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Abstract

Although in recent years, even decades, there has been a trend towards closer
connection between countries for joint action and performance on the world political and
economic scene, we are currently witnessing something quite the opposite. One of the
most powerful integrations in the world - the European Union (EU) is faced with a tough
test: for the first time in its history, it is confronted with the intention of the member
state to leave the integration. Being a part of the integration has brought many benefits to
its members, but also some limitations. At the moment, these limitations in the eyes of
the authorities and the people of the United Kingdom (UK) seem much greater than the
benefits gained from the membership. While many experts warn that the progress of the
United Kingdom cannot be planned separately from the European Union, others claim
that by regaining independence it will overcome many obstacles to faster development.
One thing is certain — leaving the EU will not be an easy process, but will require
extensive negotiations and analysis. Changes resulting from such a decision will be
significant, particularly in the economy, and will have a strong impact on the UK’s
future foreign relations with the rest of the Europe and the world. Static effects of
integration are realized shortly after its formation, and two basic ones are trade creation
and trade diversion. Dynamic effects are the result of market expansion and are related
to the use of the effects of economies of scale and increased competition. All of the
above leads to a reduction in prices, increased efficiency of the company, a greater
degree of innovation and, in the final instance, to the faster economic growth and
development. Withdrawal from the EU will change these relations dramatically. It is
difficult to determine all the possible effects of leaving the Union and to assess the final
outcome because a clear direction of this unfolding process cannot yet be predicted.

Key words: membership, the European Union, free trade effects, negotiations,
alternatives.
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E®PEKTU MEBYHAPOJHE EKOHOMCKE
JESUHTEI'PAIIMJE HA IPUMEPY BPEI'3UTA

AncTpakT

Mako je mocneqmux ToAaWHA, Ha M JEleHHja, NPHCYTaH TpeHX cBe uspmher
MOBE3MBaha 3eMajba PAAu 3ajeAHUYKOT IET0Baka U HACTYIA Ha CBETCKO) MOJUTHYKO] U
€KOHOMCKO]j CIICHH, TPEHYTHO CBEJOYMMO HEYeMy CacBUM CYNPOTHOM. JemHa of
HajMONHMjUX MHTErpauuja y cBery — EBporcka yHuja — Hamasy ce mpen HE3TOJHUM
TECTOM: IIPBH YT Y CBOjOj UCTOPHjU Cyo4yaBa ce ca HaMepoOM HeKe Off WIaHHLA Jia ce
ocaMocTaid. butH meo mHTErparuje 1oHeno je OpojHe MPeIHOCTH HeHNM WIaHHIaMa,
am 1 ozpeheHa orpanmuema. TpeHYTHO Ta orpaHnMuera y OYMMa BIIACTH M Hapoja
Benuke bpuranuje nenyjy 3HatHO Beha Hero KOpHCTH OCTBapeHe wiaHCTBOM. M nmok
OpojHH CTpydmball yIo30paBajy Ha TO Jia ce Hampenak Bemwke Bpuranuje He Moxke
IUTaHUpATH He3aBUCHO of EBporcke yHHje, Opyru TBpAe Ja hie ce MoBpaTKOM Hesa-
BHCHOCTH TpeBazuhu MHOTe Ipernpeke OpkeM pa3Bojy. JEIHO je CUTYPHO — HAITyIITamke
EBporicke ynuje Hehe Outn HuMano jemHocTaBaH mporuec, Beh he 3axteBatn ncuprHe
nperoBope u ananuse. [IpomMeHe HacTane TakBoM oTykoM he OUTH 3Ha4ajHE, TOCEOHO Y
C€KOHOMCKOM CMHUCIY, U nMahe CHakaH yTHIaj Ha Oyayhe CIOJEHOTPrOBHHCKE OJHOCE
Bpuranuje ca ocratkoMm EBporie u cBera. CraTnuky eheKTH HHTErpalyje OCTBapyjy ce y
KpPaTKOM pOKY HaKOH HeHOI (hopMHparka, a JiBa OCHOBHA Cy CTBAapame M CKpETamhe
TproBuHe. [IMHaMH4KkH edeKTH Cy pe3ynTaT INMperma TPXKHUINTA M OJHOCE ce Ha
kopumtheme epexara ekoHoMHje o0mMa W HoBehame KOoHKypeHimje. CBe HaOpojaHO
OBOAM IO CHIDKaBama IieHa, moBehama edukacHocTH mpemyseha, Beher cremeHa
WHOBAaTHBHOCTU W, y Kpajkb0j MHCTAHIM, Op)Ker €KOHOMCKOI pacTa W pas3Boja. Ha-
nymrameM EY, oBU ofHOCH ce ApaMaTHYHO Memajy. Temko je yrBpautu cBe mMoryhe
edekTe n3nacka U3 YHUje U OLICHUTH KakaB he OWTH KOHaYaH MCXON jep ce jOII YBEeK He
MOJKe TIPEABHUJIETH jacaH NpaBall JaJbeT OJIBHjarba LEJOKYITHOT ITOCTYIIKA.

KibyuHe peun: umanctBo, EBporicka yHuja, cnoboaHa TpropuHa, e(heKTH, MPEroBOpH,
aITepHaTHBe.

INTRODUCTION

Nowadays, with the intense globalization process and faster than
ever technology development, it is difficult to imagine the existence of
some country isolated from the rest of the world. It is considered that no
country can function independently because it is unable to produce
everything its population and economy need. Therefore, foreign trade, or
openness of the country and its engagement in international flows, could be
significant for its economic growth and development (Stanisi¢, Jankovié,
Milovanovié, 2017). We are witnessing various forms of national, regional
and international integrations. However, slightly more than half of British
voters (closely to 52%) on referendum held on June 23, 2016 decided that
the United Kingdom should leave the European Union. This ended the
debate on membership, which had been going on for years. Since the
decision about “Brexit” has recently been supported by the UK Parliament
and the Queen has formally given her consent, the Article 50 of the Treaty
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of Lisbon has been triggered and the process of leaving the EU has
formally started. Although the referendum gave a response to the dilemma
that has been present on the Island for a long time, many more important
issues have been raised.

