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Executive summary 

Since the UK left the Single Market and Customs Union at the end of the transition period, its firms are 
now trading with the EU under the Trade and Cooperation Agreement (TCA) that the parties signed on 
Christmas Eve. This brings several profound changes. 

In this explainer we cover: 

• What is changing in Great Britain’s trade with the EU and Northern Ireland 

• How does the TCA compare with Free Trade Agreements (FTAs) and trade arrangements 
that the EU has with other non-EU countries near and far? 

• What are the likely impacts? 

Whatever the effects, the move from Single Market and Customs Union membership to the TCA 
represents a seismic shift in the UK’s trading relationship with its largest market and in the policy priorities 
that govern its approach to this relationship. Trade-offs characterise every aspect of trade policy. In this 
explainer, we set out what the government has traded off in exchange for what, and what this means for 
businesses. 

By leaving the Single Market, the UK has traded away the absence of barriers to trade resulting from 
different regulations for a level of regulatory autonomy that it has not enjoyed since the birth of the 
Single Market in 1993; it has traded away the ability of British citizens to live, work, study, retire, and 
deliver services seamlessly throughout the European Economic Area (EEA) in return for full control of 
the ability to similarly restrict EEA citizens.  

By leaving the Customs Union, it has traded away automatic qualification under Rules of Origin (RoO) for 
tariff-free trade, the absence of customs documentation, and simplified VAT and excise procedures, for 
the ability to reach Free Trade Agreements (FTAs) with countries farther afield any countries be willing to 
sign one with the UK that are unable to reach one with the EU. 

Whether this is beneficial for the economic needs of the country remains to be seen. However, these 
changes are material. There will be real costs for British firms in continuing to serve continental and 
Northern Ireland clients through trade avenues that they had taken for granted as seamless but that will 
no longer be so. 

In our upcoming regular series of trade bulletins, we will provide examples both of companies that are 
adapting to the new situation and of those enjoying new benefits. We will return in each bulletin to the 
themes that we set out here.  

In this explainer, we also compare the TCA to FTAs and other trading arrangements that the EU has 
struck with other third countries. There is a distinction between the EU’s “arms-length” FTAs with distant 
countries and its integrated arrangements with neighbouring countries.  

The success of the government’s policy depends on the relative magnitude of the benefits that it seeks 
and the costs that it has imposed. In this paper, we set out those benefits and costs. 
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1. What is changing in Great Britain’s trade with the EEA and Northern 
Ireland? 

Firms in Great Britain can expect several changes as a result of leaving the Single Market and the Customs 
Union and as a result of the special situation of Northern Ireland. 

1.1 Leaving the Single Market 

The European Economic Area (EEA) - also known as the Single Market – which the UK has just left was far 
more extensive than even the deepest FTA. This brought both benefits and costs. 

While the UK was in the EEA - as Margaret Thatcher envisaged in 1988 - the regulatory standards in the UK 
were the same as those in any EEA country and Switzerland. For a UK firm, selling in France was substantially 
the same as selling in the UK. All goods sold in France must meet French standards. But there was no need 
for proof. If it came from the UK, then it met UK standards. UK standards were French standards, and that 
was it. There was no need for import/export documentation on food. Chemicals did not need a French 
agent. There were no border procedures related to goods except very occasionally for excise. UK financial 
services firms were approved in France because they were approved in the UK. 

The Single Market hence eliminated many non-tariff barriers (NTBs) to trade that would otherwise arise from 
different countries having different regulations.  

However, it did this at the cost of removing member states’ ability to set different regulations. As well as 
technical sectoral standards, the Single Market also works on the premise of common social standards: to 
ensure fair competition, workers’ rights and environmental standards are at similar levels throughout the bloc. 
The Working Time Directive is a good example. 

Leaving the EU did not necessarily mean leaving the EEA. Three members of the European Free Trade 
Association (EFTA) - Norway, Iceland, and Liechtenstein: the “EFTA-EEA countries” - are all in the EEA while 
not in the EU’s political union.  

The fourth EFTA member, Switzerland, has an array of bilateral treaties with the EU that substantially 
replicates the EEA agreement as it relates to goods. 

The government, however, chose to leave the EEA too to regulate differently.  

 1.1.1. Goods: regulatory freedom, regulatory frictions 

As is commonplace in FTAs, the TCA prevents tariffs and quotas on trade between the UK and the EU. The 
TCA also secures the UK’s ability to regulate differently. NTBs related to different regulation, therefore, are 
back. Where they are present, NTBs are usually much more important as a barrier to trade than even very 
high tariffs. Hence, the TCA has solved only a marginal part of the frictions involved in selling to customers in 
the EEA from outside the EEA. 

As this summary provided by the European Commission sets out, there is no frictionless trade. All UK goods 
will have to meet 100% of EU standards. If those standards are different in each of the 27+3+1 (EU27 plus 
Norway, Iceland, Liechtenstein, and Switzerland) – for example in sectors in which the Single Market worked 
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on mutual recognition rather than harmonisation – then UK providers will have to meet all 31 different sets 
of requirements rather than meeting them automatically simply by dint of meeting UK requirements.    

UK goods are now subject to regulatory checks at the border. Checks can have many purposes, from 
extensive product testing to veterinary checks of animals and meat to checks for compliance with paperwork 
requirements.  The latter are sector-specific. Sanitary and phytosanitary (SPS) and paperwork checks for agri-
food products are the most onerous due to the risk of disease and pests. Previously, the known fact that UK 
sanitary standards were the same as those in the destination country meant that that country’s border 
authorities did not need to see paperwork such as Export Health Certificates or conduct any checks. Now 
they do. 

