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Abstract: The process of the United Kingdom (UK) leaving the European Union, as a result of
the 2016 referendum, brings a lot of uncertainties regarding the impacts of new regulations of
trade relations between the UK and other EU member states as well as other countries
worldwide. The purpose of this research is, based on a review of the UK's history as an EU
member, and the analyses of its current international trade, to determine the potential effects
of the process of the UK leaving the European Union to its future trade with the rest of the
world. In this paper, four different models by which further trade relations between the United
Kingdom and EU could be regulated are discussed. Each of these models has its advantages
and disadvantages, and it is not possible to determine with certainty which one of them would
be the most beneficial for the UK. Even though a large number of UK's trade partners are not
EU members, it is evident that the trade with other countries worldwide can easily be a
subjected to change. For that reason, the United Kingdom should primarily base its trade on
relations with EU member states, with the assumption of further cooperation with other
counties.
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1. INTRODUCTION

In 2016 the United Kingdom became the first EU state member who activated Article 50 of the
Treaty on European Union'®, and based on the referendum results, began the process of
withdrawing from the EU'!®. The last phase of the exiting process should be finished in
February 2019 when the UK will officially become a “former “state member. If the history of
this country regarding European integration is taken into consideration, it is evident that the
exiting process is merely an extension of a behavior pattern this country has had during the
years, including special demands and needs based on their historical and economical success.!!!
The end of this process represents new economic, political and social challenges both for the
United Kingdom and for the European Union. Furthermore, the trade aspect, as the focus of this
paper, represents an important part of their future relations.

105 This paper is a part of the scientific project entitled "Liberalisation, integration, globalization and the afirmation
of protectionism?" funded by the University of Rijeka.

196 University of Rijeka, Faculty of Economics and Business, Ivana Filipovi¢a 4, 51000 Rijeka, Croatia

197 University of Rijeka, Faculty of Economics and Business, Ivana Filipovi¢a 4, 51000 Rijeka, Croatia

108 University of Rijeka, Faculty of Economics and Business, Ivana Filipovi¢a 4, 51000 Rijeka, Croatia

199 Tmplemented as one of the key changes of the Treaty of Lisbon from 2007. It implies that any Member State
may decide to withdraw from the Union.

110 Commonly known under the term Brexit. The referendum votes were 51,8% in favour of leaving the EU.

1 In fact, in 1975, shortly after entering the European Economic Community in 1973, Great Britain held a
referendum about staying in the Community where 67.2% of votes were in favour of “remain”.

283



Conference Proceedings: 2™ International Scientific Conference ITEMA 2018

The core research problem emerges from the current inability to determine clear practices of
the UK’s international trade once they are no longer a member state of the EU. The aims of this
research are to analyze the historical course of the UK's trade, and to determine the potential
impact of Brexit on future international trade relations. The purpose of the research is to
scientifically determine the potential perspectives of the UK's trade policy outside of the EU.
In this paper, the descriptive analyses of key figures for the UK’s international trade have been
applied, which have been collected from relevant international databases (World Bank and The
Observatory of Economic complexity). This research is based on the available data for the
period 1973 to 2017.

After the initial considerations in which the key research elements are defined, the descriptive
analysis of the UK's international trade has been conducted, and the potential effects of exiting
process on the future flows of Britain's trade have been determined. The research is continued
by determining potential directions of the UK's trade outside the EU. Lastly, the paper is
concluded with final considerations representing the synthesis of scientifically based facts
which emerged as a result of this research.

2. ANALYSIS OF THE UNITED KINGDOM'S INTERNATIONAL TRADE

The analysis of the UK’s international trade has been based on the following indicators: (1)
export and import of goods and services (% GDP), (2) international trade balance (% GDP), (3)
foreign trade coverage ratio, and (4) the Terms of trade (ToT). While, the calculation of foreign
trade coverage ratio is based on the following equation:

k(m)=(X+M)/Y (1)

where X represents export, M represents import and Y represents national income of a certain
county.

Furthermore, the benefits of foreign trade are usually presented using the indicator ToT, which
can be calculated as a ratio between import and export prices:

Pm / Px [i.e. Px / Pm] (2)
Where Pm represents import prices, and Px export prices.