Since none of the member states has left the EU so far (except for
some colonial territories after the liberation from today’s members), there
is a lot of uncertainty about the way withdrawal process will run. The
Treaty on European Union indicates that, after the decision to leave the
integration is made, and Article 50 is initiated, a two year period begins,
during which the two parties should reach an agreement. Still, many
experts emphasize that it is not realistic to expect the secession from the
Union to end so quickly and believe that negotiations will require much
more time. It is probably in a best way illustrated by the statement of the
Government officials themselves, who indicated that “a vote to leave the
EU would be the start, not the end, of a process; it could lead to up to a
decade or more of uncertainty” (HM Government, 2016).

It is very difficult, almost impossible, to determine with certainty
what kind and intensity of effects will the withdrawal from the EU cause
since they will primarily depend on the future signed agreements.
Considering that foreign trade is one of the areas which will be the most
affected, this paper attempts to present the significance of the EU
membership for UK’s foreign trade relations. The purpose of the paper is to
determine the weight of voters’ final decision and to discover the potential
effects on trade, relying on previously conducted studies.

During the examination of the subject of research, different methods
of research will be used in accordance with the aim of the paper:

Historical — legal method — It will provide an explanation of the
genesis of the problem from the aspect of time. It is necessary for the
introductory presentation of the core issue of exit from the EU; Analysis of
foreign and national literature — Literature analysis is necessary not only as
the addition to research material, but also for presenting attitudes of various
experts about the role and significance of creating and diverting trade
between Britain and EU; Philosophical — legal method — This method is
necessary for the expression of one’s own attitude and opinion on field of
research. Besides that, this method is also needed for creating an attitude
towards different comprehensions of the importance of the EU membership
presented in national and foreign literature; Comparative method — In order
to compare identical phenomena (effects of creating and diverting trade on
the growth of gross domestic product within the EU and UK), comparative
method will be applied for the observed period of time and defined space;
Statistical methods — These methods are required for displaying and
processing relevant data through appropriate time series, indexes, tabular
forms... Dialectical method — The purpose of using this method is to
investigate, in a more reasonable way, the cause-and-effect relations



544

between actions of withdrawal from the EU and expected results that would
be achieved in UK’s trade with the Union; Inductive and deductive method
— Deduction is of great importance for defining the initial hypotheses.
Inductive method will be applied in procedures for presenting certain facts
about the role of the EU and the UK in the system of global financial
relations and in defining the initial hypotheses; Method of analysis and
synthesis will be used in terms of collection, selection, processing and
analysis of theoretical material related to the process of Brexit;

Through the review of results of the most significant researches in
this filed, the advantages and disadvantages of the EU membership, some
of the potential arrangements for managing future relations with the EU
and rest of the world, the expected outcomes of some of the possible
scenarios will be presented.

LITERATURE REVIEW

As intentions to leave the EU have become stronger over years,
numerous experts in different fields have begun to explore potential
effects of this decision. Majority of them has paid the most attention to
the possible economic consequences. In its final report “The economic
consequences of leaving the EU”, Centre for European Reform (CER)
which gathered a number of economists, business people and specialists,
accentuated the high integration of UK economy with the rest of the
Union (Springford, Tilford, McCan, Whyte & Odendahl, 2016). Special
attention has been focused on the impact of the EU membership on the
British trade and foreign trade relations, besides analyses of consequences
of immigration on domestic earnings and employment, of regulatory
compliance with the EU law and fiscal obligations. The conclusion was
more than clear — leaving the EU would “cost” the UK a lot and the only
way to minimize losses is to define a future agreement with the EU in a
way that will allow it to have an open access to the single market, as close
as what it has now. Constructing a model which would show how much
of the trade is attributable to the membership, CER came to the results
that British trade with the rest of the EU is 55% higher than it would be
expected, amounting to more than £100 billion, considering the value of
UK’s trade with the Union in recent years.

Various studies dealing with the economic effects of Brexit have
ascertained several options, by analyzing different ways in which the
future relationship between the UK and the EU could be arranged, and
presented the possible outcomes of each of them. The optimistic scenario
is the one in which the UK would negotiate a Free Trade Agreement with
the EU, obtain full access to the single market, while eliminating tariffs
and minimizing non-tariff barriers. The pessimistic scenario implies that,
after the exit, the UK would trade with the Union under the terms of the
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World Trade Organization (WTO), which would involve high tariffs and
significant non-tariff barriers.

Researchers at London School of Economics (Dinghra, Ottaviano,
Sampson & Van Reenen, 2016) have observed possible changes in trading
costs and fiscal savings in different scenarios. The results showed that, even
in the best case, a fall in the UK income can be expected, for around 1.3%,
while in the worst case, when trade with the EU is carried out under WTO
rules, the loss could be much higher, even 2.6%. The estimation of long-
term effects, which took into account the impact on productivity growth as
well, is far more alarming. Free access to the EU single market enables
realization of economies of scale, increases competitive pressure and
stimulates innovations, which leads to productivity growth. Without these
benefits, the UK could face an overall loss from 6.3% to even 9.5% GDP.

