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[bookmark: _Toc182937992]Abstract
This dissertation explores how Brexit has affected small and medium-sized enterprises (SMEs) in the UK, which comprise more than 99% of the country’s businesses and are crucial for employment and innovation. A quantitative analysis of secondary data looks at changes in SME growth, employment trends, and the number of VAT-registered businesses between 2014 and 2024. The findings show that Brexit has brought significant challenges, such as labour shortages, higher operational costs, and limited market access. These issues have led to more job vacancies, fewer business registrations, and increased business closures. The study highlights how Brexit has exacerbated existing weaknesses in the SME sector by applying Rajan’s "fault lines" theory and other socio-economic models (Rajan, 2010). It concludes with practical recommendations for policymakers, including reforms to the labour market, reducing regulatory hurdles, and providing better financial support to help SMEs adapt and thrive in the post-Brexit economy.
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[bookmark: _Hlk182933203][bookmark: _Toc182937993]Introduction
The 2016 Brexit referendum marks a transformative moment in the United Kingdom's socio-economic landscape, with profound effects on the small and medium-sized enterprise (SME) sector, which comprises over 99% of UK businesses and employs roughly 61% of the private sector workforce (ONS, 2024b; BEIS, 2022). As central drivers of employment, innovation, and regional economic resilience, SMEs are susceptible to disruptions caused by significant political and economic shifts (Blundel, Lockett and Wang, 2017; Bayraktar and Algan, 2019). Brexit's impact on SMEs has been extensive, creating new trade barriers, regulatory hurdles, and labour market constraints that complicate their operational and growth potential (Martill and Staiger, 2018).
One of Brexit's most immediate impacts was in employment and labour costs. SMEs that previously depended on a flexible EU workforce now face restricted labour mobility, worsening labour shortages, and intensifying competition for skilled workers (Oehler, Horn and Wendt, 2017; MAC, 2023). This dynamic has increased wages and operating costs, placing additional pressure on SMEs, which often function with limited resources and narrow profit margins (Warhurst and Nickson, 2020; FSB, 2023). In addition to these challenges, SMEs are now grappling with increased administrative requirements related to VAT registration and compliance, affecting their ability to stay competitive in domestic and global markets (Carter and Jones-Evans, 2000). These conditions prompt critical questions about how SMEs adapt to the post-Brexit environment, particularly concerning business growth indicators, employment stability, and sustainability metrics such as the number of VAT-registered businesses and business birth and death rates (Blackburn and Schaper, 2016).
This dissertation addresses three core research questions central to understanding the broader economic implications for UK SMEs: How have SMEs’ growth metrics shifted post-Brexit? How has Brexit impacted employment levels for SMEs? What are the effects of Brexit on VAT registrations and UK businesses' birth and death rates? To investigate these questions, this study will analyse secondary data from reliable sources like the ONS, focusing on quantitative metrics that reveal trends in SME performance since Brexit (Nachmias, Nachmias and Dewaard, 2022). Following a positivist research philosophy, this dissertation employs a hypothesis-driven approach, drawing on socio-economic theories such as Rajan’s (2010) “fault lines” theory, which suggests that socio-economic changes magnify pre-existing structural vulnerabilities, and Danny Dorling`s (2020) model of democratic capitalism, which interprets Brexit as a response to the perceived failure of globalisation in safeguarding local business interests (Jacobs and Mazzucato, 2016; Stiglitz, 2017).
The study's primary hypothesis is that Brexit has created substantial employment challenges for SMEs, leading to higher vacancy rates and increased employment costs. In contrast, the null hypothesis proposes that Brexit has not produced measurable changes in SME employment metrics (Field, 2017). Through statistical analysis, including descriptive and t-testing, this research aims to quantify Brexit’s influence on SME performance, offering insights into how SMEs navigate the post-Brexit business climate. Alongside its academic contributions to understanding Brexit’s economic impacts, this study intends to present evidence-based recommendations for policymakers to support SMEs in overcoming these challenges, fostering their resilience and ongoing role in the UK economy (Burns, 2016).
Organised into five chapters, this dissertation will provide a comprehensive literature review, outline the research methodology, present a detailed analysis of findings, and discuss potential policy responses based on these results. This research aims to expand the literature on SME adaptability and sustainability in the context of rising economic challenges, regulatory complexity, and labour constraints (Per Davidsson, 2004). By systematically examining these pivotal issues, the study will contribute to understanding SMEs' distinctive challenges in the post-Brexit era and propose actionable recommendations to sustain this vital sector of the UK economy.

[bookmark: _Toc182937994]Literature Review
[bookmark: _Toc182937995]Theoretical Framework and Relevance to Research Questions
The Brexit referendum stands as one of the most significant events in the UK’s socio-economic and political landscape, especially for small and medium-sized enterprises (SMEs), which are fundamental to the UK economy (Blundel, Lockett and Wang, 2017; ONS, 2024b) This study investigates Brexit’s impact on SMEs by analysing key aspects: business growth metrics, employment levels, VAT registrations, and business birth and death rates. Socio-economic theories provide a strong foundation for this analysis, using concepts such as economic fault lines and market volatility to examine SMEs' unique challenges in the post-Brexit period (Martill and Staiger, 2018).
