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4 Trade in services and Brexit 

Summary 
Services account for nearly 80% of the UK economic output and 45% of UK exports, and 
this share has been growing over time. The UK is the world’s second largest exporter of 
services by value and is generally viewed as a world leader in many service activities such 
as financial services. Taken as a single entity, the EU is the UK’s largest export market for 
services, accounting for 41% of all service exports.  

While the UK discusses its future relationship with the EU, the future of services trade has 
received less attention in the public debate than trade in goods. At the same time, it is 
clear that any potential change in the terms of trade with the EU will affect many sectors 
of the economy and will impact on many UK businesses. While large companies have 
capacity to adapt, small and medium sized enterprises might be less equipped to cope 
with those changes. 

Complexity 

Services sectors cover a broad range of activities. Professional and business services, 
combined with financial services, account for a half of UK services exports, but cross-
border trade takes place in many more areas, from tourism and travel, transportation by 
road, sea, air and rail, telecoms and IT, to broadcasting, film, culture, (higher) education, 
construction and retail. 

Trade in services is complex and different from trade in goods. Services can be traded in 
various ways – across the border (online or through other channels), in person (when a 
consumer travels to the supplier or the supplier goes to the client), or through a subsidiary 
company abroad.  

Unlike goods trade, services are not restricted by tariff barriers and border checks. Instead, 
national regulations - on licensing, quotas, professional qualifications and immigration - 
decide when and how foreign providers are allowed to enter a market. Non-tariff barriers 
are complex and hard to assess, and they vary by sector and by activity. Behind-the-border 
requirements and regulations can make selling services in another country difficult.  

To facilitate trade in services, restrictions have to be removed or regulations harmonised. 
But that in many cases means that countries have to give up their right to regulate and 
that can be a politically difficult choice. Therefore, liberalisation of trade in services lags 
behind that of goods. 

Market access 

The UK’s exposure to services trade means that any major change of the terms of cross-
border trade will affect businesses in many sectors across the economy, although some 
will have to adapt more than others. While services imports are very significant both for 
UK consumers and for businesses that rely on imported services inputs into UK 
production, the substantial role of services exports in the UK economy tells us that access 
conditions to foreign markets will be crucial for UK services. 

Single market 

Although many barriers still remain in the EU, the single market is the most integrated 
area for trade in services in the world. Companies and individuals are free to establish and 
run a business from anywhere in the single market; they can provide services from their 
‘home’ Member State. Consumers can buy services in or from a Member State other than 
the one where they live. Member States have regulatory powers, but their rules generally 
may not discriminate or prohibit access to their market. Freedom to provide services is 
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supported by free movement of people, cross-cutting as well as sector-specific rules on 
mutual recognition of professional qualifications, and common rules on data. 

Leaving without a deal 

If the UK leaves the EU it will become a ‘third country’ to the EU. Without a deal trade 
with the EU will be based on the rules of the General Agreement on Trade in Services 
(GATS) of the World Trade Organisation (WTO). In addition, UK businesses will face rules 
set by individual EU Member States. For some, it will be a major shift. 

WTO General Agreement on Trade in Services  
The WTO trading system provides a broad global framework for continued liberalisation of 
trade in services rather than setting compulsory rules. The GATS sets the baseline for 
liberalisation of services trade: it prohibits discrimination between members, and 
mandates national treatment of foreign providers, as well as transparency and objectivity 
of national regulations. Members commit to opening markets in specific sectors. 

In fact, country policies are more liberal towards foreign service providers than their 
commitments under GATS would suggest, but countries can back down on such policies 
more easily if their commitments are not supported by a trade agreement. 

Draft Political Declaration on the future relationship 

The UK and the EU have set out in their draft Political Declaration on the future 
relationship that in relation to services and investment both have an ambition to go well 
beyond the current commitments under the WTO and existing free trade agreements of 
the EU with third countries. At the same time, the UK will leave the single market for 
services in order to pursue regulatory autonomy and independent trade policy. How this 
new balance in UK-EU relationship will evolve for trade in services is largely open. What 
options are there? 