Other studies showed similar results, which made Brexit a trending
topic and raised some serious doubts about whether it was a smart decision.
One of the most renowned professional services companies -
PricewaterhouseCoopers LLP (PwC) - at the request of Confederation of
British Industry, in its report “Leaving the European Union: Implications
for the UK economy” gave a detailed estimation of the potential economic
outcomes of the exit (PwC, 2016). Besides inevitable uncertainty and risk
increase, a reduction of fiscal expenditure, fewer immigrants and somewhat
lower regulatory costs were also predicted. But what causes biggest
concerns for economists is a reduction in trade and investment that can’t be
avoided. The analysis included two different periods of time, the short-term
which refers to the period immediately after the referendum until 2019, and
long-term related to the years after, from 2020 to 2030, by when it is
expected that relations with the EU and the rest of the world would be
already fully established, the situation would be stabilized and the initial
uncertainty would disappear. Obtained results showed an undeniable
decline in GDP. In best case, in the short-term this decline would be around
3%, mostly caused by uncertainty, while in the long-term the reduction
would be around 1.2%. However, in the worst case scenario figures are
much larger. For the first few years after the exit, the estimated reduction of
UK GDP is around 5.5%, while in the longer term, the withdrawal from the
EU could result in 3.5% lower GDP than if the UK remained in the Union.
It is predicted that about 0.5% of that reduction could be attributed to the
trade impact, even if the UK negotiated a Free Trade Agreement with the
EU, while under the WTO scenario this effect would range from around
1.7% in short term, up to 2.1% in years after.

Experts at Her Majesty's Treasury - the Government’s economic and
finance ministry — in theirs analysis of the effects of the EU membership on
British economy and some of the possible future arrangements, have
estimated that any alternative agreement with the Union after the exit would
cause significant economic loss (HM Treasury, 2016). Such a conclusion was
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made on the basis that any other negotiated arrangement with the EU
wouldn’t offer as many advantages as the membership and wouldn’t allow
full access to the single market, which would increase costs of trade and
make the country less attractive for foreign investment. Their assessment of
the impact of Brexit on trade and foreign direct investment and how it would
in the long run, after 15 years, affect productivity and UK’s national income
showed that it would cause a significant decline in GDP and that the UK
would be worse off outside the EU under every scenario modelled. It is
estimated that 15 years later the UK would have between 3.4% and 4.3%
higher GDP if it remained in the Union comparing to the potential
membership in European Economic Area (EEA) after the exit. Therefore,
being a part of the EEA instead of the EU would lead to annual GDP loss of
£2.600 per household. The loss would be even greater if the UK’s post-exit
relationship with the EU was established through a bilateral agreement.
Comparing to that scenario, predictions are that British GDP would be
around 4.6% to 7.8% higher by staying in the EU, which would also mean a
loss of about £4.300 per year for each household in the case of such
arrangement. The worst-case scenario, trade under the rules of the WTO,
after period of 15 years could cause lower GDP for about 5.4% to 9.5% and
annual loss of £5.200 per household. The report has stated that despite
considerably lower fiscal costs for the UK outside the EU, none of the
alternatives could provide such economic benefits as membership itself.

The Organization for Economic Co-operation and Development
(OECD) has also presented its analysis of Brexit in the policy paper “The
Economic Consequences of Brexit: A Taxing Decision” indicating that
leaving the EU would cause permanent and heavy losses to the UK economy
(OECD, 2016). Estimates were based on a number of assumptions, such as
that national economy would face a noticeable deterioration in financial
conditions, greater uncertainty and mistrust in the short term, along with high
trade barriers and a decline in the skillful labor force, especially in the long
run. Regardless of how the future relationship between the UK and the EU is
arranged, the volume of trade and financial activities is projected to be
significantly lower. With all of this in mind, it was estimated that leaving the
Union could cause around 3.3% decrease in UK’s GDP by 2020, while in the
long term this decline could be even greater, about 5.1% (by 2030).

International Monetary Fund (IMF) was also among institutions
which have analyzed the economic effects of Brexit. In its report, the Fund
corrected previous estimates of UK’s GDP growth due to uncertainty about
future economic relations with the EU countries and the rest of the world.
New estimations indicated that UK’s GDP could be lower for 1.4% by 2019,
but in the worst case scenario the decrease could be around 5.6%.



547

THE ECONOMIC IMPACT OF EU MEMBERSHIP
ON UK’S FOREIGN TRADE

The utmost benefit expected from the formation of a customs union
(as well as any other form of economic integration) is to increase the
welfare in all member states. That goal is achieved through dynamic, long-
term integration effects. These effects are the result of market expansion,
which becomes common, united at the integration level, and they refer to:

= Achieving economies of scale,

= Increase in competition.

All of the above leads to a reduction of prices and higher business
efficiency, enhances innovation processes, and in the final instance
accelerates economic growth and development. The improved productivity
that the economy of a country can reach leads to prosperity and a higher
rate of returns on investment in the production inputs, and all this together
represents the key determinants of the country development (Krsti¢,
Stanojevi¢, Stanisic, 2016).

Static integration effects are achieved shortly after its formation and
two basic ones are creation and diversion of trade. Trade creation refers to the
growth in the volume of trade among member states, which leads to higher
product specialization, better allocation of resources, increased employment
within integration and ultimately to the growth of national income of member
states. The increased trade is a result of tariffs and other trade barriers
elimination between members of integration.

Trade diversion occurs when imported goods from countries outside
the block are substituted with imports from members of the union. After the
customs union is established (and therefore trade is tariff-free between
member states) goods from countries outside the union, that had been
imported so far, might become more expensive than goods with higher
production costs originating from a member state, because the price of these
goods is now being reduced by the amount of tariffs that have earlier existed.

During the second half of twentieth century, the volume of global
trade has grown much faster than the global output. Reduction and
elimination of tariffs and non-tariff barriers, new and cheaper modes of
transport, followed by the development of modern technologies have made
the entry into new foreign markets considerably easier. World trade has been
rapidly expanding, based on the trade growth between developed countries
themselves and with emerging economies as well. Considering that over 3/5
of total EU member states’ trade in goods is conducted between themselves,
it has become clear that Europe has emerged as a kind of regional trading
center. A huge market for trade in goods and services has been created with a
tendency of further expansion by way of the accession of new countries
in the future (Markovi¢, 2014).