“At the border” frictions are only one type of friction. In “behind the border” frictions, chemicals firms and 
other sectors such as medical devices face new costs such as an Only Representative (OR) or EU legal entity. 
Across sectors, mutual recognition by EU countries of UK regulatory standards has ended, causing firms to 
require multiple authorisations where previously they needed one. Some are moving activities to legal entities 
and locations within the EEA to avoid this. 

Both at the border and in the process of gaining regulatory approval to sell in an EEA country, the UK’s new-
found freedom – for Great Britain – to diverge from EU regulations means that EU authorities can no longer 
take as guaranteed that goods from Great Britain meet EU standards. 

Certifying conformity with the appropriate technical standards is hence another area of difficulty. The CE 
(“conformité européenne”) mark is affixed to certain goods to certify that they have been assessed and meet 
EU standards.  There are 25 categories of goods that require the CE mark including toys, radio equipment, 
machinery, and medical devices. While some products are low enough risk that manufacturers can self-certify, 
others require testing by a conformity assessment body. While the UK was in the Single Market, UK 
manufacturers of these products needed to get approval by testing; once they received approval, they could 
sell in the UK and in other EEA countries. Now, they still need testing for the CE mark, but conformity 
assessment bodies located in the UK are no longer cleared to approve products as CE-compliant. 

The Great Britain market will have its own standard – UK Conformity Assessed (UKCA) – that it will 
introduce in 2022 (although Northern Ireland will remain under CE), causing British firms to undergo two 
processes and pay two sets of fees. When UK standards do eventually diverge from the EU’s in substance 
rather than merely in name name – which they will even without any action by the UK, as the EU updates its 
regulations and the UK does not follow – this duplicative approval will become more costly as it will involve 
different sets of requirements. 

The challenge is to find benefits of different regulation that make up for these new frictions. It is already 
looking at various elements of employment law such as the Working Time Directive. 

 1.1.2. Non-financial services  

The UK can now regulate its services professions differently to the EEA and restrict service providers from 
EEA countries in the activities that they can undertake in the UK without a visa.  

To obtain these rights, it has imposed the following costs on UK service providers. 
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  1.1.2.1. Country-by-country 

British providers of services no longer enjoy the automatic right to provide services across the continent. 
They must meet all requirements of the individual member states in which they wish to operate. In some 
countries, for example, individuals practising law must reside in the country; others do not have this rule. UK 
providers must research all national rules. 

Mutual recognition of professional qualifications (MRPQ) across the 27+3 (the UK has some arrangements 
with Switzerland) has also ended. UK service providers commencing a new business operation in an EEA 
country will have to seek recognition or re-qualify in each country.  

  1.2.2.2. End of reciprocal work-study-retire rights: impact on service providers 

The end of reciprocal live-work-study-retire rights means that UK citizens are restricted in what they can do 
in the 90 out of every 180 days that they can spend without a visa in the EU’s Schengen passport-free travel 
zone.  

Revenue-generating activities – such as on-site service provision – that do not count as client visits, sales 
meetings, training, or research will typically require business visas. The Republic of Ireland, which is not in the 
Schengen zone, is an exception to this as it is part of a bilateral Common Travel Area (CTA) with the UK, 
within which citizens can live and work in all parts of the CTA – including Northern Ireland – without 
restriction. 

The definition of “services” encompasses many trades and industries beyond professional services. Travelling 
to an EEA country to install or repair a lift, for example, is a service. The UK’s music industry – its largest 
cultural export – will face new costs when touring in the EEA. 

  1.2.2.3. Servitisation 

For many modern manufacturing firms, services can be as significant a source of profit margin as the 
manufacturing process. There are services components within many manufacturing processes – for example 
vehicle design services that go into car manufacturing – and after-sales service such as service support 
contracts. To the extent that these require on-site service delivery or professional qualifications, it will be 
difficult for UK firms to do these jobs from UK bases with UK citizens as employees. 

  1.1.2.4. Driving as a service 

Driving is also a service. UK hauliers driving lorries to the continent laden with British exports can expect 
checks on their ability to support themselves while in the EU and potential interrogations by border officers 
of their professional purpose and length of intended stay. They also are now allowed to make only two stops 
on any commercial journey to the EU and face new regulations on “groupage”: the ability to take shipments 
from different suppliers in one lorry. 

According to the TCA, the UK has no latitude to regulate differently on, for example, drivers’ hours, because 
fatigued UK drivers can be a danger to EU citizens if they drive on the continent. Plus, different regulation 
here would give UK haulage firms a competitive advantage over EU ones for UK-EU routes. The TCA 
therefore rules it out. 
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 1.1.3. Financial services: not yet equivalent 

The UK’s most important industry, which generates 10-12% of its tax receipts, largely lost its ability to serve 
the EEA market when the TCA replaced EEA membership. UK firms are no longer authorised across the 
EEA – what was called “passporting” – simply by dint of being authorised in the UK. This has led to a loss of 
business that is unlikely to return and to London’s ouster as Europe’s top financial centre in certain areas. 

The government intends to seek “equivalence” arrangements – that apply to one area of financial activity at a 
time – that allow UK firms to apply for authorisation across the 27+3 (the UK has already agreed a separate 
arrangement with Switzerland) but that the European Commission can unilaterally withdraw.  

Without equivalence, UK firms will have to navigate each member state’s regulatory requirements and gain 
authorisation separately in each state in which they wish to operate. 

The scope of financial services, like other services, also includes services that are tied to manufacturing. For 
example, a warranty or insurance policy on a manufactured product is a form of financial service for which 
equivalence has not yet been negotiated. 