Free trade agreements 

In free trade agreements, countries can make commitments on liberalisation of services. 
Most recent agreements such as the EU-Canada deal CETA and EU-Japan agreement 
attempt to go deeper than GATS but do not provide the level of access which is available 
to EU members in the single market. To establish a relationship on services with the EU 
which is closer than any existing free trade agreement can offer, the UK would have to 
seek enhanced regulatory cooperation with the EU on issues such a mutual recognition, 
free flow of data and business travel. Passporting arrangements would have to be agreed 
for financial services. 

EEA and a customs union 

If the UK chooses to remain in the European Economic Area (EEA), service providers will 
retain access to the EU market, but have limited influence on regulation. Also, free 
movement of people will likely have to be accepted. A minimalist customs union for goods 
only is not enough to support services trade with the EU. In addition, the UK would have 
to seek a solution for the same aspects as under an FTA: negotiate market access, 
regulatory cooperation and mutual recognition. 

Economic impact 

Leaving the EU will change the economic relationship between the UK and EU. The nature 
of the future UK-EU trading relationship will be crucial in determining Brexit’s impact on 
the UK services sector. The crucial question is thus how much divergence there will be 
between the UK and EU. The greater the divergence, the higher barriers to trading 
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become and the costlier it will be for UK companies who export to the EU to meet EU 
rules (and for EU companies trading with the UK). By maintaining a close relationship 
between UK and EU standards and regulations, the UK would, however, limit its freedom 
to change its regulatory systems and other areas of economic policy. 

A number of studies have attempted to estimate the potential economic impact of Brexit. 
While it is difficult to measure non-tariff barriers (NTBs) and their impact, economic 
research generally finds that:  

• (i) the closer the future UK-EU trade relationship is, the smaller the increase in 
trading costs are; and,  

• (ii) in turn, the smaller the negative impact on trade volumes (exports and imports).  

Possible reductions in trade costs with non-EU countries are not expected to make up for 
the lower trade volumes with the EU (compared with the UK remaining in the EU). For 
example, a WTO/no-deal scenario is estimated to lead to the UK trading less with other 
countries than in a scenario where the UK remains in the EEA after Brexit. 

Lower trade volumes would be expected to negatively impact economic output. The 
degree to which this is the case depends on the specific sector in question and how much 
it relies on trade (in particular trade with the EU). While the results of studies in this area 
vary, services sectors that appear most vulnerable to negative effects are the wholesale 
trade sector and the financial services sector. 

Key issues 

Regardless of the form of the UK-EU future relationship, there are issues that are common 
to many services sectors: 
• Trade in many sectors depends on the freedom to establish businesses abroad.  

• Freedom of movement provides access to qualified workers and gives flexibility to 
service providers. 

• A large proportion of services trade is supported by free flow of data. 

• Specific sectors depend on mutual recognition of qualifications or regulatory 
bodies. 

More generally, businesses and consumers would arguably wish to have access to 
effective enforcement of the new terms of trade, comparable to what is now available 
through the court system of the EU. 

Finally, perhaps the most important overarching principle which the UK and EU would 
need to address is the level of regulatory alignment. Both parties will have to 
determine the extent to which the UK’s standards and regulations for services will be 
allowed to diverge from the EU’s. The closer aligned the UK and EU remain, the greater 
the access the UK will have to the single market, but the less freedom the UK will have to 
change regulations. This reflects the inherent trade-off in trade deals between control over 
your economy’s rules – such as regulating products and markets – and the degree of 
access to the other economy’s market. 

These cross-cutting issues are central to the UK future services trade with the EU. But 
these issues would also need attention in seeking to enhance trade in services with other 
countries. 
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1. The importance of services for 
the UK economy 

1.1 What are services? 
Services sector covers areas as diverse as banking, medical services, 
publishing, creative industries – such as film and fashion, retail or 
transport, to name just a few. It makes up a large part of the UK 
economy and contributes a large share of exports. 

