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Trade




The United Kingdom and the European
Union are preparing their divorce after
51.9% of the country’s electorate voted
to leave the Union. Now that Brexit ne-
gotiations have started, it is important
to know what the options are for the
future relationship between the two
parties. This paper lays out some of
the possible consequences of Brexit
for the UK in the area of trade and
the single market. The EMI evaluates
which scenarios are the most advan-
tageous for the UK by analysing what
the country currently has access to as
amember state and what it would lose
in the case of a soft or hard Brexit.

EU membership

The EU accounts for 16.5% of the
world’s exports and imports, which
makes it the world's biggest trader’.
The establishment of the EU’s single
market is one of its most important
achievements. But in order to have ac-
cess to it, countries must accept the
EU four freedoms: free movement of
goods, services, capital and labour.

Thanks to its membership, the UK has
been benefitting from free movement
of goods and services, which stimu-
lates trade and competition, provides
cheaper prices for consumers and
improves efficiency?. Currently, UK
businesses have access to 500 million
customers in the different member
states, and UK citizens and companies
can buy products from EU countries

as well®. _In 2016, the UK’s exports to
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EU states amounted to 43.9%, a total
of £240 billion*. EU membership has
directly contributed to the UK's eco-
nomic prosperity, according to a study
by the OECD. The document links the
effects of Brexit with a permanent an-
nual tax on people’'s income and high-
lights that leaving the Union would se-
verely damage the UK's economy and

weaken GDP growth for many years.
Angel Gurria, OECD Secretary-Gen-
eral, said that it would be “equivalent
to missing out on one month's income
within four years.”> According to the
paper, not being part of the EU would

further damage productivity, foreign
direct investment, and trade®. By
2020, GDP would be 3% smaller than if
the UKwould continue in the EU. In the
long term, there will be a drop in for-
eign direct investment and a smaller
pool of skills, which would hold back
labour productivity. Even in the case
of an optimistic divorce settlement,
the effects of Brexit will remain nega-
tive. The study also illustrates that fur-
ther single market reforms with the
UK as a member state would improve

living standards for both the EU and
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the UK’”. Gurria argued that the best
option was for the UK to be “in the
company of Europeans”, since there
is no reason to believe that it would
manage to reach a better trade deal
outside of the EUS.

Soft Brexit

A soft approach to the EU-UK trade re-
lationship would be for the UK to con-
tinue having full or partial access to
the single market while changing some
aspects of certain rules. For instance,
the UK could leave the EU but remain
a member of the European Economic
Area (EEA), which is the relationship
that exists between the EU and Nor-
way. This scenario would mean that
the UK would still have access to the
single market and follow single market
rules, but would not have a say in the
single market rulemaking®. Moreover,
it would still have to contribute to the
EU budget and respect the four free-
doms. It is unlikely that the negotia-
tions would reach this outcome, since
the UK has said it does not want to
have access to the single market if it
means it has to accept free movement
of people.

A second possibility would be for the
UK to leave the EEA but reach a special
agreement that would grant it partial
access to the single market, like the
agreement between the EU and Swit-
zerland, which is a member of the Eu-
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ropean Free Trade Association (EFTA).
If the UK and the EU were to decide on
a similar relationship, the UK would
have partial access to the single mar-
ket in exchange for complying with
certain aspects of EU legislation, in-
cluding free movement of persons’™.
Nevertheless, the UK would have no
decision-making power over the single
market rules and would have to con-
tribute to the EU budget. Furthermore,
the economic and trade relationship
between the EU and Switzerland is
built on 100 agreements and is man-
aged through a structure of more than
15 joint committees™. It is therefore
uncertain whether the EU would want

to suggest a similar deal, or in fact,
whether the UK would accept it'2.

_

Hard Brexit

The following hard Brexit scenarios en-
vision the UK leaving the EEA and not
having any kind of access to the single
market. The first possibility would be
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for the UK to stay in the customs un-
ion and have a relationship such as
the one between Turkey and the EU.
Being a member of the customs union
would mean that the UK would accept
common tariffs on imports from out-
side the EU and would be able to trade
goods freely with EU members®. The
UK would benefit from agreements
that the Union has reached with other
states, but would not be free to set its
own tariffs'. Lastly, it would not have
to comply with the EU’s four freedoms
or contribute to the Union’s budget.

The UK could also decide to leave the
EEA and the customs union, which
would mean that it would have to
reach a free trade agreement as a
third country, such as the agreement
reached with Canada. The UK would
no longer have to accept common
tariffs on non-EU imports but would
not have access to free movement of
goods. This is another scenario where
the UK would not have to agree to free
movement of goods, services, capital
and labour or contribute to the EU
budget™.
Comprehensive Economic and Trade
Agreement (CETA), it take a long pe-

As we have seen with the
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riod of time to reach a free trade
agreement and it is likely that it would
not be reached by 29 March 2019.

Finally, the worst-case scenario would
be for the UK not to have any kind of
preferential trade agreement with the
EU and for the relationship to be solely
based on WTO terms. In this case the
UK would have no participation what-
soever in EU policies or processes’.
Moreover, it would have to negotiate
750 agreements from scratch®.

Conclusion

It is clear that remaining a member
of the EU is the most advantageous
option for the UK. The single market
grants it access to 500 million custom-
ers across the EU and it can influence
the single market rulemaking. In turn,
this lowers prices for costumers and
provides them with more options. Ulti-
mately, this relationship makes the UK
€Cconomy more prosperous.
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To see this and other European Movement International policies, please take a look at our website:
www.europeanmovement.eu/policies
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