QCEA background paper

With or without you:
The UK, the EU, and trade
In brief
Through its European Union membership, the UK participates in the world's largest single market. People,
goods, services, and capital travel freely between 28 Member States which together account for 16% of global
imports and exports, more than either the US or China. Euro‐sceptics say that the UK could occupy a more
prosperous position in international trade if it left the EU. This raises the question as to available alternatives.
Should relations with the supranational EU be redesigned based on the Norwegian, Swiss, or Turkish models?
Paradoxically, the more politically advantageous options (those which grant greater policy independence) are
the least economically beneficial.

How much does EU membership cost?
As part of EU membership, each country contributes 1% of their gross national income (GNI). In 2014 the British
government made a net contribution of £9.8bn out of a total UK government annual expenditure of £700 billion.
This represents around 0.5% of its Gross Domestic Product (GDP). In contrast, it is noteworthy that that the UK
government aspires to spend 2% of its GDP on the military, in line with NATO targets.
The total EU budget is £120 billion, slightly more than one sixth of the UK's national budget and about 1% of the
European Union's total wealth. In reality, 80% of this EU budget is managed by regional or national governments
through grants and loans. These go to city councils, Small and Medium Enterprises (SMEs), researchers, NGOs
and students.
A UKIP‐commissioned report estimates the gross direct and indirect costs EU membership in 2014 at ‘about
11½% of GDP’, which is roughly £185 billion. EU regulation alone is seen as costing 6% of GDP. Regulation should
not be viewed only as a financial cost as it includes consumer protection, labour rights and environment
standards whose value cannot easily be expressed in monetary terms. This report fails to mention the
Transatlantic Trade and Investment
Partnership (TTIP) which is advertised
by the European Commission and other
supporters as providing much of what
Euro‐sceptic research argues the UK
could only achieve by going it alone:
increased trade outside the EU leading
to higher growth and employment
rates. The EU can negotiate with the
US on equal terms because they are
trading blocks of similar size. This
would be impossible for any single EU
country – including the UK. Irrespective

...[T]he economic order is not a peripheral
concern, but central to the whole
relationships between faith and practice...
so central to our whole existence that no
other aspect of personal relationships or
individual lifestyles can now be looked at
without first understanding what it means
in terms of our national wealth, incomes,
and their distribution.
‐David Eversley 1976 (BYM QF&P 23.53)
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Birmingham City Council recently published a report
showing that from 2003‐2013 nearly half of all West
Midlands exports went to the EU. The cities employment
levels and competitiveness benefited from the European
Regional and Development fund which invested £640
million in infrastructure, training, research and support
for business and enterprises. The city estimates it will
receive £1 billion over the next funding period from 2014‐
2020. Birmingham attracted more than £4 billion Foreign
Direct Investment since 2003 and saw the creation of
15,500 jobs. The City Council believes that it is the UK's
membership of the EU and access to the Single Market
which gives it an advantage over non‐EU countries.
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of one's view on international commerce, the
Euro‐sceptic argument that leaving the EU would
represent a boost to trade is questionable
because UK negotiating power would be reduced,
and trade is likely to flow from any EU‐US deal.

TTIP does also raise fundamental concerns
notably around the risk of a 'race to the bottom'
in terms of environmental and social standards.
QCEA's position is that trade should contribute to
human well‐being with an overall drive towards
lifting standards and conditions. The EU identifies
its role as protecting and enhancing the quality of
human well‐being. Economic well‐being is only
one aspect of this. Legitimate concern may be
expressed that neo‐liberalising the economy risks
overshadowing the EU's core purpose. It is possible for those at the policy‐making table to agree to shape the
text: a UK that has left the room would not be in a position to influence negotiations.

Free Trade Area or Single Market?
Debate around UK relations with the EU comes down to the type of trade agreement in place. The current Single
Market means that EU Member States or European Economic Area (EEA) country, such as Norway, agree to
function as a block. They adopt common rules in areas of trade and product standards. Having the same rules for
all, as opposed to 28 different sets of rules, simplifies and encourages trade. This also means trade agreements
established with a non‐EU country, e.g. with Canada, must provide all EU members equal access to the Canadian
market.
A free trade area, as opposed to a single market, is one in which only tariff barriers setting a blanket tax on
imports have been removed. Under an FTA, countries can still apply their own regulatory standards – e.g. on car
safety. The fact countries have divergent regulations complicates or even prevents trade as it sets a “non‐tariff
barrier”. A single market facilitates trade as all participating countries agree the same product regulations. It is
a contradiction in terms to argue that the UK should “stay in the single market but do away with EU regulations”,
as the point of a single market is that regulations are harmonised.