Often the Brexit debate focusses on services sectors as financial and 
banking, insurance or professional services delivered by highly qualified 
lawyers, architects and accountants. This is not surprising, as these 
sectors represent half of UK services exports. However, international 
trade takes place to a greater or lesser extent in many service sectors of 
the economy, from transportation, tourism, IT and data, to education, 
R&D, construction and retail (box 1). 

Box 1: Types of services, the WTO sectoral classification list 

1 Business services  
Professional services (accountancy, legal, architectural, engineering, medical) 
Computer and related services (software implementation, data based),  
R&D services 
Real estate, rental and leasing 
Marketing, management consulting, services for agriculture, fishing, mining, cleaning, 
equipment maintenance, photography, printing and publishing and others 

2 Communication services  
(telecoms, postal and courier services), audio-visual (radio, TV and film related) 
3 Construction and related engineering services 
4 Distribution services (retail and wholesale) 
5 Educational services 
6 Environmental services (waste disposal and sanitation) 
7 Financial services (banking and insurance) 
8 Health-related and social services  
9 Tourism and travel-related services 
10 Recreational, cultural and sporting services 
11 Transport (maritime, air, rail, pipeline) services 
12 Other services not included elsewhere 

Because of the wide variety of activities covered, trade in services is not 
easily defined. It differs from trade in goods significantly though. Most 
importantly, services are non-physical in nature. They are intangible and 
non-storable and often require physical interaction between the supplier 
and the consumer. As the data in section 1.3 show, services are more 
difficult to trade across the border: in the UK services make up 80% of 
the economy but just 45% of exports. This is largely due to regulatory 
regimes differing among countries. Domestic standards to protect public 
goods such as the environment or consumer rights may vary among 
countries. But trade can also be difficult due to mere differences in legal 
order: foreign service providers may stay away from a market because 

https://www.wto.org/english/tratop_e/serv_e/mtn_gns_w_120_e.doc
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they are unfamiliar with the rules or cannot bear the costs of complying 
to them.1 

1.2 Why more trade in some sectors than 
others? 

The service industries can be classified into two broad groups – 
transformational services in which something is altered by the company 
providing the service (such as a construction company or a healthcare 
provider), and transactional (or marginal) services which facilitate the 
exchange of something without transforming it (business services, legal 
services and financial services are examples of these industries).2 

The UK’s economy is more strongly focussed on the transactional 
services such as business services and financial services than on the 
transformational services. The trade statistics below reflect this, with 
more UK trade in services that facilitate something than in services that 
change something.  

The UK’s historic focus on transactional services (due to the UK’s 
distance from most raw materials and major consumer markets) is one 
explanation for this. The UK also benefits from a geographic advantage. 
It is located between the major markets of the US and Asia, meaning 
that it can provide transactional services during the overlap period as 
the day ends in Asia and begins in the US (although ‘time zone 
advantage’ is less pronounced in an era of 24 hour markets). The UK’s 
reputation of legal stability and transparency has also made its services 
industries attractive for foreign firms seeking transactional services. And 
the UK’s relatively high skilled workforce is also attractive in 
international markets. 

Further information on the these factors can be found in the following 
articles: OECD, Economic Outlook 2017, How to make trade work for 
all, 2017; and Robert Rowthorn & Kenneth Coutts, Centre for Business 
Research, University Of Cambridge, Working Paper No. 454: Re-
industrialisation – a commentary, 2013. 

1.3 The importance of services for the UK 
economy 

In 2017 service industries accounted for 79% of total UK economic 
output (Gross Value Added), while service exports were worth £277.0 
billion, equal to 45% of all UK exports.  

