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Some immediate impacts of Brexit 
UK based manufacturers have benefited from the 
strength of domestic demand in recent years as 
well as full access to the EU’s Single Market. The 
recent fall in the value of the pound has had both 
positive and negative effects. A positive short-
term effect is that exports have become more 
price-competitive, while the UK is still a member 
of the EU, supporting production in the UK. The 
adverse effect however, is the increasing cost of 
imported goods. The UK automotive sector relies 
greatly on the import of parts, components and 
fully assembled vehicles. This has already forced 
one manufacturer to increase its new car prices in 
order to stay profitable, while other automakers 
have warned of similar steps. New car sales in 2017 
are still expected to remain broadly stable with a 
minor growth of 0.5%. In 2018 and 2019, however, 
new car sales could decrease to an estimated sales 
of 2.61 million and 2.45 million units respectively, 
mainly due to the uncertainty of the outcome of the 
Brexit negotiations and parallel economic struggles 
of the US economy in this time period, possibly 
increasing new car prices. Yet, by 2020, sales are 
again forecasted to increase by 9.0% to 2.67 million 
cars, on the back of increased car park renewal 
due to stricter emissions regulations and new 
technology.

For now, vehicle manufacturers and part makers 
have not made any announcement that they are 
leaving the UK. But the outcome of the UK’s exit 
negotiations and the subsequent negotiations 
about the UK’s new relationship with the EU, will 

determine the viability of long-term investments. 
This will affect the future of thousands of jobs 
in the UK, the UK economy at large, as well as 
the UK automotive industry. For the moment, 
the uncertainty about the future structure of 
the relationship between EU and UK has caused 
manufacturers to put investments on hold. One big 
Japanese car manufacturer recently announced that 
they will not make any further investments into 
their UK based plant unless the UK governments can 
commit to compensation in the case of import tariffs 
being imposed once the UK leaves the EU. 

While automotive manufacturers are thinking 
about their possible courses of actions, for the time 
being investments are broadly put on hold. As the 
UK’s exit negotiations come to a close in 2019 4and 
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the conditions under which the UK will leave the 
EU will become clearer, automakers are assumed 
to enter a new decision-making phase. Depending 
on the outcome of both the exit deal and the UKs’ 
future trading relationship with the EU, there 
are three different investment options available, 
namely: new investments, keeping the status quo or 
disinvestment. Those decisions are important and 
may have a significant impact on the automotive 
sector in the UK as well as on jobs and the economy 
at large. However, from the moment a decision is 
made until its implementation, there is usually a 
period of two to three years, meaning that those 
affected will have some time to adjust. 

4  Anticipated end date of the exit negotiations.
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Future scenarios
Autofacts has modelled three scenarios for UK light 
vehicle assembly. While the scenario whereby the 
UK would remain an EEA member is by now largely 
hypothetical,5 the upside scenario assumes that the 
UK will keep its access to the EU’s Single Market. 
Therefore, manufacturers continue to invest into 
existing plants, dealerships and labour force of 
the UK automotive industry. Auto manufacturers 
remain committed to the UK as an automotive 
production hub. They aim to achieve high 
utilisation of their existing plants and keep their 
competitiveness in the global market. By 2022, 
light vehicle assembly is forecasted to exceed the 2 
million unit mark under this scenario. 

The base scenario assumes that the UK loses its 
unlimited access to the single market but is able to 
negotiate bespoke agreements for certain sectors, 
of which automotive would be one. Under this 
scenario, OEMs are expected to make no additional 
investments, but to keep the current status quo. In 
the time period between 2016 and 2022, UK light 
vehicle assembly is expected to decrease to 1.71 
million units in 2022 before recovering slightly. 
Moreover, the growth rates during this period are 
rather mixed, due to a possible shift in production, 
reflecting the needs of the market. 

The downside scenario in which the UK falls back 
to the most favoured nation (MFN) rules by the 
WTO, assumes a hard hit for the UK automotive 
market. As a consequence, manufacturers would 
not only stop investments but also disinvest in 
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order to avoid the increasing costs of trade barriers 
and tariffs. This could mean the closure of plants 
and dealerships as well as layoffs at all levels 
of the automotive value chain. As most global 
manufacturing groups still show excess capacities 
in other European production facilities, production 
determined for consumption in the European 
market could be (at least partially) shifted to the 
EU mainland. Additionally, assembly of successive 
product generations as well as new models would 
most likely be shifted completely to these plants. In 
terms of light vehicle assembly, this could lead to a 
second crisis of the UK automotive industry and a 
sharp decline of output to less than 1 million units 
by 2022 – depending on manufacturer’s decisions 
on volume re-allocation.

5 �The UK government has made clear that it could not accept 
the free movement of people that comes with this scenario, 
but there has been some mention of EEA membership as an 
interim solution in the years after the UK has left the EU and 
until it has secured a comprehensive free trade agreement 
(FTA) with the bloc. If the UK government opts for an FTA 
with the EU, it is likely that there will be an interim period 
between when the UK leaves the EU and when a new FTA 
can be concluded. Judging from recent opposition to 
CETA, the EU’s FTA with Canada, by the Wallonian regional 
parliament, and the fact that it has taken the Commission 
seven years to get to this point, it would be reasonable to 
assume that similar delays may come into play in the case 
of FTA negotiations between the EU and the UK.

Chart 3  UK: Light Vehicle Assembly Scenarios (millions)

Source: Autofacts Analysis, Autofacts 2016 Q4 Forecast Release
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The Takeaway
The political situation is hard to read and may 
change quickly. Businesses should be exploring 
the impacts of all possible scenarios, and develop 
strategies that will allow them to pursue their 
business objectives in any event. 

While the overall negotiations are likely to take 
longer than just two years, the EU has been seen to 
allow for pragmatic arrangements in the past. We 
would advise the industry to develop a common 
automotive industry platform, in order to make 
sure the common interests of suppliers, assemblers, 
distributors, retailers and the service industry are 
aligned ahead of the upcoming negotiations, in 
order to get the best possible outcome of any future 
trade deal with the UK. 

Some companies may want to review their OEM 
and supply chain investments in the UK in light of 
the changing economic and trade environment, 
including sterling’s depreciation and the prospect 
of increased trade costs. Brexit may provide an 
impulse to start or upgrade their globalisation 
efforts, especially in the direction of countries that 
are not in the EU but entertain privileged (sectoral) 
trade relationships, such as South Africa, South 
Korea, Turkey, Mexico or – potentially – Canada. 
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