Trade inside and outside the EU?
The EU is by far the UK's largest trading partner. In 2014, the EU received 45% of UK goods and service exports
(£228bn). 53% of UK imports (£288bn) come from the EU. Exports and imports make up 60% of the UK economy –
this is higher than most EU countries but lower than Germany's 84%. This demonstrates that EU membership is not
a barrier to developing strong international trade links. Germany, for example, exports four times more to China
than the UK does.

Jesus... has shown us that all final solutions of human
problems are in terms of personal relationship and mutual
understanding. ... We are called to live as citizens of the
new world while still in the old.
‐ International Conference of Young Friends 1920
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The UK is Europe's Foreign Direct Investment winner!
The UK is the second largest recipient of Foreign Direct Investment (FDI), receiving an inward investment of
£775 billion in 2012. Half of this comes from EU Member States. The UK is also the most popular location for
non‐EU firms setting up their European headquarters. Half of all non‐ EU firms establish themselves in the UK.
There are more headquarters of non‐EU firms in the UK than France, Germany, the Netherlands and Switzerland
put together.
The Confederation of British Industry (CBI) has
published a report estimating the net benefits of
Is it really all Brussels' fault?
EU membership at around £78 billion or 4 to 5% of
Many regulations made at EU level are already taken
UK GDP. This is difficult to estimate since EU
up or complemented at national level. In some cases
integration constantly evolves and cannot easily be
UK standards are stricter than those set out in
distinguished from wider trends such increasing
Brussels. In most cases, scrapping EU regulations
liberalisation. The report states that the net
would mean replacing them with UK equivalents,
benefit of EU membership is equivalent to £3000
with their own cost.
per household or £1,225 per individual. In reality
Much research points out that the UK's poor economic
the benefits are unevenly distributed. This report
performance may have more to do with supply side
represents views of a significant section of British
issues within the country than its membership of the
industry. The CBI is highly influential but not all
supranational union. Education is the most important
businesses agree with this view.
factor in any country's long term development.
Whilst the UK does have world class universities, its secondary education falls far behind most of the wealthiest
OECD and EU countries. In terms of the upper secondary school graduation rates, the UK is behind Germany, the
USA, Denmark, Switzerland, the Netherlands, France, and Italy. This, as well as the decrease in vocational
training, is a domestic failing which places a greater obstacle to development than the EU's energy efficiency
and carbon dioxide reduction requirements.

What if...we stay but negotiate a significantly different deal?
Changing any of the central principles of the EU, such as freedom of movement or subsidiarity would
require changing current treaties. Several years of negotiations and full approval by each Member State
would be needed. Given the 2017 referendum deadline, this is unlikely to happen.

We are not for names, nor men, nor titles of
Government, nor are we for this party or against the
other … but we are for justice and mercy and truth
and peace and true freedom, that these may be
exalted in our nation, and that goodness,
righteousness, meekness, tolerance, peace and unity
with God, and with one another, that these things
may abound.
‐ Edward Burrough 1659 (BYM QF&P 23.11)
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Goodbye to the EU but what next?
If the UK were to leave the single market, exports to the EU would face the Common External Tariff (CET)
averaging 6.7% plus administrative charges at 2% of transaction values – increasing export costs to the EU by
8.7%. UK products would be more expensive but the entirety of these extra charges could not be passed on to
the consumer and a reduction in trade would result.

Type of agreement
EEA –Norwegian
model

Potential Impact
The UK joins the European Economic Area and continues to access the single
market with few barriers to trade although anti‐dumping tariffs may target the
UK's more competitive industries. The EU applies anti‐dumping tariffs on
external states to prevent them from from under‐cutting Member States'
production by “dumping” cheap goods on the Single Market. Internal market
legislation – including social/consumer protection and environmental regulations
– would still have to enter national law but without the UK having a say in this
new law. Free movement of workers into the UK remains unchanged. A
contribution for access to the internal market would still be charged to the UK.
This means continuing to fund EU programmes (e.g. for SMEs, research) and
economic and social cohesion within the EU but without directly benefiting from
this.
The Prime Minister of Norway (population 5 million) has warned the UK
(population 64 million) against seeking an equivalent agreement, saying the UK's
large economic and political power is most effectively exercised within the EU.

