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Disintegration?

• Brexit
• USMCA
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BREXIT
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Brexit: Issue Areas

• Trade
• Investment
• Financial services/Passporting
• Immigration
• Budget
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http://www.cfr.org/united-kingdom/brexit-means/p37747
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https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/504604/Alternat
ives_to_membership_-_possible_models_for_the_UK_outside_the_EU.pdf
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Trade
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Trade in Services
• The single market is more developed for goods than for 

services, but it still offers some significant market access 
for services. 

• Under the single market, banks and other financial services 
firms that are established and authorized in one EU member 
state can apply for the right to provide certain defined 
services throughout the EU or to open branches in other 
countries with relatively few additional requirements 
(known as passporting rights). 

• Among other things, professionals in an EU member state 
also can move freely to another EU member state, 
benefitting from mutual recognition of professional 
qualifications across EU member states. 
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Banking and Finance
• London is the largest financial center in Europe presently.
• Financial services and insurance make up about one-third of 

UK services exports to the EU. 
• The EU has made clear that the UK will no longer be able to 

benefit from financial passporting after the transition period. 
• Absent alternative arrangements, such as an equivalence 

decision by the EU, continued trade in financial services may 
require UK and EU businesses to restructure their operations. 
Even with a positive determination, the EU could revoke 
equivalence at any time. 

• U.S. and other banks are concerned about losing the ability to 
use their UK bases to access EU markets without establishing 
legally separate subsidiaries. 
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Finance Is Important
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Financial Services Trade
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43% of exports of financial 
services are to rest of EU



Simulation Results

• Many different studies using different 
methodologies

• Most prominent ones use CGE’s (computable 
general equilibrium) models

• The following list excludes some well-known
models that predict net benefit from Brexit, as
they rely on implausible assumptions
(Minford)
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Latorre, Olekseyuk, Yonezawa, & Robinson (2019) 
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Latorre, Olekseyuk, & Yonezawa. (2018)
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Latorre, Olekseyuk, & Yonezawa. (2018)



BoE on “No Deal” Brexit
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IMF on “No Deal” Brexit
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Current State of Play

• In October 2019, reached a new withdrawal 
agreement: N. Ireland is to maintain regulatory 
alignment with the EU to preserve an open 
border with the Republic of Ireland 

• At the end of the transition period, the UK 
(incl N. Ireland) is expected to leave the EU 
customs union and pursue an independent 
national trade policy. 
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Current State of Play

• Outside the EU customs union, the UK would 
regain an independent national trade policy

• The unlikely prospect in which the UK 
remains a member of the EU single market or 
customs union would provide more barrier-free 
access to the EU, but the UK would have to 
follow most EU rules without having a say in 
how those rules are made. 
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State of Play

• A deal with the EU by end-2020 is unlikely, 
even if “shallow” (maintain most arrangements 
with EU).

• A deal with US by end-2020 is also unlikely
• A possible “Brexit fudge”: Decide not to 

diverge from EU rules.
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Summary?

“There is no good Brexit”

-- Jean Claude Juncker, former European Commission President
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USMCA
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aka NAFTA2.0



27https://crsreports.congress.gov/product/pdf/IF/IF10997
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US ITC Analysis
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https://www.usitc.gov/publications/332/pub4889.pdf



Impact: Rules of Origin (ROOs)
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Policy Uncertainty Reduction?
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USMCA: Summary

• USMCA was only a slight modification on 
NAFTA

• Some were proposed for TPP
• What big modifications occur are negative: 

Rules of Origin tightening for automobiles
• The net gain due to USMCA comes entirely

from the decrease in uncertainty
• But USMCA comes with a sunset provision
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