The UK’s new-found regulatory freedom of course extends to financial services. But this may need careful 
management. Chancellor Rishi Sunak has announced that he intends to explore deregulation in financial 
services. The objective of this would be to make the UK a more attractive destination to conduct financial 
services business by making its regulations lighter than those in the EEA. Given that the point of it would be 
to make UK regulations no longer equivalent, it would then be difficult to claim regulatory “equivalence”. The 
government will have to choose between the benefits of deregulation and UK firms’ ability to serve clients 
across the EEA. 

 1.2. Leaving the Customs Union 

Leaving the EU also did not necessarily mean leaving the EU Customs Union (EUCU), of which non-EU 
Turkey (for some sectors) and several European micro-states outside the EU are members. The EUCU 
ensures that each member state charges the Common External Tariff (CET), a schedule of levies – zero for 
those countries and most categories covered by FTAs – on goods from third countries.  

However, the UK government chose to leave the EUCU for the ability to reach Preferential Trade 
Agreements (FTAs) with countries farther afield should there arise any countries willing to sign one with the 
UK that are unable to reach one with the EU. 

 1.2.1. Independent trade policy 

Under the EUCU, the EU negotiates FTAs on behalf of all member states. To date, the UK has concluded no 
new FTAs with countries with which it did not have one as a member of the EUCU. However, it has rolled 
over more than 50 with countries with which it did. 

 1.2.2. Rules of Origin (RoO) 

RoO ensure that only goods that should qualify for tariff-free export do qualify. The TCA removes tariffs on 
British exports to the EU, but what are “British goods”?  
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A product assembled in Britain consisting of materials from abroad is a grey area. For that reason, a certain 
percentage of the value must be “domestic”. To qualify for tariff-free export from Britain, it must arise in 
Britain. Firms must keep records of their production process – under credible threat of spot-checks – to 
prove that their goods qualify under RoO. Furthermore, the question of where exactly value is added, and 
therefore whether a good can qualify under RoO, can be subject to judgement.  

RoO are already causing significant difficulties even for large UK retailers. 

RoO were irrelevant to the UK’s trade with members of the EUCU as long as the UK was a member of the 
EUCU. Once a good has entered the territory of one member of the EUCU, it is an EUCU product in “free 
circulation”. 

Switzerland and the EFTA-EEA countries are not in the EUCU. Hence, having to qualify under RoO for tariff-
free trade with EFTA countries is a new requirement only when exporting to the EUCU (the EU plus Turkey 
and the micro-states), not to the EFTA countries. 

 1.2.3. Customs paperwork 

Trade within the EUCU is not subject to tariffs. The TCA also rules out tariffs.  

However, the EUCU further eliminated customs documentation within its borders. When the UK was in the 
EU, it would ask for the same paperwork from a Japanese company as French border forces would, but there 
was no customs paperwork between the UK and France. Now there is: UK exporters must file the Entry 
Summary Declaration (a pre-notification filed online) and the Single Administrative Document (SAD) 
describing the contents of the shipment. 

There are many other paperwork requirements. All shipments are subject to being stopped and physically 
checked for their compliance with customs documentation requirements. 

 1.2.4. Customs charges 

The TCA avoids tariffs, otherwise known as “customs duties”, on British products entering the EUCU. 
However, it does not necessarily avoid customs charges. The customs authorities of an EU member state 
sometimes charge for their time in clearing goods that need extra processing: for example, if they do not 
have the correct paperwork or if VAT or excise (see below) has not yet been paid. Some even charge local 
VAT on their customs charge. In addition, parcel companies and distributors apply fees for this work. This 
adds to both the time in transit and the end price to the consumer and therefore potentially makes UK 
goods uncompetitive. 

 1.2.5. VAT 

UK businesses and consumers are experiencing several changes related to VAT.  

  1.2.5.1. Exports to the EU 

The extent of new requirements and procedures for businesses depends on which turnover thresholds they 
had previously reached and therefore what their previous VAT status was. 
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  1.2.5.1.1. VAT above the distance-selling thresholds 

When the UK was in the EU VAT area, it was subject to the distance-selling regulations in place to ensure a 
level playing field in each member state between domestic suppliers and those from other member states. 
The distance-selling regulations operate according to the principle that, to ensure a level playing field, the 
applicable VAT rate is the one in which the customer resides.  

If a UK business’ sales in another member state were above that state’s turnover threshold for VAT 
registration (“the distance-selling threshold”, which varies from one member state to the next) then the 
business had to register for and pay VAT in that member state and file VAT returns there. 

Now that the UK is a third country, its sellers are subject to the rules for non-EU sellers. In many EU 
member states, there is a zero threshold for non-EU sellers: from the first sale, they must register for VAT in 
that country. (This was how the UK treated sellers from outside the EU when it was a member state and 
how it now treats everyone (see section 1.2.5.2)). 

For businesses that were above the distance-selling thresholds in an EU member state, there has been no 
change. They still need to be registered for VAT in the EU member state. 

  1.2.5.1.2. VAT below the distance-selling thresholds for businesses registered for  
        VAT in the UK: registering in an EU Member State  

When the UK was in the EU VAT area, however, if a UK business’ sales in that member state were below 
that state’s distance-selling threshold, then it was not deemed – by the distance-selling regulations – a threat 
to that country’s level playing field for competition, because it was small. It would not have to register for 
VAT in that member state. It would hence lack a VAT number in that member state. Hence, any “VAT-
registered taxable person” – for example, another business – in that Member State buying from that UK 
business would not be able to reclaim the input VAT on its domestic VAT return.  