The EU single market is broader and deeper than any other free trade
area in the world. (HM Treasury, 2016). Over the last decade, trade within
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the EU has expanded slower than the trade with third countries, but it has still
achieved a growth of 4 per cent a year (Chart 1). Such trend indicates that
integration has not reached its maximum of internal trade yet and that
opportunities are far from exhausted.
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Chart 1. Trade between members of the EU and
between the EU and the rest of the world
Source: Springford, J., Tilford S., McCann, P., Whyte P., Odendahl, C. (2016) The

economic consequences of leaving the EU — The final report of the CER commission
on Brexit 2016, Centre for European Reform (CER), London

The EU single market is built on so called “four freedoms” — the
unrestricted movement of people, capital, goods and services over borders.
The abolition of tariffs, the joint formulation of measures and procedures, as
well as harmonization of regulations has boosted trade between the member
states. Goods and services trade is conducted free of tariffs and other barriers,
while creation of minimum common regulatory standards that must be met
allows exporters to sell their goods unhindered across the single market,
without having to comply with different rules and regulations of each
member state. This has significantly reduced administrative costs. However,
these advantages provided by the EU membership at the same time represent
main constraints in trade with the third world countries. Adherence to the
common external tariffs and other measures imposed on goods and services
from states outside the block might divert trade away from low-cost countries
outside the Union, regardless of their more affordable prices, towards
member states. Possibility for establishing trade agreements with those non-
EU countries and expanding the business into their markets is regarded as the
biggest benefit of leaving the EU, bringing into question whether the trade
with other member states should remain a priority for the UK.
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Looking at the trends in UK trade in goods with the rest of the EU,
OECD countries outside the EU and emerging economies, it could be
noticed that after the initial expansion during the 1980s and 1990s, trade
with other member states began to stagnate as trade with emerging
economies rose. Still, the EU countries continue to dominate in foreign
demand for British goods and services, given that even 46% of foreign
demand for manufactured goods and around 40% of foreign demand for
services comes from the EU, which is three times higher than US demand
for British products and more than twice when it comes to demand for
UK services. Speaking about BRIC countries (Brazil, Russia, India and
China), share of their demand is about 8% and 10% respectively.
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Chart 2. Trends in UK goods trade with the EU and the rest of the world
Source: Springford, J., Tilford S., McCann, P., Whyte P., Odendahl, C. (2016) The
economic consequences of leaving the EU — The final report of the CER commission
on Brexit 2016, Centre for European Reform (CER), London

Apart from the trade of final goods, the indirect effect that exit from
the EU would have on domestic companies which provide intermediate
goods and services for exporters’ production process must not be ignored. In
addition to that, high integration of British firms into the EU supply chains,
which provide various services, from transport to financial services, also
indicates that leaving the EU can significantly jeopardize their business and
threaten the survival of national and international supply chains. The severity
of consequences would vary depending on the sector. It is estimated that
financial services would experience the biggest disruption in services sector,
while automotive, aerospace, chemicals and pharmaceuticals industry would
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be the most vulnerable in the production sector, along with food and tobacco
industry (Booth, Howarth, Persson, Ruparel, Swidlicki, 2015). The final
effects on these, as well as on other sectors, will depend on future agreements
negotiated with the EU after the exit and the extent to which the UK retains
access to the single market.

Nevertheless, the fact that the rest of the EU represents the most
significant market for British products and services is not unexpected and
cannot be entirely attributed to the membership. Considering the
development of other member states and their proximity to the British island,
they would almost certainly be the UK’s largest trading partners even if the
single market didn’t exist. On the other hand, claims that the EU
membership has made the UK trade with the rest of the world more
difficult and reduced its volume to the level much lower than it could
have been achieved independently are very often unjustifiable.

In order to estimate the effects of EU membership on the UK trade,
economic experts from The Centre for European Reform constructed a model
that would determine the EU’s impact on the creation and diversion of trade
between the UK, the EU and its 30 major trading partners that are not
members of the Union (Springford, Tilford, McCann, Whyte, Odendahl,
2016). Altogether, the trade with these countries makes about 90% of UK’s
trade. In order to get needed results, experts examined data on the total value
of trade (imports and exports) conducted between the UK and 181 countries
since 1992 until 2010. The analysis took into account the data on GDP of
each country and their exchange rates, as well as other factors that affect
trade relations. The obtained results indicated that the volume of UK’s trade
with the rest of the EU is 55% greater than it could be expected given the size
of these countries’ economies and other conditions. In 2014, trade with the
EU countries amounted to £372 billion, meaning that this “effect of the EU
membership” was about £132 billion. Using the model, authors came to the
conclusion that there is no evidence that EU membership have had negative
effects on UK’s trade with states outside the block, although import of certain
types of goods from third countries is considered to be somewhat smaller due
to the common regulations and standards on the EU market and imposed
tariffs that sometimes increase the prices. Still, higher UK’s trade with other
EU countries resulting from the membership is not achieved at the expense of
trade with third countries, and the costs of trade diversion are negligible
compared to the benefits of trade creation (HM Treasury, 2016). The gains
from free trade with developed countries in the neighborhood are far
surpassing those losses. The results implied that EU membership increased
the UK ’s total trade for 35%.