A central component of this analysis is Rajan’s (2010) “fault lines” theory, which stipulates that underlying vulnerabilities in financial and social systems amplify the impact of disruptive events, thereby revealing and worsening existing weaknesses. Brexit has introduced substantial risks for SMEs that rely on cross-border operations (Duda-Mikulin, 2019; 	Bailey and Budd, 2017). Labour mobility restrictions have driven up labour costs and created uncertainty in employment, directly impacting SME growth metrics and employment stability (Hantrais, 2019; Warhurst and Nickson, 2020). According to the Federation of Small Businesses (FSB, 2021), these increased labour and operational costs have undermined the competitiveness of SMEs, particularly those reliant on EU trade and skilled labour. Rajan’s theory, therefore, serves as a valuable framework for understanding the increased financial and operational challenges SMEs face due to Brexit.
[bookmark: _Toc182937996]Socio-economic Divides and Structural Weaknesses in SMEs
Research by Evans and Menon (2017) and McCann (2016) further illustrates how Brexit has deepened existing socioeconomic divides, leading to shifts in regional and income-based inequalities that disproportionately impact SMEs. These scholars argue that Brexit has exposed and intensified structural weaknesses within the SME sector, which aligns with Piketty’s (2014) findings on economic polarisation in capitalist systems. Piketty’s analysis suggests that the imbalance between capital returns and economic growth aggravates inequality—a trend intensified by Brexit as SMEs struggle with higher operational costs and labour shortages. Evans and Menon (2017) also highlight that regions heavily dependent on SME-driven economies, particularly those outside London, are especially vulnerable to Brexit-induced disruptions in trade and labour markets.
Carles Boix's (2019) theory of democratic capitalism offers further insight, framing Brexit as a reaction to growing dissatisfaction with democratic and capitalist systems that fail to protect local businesses from global competition. Brexit has fueled a turn toward economic nationalism, restricting SMEs' access to EU markets and reshaping trade and labour policies that previously supported their growth. Jacobs and Mazzucato (2016) observe that this shift introduces new regulatory and operational challenges, further straining SMEs’ ability to compete in a post-Brexit economy with rising costs and uncertainties. Whyman and Petrescu (2017) add that Brexit’s economic nationalism has compounded these regulatory and operational challenges, particularly for SMEs in trade-dependent regions. Data from the ONS (2022) reinforces these points, indicating increased administrative costs associated with trade compliance, which is especially straining for smaller firms.
[bookmark: _Toc182937997]Employment Implications for SMEs in the Post-Brexit Era
The employment landscape for SMEs has become increasingly unstable since Brexit, with significant effects on job security and labour costs. Taylor (2017) suggests that Brexit may worsen trends toward uncertain employment within SMEs, as many businesses rely on flexible workforce arrangements to navigate economic risk. Taylor’s findings align with those of Gennard et al. (2016), who note that geopolitical uncertainties like Brexit erode business confidence, reducing investment in growth and innovation among SMEs. The move toward zero-hour contracts and self-employment, documented by Taylor (2017) and supported by Whyman and Petrescu (2020), suggests that Brexit-induced uncertainties are creating a “bad jobs trap,” with low-wage, insecure jobs becoming more common in SMEs. This trend contributes to higher turnover and increased costs, potentially undermining SME growth and sustainability in the post-Brexit landscape.
Data from the ONS (2024a) shows a 12% rise in SMEs adopting flexible labour contracts post-Brexit, indicating the strain on employment practices. Although current studies acknowledge the challenges posed by labour instability, there needs to be more literature regarding the adaptive strategies SMEs may use to address these challenges. Further research should focus on specific employment metrics, such as job retention and wage growth within SMEs, to fully capture the impact of Brexit on the sector’s employment dynamics (Parker, 2018).
[bookmark: _Toc182937998]Business Growth Metrics and Economic Instability
The economic instability brought about by Brexit has sparked considerable debate on UK SMEs' financial performance, market share, and long-term viability. Burns (2018) argues that trade restrictions and the loss of EU market access have created revenue challenges, with SMEs in export-driven industries like manufacturing and finance experiencing revenue declines of up to 15%. This finding is confirmed by the Office for Budget Responsibility (2023), highlighting the increased vulnerability of SMEs that depend on EU markets. For those SMEs that previously relied on EU trade, losing access to the single market has resulted in new costs and operational problems (Parker, 2018).
Gamble (2018), however, suggests that Brexit could present opportunities for some SMEs by refocusing their efforts on local markets and reducing reliance on complex EU supply chains. Empirical data from Gupta et al. (2023) shows that while some domestically focused SMEs benefit from reduced competition, most experience higher operational costs that negatively affect profitability. Brexit’s impact on business growth and SME sustainability is further reflected in changes to VAT registration and business birth and death rates. The BEIS (2023) data reveals a decrease in SME startups post-Brexit, as SMEs face financial and regulatory barriers that may negatively impact entrepreneurial efforts.
