,
and compare them with a counterfactual under which previous, pre-pandemic trends continued.
Interpretation of these trends is obviously complicated by other factors which might mean that post-
pandemic trends in labour demand differ between sectors; for example, structural changes resulting
from behaviour change (for example, the growth of remote working) and Brexit impacts more broadly
than just migration. Separating out these other potential shocks to demand is extremely difficult and
unlikely to be feasible with data available now.

Nevertheless, it does seem likely that changes to migration flows, driven at least in part by the new
system, are one driver. In this section, we attempt a rough quantification of the overall ‘shortfall’ in
migration flows, first for the economy as a whole, and then by sector, using a difference-in-differences

approach. We proceed as follows:

e We calculate the average growth rate in the workforce, by region of origin (UK/EU/non-EU),
for the 2014-19 period, using the Annual Population Survey. Given the unreliability of the data
during the pandemic, we ignore 2020 and 2021 for the purpose of constructing the trends
prevailing prior to the introduction of the new system.

e Weassume, for the purposes of our counterfactual, that growth rates in the non-UK born
workforce would have followed a similar trajectory to that of the UK-born workforce. Note
that this does not ignore the impact of the pandemic - rather, it assumes that there is no
marked differential impact on labour demand between UK and non-EU workers.

e Thatis, if average growth in UK-origin employees fell by 1 percentage point in the post-
pandemic period compared to the pre-pandemic period, then we assume that absent changes
to the migration system then the 2014-19 growth rate in EU and non-EU employment would

have also fallen by 1 percentage point.

This attempts to control for changes in labour demand at a sector level driven by factors unrelated to
migration by comparing trends in migrant workers to that of the domestic workforce. Note that to the
extent that part of the change in the trend growth rate of the UK born workforce will also be driven by
labour supply - in particular, the marked rise in inactivity following the pandemic (ONS, 2022) - our
counterfactual will underestimate the rise in migrant workers that would have otherwise occurred. On
the other hand, our estimates will at least partially be picking up the lasting impact of the pandemic on
the stock of resident migrant workers, so may overstate the impact of the introduction of the new

system. Particular issues apply to the health sector, as described below. Our methodology is
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necessarily crude, and inevitably, given the time period covered, we are even with the adjustments
described above to some extent conflating the impact of the pandemic with that of the introduction of
the new system - and the two clearly interact. Nevertheless, we think this is a useful thought

experiment.

The results for the entire labour force are shown in Chart 5. There is a significant shortfall of EU-origin
workers of about 460,000 workers, partly but not wholly compensated for by an increase (relative to
our assumed counterfactual, not relative to pre-pandemic growth rates) of about 130,000 non-EU

workers.

Note that asillustrated on the chart, the shortfall begins during the pandemic, coinciding with the
departure of a substantial number of EU workers - in other words before the introduction of the new
system. While we would not place too much weight on the precise path of our estimates over the
pandemic period, given the issues with the data, this does mean that our estimates will to some extent
conflate the influence of the new system with that of the pandemic (although this effect is much less
visible for non-EU workers, so it is not purely a pandemic effect). They could also be interpreted as
implying that some of the shortfall for EU workers reflects that, absent the new system, a period of

catch-up growth might have been expected after pandemic restrictions ended.
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As set out above, our difference-in-difference approach assumes that the fall in the number of UK
workers was largely driven by a shock to labour demand; if the growth rate of UK-origin workers fell, we
assume that the growth rate of non-UK workers fell proportionately, and that employers were not
seeking to replace UK workers with those born elsewhere. But, as noted above, the fall in UK origin
workers may also reflect lower labour supply. As a check, we also adopt an alternative, simpler
counterfactual that assumes that the pre-pandemic growth rates would have continued at the same

rate for UK, EU and non-EU origin workers, but that one year of growth is ‘lost’ to the pandemic.