The EU market is crucial for the UK services given its share in
British services export and trade surplus. Even five of the seven sectors in
which the UK has had a trade surplus with the EU are services sectors,
with its leading exports being financial services and insurance (PwC,
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2016). Besides that, the UK’s services trade with the EU has grown at
faster rate than with any other country (Chart 3).
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Chart 3. UK services trade growth with major partners, 1999-2015
Source: Springford, J., Tilford S., McCann, P., Whyte P., Odendahl, C. (2016) The
economic consequences of leaving the EU — The final report of the CER commission
on Brexit 2016, Centre for European Reform (CER), London

However, the question arises again as to whether such an outcome
can be entirely ascribed to the EU membership. With the intention of
making an adequate comparison and getting a more realistic picture of
significance of individual countries and regions for UK’s services trade,
authors observed the rates of growth in British exports to a particular
country/region, comparing them to theirs GDP growth (Springford, Tilford,
McCann, Whyte, Odendahl, 2016). The analysis showed that since 1999
the UK’s services trade with the Union has grown at around 1.5 times the
rate of the EU economic growth. Despite the fact that trade in services with
the US has grown at almost the same pace (around 5% a year), the result
was somewhat worse than with the EU, when compared to their GDP
growth. With regard to the emerging economies, the services trade with
them increased fast between 1999 and 2015, but still fell behind the rate of
their economic progress. The significance of the EU as a trade partner to
the UK might be illustrated the best by the fact that in 2015 the value of the
UK’s services export to other member states was nine times higher than
exports to the BRIC countries altogether. Therefore, the services sector will
probably be one of the central issues in trade negotiations with the EU after
the exit.
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The Potential Effects of Leaving the EU for the UK Trade

The UK has been a “champion of a free trade” for a long time and
such position has brought enormous benefits to the country in the form of
greater wealth and innovation and consequently increased human welfare
(Murray, Broomfield, 2014). Since the UK has been highly engaged in
international trade flows and closely integrated with the rest of the Union,
consequences of tariff and non-tariff barriers in the trade with the EU
could be significant. It is almost impossible to predict their intensity
because the final effects of Brexit will mainly depend on negotiated
agreements between the UK and the EU after withdrawal.

Since Government officials announced that there is a possibility to
leave the EU, many economists and financial experts have tried to
determine what consequences that decision might cause to British
economy. Changes in trade relations and contributions to the EU budget
have been the most often considered when analyzing the effects of potential
options for managing future relationship with the EU. The optimistic
scenario has implied reaching a free trade agreement, followed with the
minimum of customs restrictions. On the other hand, the most pessimistic
scenario has referred to trading under the WTO rules, without trade
liberalization. The results obtained in these studies suggested that in short
term, even under the best case scenario, loss of 1.3% to 3.3% of GDP could
be expected, while in the worst case this figure could go up to 5.5%
(Dinghra, Ottaviano, Sampson, Van Reenen, 2016; PwC, 2016; OECD,
2016). Estimates are even worse when it comes to long term effects.
Depending on the outcomes of negotiations, it is assumed that GDP loss
could be between 2.1% and 9.5%, which would lead to an average annual
loss of about £6.000 per British household (Dinghra, Ottaviano, Sampson,
Van Reenen, 2016; PwC, 2016; OECD, 2016; HM Treasury, 2016).

The main reason why many Eurosceptics believe that the UK will
be able to negotiate a convenient free trade agreement with the Union
after the exit is its large trade deficit with the rest of the EU. If there were
substantial barriers in mutual trade, the rest of the integration would
suffer a greater loss due to restrictions on exports to the UK market.
Therefore, it is in the EU’s interest to keep good trade relations with the
UK and keep an unrestricted access to its market. Then, released from the
influence of Brussels and EU regulation, the UK would be available to act
independently on the global market and sign trade agreements with other
countries corresponding to its own interests. This claim is based on the
idea that the UK itself has a strong position in the international relations,
since it is one of the world’s biggest economies, and thus it would be
quite successful in trade negotiations. Besides that, it is believed that in
21% century the most successful will be those economies that are flexible
enough to react rapidly on changing conditions in the world market,
which in case of integrations is not always possible. Furthermore, the
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assertion that the EU members should be favored over other countries in
trade because of their geographical proximity is not entirely correct. In
the age of the internet it looks anachronistic, irrelevant and old-fashioned
(Lea, Binley, 2012). Nevertheless, some of these arguments are quite
simplistic and might be deceptive.

Expecting the UK to dominate in the trade negotiations with the EU
and set its own rules and terms seems unrealistic. The single market is far
more significant for British exporters than the UK market is for the rest of the
EU manufacturers. The rest of the EU buys almost half of the UK’s exports
while the Island imports far less from other member states. In addition to that,
the largest part of the EU export to the UK comes only from Germany and
Netherlands, whilst most other members don’t find British market as one of
the major ones for selling their goods and services. Since reaching any trade
agreement will require the consent of all 27 remaining EU members, some of
which have different interests when it comes to the trade with the UK, it is
still unclear how these negotiations might evolve.

It is important to emphasize that the UK’s access to third countries’
markets largely depends on the EU membership. In order to retain that access
and opportunities it provides, the UK will have to negotiate and discuss the
terms with each of those countries the EU currently has a free trade
agreement with. Considering that the UK’s export has a small share in
world’s total exports (slightly less than 3%) and that it is in constant decline
due to emerging economies, which are gaining the momentum at the global
market, it is clear that the UK alone will have a considerably weaker position
in international trade negotiations. However, certainly the most important
issue to be solved during the withdrawal process would be to decide how to
arrange the future trade relations with the EU. The major concern will be the
extent to which the UK will be able to retain access to the EU goods and
services market and what compromises would that require.