The decline in new SME startups, alongside increased closure rates, suggests that Brexit may be slowing down entrepreneurial momentum (Hutton, 2024). This trend aligns with Piketty’s (2014) assertion that economic nationalism and protectionism can affect innovation by limiting access to foreign markets and reducing competitive pressures. Without targeted policy measures to encourage new business formation, this decline could diminish the dynamism of the SME sector.
[bookmark: _Toc182937999]Regulatory Challenges and Business Viability
Brexit has introduced new regulatory complexities for SMEs, particularly those in sectors previously aligned with EU standards. Hutton (2024) notes that Brexit’s turn towards economic nationalism has intensified these regulatory challenges, raising compliance costs for SMEs and threatening long-term sustainability. British Chambers of Commerce (2021) further highlights that increased compliance costs and administrative burdens pull resources away from growth initiatives, making it more difficult for SMEs to adapt and compete.
Research shows that SMEs across various industries face significant regulatory burdens that impact operational efficiency and financial resilience. HM Revenue & Customs (2020) show that manufacturing SMEs must navigate new documentation and customs requirements that delay operations and increase costs. This is supported by the FSB (2023), which reports that SMEs face increased compliance costs due to Brexit-related regulatory changes. However, sector-specific research on how these regulatory challenges vary across industries is limited, representing a gap that future studies should address.
[bookmark: _Toc182938000]Literature Gap and Need for Further Research
Despite significant progress in understanding Brexit’s broader economic impact, several gaps remain in the literature on its specific effects on SMEs. Limited empirical research has examined the changes in SME growth metrics, such as the number of registered enterprises, profitability, and expansion rates, since Brexit. While Burns (2018) and Parker (2018) provide insights into the financial challenges facing export-dependent SMEs, there is insufficient quantitative analysis of Brexit’s impact on these metrics over time. Such analysis is essential for assessing SMEs' resilience and sustainability, especially in the face of restricted market access and higher operational costs (Biginas et al., 2022).
Additionally, there needs to be a more detailed analysis of SME-specific employment metrics, with studies like Taylor (2017) and Whyman and Petrescu (2020) offering only a broad perspective on precarious employment trends. Given the labour challenges posed by Brexit, this highlights a need for focused research on employment stability, job retention, and labour costs within the SME sector.
Finally, there has been limited exploration of Brexit’s effects on VAT registrations and business birth and death rates among SMEs. Hutton (2024) and British Chambers of Commerce (2021) address the regulatory burdens introduced by Brexit, but there is little evidence on how these changes affect business formation and closure rates. Data from BEIS (2022) indicates a decline in SME startup rates, suggesting a need for more in-depth research on Brexit’s regulatory impact on SME entrepreneurship.
[bookmark: _Toc182938001]Synthesis of Literature and Policy Implications
The reviewed literature underscores Brexit’s varied impacts on SMEs, encompassing challenges related to business growth, employment, and regulatory compliance. Theories on economic fault lines (Rajan, 2010) and democratic capitalism (Boix, 2019) provide a theoretical basis for understanding how Brexit has exposed vulnerabilities within the SME sector. Studies support these frameworks, demonstrating that Brexit has added economic constraints, particularly in startup rates, labour costs, and revenue, especially within industries integrated with the EU (Gupta et al., 2023).
Proactive policy measures are essential to assist SMEs in adapting to the post-Brexit economy. Bulmer and Quaglia (2019) advocate for initiatives to build resilience, such as expanding access to finance, improving digital skills, and simplifying regulatory processes. (Hutton, 2024) highlights the importance of targeted support for export-dependent SMEs, while Taylor (2017) calls for labour market reforms to reduce precarious employment. This synthesis suggests that as Brexit’s impact on SMEs evolves, adaptive policies are crucial to helping SMEs navigate regulatory and market shifts, enabling the UK’s SME sector to remain competitive in the global economy.

[bookmark: _Toc182938002]Methodology
This study employs a positivist research philosophy emphasising objective, data-driven analysis to examine complex socio-economic issues. Following the principles of positivism, which derive knowledge from empirical evidence (Bryman and Bell, 2015), the research centres on the measurable impacts of Brexit on UK SMEs, specifically analysing business growth metrics, employment levels, VAT registrations, and businesses' birth and death rates. To ensure reliability and validity, the study utilises secondary data primarily from the Office for National Statistics (ONS), known for its rigorous, standardised methodologies (ONS, 2023b). The use of ONS data, as demonstrated in prior research by Brakman, Garretsen and Kohl (2023), enhances the credibility of findings by grounding them with accurate and transparent information, thereby supporting validity and replicability. By relying on robust secondary data, this study provides an objective view of SME performance metrics, labour market changes, and demographic trends across the UK, mirroring recent quantitative approaches in SME research (Kitching, Hart and Wilson, 2013).