In contrast to our first approach, which assumed that the fall in the number of UK workers was driven
solely by a shock to labour demand, this also allows for differential falls in supply, and produces a
shortfall of just over 500,000 UK-origin workers, not far off the rise in inactivity (ONS 2022), and
comparable to that suggested by other analyses (Bank of England, 2022). The shortfall for EU workers
by this method is about 350,000, while the ‘excess’ of non-EU workers is about 165,000, so this
method gives quite similar results to our preferred approach, suggesting that at the level of the

workforce as awhole it is a reasonable guide to developments.
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On asector level, the results are unsurprisingly much more mixed. The results (using our preferred
counterfactual) are shown in the table below. There are large shortfalls in manufacturing, transport,
construction, wholesale and retail, and accommodation and food service. In all of these sectors EU
employment is well below the counterfactual (as well as its previous level), while there is no visible
substitution from non-EU origin workers. Our simpler alternative counterfactual gives very similar

results.
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Table 2. EU and non-EU change in employment, 2020-22, with counterfactuals.

Out-turn, Q2 Counterfactual, Q2 Gain/loss of Gain/loss as % of
2022 2022 workers total
Number of employment in
Number of workers under new system ploy
Sector workers sector
EU 276,000 278,000 -1,700 -0.04%
Health and / / / 4
. Non-
social work EU 711,000 637,000 74,000 1.65%
EU 237,000 195,000 42,000 1.20%
Education Non-
EU 357,000 299,000 58,000 1.68%
X X EU 100,000 106,000 -5,800 -0.23%
Public admin
Non-
and defence £ 188,000 163,000 25,000 0.99%
. EU 121,000 153,000 -32,000 -2.26%
Admin and >3 3 ?
Non-
support EU 182,000 204,000 -22,000 -1.56%
. EU 103,000 114,000 -12,000 -0.84%
Finance and
. Non-
insurance FU 184,000 189,000 -5,500 -0.39%
Information EU 150,000 159,000 -9,000 -0.55%
and
communicatio  Non- 291,000 271,000 20,000 1.22%
n EU
. EU 177,000 244,000 -67,000 -4.08%
Accommodati
Non-
on and food EU 251,000 282,000 -31,000 -1.86%
. EU 137,000 265,000 -128,000 -8.45%
Transportation N
on-
and storage EU 253,000 256,000 -3,100 -0.20%
EU 164,000 210,000 -46,000 -2.17%
Construction Non-
EU 132,000 139,000 -6,600 -0.31%
EU 277,000 324,000 -47,000 -1.73%
Manufacturing  Non-
EU 234,000 242,000 -7,900 -0.20%
Wholesale, EU 263,000 366,000 -103,000 -2.79%
retail, repairof  Non- 6 o
motor vehicles  EU 360,000 377,000 -17,000 -0.46%
Professional, EU 193,000 241,000 -48,000 -1.79%
scientific, Non- 8e0
technical EU 344,000 321,000 23,000 0.85%

Source: ONS, Annual Population Survey.
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Other sectors, which typically employ higher skilled or paid workers, show rather different patterns. In
Information, communication and technology, the growth in non-EU workers is above pre-pandemic
trends, and has more than offset the fall in EU workers. In other high skill service sectors - professional
service and finance - non-EU workers are broadly in line with trend, while there is a relatively modest
shortfall in EU workers in finance, and a somewhat larger one in professional services.

One clear outlier is health, where the growth in the non-EU workforce has been very large, more than
compensating for the small fall in the EU-origin workforce compared to trend. This reflects both high
demand both during and after the pandemic, and difficulties in retaining the existing NHS and care
workforce at a time of considerable pressure on workloads and falling pay relative both to inflation and
to the private sector, which means that despite high demand UK-origin workforce growth has been

very weak.

6. VISADATA

An alternative perspective on the shortfall in migrant workers is gained from looking at data on visas
issued under the new system. Overall, the number of skilled work visas has risen substantially
compared to the pre-Brexit system; but this obviously reflects in part the fact that under free
movement EU citizens did not need visas.

One way of looking at this is to note that in the 2014-2019 period, the number of work visa applications
per year averaged just over 130,000"; this translated into a net increase in non-EU origin payrolled
employments of about 80,000 a year (when using the HMRC data described above). This translation is
not mechanical - we are comparing gross flows with net changes, and moreover, as noted above, a
significant proportion of hon-EU migrants taking up employment will not have required (or been
eligible for) a work visa. Nevertheless, for the main sectors employing non-EU migrants, thereis a
reasonably strong correlation between the two figures.