Alternative Arrangements with the EU

The withdrawal from the Union leaves several potential options to the
UK for establishing its trading relationship with the EU: membership of the
European Economic Area (EEA; the so-called Norwegian model), a customs
union, a set of bilateral agreement (also known as Swiss model), a free trade
agreement (FTA) and trade under the terms of the World Trade Organization
(WTQO). The main differences between these scenarios are their level of
access to the single market, obligations to implement EU rules and
regulations, opportunity to participate in EU decision making and
requirements to contribute to the EU’s budget, not to mention their political
feasibility and timeline to negotiate (Jackson, Akhtar, Mix, 2016). Still, none
of these alternatives will provide a full access to all segments of the EU
goods and services market, without any tariff and non-tariff barriers, as the
membership allows.
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Membership of the European Economic Area (Norway option)

The European Economic Area (EEA) includes the EU and three
members of the European Free Trade Association (EFTA) — Norway,
Iceland and Liechtenstein. This agreement basically represents a free trade
agreement between the Union and the countries mentioned and provides the
expansion of the single market and free movement of goods, services,
people and capital, along with regulations related to the employment sector,
consumer protection, environment and competition. If the UK decided to
join the EEA after leaving the EU, its manufacturers would retain almost
unlimited access to the single market. Some categories of goods, especially
agricultural products, would not be exempted from tariffs and other non-
tariff measures, but big part of the foreign trade would be conducted in the
same way as now. However, the UK would not have the right to participate
in formulation of the EU trade policy and would be excluded from the EU’s
trade agreements with other countries. Besides that, goods from the UK
would be the subject to the rules of origin, which would cause additional
costs and extensive paperwork. Although the UK would still have to
comply with the EU regulations, without any influence, it would undoubtedly
face a lower number of regulations as an EEA member. This is seen as a
great advantage of the EU exit by many authors who claim that reduced
number of bidding rules would bring a relief to British firms. Released from
the regulatory imposition required by the EU membership, they would be
able to significantly reduce their costs and improve their competitiveness in
the global market. The huge benefit of this model is that these countries have
a complete autonomy in setting up their foreign trade policy, charging tariffs
to other countries and reaching free trade agreements. In addition, the UK
would also have full control over its agricultural and fisheries policy, internal
affairs and justice system. In regard to public finances, this option would not
be the most convenient for the UK considering that Norway, although not a
full member, makes significant contributions to the EU budget.

A Customs Union

One of the potential ways of arranging a relationship with the EU in
the future is establishing a customs union, of a kind that the Union currently
has with Turkey. In that case, the mutual trade between the UK and the EU
would be conducted free of customs duties, while common external tariffs
would be imposed on goods and services from third countries. Still, how
significant a British impact would be in such relationship remains an open
guestion, given that in the EU — Turkey arrangement all the issues are
mainly decided in Brussels. Turkey must also follow the EU’s preferential
agreements with non-European countries, but does not benefit from the
trade deals the EU has with other countries, who continue to apply tariffs
on Turkey’s exports (Springford, Tilford, McCann, Whyte, Odendahl,
2016). The agreement between the EU and Turkey is often said to represent
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a limited customs union considering that, although it gives Turkey an open
access to the single market for wide range of goods, it does not apply to
agricultural goods or services. This model would not allow the UK to
influence the EU’s trade policy, while it would have to agree with it. Not
only would British manufacturers have to harmonize their products with
EU standards, but the UK would still have to comply with most of the EU
legislation. If it did not, the access to the single market would be restricted.

The Swiss Model

Given that the strong influence of Brussels and the imposition of the
EU regulations are some of the main reasons for opposing the membership,
previous options are unlikely to be the most desired since, even after
leaving, the UK would have to abide by the EU legislation. An agreement
similar to the Swiss model would probably be more acceptable. Switzerland
participates in specific parts of the single market on the basis of a free trade
agreement dating from 1972 and a series of bilateral agreements concluded
with the EU in 1999 and 2004 (Booth, Howarth, Persson, Ruparel, Swidlicki,
2015). They include 20 principal and 100 supplementary agreements, each
covering a specific sector of the market. The main disadvantage of this model
is that is does not provide free access to the entire single market, but it must
be agreed for each sector separately. In the case of Switzerland, the trade of
goods is covered by the agreement, but services trade is quite constrained,
allowed only at the certain segments for which the consent has been given.
Considering the significance and development of the UK services sector, this
option does not seem satisfactory. However, membership costs would be far
less since Switzerland is not part of the Common Agricultural Policy,
Common Fisheries Policy and Regional Policy so it is not obliged to make
payments to the EU budget. Still, since 2006 it has been involved in the EU
regional development by providing financial aid to the new EU members.
The best part of this type of agreement is that it would not affect UK’s
relations with other countries, so it would have a complete freedom in
defining its foreign trade policy. Although this option does not assume
having a common law institutions with the EU, the British would certainly
have to develop its legislation so that it is equivalent to the EU’s in order to
retain the access to the single market. As this type of arrangement requires
a constant revision of bilateral agreements and renegotiations, which is a
very complex process and takes lot of time, establishing the relationship
this way is not considered as a formal model that could be repeated again.
Actually, the UK may even stay without the possibility of reaching such an
arrangement at all.

Free Trade Agreement

After withdrawal, the UK could sign a free trade agreement with the
Union. Trade with member states would be conducted without restrictions
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while the UK would be in control of its trade policy towards other countries
and able to manage it on its own. This way, it could liberalize its foreign
trade to the extent that corresponds to the national interests without the
obligation to agree with the rest of the EU members and to obey instructions
from the EU authorities. The exit could lead to reduction in prices of
imported goods from countries outside the EU, assuming that import duties
would be lower than those currently levied by the EU. Given the mutual
significance and strong interconnection between the British and the EU
market, it is believed that there are great chances to reach such an agreement
and that the EU tariffs on most of the British goods would be eliminated.
However, it is quite certain that in this case the UK would not be able to
independently set its own regulations. The more comprehensive the trade
agreement, the more EU rules would have to be followed. There is no
doubt that the UK manufacturers would still have to design their products
and production methods in accordance with EU standards and technical
specifications in order to continue to offer their products on the single
market. Considering the exceptionally high share of services in the British
export, for the UK would be crucial to include services sector in the free
trade agreement with the EU. According to some predictions, such an
agreement could, at best, provide the UK with free access to the EU services
market, but it would certainly be unable to influence its further liberalization.
Trade in services with many countries outside the Union could decrease a lot,
especially in financial sector, since EU exit could reduce the importance of
the UK as the financial market and as a center for providing professional
services in other areas of business.