The UK’s share of service exports as a percentage of its total exports is 
high by international comparisons – in 2017, service exports made up 
34% of the USA’s total exports, 32% of France’s total exports and 17% 
of Germany’s total exports; the figure for the EU 28 was 28%.3  

                                                                                               
1 F. Kainer, The Consequences of Brexit on Services and Establishment: Different 

Scenarios for Exit and Future Cooperation, analysis for the European Parliament 
IMCO Committee, June 2017, p8 

2 Eurostat, International trade in services explained, accessed April 2019 
3 Calculations derived from data taken from UNCTAD Stat database  

http://www.oecd.org/eco/outlook/how-to-make-trade-work-for-all-oecd-economic-outlook-june-2017.pdf
http://www.oecd.org/eco/outlook/how-to-make-trade-work-for-all-oecd-economic-outlook-june-2017.pdf
https://www.cbr.cam.ac.uk/fileadmin/user_upload/centre-for-business-research/downloads/working-papers/wp454.pdf
https://www.cbr.cam.ac.uk/fileadmin/user_upload/centre-for-business-research/downloads/working-papers/wp454.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2017/602035/IPOL_IDA(2017)602035_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2017/602035/IPOL_IDA(2017)602035_EN.pdf
https://ec.europa.eu/eurostat/statistics-explained/index.php/International_Trade_in_Services_statistics_-_background
https://unctadstat.unctad.org/EN/Index.html
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In 2018, UK service exports were worth £283 billion, equal to 45% of 
all UK exports; service imports were worth £176 billion, equal to 27% 
of all UK imports. In 2018: 

• The UK exported £117 billion of services to the EU and £167 
billion to non-EU countries 

• The UK imported £87 billion of services from the EU and £89 
billion from non-EU countries  

• The UK had a surplus on services trade of £29 billion with the EU, 
a surplus of £78 billion with non-EU countries and an overall 
surplus of £107 billion. 

Taken as a single entity, the EU is the UK’s largest export market for 
services, accounting for 41% of all service exports; looking at individual 
countries, the USA is the UK’s largest export market for services 
accounting for 22% of all UK service exports.  

In 2017 (the most recent year for which data on trade in services by 
individual country are available) 5 of the UK’s top ten service export 
markets are EU Member States, while 2 are British Crown dependencies. 
Overall, the British Crown dependencies (Guernsey, Jersey and the Isle 
of Man) accounted for 5% of all UK service exports.  

 

  

UK's ten largest export markets for services, 2017 (% of total)

Source: ONS, Pink Book
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Exports by type of service 
The graph below shows UK service exports by type of service.  

 

The UK’s largest category of service exports in 2017 was “other 
business services”, worth £80.3 billion, equivalent to 29% of all UK 
service exports. This broad category includes legal, accounting, 
advertising, research and development, architectural, engineering and 
other professional and technical services. Financial services were the 
UK’s second largest category of service exports, making up 22% of UK 
service exports. 

Other business services and financial services combined accounted for 
51% of all UK service exports. 

Taken as a bloc, the EU was the UK’s largest export market for other 
business services, accounting for 39% of UK exports, equivalent to £31 
billion; the United States accounted for 28%, worth £22 billion. Overall, 
7 of the UK’s 10 largest export markets for other business services were 
EU Member States.  

 

The EU as a whole was the UK’s largest export market for financial 
services accounting for 43% of UK exports, equivalent to £59.6 billion; 

UK service exports by type of service, 2017 (% of total)

Source: ONS, Pink Book
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UK exports of other business services by destination, 2017
£ billions % of total

USA 22.3 27.8%
Ireland 8.0 10.0%
Switzerland 6.5 8.0%
Netherlands 5.6 7.0%
Germany 4.8 5.9%
France 3.0 3.8%
Singapore 2.2 2.7%
Sweden 2.1 2.6%
Belgium 1.8 2.2%
Denmark 1.3 1.6%
World 80.3 100.0%
Source: ONS, Pink Book
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the United States accounted for 28%, worth £22 billion. Overall, 7 of 
the UK’s 10 largest export market for financial services were EU 
Member States.  