The study follows a deductive approach to address the research questions, using theoretical frameworks to establish hypotheses about Brexit's effects on SME growth metrics, employment levels, and business formation rates. This deductive approach, based on the methods of (Field, 2017), enables the study to test theories in a post-Brexit context, drawing on Rajan’s (2010) “fault lines” theory and Boix's (2019) democratic capitalism theory, both of which help explain the vulnerabilities amplified by Brexit. A quantitative methodology underpins the research, with numerical data facilitating statistical analysis to reveal trends and relationships between Brexit and SME performance indicators. Previous studies, including the Brown, Liñares-Zegarra and Wilson (2019) research, have used similar quantitative methods to examine Brexit’s economic consequences, supporting the appropriateness of this approach for evaluating the SME sector.
The research strategy centres on archival research, systematically analysing historical data on SME registrations, employment levels, and VAT trends to track Brexit's impact over time. Archival research minimises the need for primary data collection using comprehensive datasets from credible sources like the ONS, Companies House, and financial databases (Cowling et al., 2014). This approach is particularly suitable for examining shifts in SME performance, as it enables a longitudinal perspective that represents changes in growth metrics and business formations before and after the Brexit referendum. Focusing on data surrounding the Brexit vote in June 2016 and subsequent years, this cross-sectional analysis aims to capture immediate effects, shedding light on the evolving SME landscape (Hutton, 2024). 
For data collection, ONS is the primary source of economic indicators, employment statistics, and VAT registration data, which are essential for identifying trends in SME performance post-Brexit. ONS data is widely regarded in financial and business research for its consistency, rigour, and accessibility, attributes crucial for ensuring analytical depth and validity (ONS, 2023b). To account for the diversity within the UK SME sector, the study examines a representative sample of SMEs across various industries and regions, thereby capturing sectoral and regional variations in Brexit’s impact. This comprehensive sample provides a holistic view of Brexit’s effects on SMEs across the UK (Brown, Liñares-Zegarra and Wilson, 2019).
Data analysis involves both descriptive and inferential statistics. Descriptive statistics—such as measures of central tendency (mean, median) and variability (standard deviation)—will summarise key variables, offering an initial overview of trends in business growth, employment levels, and VAT registrations (Field, 2017). This foundation allows the study to explore changes in SMEs’ business metrics, such as revenue and profitability, in the post-Brexit environment. Additionally, a student’s t-test will compare pre- and post-Brexit means across these variables, enabling the study to determine whether observed changes in employment rates, business formations, and growth metrics are statistically significant (Lista, 2023). The t-test’s role in identifying substantial changes rather than random fluctuations aligns with established approaches in empirical economic research (Field, 2017; Cowling and Brown, 2024). By combining descriptive and inferential statistical analyses, the study offers a broad and in-depth examination of Brexit’s impact on SMEs, bolstering the robustness and credibility of its conclusions.
This methodology is structured to rigorously address each research question, providing insights into how SMEs’ business growth metrics, employment levels, and formation rates have shifted in the post-Brexit period. Through a structured, statistical approach grounded in positivism, this study seeks to capture the nuanced impacts of Brexit, delivering evidence-based conclusions on the challenges and opportunities SMEs face (Saunders, Lewis and Thornhill, 2023). Limitations include potential sampling bias, reliance on secondary data that may underrepresent specific sectors or regions, and discrepancies across data sources that could affect accuracy. Temporal constraints also exist, as the study focuses on particular periods, which may not fully capture the long-term effects of Brexit on the SME sector (Saunders, Lewis and Thornhill, 2023; Nachmias, Nachmias and Dewaard, 2022)
This methodology provides a systematic framework for assessing Brexit’s impact on UK SMEs through a quantitative strategy rooted in objective, empirical analysis. Using descriptive statistics and a student’s t-test enables the study to rigorously test hypotheses related to the research questions, yielding findings that can guide policy and inform business leaders (Lista, 2023). This approach aligns with prior studies that underscore the importance of quantitative analysis for understanding complex economic changes, offering a comprehensive view of SME resilience and adaptation in the challenging post-Brexit environment (Field, 2017; Cowling and Brown, 2024).

[bookmark: _Toc182938003]Findings and Analysis of SME Business Growth Metrics Post-Brexit
[bookmark: _Toc182938004]How have SMEs' business growth metrics changed post-Brexit?
The graph below illustrates GDP growth and the growth rates of VAT- and PAYE-registered businesses in the UK from 2014 to 2024. This analysis uses pre-Brexit conditions as a benchmark, allowing us to assess the changes in SME growth metrics in the post-Brexit context (ONS, 2024b).