Trading under WTO Rules

If none of the previously mentioned arrangements is acceptable for
the UK government, trade relations with the EU will be established under
the terms of WTO. In that case, the UK would regain sovereignty over its
trade policy and foreign trade relations and would not be obliged to pay for
the EU budget on any basis, nor to abide by the EU regulations. However,
this comes with a high price. WTO requires from its members to apply the
principle of non-discrimination in foreign trade and treat other members
equally, which means that if one country is given the more favorable
treatment, by decreasing tariffs on its goods for example, all other member
states have to be treated in that same way. The UK would face both tariff
and non-tariff barriers on the single market, which would make its export
less competitive and some sectors of the economy particularly vulnerable.
And if it decided to treat the EU exporters the same way, it is important to
keep in mind that all customs measures imposed on the EU goods would
have to be applied to all other countries with which there is no special trade
agreement negotiated. On the other hand, if tariffs on the EU goods are
eliminated, the same has to be applied to goods from all the other WTO
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members. Within WTO has not been achieved much in the terms of
liberalizing trade in services, so establishing trade relations with the EU this
way would cause even more serious consequences in the services sector.

Trade Negotiations with Countries Outside the EU

The EU has reached free trade agreements with many countries,
giving its members a free access to their markets. However, once it leaves the
Union, the UK will not be able to rely on the EU bilateral trade agreements
that have already been signed, but will have to, as an independent entity,
renegotiate with each of these countries. This process will not be simple at
all. It will take a lot of time and other resources as well. During that period,
access to the overseas markets will be quite uncertain for the UK exporters
who will face high trade barriers. It should be also kept in mind that for many
countries a free trade agreement with Britain would not be even closely
significant as one with the EU, considering the difference in market size and
opportunities it gives. The negotiating power of a country is a key to success
in international arrangements and foreign trade relations. Already a very open
economy, the UK will not be in strong position in international negotiations,
especially with world’s most powerful economies. Due to its size and market
development, the EU has a huge influence in trade relations with other
countries, which Britain alone cannot count on. Nevertheless, there is large
number of those who disagree with claims that the UK only as a part of the
Union has an opportunity to demonstrate its impact on a global scale. Besides
that, subordinating to the decisions of the EU as a whole, and accepting
common goals is not always in the best national interests of the UK.
Furthermore, outside the EU, British Government will be able to
independently represent itself in world trade institutions and act according to
its own needs and benefits. Those who see the future of the UK outside the
EU often advocate for the establishment of closer trade relations with
countries of Commonwealth which spreads over five continents and
comprises both developed and developing countries. Mutual similarities,
such as language, law and business practice, reduce trade costs significantly
and are considered to be the main advantage of potential Commonwealth
Free Trade Area. Another possible trade agreement that is often mentioned is
formation of North-Atlantic Free Trade Area by joining the North American
Free Trade Agreement (NAFTA), which is signed by the United States,
Canada and Mexico. However, claims that the UK separately from the EU
could conduct its foreign trade more successfully and that would still have a
great impact in international trade negotiations should be taken with caution
since they are often based on mere predictions. Outside the Union, Britain
will be left out of from all future EU agreements, so missed opportunities and
potential losses could be even bigger. The economic implications of Brexit
are certainly much more significant for the UK than the rest of the world
(Oxford Economics, 2016).
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CONCLUSION

Based on previous analyses, there is no doubt that membership of
the EU has helped the UK achieve its main goals when it comes to trade
with its largest foreign trade partners — to establish stable relations and
minimize costs of trade. Although Euroskeptics argue that membership
provides insufficient benefits, given the extensive EU regulation and
restrictions in trade with third countries, researches show otherwise. The
EU membership has contributed considerably to the growth of the UK’s
trade with other member states and its exports to third countries, without
notable trade diversion from other major trading partners. Even though
the common services market has not given desired results yet, it cannot be
expected that conditions in this sector will become better for Britain
outside the EU. The exit will inevitably bring a hard choice to make:
retain the free access to the single market, but under conditions dictated
by Brussels, abiding by the rules without any possibility to influence the
regulatory process, or regain full independence and liberate from the EU
regulations, but without unrestricted access to the EU market and free
trade with its main trading partners.

Leaving the EU will probably not result in losing all trade gains, but it
will certainly depend on negotiated arrangement between the UK and the
Union. According to economic experts, the free trade agreement appears to
be the most likely outcome, but it is currently impossible to determine
precisely what would it cover. Certainly the best for the UK would be to
retain as close as possible trade relations with the EU and unrestricted access
to the single market. Nevertheless, it is clear that none of the alternatives can
be compared to the membership regarding the benefits. Outside the Union,
further activities on the EU market will be significantly constrained; Britain
will not be able to influence the further liberalization of the trade in services,
while in some sectors a loss of investments is inevitable. Furthermore, her
position in future trade negotiations with the rest of the world will definitely
not be as strong as it is now when it is a part of integration. Higher foreign
trade barriers will negatively affect British exporters who are going to face
increased costs and more difficult trade terms. Considering the positive
impact that exports have on the economy of a country and that its growth
multiplies the national income, it is clear that such circumstances could cause
considerable negative consequences to the national economy.
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E®PEKTU MEBYHAPOJHE EKOHOMCKE
JESUHTEI'PAIIMJE HA IPUMEPY BPEI'3UTA