The United Kingdom (UK) became a member state of European Economic Community in 1973,
and since then it started developing strong trade relations with other members, primarily
through the Customs Union [5]. Data from Appendix 1 illustrates, with a few exceptions, the
constant increase in shares of import and export in its GDP which the UK made since 1973. For
example, the export increased from initial 20.2% of GDP to 28.2% of GDP in the observed
period, while the import has increased from initial 24.2% of GDP to 31.9% of GDP. In addition,
it is possible to conclude that throughout this period, the UK was mainly an import-oriented
country, and it mostly had a trade deficit. The trend in foreign trade coverage ratio indicates a
higher importance of foreign trade in comparison with the beginning of the period. The average
value of ToT leads to the conclusion that the UK benefited from its foreign trade throughout
the whole observed period (the average value of ToT in the observed period is 180.6792), and
those benefits are especially noticeable before the year 2000.
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The UK’s export mainly consists of cars (12%), pharmaceutical drugs (5.2%), gold (4%), gas
turbines (3.5%) and aircraft parts (2.5%). On the other hand, the UK mostly imports gold
(8.2%), cars (7.8%), pharmaceutical drugs (3.1%) and car parts (2.5%) [8]. The UK’s most
important trade partners, with 14% of total export, are the United States. Moreover, it is
important to mention that six out of fifteen UK’s most important trade partners are countries
outside the EU, and are as such the destinations for almost 30% of the UK’s total export (Table

1).

Table 1: Top 15 United Kingdom's partners in export and import in 2017

No.  Export countries % of total export Import countries % of total import
1 USA 14 GERMANY 14
2 GERMANY 9.5 CHINA 9.8
4 FRANCE 6 USA 7.5
5 NETHERLANDS 6 NETHERLANDS 7.3
6 SWITZERLAND 5.1 FRANCE 5.8
7 IRELAND 5.1 BELGIUM 53
8 CHINA 5 LUXEMBOURG 53
9 BELGIUM 4.7 ITALY 3.9
10 LUXEMBOURG 4.7 SPAIN 3.4
11 SPAIN 3.3 IRELAND 3
12 ITALY 3.2 NORWAY 2.9
13 HONG KONG 1.9 JAPAN 2.6
14  JAPAN 1.7 TURKEY 2.5
UNITED ARAB
15 EMIRATES 1.7 SWTZERLAND 2.2

Source: developed by authors based on The Observatory of Economic Complexity (2018)

Similar to export, 27.5% of the UK’s total import comes from the non-EU countries, mostly
from China and the USA. This kind of import and export structure indicates that the UK is
sufficiently connected with global partners outside the EU. The situation mentioned above
should represent the base for the development of new trade agreements after the exiting process
finalizes. Nevertheless, it should be noted that the current situation is a consequence of the UK’s
integration in international trade as a whole. It is uncertain whether those trends will continue
once the UK becomes an independent entity faced with the challenge of developing its own and
separate trade relations with global partners.

3. POTENTIAL EFFECTS OF BREXIT ON UNITED KINGDOM’S TRADE POLICY

The concrete effects of Brexit will be seen in the long run. In the near future, changes are
possible in the decision making process, regarding the trade and foreign direct investments,
changes in headquarters (from the EU to the United Kingdom and vice versa, depending on
company’s business orientation) as well as the effects on export due to the devaluation of the
currency [6]. Having the long-term consequences in mind, the UK will, due to Brexit, find itself
outside the European Single Market and the Customs Union; therefore, some tariff and non-
tariff barriers will have to be implemented, which will increase the costs of international trade.
However, such situation offers new possibilities of developing trade partnerships outside of
Europe for the UK. Having Britain’s current trade relations in mind, the question of
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strengthening trade relations with the USA and other members and of NAFTA,'!? creating a
free trade zone along with the Commonwealth countries,'!” poses itself as a possibility.

The data mentioned earlier demonstrates the connection between the United Kingdom and trade
partners outside the EU, in accordance with the UK's current trade policy. According to it, a
question emerges: should the import share from countries of South America, Asia, and certain
developing countries have been higher during the last three or four years [7]? The stated does
not necessarily have to represent a high-risk level because the lower contribution to trade of
those countries can be explained by certain economic cycles and by adjustments on the market
in China. That thesis is supported by the IMF reports from 2016 [4], which show positive
growth perspectives for economies in Asia, Middle East, Africa and Central Europe (Appendix
2). Based on the report, in the period between 2016 and 2021, China and Hong Kong should
have the highest growth of GDP (in average, 6%), followed by, countries from the Middle East
and North Africa, while the lowest growth is predicted for countries from the ex-Soviet Union.