Bilateral
agreements –
Swiss model

Customs Union –
Turkish model
FTA

The EU and UK negotiate bilateral accords for specific sectors. EU regulations in
the chosen sectors have to be accepted but the UK can negotiate Free Trade
Agreements with third parties seperate. Swiss relations with the EU comprise
120 bilateral agreements.
This means Switzerland is not obliged to implement new laws but what it gains
in autonomy it loses in market access. In other words, if Swiss firms do not
comply with EU regulations they are banned from selling in the internal market.
(The population of Switzerland is about 8 million people, slightly larger than
Norways but much smaller than the UK's.)
The UK must still apply product market regulations when exporting to the EU and
apply external tariffs on trade with third countries. The Customs Union includes all
industrial goods but does not concern agriculture or services.
The UK can freely agree Free Trade Agreements with third parties and the EU.
Tariff barriers are avoided. It will have independence but will still have to agree to
regulations and common standards for its exports.

The view from the EU
Without its largest non‐Euro member, the EU would probably focus more on integration of the Eurozone and
develop a two‐tier approach to EU membership. The international profile of the EU could be diminished,
especially in the eyes of the US and China who may see it as incapable of managing internal disagreements. The
EU would lose much of its soft power as a norm‐setter, exporting values of human rights and environmental
protection.
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The EU's trade and free movement
relations with neighbouring states
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UK without the EU
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EU without the UK

Divergence of regulations impacts
ease and cost of trade. The UK's
position in supply chains is
affected.

EU trade is more important for the UK
than vice versa, however states with
strong bilateral trade with the UK would
lose out (e.g. Ireland).

Trade policy

The UK becomes a lower priority in
trade negotiations and has little
influence on policy direction.

EU appeals less as a trade partner and
loses the political weight the UK brought
to international negotiations.

Regulation and
Liberalisation

The UK gains minimal autonomy in
determining its own standards but
loses influence EU regulations.

European Council becomes more
influenced by countries favourable to
interventionist economic policies.
Environmental and social interests take
the lead on financial ones.

The UK continues to attract FDI due
to its strong financial services
institutions. Companies seeking to
establish an EU office no longer look
to the UK. It becomes more difficult
to sell services on the EU market.

Certain businesses will require relocation.
EU may become more integrated and
increase financial services regulation. The
UK may reduce financial regulations to
attract investment and undercut the EU.

Trade with the EU

Foreign Direct
Investment

Would the UK be economically and politically stronger outside the EU? Currently there is no ready‐made political
model adapted for a UK‐exit. The Norwegian single market model would not provide enough added political
influence to justify an exit. The Swiss model is possible but not The particularly attractive to the EU, given the
concern that other countries may follow the UK's lead. The UK has often vetoed financial, and other,
regulations which it argued were “against British interests” even if they sought to limit speculative banking
practices and increase control of the financial sector via the European Banking Authority. Without the UK
pushing such a strong liberalising agenda, over time new regulatory trends within the EU would create a
widening gap between the two. Gregor Irwin, former chief economist at the Foreign and Commonwealth Office,
estimates it would take a decade for the dust to settle around exactly what would replace EU membership.
If the electorate does vote to leave the Union, the most likely option will be the Swiss model or a Free Trade
Agreement (FTA). The UK‐exit paradox is that the more politically advantageous options (granting largest policy
independence) are the least economically advantageous. The lack of a clear roadmap beyond an exit and the
risk of isolationism mean the UK's interests may continue to be best served from within the EU.

Thomas Kaye
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QCEA background papers aim to inform Quakers and others about policy and institutions at the European Union
and the Council of Europe. To see our other publications, visit <http://www.qcea.org>.
The 'With or Without you' series aims to provide information on topics relevant to Quaker concerns, to help people prepare for the UK
referendum on remaining in the EU.
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