Business growth of businesses that are registered for Value Added Tax (VAT) and Pay As You Earn (PAYE) - IDBR and economic growth GDP

Figure 1. (ONS, 2024b)
[bookmark: _Toc182938005]Presentation and Interpretation of Results
[bookmark: _Hlk182762151]Between 2014 and 2016, GDP growth decreased from 3.1% to 1.9%, while IDBR (Inter-Departmental Business Register) growth remained consistently high, averaging over 4% annually (ONS, 2024b). This period reflects a relatively stable environment conducive to SME growth, supported by favourable regulatory and market conditions that encouraged new business registrations. These trends align with findings by Blundel, Lockett and Wang (2017) who argued that pre-Brexit policies created a supportive climate for SMEs, enabling robust business expansion.
However, the onset of Brexit-related uncertainties in 2017 marked a significant turning point. Despite a slight increase in GDP growth to 2.4% in 2017, IDBR growth peaked at 4.5% before sharply declining to 0.0% in 2018, indicating a halt in new business registrations. This stagnation suggests growing hesitation among prospective SMEs, driven by the uncertain economic outlook and concerns over potential EU trade barriers (Martill and Staiger, 2018). The dramatic drop in IDBR growth illustrates SMEs' challenges as Brexit negotiations progressed, creating a cautious environment that discouraged new ventures.
[bookmark: _Toc182938006]Post-Brexit Trends in SME Growth Metrics
From 2019 onwards, the downward trend in both GDP and IDBR growth became more pronounced. GDP growth continued to fall, hitting -1.7% in 2020 and -6.7% in 2021, as the combined impact of Brexit and the COVID-19 pandemic took effect. The pandemic further aggravated Brexit-induced difficulties for SMEs, especially those dependent on international trade. IDBR growth declined during this period, reaching 1.2% in 2020 and 0.6% in 2021, highlighting SMEs' severe challenges (Bryman and Bell, 2015; ONS, 2024b). Although GDP rebounded to 11.4% in 2022, IDBR growth showed a minimal increase of 0.1%, indicating that the broader economic recovery had a limited impact on SME growth. This divergence suggests that while macroeconomic conditions improved, SMEs struggled with the regulatory and operational burdens introduced by Brexit.
In 2023 and 2024, GDP growth stabilised at 0.3%, while IDBR growth turned negative, recording -1.5% in 2023 and -0.1% in 2024. This pattern aligns with Rajan’s (2010) "fault lines" theory, which proposes that socioeconomic disruptions exacerbate existing vulnerabilities. Brexit has intensified these vulnerabilities for SMEs reliant on EU markets and labour (Brakman, Garretsen and Kohl, 2023).The sustained negative IDBR growth suggests that business closures may now outpace new registrations, underscoring the difficulties SMEs face in adapting to the post-Brexit regulatory landscape.
[bookmark: _Toc182938007]Comparison with Literature and Discussion
The data aligns with existing literature, which generally concludes that Brexit has adversely impacted SME growth. According to (Blackburn and Schaper, 2016) the loss of EU market access introduced significant revenue and growth challenges for SMEs, an assertion supported by the sharp decline in IDBR growth rates post-2018. The initial stagnation in 2018, followed by low or negative growth rates, implies that SMEs encounter significant barriers to entry and expansion, including regulatory complexity and labour market constraints (Gupta et al., 2023). (Kitching, Hart and Wilson, 2013) similarly argue that the geopolitical uncertainty of Brexit has undermined financial stability in the SME sector, prompting caution in investment and growth decisions.
Contrary to earlier predictions that Brexit might encourage SMEs to shift focus to local markets (Brakman, Garretsen and Kohl, 2023; Evans and Menon, 2017), the sustained negative IDBR growth from 2023 onwards suggests that rising operational costs and regulatory burdens have outweighed any potential benefits. Cowling and Brown (2024) observed that Brexit-induced economic nationalism has placed additional strain on SMEs, reducing their competitiveness in the post-Brexit economy. Moreover, FSB (2023) discusses how Brexit has worsened socio-economic divides, disproportionately affecting SME viability, as evidenced by the persistently low or negative IDBR growth rates.
The analysis of GDP and IDBR growth metrics from 2014 to 2024 demonstrates an apparent decline in SME growth metrics following Brexit. The stable pre-Brexit period was disrupted by Brexit-induced uncertainties, leading to fluctuating and eventually declining growth rates. While broader economic indicators such as GDP showed some recovery post-pandemic, IDBR growth did not experience a comparable rebound, highlighting SMEs' unique challenges in the post-Brexit environment. These findings align with Rajan’s (2010) "fault lines" theory and the British Chambers of Commerce's (2021) observations on Brexit’s regulatory challenges. Overall, the results offer a comprehensive view of the challenges SMEs must navigate within this transformed economic landscape, underscoring the need for targeted policies and support to bolster the resilience of the UK’s SME sector.
[bookmark: _Toc182938008]How has Brexit affected employment levels for SMEs?
