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Executive summary

A reset in the relationship between the United Kingdom and the European Union is
Ignacio Garcia-Bercero underway, with agreement that leaders will meet in an EU-UK Summit in the rst half of 2025,
(ignacio.garcia@bruegel. By that time it can be expe
org) is a Non-resident e e negotiation of three legally binding agreements that would complement the TCA: a
Fellow at Bruegel veterinary agreement, an agreement to link emissions trading system, and an agreement

on youth mobility and cultural facilitation;
< A new framework to reinforce regulatory cooperation.

These recommendations aim primarily to introduce a new dynamic into the EU-UK
trade relationship, focused on the achievement of mutual gains. e economic impact of the
suggested legally binding agreements might be limited, but they would help to rebuild mutual
trust and deliver some meaningful trade-facilitation steps and, ultimately, further
trade-facilitating agreements. e reinforced regulatory cooperation framework, though not
legally binding, could potentially have a greater economic impact if it leads to a genuine e ort
to maintain compatibility of regulatory regimes.
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1 Introduction

e United Kingdom’s dependence on trade with the European Union is well documented -
42 percent of UK exports go to the EU, and 52 percent of its imports come from the EU (Webb
and Ward, 2024). It is less often said that the UK is the EU’s second largest trading partner
taking into account both goods and services (Henig, 2024). EU-UK trade relations are gov-
erned by the provisions of the 2021 Trade and Cooperation Agreement (TCA), which includes
a free-trade agreement that provides for full duty elimination and comprehensive disciplines
in trade-related areas'. Of course, this falls well short of the deep integration of participation
in the EU single market, which is a feature of the agreements the EU has concluded with the
European Economic Area and to a lesser extent Switzerland.

Overall UK trade has declined since 2019; data for 2023 shows falls since then in goods
exports and imports of 13.2 percent and 7.4 percent respectively, though services trade has
increased by 14 percent (Fry, 2024). Unlike other G7 economies, UK trade has not recovered
since the pandemic (Figure 1).  ere is a broad consensus that Brexit will have a negative
impact on UK trade overall and bilaterally with the EU. However, identifying the magnitude of
the impactisdi cultsince it depends strongly on the choice of counterfactual/benchmark?.

Figure 1: Trade-to-GDP ratio (2019 = 100)

Source: Bruegel based on OECD. Note: *Excluding the UK.

Du et al (2024) showed that the sectors mosta ected by Brexit in terms of trade are
agrifood, textiles and clothing, and material-based manufacturing.  is shows the strong
links between declining imports and reduced exports resulting from the disruption of supply
chains. e costs may be particularly signi cantfor small rms because of the xed costs
associated with compliance with customs formalities.

is trade data is consistent with estimates that conclude that departing from the
single market has a substantial economic impact, which cannot be compensated for by the
conclusion of free-trade agreements (FTAs). e UK O ce of Budget Responsibility, based
on areview of studies, estimated that the long-term impact for the UK of leaving the single
market and the customs union would be between four percentand ve percent of GDP, and
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and Progressive Agreement for Trans-Paci c Partnership (CPTPP), amounts to only 0.06
percent of GDP, to which should be added the 0.08 percent estimated impact of the FTA with
Australia, since this was concluded before the CPTPP and the EU has no FTA with Australia.
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that in most cases divergence from EU rules is easier said than done because of the costs of
introducing autonomous regulatory regimes and the disruption of value chains linked to the
loss of single market treatment. And while the UK has been quite successful in  rst replicating
and then concluding new FTAs, the economic bene ts of those agreements are quite small.

From the EU perspective, the main red line signalled during the Brexit negotiations was
the indivisibility of the four single-market freedoms. It is important to acknowledge that the
rationale underlying the EU position is that the construction of the single market is based on
the principle that a member state may be outvoted in relation to a speci c piece of sin-
gle-market legislation, but that there is an overall balance of interests represented by the four
freedoms and the common EU budget. Allowing third countries to choose only some aspects
of the single market would undermine these foundations. Freedom of movement and budg-
etary contributions have therefore been a core part of agreements that extend single-market
participation to the comparatively wealthy European Economic Area (Iceland, Liechtenstein,
Norway) and Switzerland.