Very crudely, this would suggest that, since the net increase in EU employees between 2014 and 2019
was about twice as large, the number of work visas issued would also need to increase almost three-
fold, to just under about 370,00 a year. In fact, in the latest data, in the year to the third quarter of
2023, it had risen to just over 300,000 ayear. Anumber of further caveats need to be applied here. In
particular, this figure ignores EU citizens with settled status now resident outside the UK, who may

well number over a million, although their propensity to return to the UK is unknown. It also ignores the

"We use applications since the data are available at sector level in a timely fashion. Almost all applications are
approved.

19



potential boost to non-EU labour supply from refugees, in particular Hong Kong and Ukraine, and the
increased number of dependents entering under the new system, who typically have unrestricted
rights to work. However, excluding the health sector, which accounts for about 40% of visas issued,

the shortfall appears considerably larger, with only about two-thirds of the ‘required” humber of visas

issued.
UKINA
Chart 6: Visa applications, year ending Q3 2022, and visas CHANGING
EUROPE

needed to achieve pre-Brexit annual change in employment
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Visas needed to achieve pre-Brexit  Visasissued, Q4 2021- Q3 2022
employment change

Sources: HMRC, Payrolled employments in the UK, by region, industry and nationality from July 2014 to June 2021, March 2022; Home Office, Immigration statistics, year ending
September 2022, work sponsorship and authors’ calculations.

Thisin turn, as with employment trends, reflects the very different experience of different sectors.

20



Table 3. Change in non-UK-origin employees, 2015-19, and visa applications, year ending Q3

2022, selected sectors

Annual average increase  Annual averagevisa Visa

in non-UK-origin applications applications
payrolled employees, Q4 2021to
2015-2019 per year, 2015-2019 Q32022
Health and social work 32,800 16,499 06,928
Wholesale and retail; repair of
motor vehicles 20,920 1,806 3,446
Administrative and support
services 22,120 3,983 5,702
Accommodation and food
service activities 22,060 1,088 6,397
Transportation and storage 20,460 607 1,523
Manufacturing 20,020 4,006 9,081
Professional, scientific and
technical 19,180 17,479 29,541
Information and
communication 15,180 30,011 37,527
Education 12,520 7,813 10,476
Construction 9,880 839 3,066
Finance and insurance 5,160 11,046 20,317
Public administration and
defence; social security 2,320 417 1,106

Sources: HMRC, Payrolled employments in the UK, by region, industry and nationality from July 2014 to
June 2021, March 2022; Home Office, Immigration statistics, year ending September 2022, work
sponsorship.

We can see that - excluding health - sectors effectively fall into two groups. In lower skill sectors, such
as manufacturing, hospitality and wholesale and retail, very few work visas have been issued; in other
words, the new system is providing little or no replacement for the fall in migration from the EU
resulting from the end of free movement. This does not mean that such sectors are not recruiting
migrants at all, since those arriving via other routes can still work in these sectors, but it does
demonstrate that the new systemis not facilitating work-related migration to any significant extent,
in contrast to the pre-Brexit position.

By contrast, in some higher skilled sectors - ICT, finance, professional and technical, and education -
visaissuance is comparable to the net change in non-UK employment seen pre-pandemic. These were

also the sectors which relied heavily on work-related visas prior to the introduction of the new system.
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For these sectors we attempt to measure whether or not in fact the new systemis as ‘open’ overall as
before, using a similar approach to that shown above for the labour market as a whole. We calculate

the ratio of the net change in non-EU employment to visaissuance for the pre-pandemic period, and

then calculate the number of visas that would be required to support the pre-pandemic growth in

employment, assuming this ratio remains constant.

This is clearly a crude measure - we are comparing the net change in the stock of non-EU workers, not

all of whom will require a visa, with visa flows - but seems like a reasonable way to scale the current

flows. The results are shown below, and suggest that the new system does overall provide a comparable

degree of openness, albeit somewhat less so in ICT and education, at least so far (note that the

effective abolition of the long-term intra-company transfer visa has disproportionately affected the

ICT sector).
. UKINA
Chart 7: Is the new system as open as before Brexit? CHANGING
Visas issued in some high-skilled sectors vs visas needed EUROPE
to retain pre-pandemic growth in employment 7%355:;*15::2?:5::;:%.%
W Visas needed to achieve pre-Brexit employment change
60,000 Visas issued, Q4 2021- Q32022
50,000
40,000
30,000
20,000
10,000
o]
Informationand  Finance and insurance Professional, scientific Education
communication and technical