[bookmark: _Toc182938009]Analysis of SME Employment Trends Post-Brexit
This section explores the impact of Brexit on employment levels within UK SMEs, using vacancy rates as an indicator of labour demand. Data covering the period from 2014 to 2024 provides a pre- and post-Brexit comparison, enabling an assessment of how shifts in the UK job market have affected SME employment. Statistical metrics—such as mean, standard deviation, and median alongside a t-test for significance are used to test the hypothesis that Brexit has intensified employment challenges for SMEs, leading to higher vacancy rates and rising employment costs due to restricted labour mobility. The null hypothesis assumes that Brexit has had no measurable effect on these employment metrics.
[bookmark: _Toc182938010]Presentation and Interpretation of Results
In the pre-Brexit period (2014–2016), the mean number of job vacancies was 794.6, with a standard deviation of 39.47, indicating relatively stable labour demand in a steady job market (ONS, 2024a). The median vacancy count during this period was 807, suggesting consistent labour availability for SMEs. Post-Brexit (2017–2024), however, the mean vacancy count increased significantly to 938.3, with a much higher standard deviation of 272.6. This rise in mean and variability suggests a more volatile labour market, with periods of high demand interspersed with sudden declines. The trend was particularly stark during the COVID-19 pandemic in 2020, when vacancies dropped sharply from 819,000 in early 2020 to 328,000 by mid-2020, demonstrating the compounded effect of Brexit and the pandemic on SME employment dynamics (ONS, 2024a).
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Figure 2. (ONS, 2024a)
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Figure 3. (ONS, 2024a)

The t-test results (p = 0.000143281) show a statistically significant difference in vacancy levels between pre- and post-Brexit periods, indicating a substantial change in the employment landscape that supports the initial hypothesis. These findings align with research by (Warhurst and Nickson, 2020; Brakman, Garretsen and Kohl, 2023), who observed that Brexit-related uncertainties disrupted traditional employment patterns, particularly affecting SMEs. The data suggests that SMEs have faced increased turnover rates and more incredible difficulty attracting labour, likely due to reduced labour mobility from the EU and increased competition for local talent, contributing to higher recruitment costs. Rising vacancy rates indicate SMEs' challenges in maintaining adequate staffing levels, especially in regions or sectors that previously relied on EU workers (Hutton, 2024).
[bookmark: _Toc182938011]Post-Brexit Trends in Vacancy Levels
The vacancy data shows relative stability in labour demand until 2020, when the onset of the COVID-19 pandemic added to the employment challenges already posed by Brexit. By mid-2020, vacancies dropped sharply, mirroring the financial strain on SMEs due to lockdowns and decreased economic activity (ONS, 2024a). However, vacancies rebounded significantly, peaking at 1,304,000 by mid-2022, likely reflecting pent-up demand as businesses reopened alongside intensified recruitment difficulties due to reduced labour availability from the EU (ONS, 2024a). According to (Brakman, Garretsen Kohl, 2023 Brown, Liñares-Zegarra and Wilson, 2019), Brexit’s economic nationalism and stricter immigration policies have created a more restricted labour market, making it harder for SMEs to meet labour demands, particularly those previously reliant on EU workers.
After the initial post-pandemic recovery, vacancy levels gradually declined from late 2022, stabilising around 900,000 by 2024. This sustained high level of vacancies suggests ongoing recruitment challenges, especially for SMEs traditionally dependent on flexible EU labour. These findings echo Brown, Liñares-Zegarra and Wilson's (2019) analysis, highlighting that Brexit’s labour market constraints significantly impact SMEs by reducing the available pool of skilled workers, thereby increasing hiring costs and complexity. The increased variability in post-Brexit vacancy levels underscores SMEs' heightened uncertainty in staffing, likely due to immigration restrictions and intensified competition for a limited workforce.
[bookmark: _Toc182938012]Comparison with Literature and Discussion
The observed rise in vacancy rates post-Brexit aligns closely with academic literature emphasising Brexit’s role in creating labour market constraints for SMEs. The increased variance in vacancy levels suggests that SMEs are struggling to fill positions, likely due to Brexit-induced labour shortages and heightened competition for talent within the context of changing immigration policies. This interpretation is consistent with the findings from Gupta et al. (2023), which indicate that Brexit-related regulatory and economic pressures have limited SMEs’ resources for attracting and retaining skilled workers.
Contrary to the (Hutton, 2024) suggestion that Brexit might increase local job opportunities by shifting focus to domestic labour, the persistently high vacancy rates imply that such opportunities have not translated into stable employment within SMEs. Instead, the difficulty in securing and retaining sufficient labour appears to have increased operating costs for SMEs, limiting their ability to take advantage of local market opportunities. This finding aligns with the argument made by FSB (2023) that Brexit has worsened socioeconomic divides, creating labour availability disparities that place additional strain on SMEs, particularly in regions or sectors heavily affected by labour shortages.
[bookmark: _Toc182938013]Implications of Findings
The higher mean vacancy rates and increased variability in post-Brexit labour demand point to a more unstable labour market for SMEs, likely due to Brexit’s impact on labour supply and fluctuations in demand. These findings support Rajan’s (2010) "fault lines" theory, which posits that socio-economic disruptions deepen structural vulnerabilities in sectors like SMEs that depend on flexible and accessible labour markets. The significant t-test results reinforce the hypothesis that Brexit has fundamentally reshaped SME employment dynamics, suggesting a need for targeted policies to address labour market challenges and stabilise employment conditions for SMEs in the post-Brexit landscape.