A pessimist may therefore conclude that any reset beyond the TCA and Windsor Agree-
ment may have little impact on trade as both the EU and UK stick to their well-established red
lines. But a repetition of Brexit discussions can be avoided if there is political will to explore
the margins of exibility around the red lines. It is signi cant that, unlike  eresa May in 2017,
the Labour government has not ruled out commitments on dynamic regulatory alignment
or recognising a role for the EU Court of Justice (Grant, 2023). And product safety rules being
discussed at time of writing in the UK parliament would establish a possible legal basis to
maintain regulatory alignment with the EU
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make this possible, there should be a political forum where both sides can look into trade and
global economic challenges from a strategic perspective, including consideration of trade-o s
and by exploring how best to promote common interests globally.

UK foreign minister, David Lammy, has proposed that the UK and the EU agree on a
framework for cooperation on foreign policy and security, and has suggested that such a
framework should also encompass economic security and climate cooperation. A joint dec-
laration on cooperation on foreign policy and security could be an early result for the reset
(Scazzieri, 2024). But there would also be merit in considering a broader political declaration
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be open to emerging economies in the G20. Issues to be covered could include the interop-
erability of carbon-pricing schemes, including how to take into account carbon pricing in
other jurisdictions when applying border carbon measures, support for capacity building and

nancial support for the decarbonisation of electricity sectors. e EU and the UK could also
consider exempting least-developed countries from their border carbon measures, subject to
appropriate safeguards.

3.3 Trade and industrial policies

e EU and the UK both intend to use industrial policies to promote growth and competitive-
ness. e 2024-2029 European Commission could explore the development of an industrial
policy at EU level, which would include in a number of cases the use of subsidies to promote
the deployment of green technologies, assist decarbonisation of energy intensive industries
and avoid excessive dependencies (as outlined in Draghi, 2024). e UK government has also
announced the intention to adopting a new industrial policy as one of its agship projects.

e TCA includes wide-ranging commitments on subsidies that go beyond the provisions
of other trade agreements.  ese ‘level playing eld’ disciplines are however vague in terms
of substance, while providing for the right to apply remedial measures in case one party
considers that a subsidy may have a signi cant negative e ect on trade and investment. As
both parties make more frequent use of subsidies, there may be more potential for con ict.

e EU-UK Partnership Council, which oversees implementation of the TCA, might therefore
provide guidance on what types of energy and environment subsidies would not normally
have negative impacts on trade and investment.  is would provide greater predictability, as
many subsidies to be applied in the EU and the UK will relate to the climate transition.

e development of more detailed guidance on the implementation of the TCA level
playing eld provisions on subsidies is not only of signi cance for bilateral trade. It could also
provide a useful input into informal WTO discussions on how to improve international dis-
ciplines on subsidies. e EU and Japan had useful discussions on these issues with the rst
Trump administration and there is value in exploring whether the new Trump administration
will be interested in pursuing those discussionsg.

3.4 Cooperation in trade relations with the Indo Paci ¢

e UK is a member of the Comprehensive and Progressive Agreement for Trans-Paci ¢
Partnership (CPTPP)®, while the EU has concluded trade agreements with most CPTPP mem-
bers®?. While there is no prospect of the EU joining the CPTPP, there is a strategic interest in
reinforcing trade relations with countries in the Paci cregion. e EU and the UK could dis-
cuss broader cooperation between CPTPP members, the EU and countries such as Korea that
have FTAs with the EU and most CPTPP members.  is cooperation could cover potential
joint principles on WTO reform, regulatory challenges relating to the green and digital transi-
tions, supply-chain resilience and economic security.  ere could also be value in including a
market-access component through the adoption of a common protocol on rules of origin that
could complement the rules of the CPTPP and of bilateral EU FTAs, based on the model of the
Pan Euro-Med Convention (PEM)™.

8 Joint Statement of the Trilateral Meeting of Trade Ministers on Subsidies,14 January 2020 ,https://ustr.gov
9
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e EU and UK will need to decide on the best institutional framework to pursue coop-
eration on global trade and economic issues. Specialised committees set up under the TCA®?
are focused on implementation of TCA chapters and are not suited for open discussions on
issues such as economic security, trade and climate or pursuing initiatives in the WTO. Such
discussions could best be held in a ministerial forum, which could meet in the margins of
G7 and G20 meetings and in advance of EU-UK Summits to report on the progress achieved.

e forum will be responsible for following up the trade and economic aspects of the political
declaration mentioned in section 2, while foreign policy and security would have a separate
follow-up track.