Hence, the UK business would zero-rate any sale to a “VAT-registered taxable person”. It would record its 
zero-rated sales on Intrastat, the EU’s statistical data collection system, which would monitor when its sales 
went above the distance-selling thresholds for another member state. The VAT Information Exchange System 
(VIES) would enable the seller to verify the local VAT number of the VAT-registered taxable person in 
another member state buying from them. 

When selling to a consumer (or anyone not a “VAT-registered taxable person”), it would charge UK VAT and 
account for this on its domestic VAT return. 

Now that the UK is a third country, its sellers are subject to the rules for non-EU sellers. In many EU 
member states, there is a zero threshold for non-EU sellers: from the first sale, they must register for VAT in 
that country. (This was how the UK treated sellers from outside the EU when it was a member state and 
how it now treats everyone (see section 1.2.5.2)). Therefore, in many EU member states, all UK exporters 
pay VAT at the rate of the country to which they are exporting.  

Those who would be below the distance-selling threshold if the UK were an EU member state are included 
in this too.  
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Some who did not realise this have neglected to take UK VAT off the price of the products that they sell to 
customers in the EU and have then seen their customers charged an extra VAT charge from the member 
state in which the customer resides. This double VAT obviously can make the end price to the customer 
much higher and make UK goods uncompetitive. 

  1.2.5.1.3. VAT below the distance-selling thresholds for businesses not registered 
        for VAT in the UK: registering in an EU Member State  

The UK has a domestic turnover threshold of £85,000 for VAT registration. Businesses with turnover below 
this do not have to register for VAT. Hence, when the UK was in the EU, some businesses often charged no 
VAT when selling to a customer in another member state: their sales in the other member state were below 
that state’s distance-selling thresholds, meaning that they should charge UK VAT; but their UK VAT was also 
zero, because they were not registered for VAT in the UK. 

These producers now have to register for and pay VAT for the first time to the government of the EU 
country to which they are exporting. The price increase that this is causing is making some small UK 
exporters uncompetitive.  

In truth, this is simply the loss of a competitive advantage that many member states, while the UK was in the 
EU, believed was an unfair advantage for UK firms, arising from a mismatch in member states’ VAT systems, 
specifically the turnover threshold at which VAT became payable.  

However, it has come as a shock to some businesses and consumers. 

  1.2.5.1.4. Administration and border frictions 

For all UK exporters, being outside the VAT area also brings new frictions both at the border and in their 
business administration. Whatever their previous situation, VAT was handled away from the border. Now, if 
the customs authorities are not satisfied that VAT has been paid, they can stop goods at the border pending 
payment by the customer. The delays potentially make UK products uncompetitive. There are new costs for 
UK exporters  involved with registering for VAT in every EU country to which they want to export. 

  1.2.5.1.5. Low Value Consignment Relief (LVCR) 

Low Value Consignment Relief (LVCR) is an exemption applied by EU Member States from VAT for low-
value shipments from outside the EU. The threshold varies from £7 to £18 depending on Member State. The 
UK is now “outside the EU”; hence, some businesses will not yet have noticed a change on low-value 
shipments because they will have gone straight from being covered by the distance-selling de minimis and the 
UK’s high VAT threshold to being covered by LVCR.  

From July, when the EU ends LVCR, more UK exports to the EU will be subject to VAT.  

  1.2.5.1.6. Exporting to the EU: impact of changes 

VAT is another reason why some businesses are moving operations to the EU and others are shutting down 
exports. Amazon, for example, will not fulfil orders for the EU from the UK. 
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In time, UK exporters will likely learn the rules and learn not to double-charge VAT. However, the 
accountants’ fees and administration involved in registering for VAT in every EU country to which they want 
to export may still be an insurmountable barrier for some.  

Furthermore, some of those who are charging VAT for the first time will have seen their products becoming 
uncompetitive overnight. This story provides an example of a firm facing a price increase of 22% because it 
now has to charge VAT at the rate of the destination country whereas previously it would have charged UK 
VAT. 

  1.2.5.2. Imports to the UK 

UK consumers and businesses will have noticed certain changes in ordering goods from abroad, some of 
which are there for a valid purpose – to prevent UK suppliers from being undercut – but some of which 
represent unenforceable and therefore flawed rules. Businesses from the EU selling to the UK are also 
adjusting to the same new circumstances as are those from the UK selling into the EU. 

  1.2.5.2.1. Recent changes for foreign sellers 

In some cases, suppliers from EU member states who were under the UK’s distance-selling threshold and 
have been sending goods to the UK have also not been aware of the need to register for UK VAT and have 
attempted to charge the VAT of their own EU member state. 

  1.2.5.2.2. Impact of recent changes 

While most of the new frictions affect exports, EU member states have also been added, since the end of 
transition, to a new policy that HMRC has implemented to collect VAT on imports to the UK. This is not 
directly related to the end of transition or leaving the EU, but because the UK is no longer in the EU VAT 
area, it no longer exempts EU member states from it. 

In a move that was originally implemented to counter sellers – principally from China – on internet platforms 
such as Amazon and Ebay selling goods to the UK without charging VAT, HMRC has announced that any 
business selling into the UK, no matter the level of turnover, must be VAT-registered in the UK. For those 
who sell on UK-domiciled platforms, the platform – such as Amazon UK – must now collect it. However, this 
does not cover direct sellers or those on non-UK platforms, all of whom must, in theory, register for VAT in 
the UK themselves. 

The EU has copied elements of this policy. 