These findings indicate that policies focused on labour market support and workforce retention could be essential for SMEs to adapt to the new post-Brexit realities. By recognising and addressing these employment challenges, policymakers could create a more supportive environment for SMEs, helping them to manage increased vacancy rates and recruitment costs associated with Brexit’s impacts on labour mobility and employment regulations.
[bookmark: _Toc182938014]What has been the impact of Brexit on the number of VAT-registered businesses and businesses' birth and death rates in the UK?
[bookmark: _Toc182938015]Analysis of VAT-Registered Businesses and Business Entry/Exit Rates Post-Brexit
This section examines the effects of Brexit on the number of VAT-registered businesses in the UK and businesses' birth and death rates from 2014 to 2024. Figures 4 and 5 present trends in total business numbers and birth and death rates before and after the 2016 Brexit referendum, providing insights into the broader economic impact on the UK business landscape.
Number of VAT and/or PAYE businesses between 2014 and 2024

Figure 4. (ONS, 2024c)




Birth and death rates of businesses between 2014 and 2022

Figure 5. (ONS, 2023a)

[bookmark: _Toc182938016]Presentation and Interpretation of Results
VAT-Registered Businesses: From 2014 to 2019, the number of VAT-registered businesses in the UK grew consistently, rising from 2.36 million in 2014 to approximately 2.72 million by 2019 (ONS, 2024c). This period reflects a stable, pre-Brexit economic environment that benefited business formation and expansion, as noted by (Blundel, Lockett and Wang, 2017). The positive trend continued until 2021, peaking at around 2.77 million. However, from 2022 onward, VAT-registered businesses declined, falling back to around 2.72 million by 2024 (ONS, 2024c). This post-Brexit decline suggests an increasingly challenging business environment, likely compounded by Brexit-related uncertainties and rising operational costs.
The drop in VAT-registered businesses aligns with findings by Gupta et al. (2023) and Brakman, Garretsen and Kohl (2023), who argue that Brexit has introduced new regulatory complexities and limited market access, affecting small and medium-sized enterprises (SMEs) in particular. Although businesses saw some growth immediately after Brexit—possibly reflecting adaptation efforts and delayed impacts the long-term trend shows a decrease in registered enterprises. This decline may indicate increased closures and reduced new business entries as firms navigate post-Brexit economic conditions.
Business Birth and Death Rates: Examining business birth and death rates further illuminates the effects of Brexit. Between 2014 and 2016, birth rates remained relatively high, peaking at 14.6% in 2016, while death rates fluctuated between 9.7% and 10.4% (ONS, 2023a). This period represents a favourable environment for new business formation, with the birth rate consistently exceeding the death rate. However, from 2017 onward, birth rates declined, falling to 12.5%, while the death rate rose to 11.7%. This shift indicates that Brexit-induced uncertainties began to inhibit new business formations while contributing to higher closure rates (ONS, 2023a).
The trend observed from 2017 onward is consistent with findings by FSB (2021),  which identified Brexit as a source of substantial challenges for SMEs, especially those reliant on EU market access and labour. By 2022, the death rate had climbed to 11.8%, surpassing the birth rate, which had fallen to 11.5% (ONS, 2023a). This sustained trend, where deaths outpace births, suggests that business sustainability has become increasingly difficult in the post-Brexit period, as Hutton (2024) and ONS (2024b) described. Their research highlights how Brexit’s added uncertainty and operational costs have impacted SMEs' financial stability and longevity.
[bookmark: _Toc182938017]Comparative Analysis and Linkage with Literature
The observed trends align with Rajan’s (2010) "fault lines" theory, which proposes that socio-economic disruptions expose and amplify structural vulnerabilities, particularly within sectors like SMEs that depend on cross-border trade and labour. The marked decline in business birth rates and the rise in death rates post-Brexit support this theory, indicating that Brexit’s regulatory and operational challenges have disproportionately affected smaller businesses. Additionally, research by Cowling and Brown (2024) underscores that Brexit-induced economic nationalism has contributed to a more complex regulatory environment, a trend mirrored in the data showing fewer new business formations and more closures.
In contrast, Gamble (2018) suggested that Brexit could create opportunities for local businesses by reducing reliance on EU supply chains and fostering a focus on domestic markets. However, the steady decline in VAT-registered companies from 2022 to 2024 suggests that the anticipated benefits of local market orientation have not been sufficient to counteract Brexit’s adverse effects. Instead, the data reflects a post-Brexit environment where SMEs face higher operational costs and increased competition. These findings align with FSB (2023), which documented that SMEs face escalating operational burdens post-Brexit.