4 Negotiations of trade-related sectoral
agreements to complement or improve
the TCA

e TCAis far from ful lling its potential. Since the conclusion in 2023 of the Windsor Frame-
work on Northern Ireland, the EU and UK have developed a more cooperative relationship,
which should also lead to improved discussions on the implementation of the agreement in
di erent committees and in the EU-UK Partnership Council, which is the main decision-mak-
ing body under the TCA. At the same time, the TCA foresees the possibility of negotiating
supplementary agreements that complement the TCA or modify certain aspects of it, for
instance to expand services commitments or to modify rules of origin.  ere is also the option
of negotiating side agreements outside the common institutional structure of the TCA.

On the basis of priorities indicated by both sides, negotiations could be launched on three
sectoral agreements: (1) a veterinary agreement to reduce border controls on agriculture and

sh products to the maximum extent feasible; (2) the linking of emissions trading systems and
the coordination of the border carbon measures; and (3) a mobility protocol that facilitates
youth and cultural exchanges, along with additional business mobility commitments in the
TCA's services chapter. Apart from the economic gains, a veterinary agreement based on regu-
latory alignment and the non-application of border carbon measures to bilateral trade would
signi cantly reduce potential areas of tension under the Windsor Framework.

Before negotiations on sectoral agreements start, a scoping exercise should lead to a clear
understanding of the parameters under which agreements are possible. is is essential to head
o therisk of incompatible negotiating mandates. To succeed, negotiations should identify
approaches thato er gains to both sides. Each sectoral negotiation would need to be balanced
in terms of mutual interests.  is could make it possible to conclude agreements in certain areas,
even if negotiations remain ongoing in others.

At the same time, negotiations can only succeed if the major interests of both sides are
recognised. Itisdi cult for instance to imagine the conclusion of a veterinary agreement, which
would ease trade in  sheries products signi cantly, if no agreement has been reached on a stable
regime for accessto sheries resources, to apply after 2026. e agreements discussed in this
Policy Brief should be accompanied by an agreement to facilitate trade in electricity, which can
entail major bene ts for both sides (Heussa et al, 2024).
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4.1 Aveterinary agreement

e UK hasidenti ed aveterinary agreement as a priority for the reset of EU-UK trade relations,
although it has not clari ed the type of veterinary agreement it has in mind®. e food and agri-
culture sector has been particularly impacted by the UK’s departure from the single market. Both
sides stand to gain signi cantly in both economic and political terms from limiting to a mini-
mum the border controls applicable to trade in agriculture and sheries products. Acommon
regulatory framework for sanitary and phytosanitary matters for the whole of the UK will also
reduce substantially the need for border controls in trade between Northern Ireland and the rest
of the UK.

A veterinary agreement would however only achieve these objectives if the UK were ready to
commit to maintain regulatory alignment with the EU. An agreement of the type that the EU has
concluded with third countries, such as New Zealand, would do little to eliminate border controls
and is unlikely to be in the economic interest of the EU.  is implies that a mutually bene cial
agreement is likely to be close to the agreement that the EU has with Switzerland, and which at
time of writing is being updated.

e EU also stands to gain from the absence of regulatory obstacles to trade and is unlikely
therefore to object to an agreement that provides close to single market treatment for the agricul-
tureand sheries sectors. Moreover, unlike the agreements with Switzerland or the EEA, the TCA
provides for duty-free access for agricultural productsand sh. iswould justify providing to the
UK the same treatment in this sector given to Switzerland and Norway, even if the UK does not
commit to free movement.

e EU will need to obtain a negotiating mandate, and it is therefore critical to have a good
common understanding on the parameters for the negotiations before they are launched. ese
discussions would need to consider, in particular, the scope of the agreement, the extent of
regulatory alignment and the relationship with the TCA legal framework. An important issue will
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4.2 Carbon price mechanisms
Both the EU and the UK consider themselves climate leaders and have adopted legally binding
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analysis and, in any event, it would be politically di cult for the UK to align with EU regu-
lations without engaging in a regulatory dialogue.

3. Areas in which the UK has a competitive industry that is internationally oriented and for
which the UK may wish to maintain asu cient degree of regulatory autonomy. isis the
case for nancial services, in which much regulation is international in origin in any case.

e UK could therefore be interested in an agreement that would maintain single market
treatment not only for sanitary and phytosanitary measures, but also more broadly for trade
ingoods. e new UK government has however been careful not to present such a demand,
expecting a negative EU reaction because of its well-established red line disallowing ‘cherry
picking: In any case, for the reasons discussed earlier in this Policy Brief, it is unlikely that

12
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5.3 Cooperating in international regulatory forums
In nancial services and several goods trade areas, the regulations adopted by both sides

13
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