The problem with this policy is that because HMRC has no way of enforcing it, it only hits – and therefore 
adversely affects – honest foreign traders. When a product arrives at the UK border, HMRC has no way to 
tell whether VAT has been paid or whether the sender is VAT-registered. To save its own costs, HMRC, 
believing that it can collect enough VAT from platforms, is currently not collecting VAT at the border on 
packets and parcels. Therefore, many sellers have decided to continue shipping to the UK and to simply 
ignore the new rules. In such cases, the customer theoretically has to pay the VAT to compensate, but with 
no way of enforcing this, much VAT is lost. Some overseas sellers are selling VAT-free and simply offering to 
refund VAT to UK customers if they are charged by the customs authorities or logistics companies, because 
they know that this will happen in only a small fraction of cases.  
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For an honest overseas trader, however, complying with the rules and registering in the UK for VAT is 
expensive and onerous. 

Many honest sellers into the UK – including, famously, the actor William Shatner – have complained about 
these rules as have UK consumers. 

  1.2.5.2.3. Low Value Consignment Relief (LVCR) 

At the same time, the UK leaving the EU VAT area means that it no longer offers the relief of LVCR on 
imports below the UK’s £15 LVCR threshold to the UK from outside the EU. 

There is no change on Channel Islands mail order goods imports, which the government excluded from 
LVCR in 2012 for the purposes of maintaining fair competition with UK mainland producers. 
  

 1.2.6. Excise 

Excise is a tax on specific goods such as alcohol, tobacco, and energy products. Again, while the TCA avoids 
tariffs, it does not and should not negate the fact that UK exporters selling excise goods to an EU country 
must pay the excise tax of the Member State to which they are exporting. 

EU countries manage excise under the free movement of goods through the Excise Movement and Control 
System (ECMS), which reduced excise-related red tape when selling to another Member State.  

As the UK has now left, there are new requirements for UK firms exporting goods that are subject to excise 
in the EU. These add time and costs to the process of exporting. 

 1.3. Northern Ireland 

Under the Northern Ireland Protocol, Northern Ireland operates the EU’s Union Customs Code (UCC) at 
its borders and maintains alignment with those Single Market rules on goods that maintain the invisible and 
seamless nature of its land border with the Republic of Ireland.  

The external border of the Single Market (for goods) and Customs Union hence de facto lies between Great 
Britain and Northern Ireland. Whatever new frictions appear in Great Britain’s goods trading relationship 
with the EU are therefore also true of its goods trading relationship with Northern Ireland. 

However, the supply chain issues in Northern Ireland are potentially worse than between Great Britain and 
the EU. Northern Ireland is a small market. Hence, lorries travelling into Northern Ireland usually contain a 
mix of products, as entire lorryloads are not viable for a single product. The more product categories they 
are, the higher is the likelihood that one of them will be in a risk category that needs a border check.  

Simplified border controls are in operation on the new sea border between Great Britain and Northern 
Ireland. These were originally in place until the end of March and are now in place until the end of 
September.  

UK supermarket chains have warned of shortages if there are no measures to alleviate border problems in 
place when these end. 
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2. How does the TCA compare? Is it a good deal? 

 2.1. Compare to what? 

This is the first question to ask in assessing the TCA. At the very beginning of this process, in 2016, Michael 
Gove promised that a future UK-EU trade agreement would maintain the “current free trade arrangements”, 
while the official Vote Leave campaign went even further. At the same time, other Leave campaigners such as 
Priti Patel were promising a bonfire of EU red tape.  

These two things do not typically go together, because the maintenance of the same regulatory standards is 
what eliminates regulatory borders. Only when the rules are the same on both sides of the border can 
regulatory borders – both physical presence of regulatory authorities at the border and duplicative approval 
processes behind the border - be eliminated.  

Hence, there is a balance between market access and regulatory autonomy. The initial premise of the Leave 
campaign was that the UK would be an exception to this because of its importance to the EU as an export 
market. The government always attempted to gain both, but once it was clear that it could not have both 
privileged access to the EU market and regulatory autonomy, it prioritised regulatory autonomy. The 
question, therefore, is whether it achieved a balance of market access and regulatory autonomy equivalent to 
what other countries have.  

Does the TCA give the UK government a level of freedom to make regulatory changes – many of which it 
promises it will not make but would like the latitude to make – that is commensurate with the access to the 
EU market that the UK has? Is the trade-off in these two priorities in the TCA favourable, comparable, or 
adverse to the ones that other countries made in their EU FTAs? 

 2.2 Regulatory freedom 

The TCA contains “non-regression” clauses prohibiting a rollback of existing environmental and labour law. 
However, as domestic authorities will enforce these, they are not as binding as they might have been. 

More interesting, though, is the rebalancing mechanism. Each side will have the right to take rebalancing 
actions if the other’s firms have gained a distortive advantage through different regulation. If this happens 
repeatedly, they can request a review of the trade agreement – the T in TCA – at the end of 2024. They will 
review the entire TCA at the end of 2025. Moreover, as either side can terminate the entire agreement at 12 
months’ notice, the threat of the agreement ceasing to apply – leading to tariffs – is essentially omnipresent. 

The TCA mandates Impact Assessments (IAs) of regulatory changes. In those IAs, the UK will need to 
consider rebalancing tariffs and the future of the TCA every time it looks to make different laws. Such 
obligations are not part of the comparatively very light Level Playing Field (LPF) provisions in the EU-Canada 
Comprehensive Economic and Trade Agreement (CETA),which was the precedent that the UK government 
liked to cite – “Canada-style free trade deal” – because it was a FTA that the EU signed that substantially 
eliminated tariffs but that gave the partner country regulatory freedom. 