Furthermore, it is necessary to consider the future trends regarding the UK's export (Appendix
3) and its future destinations (Appendix 4). Conducted research illustrates that the UK's export
will reach the highest growth rates in the period between 2014 and 2020, while in the long run
(between 2021 and 2030) the growth slowdown can be expected. Higher growth in the near
future will mostly be a result of higher export in fast growing countries (13% in 2030, which is
three times larger rate than in 1999; 4%) E7''4, especially China and India, due to the fast
economic growth in those countries. However, the European Union will remain UK's most
important trade partner [6]. In fact, the trade with developing countries (especially export) can
easily face changes because of unexpected events on foreign and domestic markets. This will
not be the case with export-oriented countries whose economies are much more similar to the
UK economy. Due to that, it is important for the UK to maintain current trade relations with the
EU member states, as well as with the USA. The politics of president Donald Trump will surely
have a big impact on the development of future trade relations with the USA as he stated that
Brexit can only have positive effects on British trade, and has announced some new trade
agreements between the USA and the UK in the future [3]. With his previous decisions and
protectionist approach in mind, it is not possible to claim with a great certainty whether those
trade agreements will be realized.

4. DEVELOPMENT PERSPECTIVES OF UNITED KINGDOM’S TRADE
RELATIONS AFTER THE WITHDRAWAL FROM THE EU

The development perspective for the UK’s trade relations after Brexit is complicated and
uncertain, and due to that it is not possible to make a singular conclusion. In this paper four
different models of the future UK trade are taken into consideration; Norwegian Model, Swiss
Model, EFTA Model and WTO model.

By implementing the Norwegian Model, the UK should organize its trade in accordance with
rules and principles of the European Economic Area (EEA), founded in 1994, which gives the
opportunity to countries outside the EU to (mostly) participate in the European Single Market.

112 North American Free Trade Agreement, member states are USA, Mexico, Canada. However, the protectionist
approach that the USA has and the possible implementation of tariffs in certain sectors bring the existence of this
organization into question.

113 Common name for a community of 53 countries, mostly former British colonies.

114 Common name for a group of fast-growing countries: China, India, Brazil, Mexico, Russia, Indonesia and
Turkey.
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Among the EEA members'!’ there is a free movement of goods, services, labour and capital''®

[1]. Even though there is free trade between the countries within the EEA, they are not a part
of Customs Union, which enables them to determine the way of conducting their own trade
policy for countries outside of the EU''”. Some restrictions of this model are: the
implementation of rules of origin in export, the possibility of the EU implementing anti-
dumping measures, payments to the EU funds for regional development. If the UK embraces
this model, it would certainly have to pay for its participation in the EEA.

Furthermore, it is possible to determine future trade relations by implementing the Swiss
Model''8, whose key advantages are the flexibility and freedom in the decision making process
regarding the participation in EU initiatives, as well as the similar level of integration and trade
of goods as in the case of the EEA!'” membership [2]. Implementing the Swiss Model could be
beneficial if the UK wants to have more freedom in deciding in which segments of EU policies
it wants to participate. On the other hand, this kind of “a la carte* approach does not bring the
same level of market approach as it does with the membership in the EEA, which could in future
cause extra expenses for the UK. The models are based on solutions which enabled future
economic integration with other EU member states, and partial participation in the European
Single Market'?°.,

EFTA approach is a possible solution, based on which the British goods exported to the EU,
as well as the ones imported from the EU, would not be charged with tariffs. However, the free
movement of labour or services would not be possible. Due to the fact that the UK in this case
would not be a part of the Single Market it can be assumed that there could be some dissents in
certain EU directives and in non-tariff barriers to the trade. If changes in core paradigms of the
EFTA"! would happen, primarily regarding the non-tariff barriers and free movement of labour
and capital, it can be concluded that this approach would not be an adequate solution for the
UK because the only benefit in this case is the absence of tariff barriers which is not nearly
enough.

In the fourth model, if the UK and the EU do not make any of the prior mentioned agreements,
the future trade of the UK will be regulated based on the rules of the World Trade Organization
(WTO), by which export to the EU, and other state members of the WTO, would be a subject
to tariffs based on a principle of the most favored nation. Due to the fact that the WTO has not

115 Current members of the EEA are EU state members, along with Iceland, Norway and Liechtenstein.

116 On the other hand, the limitations of the agreement refer to agriculture and fishing, Customs Union, common
trade, common foreign and security policy, judicial system, internal affairs, and economic and monetary union.
7 By withdrawing from the EU, the United Kingdom automatically stops being a member of the EEA. If the UK
wants to once again become a member of the EEA, it would first need to enter the EFTA, which is questionable
because in that case, the UK would have to accept the EU legislation, continue with payments and accept the
jurisdiction of the European Court of Justice and the European Commission.

118 Even though it is not a member state of the EU or the EEA Switzerland has arranged its trade relations with the
EU with bilateral agreements, and by being a member of European Free Trade Agreement (EFTA) it has the right
to trade with all non-agricultural goods among all state members of the EU.