 

Overall, the UK recorded a trade surplus in 10 out of 12 categories of 
service – the largest was £44.4 billion in financial services, followed by 
£41.6 billion in other business services. 

The UK recorded deficits in trade in two categories - government 
services (-£1.9 billion) and travel services (-£15.7 billion). Government 
services are services related to government functions that cannot be 
classified to another service category; travel services include services 
provided by hotels and restaurants, travel agencies and tour operators 
and will include services consumed by a resident of one country in 
another – for example a foreign tourist staying in a hotel in the UK will 
count as a British service export; a British tourist staying in a hotel 
outside the UK would count as a service import. 

 

UK exports of financial services destination, 2017
£ billions % of total

USA 14.4 24.1%
France 5.9 9.9%
Germany 4.8 8.1%
Netherlands 4.7 7.8%
Japan 3.9 6.6%
Switzerland 2.0 3.3%
Spain 1.7 2.9%
Italy 1.6 2.6%
Ireland 1.5 2.5%
Luxembourg 1.4 2.4%
World 59.6 100.0%
Source: ONS, Pink Book

UK trade in services balance by type of service (£ billions)

Source: ONS, Pink Book
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Service exports growth  
Service exports as a percentage of UK GDP have increased over time, 
reaching 14% in 2017, a record high, compared to 17% for goods 
exports. The UK has recorded a trade surplus in services every year since 
1966 and in all but five years since 1948, compared to a deficit in goods 
every year since 1981. 

 

Regional distribution of service exports 
The regional distribution of service exports is much more heavily 
concentrated on a small number of regions in a way that exports of 
goods are not – London accounted for 46% of UK service exports in 
2016, the South East for 11%; the remaining 43% was divided 
between the 10 other UK regions and countries.  

 

  

UK exports as a percentage of GDP, 1948-2017

Source: ONS
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Service imports 
In 2017 service imports were worth £277.0 billion, equal to 49% of all 
UK imports.  

The UK’s share of service imports as a percentage of its total imports is 
high by international comparisons – in 2017, service imports made up 
18% of the USA’s total imports, 22% of Germany’s total imports and 
28% of France’s total imports; the figure for the EU 28 was 29%.4  

Taken as a single entity, the EU is the UK’s largest source of service 
imports, accounting for £82 billion (49%) of all service imports; looking 
at individual countries, the USA is the UK’s largest export market for 
services accounting for £31 billion (19%) of all UK service exports. 6 of 
the UK’s top ten service export markets are EU Member States. 

 

Imports by type of service 
The UK’s largest category of service exports in 2017 was travel services, 
worth £55.5 billion, equivalent to 34% of all UK service imports. Other 
business services were the UK’s second largest category of service 
imports, making up 23% of UK service imports. 

Travel services and other business services and financial services 
combined accounted for 57% of all UK service imports. 

                                                                                               
4 Calculations derived from data taken from UNCTAD Stat database  

UK's ten largest source of service imports, 2017

Source: ONS, Pink Book
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Taken as a bloc, the EU was the UK’s largest source of imported travel 
services, accounting for 63% of UK travel service imports, equivalent to 
£35 billion; Spain accounted for 20%, worth £11 billion. Overall, 8 of 
the UK’s 10 largest sources of imported travel services were EU Member 
States.  

The EU was also the UK’s largest source of imports of other business 
services, accounting for 40% of these imports; looking at individual 
countries, the USA accounted for 29% of these imports. Overall 5 of 
the UK’s 10 largest sources of imports of other business services were 
EU Member States.  

The UK’s exposure to services trade means that any major change of the 
terms of cross-border trade will affect businesses in many sectors across 
the economy, although some will have to adapt more than others. 
While services imports are very significant both for UK consumers and 
for businesses that rely on imported services inputs into UK production, 
the substantial role of services exports in the UK economy tells us that 
access conditions to foreign markets will be crucial for UK services. 