The data from 2014 to 2024 shows a clear impact of Brexit on the number of VAT-registered businesses and UK enterprises' birth and death rates. While the pre-Brexit environment supported business growth and higher birth rates, the post-Brexit period has seen declines in VAT registrations, reduced new business formations, and increased closures. These trends underscore the structural challenges SMEs face in the current regulatory and economic landscape, emphasising the need for targeted support and policy changes to mitigate the negative impacts on the UK’s SME sector. The findings align with Rajan’s (2010) "fault lines" theory and reinforce existing literature highlighting the critical challenges that Brexit poses to business sustainability in the UK.

[bookmark: _Toc182938018]Conclusion and Recommendations
This study highlights the significant challenges that Brexit has posed for small and medium-sized enterprises (SMEs) in the UK, reshaping their economic, regulatory, and labour landscapes. SMEs, representing over 99% of all UK businesses and employing approximately 61% of the private-sector workforce (ONS, 2024b), have faced new trade barriers, increased compliance requirements, and reduced labour mobility due to Brexit. This research has shown that Brexit has considerably affected SME growth, employment stability, and sustainability indicators, including VAT registration trends and businesses' birth and death rates.
A key finding is that Brexit has intensified employment difficulties for SMEs, which is evident in increased vacancy rates and rising employment costs. SMEs previously reliant on EU labour now experience labour shortages and heightened competition for skilled workers, leading to wage inflation (FSB, 2023; MAC, 2023). The post-Brexit labour market is marked by volatility, with fluctuating vacancy rates that reflect recruitment challenges and high turnover, particularly in sectors previously supported by flexible EU labour. Statistical analyses indicate that employment metrics have significantly shifted between the pre- and post-Brexit periods, supporting the hypothesis that Brexit has imposed labour market constraints on SMEs (ONS, 2024a).
The findings also indicate a decline in SME growth metrics post-Brexit, as seen in the reduced number of VAT-registered businesses and lower business birth rates. Since 2017, birth rates have fallen while death rates have risen, reflecting a less supportive environment for new business formation and increased challenges for existing SMEs. The additional regulatory and operational costs due to Brexit appear to have contributed to these trends, as supported by Hutton (2024) and consistent with Rajan’s (2010) "fault lines" theory, which proposes that socio-economic disruptions amplify existing vulnerabilities within affected sectors. These shifts illustrate the structural challenges introduced by Brexit, impacting SME resilience and long-term viability.
Based on these findings, several theoretical and practical recommendations are proposed. Theoretically, this study supports applying Rajan’s (2010) "fault lines" theory to Brexit’s impact on SMEs, demonstrating how economic disruptions can exacerbate existing weaknesses in the SME sector. It also validates Boix`s (2019) democratic capitalism framework, which views Brexit as a response to vulnerabilities created by globalisation. Future research could extend these frameworks by exploring SME adaptability and resilience, particularly by examining how localised policies might mitigate the adverse effects of global disruptions.
Practically, policymakers and business leaders should consider strategic interventions to support SMEs in adapting to the post-Brexit landscape:
Labour Market Reforms: Addressing SMEs' employment challenges could involve targeted incentives to attract skilled domestic workers to SME sectors or policies facilitating non-EU labour access to fill recruitment gaps (MAC, 2023). Training programs to upskill local workers in areas facing severe labour shortages could provide SMEs with a more stable workforce.
Reducing Compliance Burdens and Administrative Costs: Simplifying VAT registration processes, reducing the paperwork required for cross-border trade, and offering financial incentives to offset compliance costs allow SMEs to allocate resources more effectively toward growth and innovation rather than regulatory adherence (British Chambers of Commerce, 2021; HM Revenue & Customs, 2020).
Increasing Access to Finance and Supporting Digital Transformation: Helping SMEs remain competitive will require affordable credit options, grants, and access to digital infrastructure. Digital transformation initiatives would also enable SMEs to explore alternative markets beyond the EU, broadening their customer base and decreasing reliance on a single trade partner (BEIS, 2023; Kitching, Hart and Wilson, 2013).
Developing Regional Policies to Address Socio-economic Divides: Brexit has intensified regional disparities, with areas reliant on SME-driven economies, particularly those outside London, disproportionately affected by disruptions in labour and trade (Blundel, Lockett and Wang, 2017; Hantrais, 2019). Localised support addressing specific regional needs—such as grants for rural SMEs or subsidies for those most impacted by labour shortages—could promote a more balanced economic recovery.
In conclusion, Brexit has introduced considerable challenges for the UK’s SME sector, transforming its employment dynamics, growth potential, and market competitiveness. The findings of this study underscore the need for targeted policies that address the structural vulnerabilities Brexit has exposed, particularly regarding labour shortages, regulatory burdens, and operational efficiency. By adopting a multi-faceted approach—including labour market support, regulatory simplification, financial assistance, and regional policies—the UK government and business community can strengthen the resilience and sustainability of SMEs in a post-Brexit economy. These interventions will be essential to ensuring that SMEs continue to play a vital role in the UK’s economic stability, innovation, and regional development in the years to come.
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