119 Switzerland decided to be a part of integration with the EU state members by accepting and applying most of
the EU directives, it also pays a contribution to the European Regional Funds.

120 The reason why Brexit was carried out was the fact that the UK voters were unsatisfied with its position in the
EU, and they decided to make some changes regarding their participation in the Union. Due to that, it is possible
to question if the prior mentioned models represent an acceptable change in comparison to the previous level of
integration they were clearly unsatisfied with.

121 EFTA started with its activities to accomplish the goal of reducing tariffs in order to reduce the costs of trade
and promoting international economic integrations. However, with the affirmation of WTO, EU and bilateral
agreements the focus in making the trade relations has been put on removing the non-tariff barriers and on free
movement of labour and capital.
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made a progress in market liberalization of services, such as the European Union did, the prior
mentioned could block access to the EU market of services for the British companies.
Furthermore, the WTO does not assume the free movement of labour, but there are no
restrictions in the movement of capital [16]. One of the positive aspects of this model is the
possibility that the UK sets its own tariffs for import. In case the trade is regulated only by the
WTO rules, the UK would be able to set the same tariffs as the EU did in earlier stages, which
could possibly lead to their decrease!'??. In addition, by rejecting the participation in a higher
level of integration, the UK would gain greater political power'?>.

The summary display of the prior mentioned models is given in Table 2.

Table 2: Trade possibilities for United Kingdom outside of EU

Model For Against
EEA — Norwegian | o being a part of the Single e application of the Single Market
Model Market rules without the possibility to
e the possibility to make trade influence their decision making
relations independently from process
EU e respecting the rules of origin for
the export of goods
e the possibility to apply anti-
dumping measures of the EU
e deposing funds to the EU budget
Swiss Model e free movement of goods and | ® obeying the EU rules of origin
people within the EU based on bilateral agreements,
e the possibility of making without participating in their
trade relations independently decision making process
from the EU e no agreement with the EU
e the possibility of non- regarding the trade of services
participating in EU programs | ® paying the fees for participating
on a case basis in EU programs
EFTA e free trade of goods within the | ® no free movement of people
EU within EU
e the possibility of making e 1o access to the EU market of
trade relations independently services
from the EU e goods exported to the EU need to
® 1o obligation to accept comply to EU standards for
economic policies and products
regulations of the EU
® o obligation to contribute to
the EU budget

122 In case of import tariffs the UK would implement, they would be lower than the EU ones, and that would have
a positive effect on its consumers. However, this kind of approach would have a negative effect on British
producers who would have bigger competition due to cheaper import.

123 1f the United Kingdom would stop being a part of the Single Market, they would be able to determine their own
policies and standards, independently from the EU. It is important to note that every disagreement in prior
mentioned policies could cause a non-tariff barrier which would make the trade more difficult and increase its
costs.
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WTO e the possibility of making e 1o free movement of people
trade relations independently within the EU
from the EU e trade with the EU is based on the
e 1o obligation to accept principle of the most favored
economic policies and nation and non-tariff barriers
regulations of the EU from the WTO
e o obligation to contributeto | ® goods exported to the EU need to
the EU budget comply to EU standards for
products
e 1o access to the EU market of
services

Source: Developed by authors

5. CONCLUSION

The conducted research indicates key challenges for the United Kingdom’s trade relations they
might face once the process of Brexit is finalized. The efficiency of future trade flows and the
adjustment to global trends will mostly depend on the choice of the right trade model and the
adjustment of economic and political power holders to new conditions. The scientific
contribution of this paper comes from an overview of Britain’s international trade throughout
the years and identification of key challenges and impacts of Brexit to the UK’s future trade
flows. Future research in this area should be oriented on quantifying the Brexit effects on
economic growth and employment, as well as other macroeconomic indicators which will occur
due to changes in the UK’s trade paradigm.
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APPENDICES
Appendix | Key Trade Indicators of the United Kingdom in the Period 1973-2017
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Appendix 2. GDP Growth in Medium Run for Specific Country Groupings

Developing Asia |
middle East /N Atrica [
Sub-Sanaran Atrican |
Central & Eastern Ewrope |
South America / Caribtean |
Advanced Economies |
Former Soviet Uricn |
ﬁ 1 2 3 4 5 6 7
9% average real GDP growth: 2016-21

Source: IMF World Economic Outlook. 2016

Appendix 3. United Kingdom Exports By Country by 2030
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Appendix 4. Export destinations of the United Kingdom by 2030
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