Data limitations 
Data on trade in services from the Office for National Statistics’ Pink 
Book NS data on UK trade in services is based on services supplied 
across the border (the so-called mode 1 of the GATS Modes of Supply, 
discussed in section 2.1) and services consumed in the UK by non-
residents (mode 2 of the GATS). This measurement underestimates the 
full extent of the UK’s trade in services – it is estimated that trade via 
commercial presence (mode 3) accounts for 55%-60% of world trade in 
services.5 

                                                                                               
5 House of Lords European Union Committee, Brexit: trade in non-financial services, HL 

135, March 2017, pg. 11 and 13. 

UK service imports by type of service, 2017 (% total) 

Source: ONS, Pink Book
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2. How are services traded?  

2.1 Modes of supply 
A service can be traded internationally in various ways, depending on 
the location of the supplier relative to its consumer. For example, an 
architect could sell an off-the-shelf design of a building from her office 
in the UK to a corporate client located in another country. A client could 
also travel to the UK in order to get her expert’s advice on a prospective 
design. The architect’s company can also choose to establish a branch 
office in another country to ensure its permanent presence there. 
Finally, the architect can provide her service to a building project abroad 
while temporarily staying in that country. 

Depending on the way of supply, services can be roughly classified in 
four groups – the so-called modes. These modes form the basis of the 
GATS approach (box 2) and are also used to structure the services 
liberalisation in free trade agreements. This technical classification helps 
to structure the debate on services trade. 

Box 2: GATS four modes of supply of services  

The WTO General Agreement on Trade in Services (GATS) aims to remove barriers to trade in services 
by encouraging countries to adjust their domestic laws and regulations, which restrict foreign providers 
from offering services on their markets. GATS defines services depending on the way they are traded 
internationally — known as the four modes:  
• Mode 1 Cross-border supply  
The service crosses the border, but neither consumer nor supplier does so (a service is provided over a 
telephone, internet or postal channels.) Examples are consultancy or market research reports, distance 
training, call centre services; 
• Mode 2 Consumption abroad  
The consumer consumes the service while abroad (a tourist or a patient receives a service abroad; a ship 
is serviced in a foreign port);  
• Mode 3 Commercial presence  
Foreign investment: a company, (a bank, a hotel chain, a construction company) establishes a branch or 
a subsidiary and supplies services in another country;  
• Mode 4 The service provider crosses the border  
This involves migration and presence of natural persons: an independent consultant or an actor goes to 
another country to work on a project; a law firm sends employees to work at its foreign branch.6 

The way services are traded varies greatly among sectors. While 
intellectual property services are almost exclusively sold across the 
border (mode 1), distribution services are almost exclusively traded by a 
firm physically based in the other country (mode 3). Health, education 
and tourism almost exclusively involve physical travel of consumers 
(mode 2). Professional business services are traded through all the four 
modes, with commercial presence (mode 3) and service providers 
crossing the border (mode 4) being of great importance. 

                                                                                               
6 WTO, GATS training model: 1.3 Definition of Services Trade and Modes of Supply 

[accessed on 5 June 2019]  

https://www.wto.org/english/tratop_e/serv_e/cbt_course_e/c1s3p1_e.htm
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2.2 Trade in services and goods is 
complementary 

Besides the four recognised modes, there are other ways services are 
traded. Services often cannot be separated from traded goods. Services 
make up an increasingly important part of inputs in the production of 
many manufactured goods. Some services such as built-in digital 
technologies in cars or electric appliances, become integral elements of 
products. Some, like R&D, engineering, design, banking and logistics 
have become an important component of value chains, contributing to 
the value of the product inputs. These services can be domestic or 
imported. Their cost is reflected in the final price paid by consumers. 
Such integrated services are sometimes referred to as “services in 
boxes”, “embodied” services or “servicification” of goods trade. When 
the final product is exported, the service input component is indirectly 
exported with it. Unlike other modes, these services do face tariffs 
charged on the respective goods when they cross the border.7 

There are also post-production services as maintenance and insurance 
which follow exported goods and can be of greater value than the 
product itself. 