HWBan Mapxosuh, Muiuna HBoxuh
Vuusepsurer y Humry, Exonomckn dakynrer, Hum, Cpouja

Pe3ume

Hako je mocneamux roauHa, na u JIeLeHnja, IPUCyTaH TpeH ] cBe UBpIIher oBe3nBa-
Ba 3eMajba Paa 3ajeJHUYKOT JENOBamka M HACTYNlAa HA CBETCKO] MOJUTHUYKO] M €KO-
HOMCKOj CIIEHH, TPEHYTHO CBEZOYMMO HeUeMy CACBHM CYIPOTHOM. JeHa o1 HajMohHHjuX
MHTerparyja y cBery — EBporicka yHHja — Hanasu ce TpeJ He3rOAHUM TECTOM: IPBH YT Y
CBOjOj HCTOPHUjH CyO4aBa ce ca HaMEPOM HEKe O WIAHHIIA Jia ce ocamocTaiu. Mako ce Ha
YJIAaHCTBO HE MOXKE IJIeaTH Kao Ha MCKJbYYMBO EKOHOMCKO ITHTAhbe jep je OHO 3HATHO
IIMpe O TOTa, BUIIE MOJMTUYKO, EKOHOMCKHU PasJio3n 3a ocTaHak y EBporickoj yHuju cy
jacHu. Paznuuure cryauje, y Kojuma cy KOpumheH: Apyradiji MO U TEXHUKE, TOIILIe
Cy /IO MCTHX pe3yiITara: HAKOH M3J1acka, y CHOJPHOTPrOBHHCKMM ofHocuMa he nohu 1o
BENIMKUX TPOMEHa, Koje he ce HEemoBOJAHO OfpasuTH Ha OpyTO APYLITBEHH HPOHM3BOL
Bemike bpuranuje, mro je moapKano cTaB OHHX KOJH Cy 3aroBapajii OCTaHaK — 1a he
,,OpEr3uT”’ 3Ha4ajHO HAYIUTH OPUTAHCKO] EKOHOMU]H.

Yecto ce kao BeNMKa Mpenpeka y nperopopuMa EBporicke yHHje ca ocTaimiM 3eMibama
HAaBOIM HCH arpapHH HPOTEKIMOHM3aM W TIPOTHBIECHEC MOjeNMHHUX WIAHWIA Ja
mbepam3yjy cBoja Tp)KHIUTa yciryra. M3 Tux pasmora, MHOTH cMaTpajy na 6u Benmka
Bpuranija caMOCTaJHO MOIVIA JIAKIIE Ja OCTBAapH IMOBOJHHM]jE TPrOBHHCKE CIIOpa3yMe,
300T OTBOPEHOCTH CBOT CEKTOpa YCIIyTa, 3ajlarama 3a cJI000AHY TPrOBHUHY U HEIOCTOjamba
arpapHoOr TPOTEKLMOHM3Ma. MelyTnM, MONMTHKA arpapHOr NMPOTEKIMOHM3Ma BHUIIC HE
NpecTaBba MpenpeKy MehyHapoaHoj TProBHHCKO] JHOepanm3aldju Kao HeKaxa C
003UpOM Ha TO Ja je IIEHOBHA MOApIIKa cMameHa. Kama je ped o yCIy)KHOM CEeKTopy,
TEIIKO je 3amuciiTH ja he Bpuranuja uMaTy BUIe ycriexa y caMOCTaJIHUM HPErOBOpHMA
1 TIPUCTYIIY TPXKHIITY HEKe 3eMJbe KakBa je, Ha npumep, Hmwja, jep curypHo Hehe umaru
MHOT'O TOTa Jia TOHYIH WK 0ap He TONMKO Kao caja JOK je Ouna aeo unterparmje. OHu
koju Oymyhuoct Benvke Bpuranuje Biie n3an EBporicke yHuje Bpiio 4ecTo ce 3aaxy 3a
YCTIOCTaBJbatbe MPUCHUJHX TPrOBUHCKUX OJIHOCA ca ocTanuM 3emibama Komonsenta. Kao
TJIaBHE TPETHOCTH HaBoJle ce Mel)ycoOHe CIMYHOCTH, MOMYT je3WKa W MOCJIOBHOT TIpaBa,
KOje MOTy OMTH BeoMa 3Ha4yajHe 32 TPrOBHHY.

Beoma je Temko ca curypHomhy yTBpAWTH KakBe he cBe €KOHOMCKE MpOMEHe
M3a3BaTH MoBIaueke U3 EBporicke yHHje U Kojer HHTeH3UTeTa jep he To IpBEeHCTBEHO
3aBHCHUTHU O] IOCTUTHYTUX JOTOBOpa. JeqHa o o6nacTu y ko0joj he mocnenuiie cBaka-
KO OUTH BeoMa U3paXKEHE jeCy CIOJbHOTPIOBUHCKU OJHOCH. ¥Y3uMajyhu y 063up 0poj-
Ha MCTpaXXMBama ¥ NpeBulama eKOHOMHCTA, Ka0 ¥ TPEHYTHE peakiuje Ha U3riiacaH
U TEK TOKPEHYT MpoLec M3J1acka, MOXE Ce HACIYTUTH Ja Ou Hamymtame EBporicke
VHHje MOTJIa OWUTH TpenIka KaTacTpodalHuX pa3Mepa, ca onpeheHuM epeKTrMa Koji
he ce Harmo UCoOJBUTH Beh y KpaTKOM POKY, ajli MMATH jOIl 030MJbHUjE TyroTpajHe
MOCIIEANIIE TT0 OPUTAHCKO OCTPBO y OyayhHOCTH.