That the UK secured the autonomy that it did, though, is a political achievement. While its obligations are 
greater than those that Canada faces, they are still lower than the EU  initially wanted. The theoretical and 
symbolic freedom to differ is there. This makes the UK exceptional among neighbouring countries to the EU. 
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The EFTA countries – either through the EEA agreement or through Switzerland’s treaties – incorporate 
Single Market regulations into their domestic legislation. Other neighbouring countries that have FTAs with 
the EU are gradually doing the same as part of their (in many cases stalled) accession process. 

 2.3. Market access and non-tariff barriers (NTBs) 

NTBs were always likely to return to some extent when the UK left the EEA and the EUCU. However, 
several countries that are less important to the EU as an export market have secured facilitations in their 
FTAs with the EU that are not in the TCA. 

 2.3.1. Mutual certification 

The first example is mutual certification. Mutual recognition in the Single Market means that anything 
produced in one Member State meets the standards of all (the “Cassis de Dijon” principle). However, failing 
that, in some FTAs such as CETA there is “mutual certification”, which is shorthand for “mutual recognition of 
conformity assessments”.  

Under such a provision, producers in the partner country can get a certificate of compliance with EU 
standards from a testing house in their own country. The TCA, though, does not contain even this reduced 
provision. Rather, it has a commitment to  consider mutual certification as one option. Obtaining multiple 
conformity assessments – for example, for CE and UKCA – will make compliance costs prohibitive for many 
British companies. 

 2.3.2. Mutual recognition 

Nor does it have facilitations for mutual recognition and authorisations for chemicals firms that South Korea 
has in return for incorporating REACH, the EU’s chemical regulation, into Korean law through K-REACH, 
even though Great Britain will maintain UK-REACH. Looking at other sectors such as food and drink, the lack 
of mutual recognition of, for example, sanitary and phytosanitary (SPS) regulations, will also create friction. 

 2.3.3. Border easements 

The TCA does not replicate New Zealand’s  agreement  (Annex 8A) to limit sanitary border checks of 
Products of Animal Origin (POAO) to 2%. It also does not replicate Canada’s (Annex 5-J) provision to limit 
them to 10%. While the UK will wait until 2022 (originally July 2021) to apply the  panoply  of 
border checks  to imports, British exporters are seeing them appearing on the other side of the Channel. 
There is no agreement to limit them to a reasonable percentage of shipments.  

The customs facilitations are not as favourable as those of Turkey; however, Turkey is in the EUCU and 
therefore has limited scope for an independent trade policy. Neither, though, does the UK have the recently 
enhanced facilitations that Norway and Switzerland – also not in the EUCU - have on their long EU land 
borders. 

The Trade and Customs Facilitation (TCF) section consists of commitments to work together to ease the 
flow of trade traffic at borders. There is hence scope to build. However, hauliers can expect disruption unless 
and until that collaboration yields something concrete. 
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 2.3.4. RoO facilitations 

The UK achieved its aim of including valued added in the EU as domestic value added, making it easier for UK 
firms to qualify their goods under RoO. The EU similarly can do the same for value added in the UK. This 
“bilateral cumulation” is common in FTAs. 

The UK did not achieve its aims of including value added in countries with which the EU and UK both have 
FTAs – called “extended cumulation” – in the TCA. Unlike other neighbouring countries to the EU, the UK 
will also not be a party to the Pan-Euro Mediterranean Convention (PEM Convention) on RoO. The PEM 
Convention is a large “diagonal cumulation” zone: any signatory can include value added in the territory of any 
other signatory under domestic value added for the purposes of qualifying for tariff-free trade with any other 
signatory. 

Furthermore, while bilateral cumulation is part of the deal, it does not extend to “re-export”: the return of a 
product that has come from the EU that has not been subject to further processing in Great Britain. This is 
another benefit that Canada has in CETA that the UK does not have. 

 2.3.5. VAT and excise 

No countries outside the EU are included in the EU VAT area or the EMCS. 

 2.3.6. Non-financial services 

Service providers from Norway, Iceland, and Liechtenstein – unlike the UK – have the right to provide 
services throughout the EU and, like Swiss citizens, can take advantage of reciprocal live-work-study-retire 
rights to facilitate this.  

Of course, EU citizens enjoy the same facilitations in those countries. Furthermore, those countries must align 
their regulations with those of the EU Single Market.  

Looking at non-European FTAs, we can also see that Canada has more facilitations in CETA than the UK 
does in the TCA. All four modes of supply are included for some sectors in CETA, whereas for the UK 
almost all revenue-generating activities are ruled out under mode four. Furthermore, CETA has provisions to 
work towards MRPQ provisions, although the lack of reciprocal live-work-study-retire rights will hinder their 
usefulness even if such provisions do arise. 

 2.3.7. Financial services 

As the TCA has almost no provisions on financial services, it is inferior to the FTAs that many other countries 
have. However, in FTAs, financial services provisions are usually restricted to the General Agreement on 
Trade in Services (GATS) provisions in the WTO. If we look at where the UK stands on equivalence, its 
achievement of two areas of equivalence compares negatively with what many countries have achieved. We 
are already seeing significant financial activity moving to the EU because firms are not authorised to serve the 
EEA market from the UK. Michael Gove insists that this is temporary, and that business will return to the UK 
once more areas have achieved an equivalence ruling.  

The government aims to reach a Memorandum of Understanding (MoU) with the EU on cooperation on 
financial services in the first half of 2021. This is not likely, however, to lead to quick equivalence decisions. 