Sources: HMRC, Payrolled employments in the UK, by region, industry and nationality from July 2014 to June 2021, March 2022; Home Office, Immigration statistics, year ending
September 2022, work sponsorship and authors’ calculations.
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7. ANALYSIS

Prior to the pandemic, migration was a key driver of UK labour force growth, not just in aggregate but
for most sectors. But the nature of the migration system dictated the sectoral distribution of this
migration, with relatively low-paid workers in typically lower skilled sectors coming from the EU under
free movement, while higher skilled sectors (including the health sector) recruited both from the EU
and beyond, under the relatively restrictive rules governing work-related migration from outside the

EU.

The new system, which has equalised this two-tier system by applying the same rules to new work
migrants regardless of country of origin (with the exception of those from Ireland) has, as expected,
resulted in a large reduction in EU migration and an increase in non-EU migration. Our analysis
suggests that, although migration overall is currently running at least at pre-pandemic levels, there
remains a substantial ‘shortfall’ in migration for work; that is, that migration-driven labour force
growth is substantially below plausible counterfactuals, even taking account (in a mechanistic way) of
the impact of the pandemic and associated changes in labour demand, although these calculations are

admittedly based on a very broad-brush methodology.

However, as would be expected given the nature of pre-pandemic work migration, these impacts differ
very considerably between sectors. In lower-skilled sectors, work-related migration under free
movement does not appear to have been replaced by additional visa issuance under the new system.
Meanwhile, in higher skilled sectors, visa issuance has increased, and does appear to be consistent with
levels of migration that are broadly in line with pre-pandemic, pre-Brexit trends; that is to say, the loss
of free movement has been balanced by the somewhat more liberal post-Brexit regime for skilled work

visas.

One point that emerges from the above is that while under the new, more liberal system, non-EU
migration has, as expected, increased quite significantly it has done so primarily by increasing visa
numbers in sectors and occupations which were already relatively open, especially the health sector,
rather than by taking advantage of the new system to extend the use of the system to sectors which
previously relied on EU migrants. This is despite the fact that a substantial proportion of jobs in these
sectors would in principle be eligible for skilled work visas. For example, while median pay in
accommodation and food services is less than half the national average - suggesting that relatively few
positions would qualify for a Skilled Work Visa - both construction and transportation have above

average pay (Migration Observatory, 2022).

There are a number of possible explanations for this. Many employers, particularly smaller employers
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and those who have previously relied on EU workers, are less likely to have sponsored non-EU migrants
for work visas in the past, so face the start-up costs of securing a sponsor license and familiarising
themselves with the system. And the costs (financial and administrative) will make up a greater
proportion of employment costs for lower-paid workers (MAC, 2021). This may mean that the
apparent liberalism of the new system proves more restrictive in practice; alternatively, over time, as
awareness spreads and employers become more familiar with the new system, it may be that visa
issuance spreads beyond the ‘traditional” higher skilled sectors. And of course broader labour market

developments will influence future demand for migrant workers.

7. CONCLUSION

The post-Brexit migration system has produced, as designed, a clear break with pre-Brexit trends,
reducing labour supply for some sectors. Thisis arguably ‘a feature not a bug’ (Portes, 2022). The
rationale for the new system was, at least in large part, a view the availability of a relatively flexible
supply of labour, particularly in lower paid occupations, had reduced the incentive for firms to increase
productivity by training the resident workforce or investing in equipment or other ways of enhancing
labour productivity, and hence wages. Restricting this option would therefore, it was argued, result in
increases in productivity. Others, however, noted that there was little evidence that migration had in
fact reduced either productivity or training in the UK (Portes, 2018) and argued that the main response
was likely to be reductions in employment and output, perhaps alongside some adjustment in relative
wages.

The jury is still very much out on these issues, with impacts on productivity in particular likely to
manifest only over a longer period. As yet, there s little evidence either of non-UK workers being
substituted by UK ones or of wages responding (Migration Advisory Committee, 2022). Most of the
adjustment is therefore likely to take place through lower employment, which is indeed visible;
whether businesses can over time compensate with increased productivity, rather than simply

reducing output, remains to be seen.
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