WHAT CAN UK BUSINESSES EXPECT FROM THE TRADE & COOPERATION AGREEMENT?                                                
15

https://www.efta.int/media/documents/legal-texts/free-trade-relations/montenegro/pem-convention-on-origin.pdf
https://www.efta.int/media/documents/legal-texts/free-trade-relations/montenegro/pem-convention-on-origin.pdf
https://twitter.com/pmdfoster/status/1351579639567835137
https://blogs.sussex.ac.uk/uktpo/publications/can-ceta-plus-solve-the-uks-services-problem/
https://ec.europa.eu/info/business-economy-euro/banking-and-finance/international-relations/recognition-non-eu-financial-frameworks-equivalence-decisions_en
https://uk.news.yahoo.com/amphtml/euro-share-trading-exits-london-083043678.html?__twitter_impression=true
https://www.cityam.com/brexit-uk-to-start-talks-on-quick-eu-equivalence-deal-for-financial-services/


                                          

The UK does have the ability to regulate differently on financial services. The EFTA-EEA countries do not 
have this, but they do have full passporting rights; Switzerland does have of regulatory freedom, but its 
financial services trade with the EU operates under equivalence, which the EU has in the recent past 
unilaterally withdrawn and reinstated. 

As noted previously, the UK would have to handle deregulation carefully. 

 2.4. Overall comparison 

Compared with the FTAs that the EU has signed with non-European countries, the TCA brings the UK more 
obligations and fewer benefits. 

Compared with the EU’s trading arrangements with neighbouring countries, however, the TCA brings the UK 
significantly fewer benefits but an unprecedented level of regulatory freedom. 

The distinction between distant and proximate countries is important. Proximity meant that the EU was 
unwilling to grant benefits to the UK that it grants to other countries if the UK insisted on opting out of the 
level of regulatory alignment that is common to neighbouring countries. Those facilitations could have led to a 
unique deregulatory haven serving the EU market from the EU’s doorstep. Hence it never wanted to treat 
the UK entirely as it does Canada or Japan. 

The test will be whether the UK’s new-found regulatory freedom can deliver benefits to make up for the 
new frictions. 

 2.5. Future development, review, and termination 

As well as provisions to review and terminate the agreement, the TCA contains many provisions that suggest 
that the two sides could build on it. It creates several joint committees on technical issues. It allows the two 
sides to “consider” many of the facilitations on NTBs described above, suggesting that they could be agreed 
once trust is rebuilt. In particular, the UK might choose to align its regulations on certain areas to gain certain 
benefits. For example, alignment with EU sanitary standards may limit POAO checks as in EU-New Zealand. 

The review and termination clauses apply at shorter time periods than those typically found in FTAs. We 
suggested the review clause – calling it a sunset clause – as a way to break the autumn impasse in the talks. 
With the UK insisting on regulatory autonomy and the EU concerned about being undercut by regulatory 
competition, a time-limited period of experimentation was indeed the only way to break the deadlock. Our 
dispute resolution compromise – to make LPF issues subject to dispute resolution as the EU wanted (another 
provision not in CETA), but remove the Court of Justice of the European Union (CJEU) from the process as 
the UK wanted – was also accepted. 

The price of including review clauses to reach a deal is uncertainty: although investors looking to serve the 
entire EU market would have been unlikely to choose the UK as their platform anyway given the new 
frictions, the potential instability caused by review mechanisms exacerbates this. 

The review clauses, however, do also provide the UK with an opportunity to reassess its own needs should 
the TCA prove insufficient. 
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3. What are the likely impacts? 

 3.1. Economic impact 

The shift from Single market and Customs Union membership to the TCA can bring both positive and 
negative impacts. 

The TCA is similar to what government economists were assuming when they developed the “average FTA” 
scenario in this 2018 government analysis. There are some differences. First, the TCA is more favourable in 
the sense that it avoids tariffs on agri-food, whereas the government analysis assumed that an FTA would not 
achieve this. Second, the TCA is less favourable in other ways because, as covered in Section 2, the TCA fails 
to include many facilitations on NTBs that are in other FTAs. Finally, the TCA is also less favourable due to 
the rebalancing mechanism: significantly different regulations may lead to tariffs, which would add another loss 
of export market share on top of that caused by NTBs. They may also lead to the termination of the 
agreement either at 12 months’ notice or at the 2025 review point.  

The government’s 2018 analysis (page 52) assumes that UK-EU trade volumes will fall, in the long term, by 
25% compared to a counterfactual scenario in which the UK remained in the EEA and EUCU. It is important 
to note that is a long-term forecast compared to a counterfactual and is not meant to forecast the change in 
volume from one period to the next. As the UK and EU economies grow from one year to the next, the 
government’s 2018 analysis accepts that trade volumes may still grow in any period, but by less than they 
would have done. 

Positives Negatives

Leaving the 

Single Market 

(SM) also 

known as 

European 

Economic Area 

(EEA)

•Scope for different 
regulation 
•Ability to manage 
immigration from the 
26+3+1 independently 
(though most analyses 
suggest that reducing 
immigration would be a 
net economic loss)

•Border frictions affecting 
time-sensitive exports (for 
example Just-In-Time (JIT) 
supply chains) 
•NTBs from loss of mutual 
recognition of UK regulatory 
standards across the 27+3+1 
•UK-EU trade has evolved 
since 1993 to 
disproportionately include 
sectors that depend on SM 
facilitations 
•Losses associated with 
restricted movement by 
British citizens

Leaving the EU 

Customs Union 

(EUCU)

•Independent trade 
policy: FTAs with any 
distant countries that 
cannot reach one with 
the EU

•Border frictions as above 
•Procedures on VAT and 
excise and administrative 
customs charges 
•Not all goods qualify for 
tariff-free trade under Rules 
of Origin
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Initial evidence suggests that we will need a longer time period over which to judge whether this forecast is 
correct.  Because 2020 included a recession due to the Covid-19 pandemic, trade will likely bounce back to 
some extent in 2021, especially after vaccinations have reached a large percentage of the population and 
lockdowns have therefore ended. We will therefore attempt to compare the trajectory of UK-EU trade with 
what the expected trajectory coming out of recession would have been. The first official statistics showed 
that UK goods exports to the EU in January 2021 were 62% of those in January 2020, while UK goods 
exports to non-EU countries were 92% of January 2020 levels, suggesting a 30% drop compared to the 
counterfactual scenario. Statistics for February 2021 showed a partial rebound while still showing UK goods 
exports to the EU 10-15% below 2020 levels. 

While the initial large drop in January – partially due to December stockpiling and to traders becoming 
accustomed to new arrangements – was not representative of the long term, there are several reasons why 
some impacts are yet to be seen. 

•The grace period for certain aspects of the Northern Ireland Protocol, due to expire at the end of 
March, will now expire at the end of September after the UK government unilaterally extended it. While 
it may seem that this only affects intra-UK trade (from Great Britain to Northern Ireland), in reality it 
affects UK exports to the Republic of Ireland. There is some new evidence – building on previous 
evidence – to suggest that hauliers are using the easier path from Scotland to Northern Ireland and on 
over the invisible Irish land border to the Republic of Ireland to avoid EU border procedures at the 
Republic of Ireland’s ports – such as Dublin (Holyhead) and Rosslare (Fishguard) – that face Great Britain 
directly.  

oThe first implication must be that border procedures are currently easier when entering 
Northern Ireland than when entering Northern Ireland directly; this is either because of grace periods or 
because the UK is not fully implementing the Northern Ireland Protocol; either way, it is not sustainable; 

oThe second implication must be that when the grace period ends – and the sea border 
between Great Britain and Northern Ireland becomes as fully operational as that between Great Britain 
and the Republic of Ireland – that the UK’s exports to the Republic of Ireland, will fall further than they 
already have. 

oUntil the end of transition, the Republic of Ireland was the UK’s fifth-largest export market, 
behind only the USA (the world’s largest economy), Germany, France, and the Netherlands, outranking 
Japan, India, and China. 

•On goods, there are further costs to come from regulatory divergence. Separate government analysis 
suggests (page 18) that gradual regulatory divergence – which implies divergence over a period of time – 
will create further NTBs. On mutual recognition of regulatory standards and on border procedures, the 
UK is being treated as if it already has diverged so is facing many of these costs already. However, further 
costs will still arise when it genuinely does diverge. Currently, for example, the existence of the UKCA 
standard alongside the CE standard brings duplicative administration costs for the same underlying 
process. Once the requirements for UKCA and CE are no longer the same, though, there will also be 
two different sets of manufacturing processes required for the two different markets, costing scale 
economies. Some producers will be able to handle these; for others, either the EEA and Northern 
Ireland market or the Great Britain market will not be viable. 
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•Also on goods, the UK has yet to fully implement border controls on goods from the EU. While at first 
blush this appears to affect only imports, it is important to note that, within integrated supply chains, a 
significant portion of the value of exports comes from imports. Delays in receiving intermediate goods 
can also cause delays to finished goods that make the British suppliers of those finished goods 
uncompetitive. 

•On services, UK firms have yet to lose out from the lost ability to travel freely because they and their 
EEA competitors both cannot travel freely due to the pandemic. Once a large proportion of the EEA 
population has been vaccinated, service providers in the EEA will have an advantage in providing services 
to clients in other EEA countries over UK service providers attempting to serve those clients. This 
consideration applies to many industries, including not only professional services but also culture: the 
music industry, which faces restrictions in live touring, is the UK’s largest cultural export. 

•On goods and services, some firms still getting becoming accustomed to new requirements and testing 
out whether serving the EEA and Northern Ireland from a base in Great Britain is viable may 
subsequently decide to move operations to the continent, especially if such moves have so far been 
hampered by the pandemic or rendered unnecessary by, for example, furlough support. 

The benefit that the UK gains from different regulation and from non-EU FTAs also remain to be seen. They 
depend on the actions that the UK takes and what other countries agree. 

 3.2. Future developments 

Until the 2025 review, the UK will have the theoretical ability to change whatever it wants. Yet the TCA, 
while it provides sovereignty, does not grant impunity. The UK will have to consider in IAs the consequences 
of its actions on its ability to trade with the EU, something that is already a casualty – through the NTBs that 
have already appeared – of the new regulatory freedom. 

It is therefore up to those who cherish regulatory autonomy – and they say that they wish for practical 
sovereignty rather than merely legal sovereignty – to tell us what they want to change. 

o Which Single Market regulations do they not like? 
o Do the businesses affected want to change them and create new barriers with the EU? 
o Why is getting rid of them worth the new costs that UK exporters are facing? 
o Why is it worth the tariffs through which the EU can “rebalance” the deal? 
o Why is it worth the possibility of the EU not renewing the agreement after 2025 or terminating the 

agreement at any 12-month notice period? 

We will be following closely the consequences of the new frictions and the results of the UK’s new freedoms.  

In our upcoming regular series of trade bulletins, we will be providing examples of companies that are 
adapting to the new situation as well as of those enjoying new benefits. We will return in each bulletin to the 

themes that we set out here. 
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The Conservative European Forum (CEF) was launched in January 
2021 by Rt Hon. Sir David Lidington KCB CBE and Stephen 
Hammond MP. CEF is committed to strengthening political, 
economic, social, environmental and security cooperation 
between the UK and the democracies of Europe. Closer strategic 
cooperation, to tackle shared challenges, will make all parties safer, 
more prosperous and more influential on the world stage. 

www.conservativeeuropeanforum.com
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