These embodied services are increasingly gaining attention in 
multilateral trade debate and are sometimes referred to as the 5th 
mode.8 

According to the OECD experimental data, value added of services in 
the production of goods amounted to 34% of gross UK exports of 
manufactured goods in 2015.9 As a result the share of services in UK 
exports appears significantly higher – around 70%.10 

According to trade researchers the close links between goods and 
services are a powerful argument for good coordination of policies: 

… goods and services production appear to be ever more 
intertwined in a technology-intensive manufacturing base. For 
trade policy to support this development, the demands for 
coordinating hitherto unrelated areas of policy-making may be 
rising. In a nutshell, the variety and quality of available services 
plays an ever more important role in making manufacturing 
competitive.11 

2.3 Barriers to trade 
Services trade is more difficult to liberalise multilaterally as well as 
bilaterally because of significant differences among sectors, complexity 
of how services are traded, the variation in regulatory regimes and the 
broad range of interests involved. Often, liberalisation in services 
                                                                                               
7 A. Antimiani and L. Cernat, Liberalizing global trade in mode 5 services: how much is it 

worth?, European Commission, Chief Economist Note, Issue 4, July 2017 
8 Ibid 
9 ‘Trade in Value Added: United Kingdom’ (TiVA), OECD, December 2018. 
10 Department for International Trade, Trade and investment core statistics book, 17 

April 2019, p58 
11 I. Borchert: Services Trade In The UK: What Is At Stake? UKTPO Briefing Paper, 6 

November 2016, p4; House of Lords European Union Committee, Brexit: trade in 
non-financial services, HL 135, March 2017, p14 

Services often 
cannot be 
separated from 
traded goods. 
It is a powerful 
argument for good 
coordination of 
trade policies for 
goods and services. 

Value added of 
services in the 
production of 
goods amounted to 
34% of gross UK 
exports of 
manufactured 
goods in 2015. 

http://trade.ec.europa.eu/doclib/docs/2017/july/tradoc_155844.pdf
http://trade.ec.europa.eu/doclib/docs/2017/july/tradoc_155844.pdf
http://www.oecd.org/industry/ind/TIVA-2018-United-Kingdom.pdf
https://www.gov.uk/government/statistics/trade-and-investment-core-statistics-book
http://blogs.sussex.ac.uk/uktpo/files/2017/01/Briefing-paper-6.pdf
https://publications.parliament.uk/pa/ld201617/ldselect/ldeucom/135/135.pdf
https://publications.parliament.uk/pa/ld201617/ldselect/ldeucom/135/135.pdf


17 Commons Library Briefing, 13 June 2019 

requires from a government that it gives up its right to regulate, which 
can be a politically difficult choice. These circumstances limit or 
discourage trade among countries and form barriers to trade. When the 
UK leaves the EU, trade barriers for its businesses are bound to change. 

Unlike goods trade, services are not restricted by tariff barriers and 
border checks. Barriers to trade in services almost exclusively concern 
regulatory measures or the red tape behind the border. They are also 
referred to as non-tariff barriers (NTBs). The OECD groups barriers to 
services trade into five broad categories of policy measures:12 

• Restrictions on foreign entry (e.g., foreign equity and ownership 
limits, nationality requirements on company boards, limits on 
cross-border mergers) 

• Restrictions on the movement of people (e.g., visa requirements 
and quantitative restrictions) 

• Other discriminatory measures (with regard to taxes, subsidies or 
public procurement; differing national standards) 

• Barriers to competition (anti-trust policy, effects of government 
ownership) 

• Regulatory transparency 

Those broad categories include generic measures that potentially apply 
to all services sectors. Regulations in the fields of competition policy, 
public procurement, protection of intellectual property and data flows 
are bound to influence services trade. There are also multiple sector-
specific barriers. Some regulatory restrictions are more relevant to 
particular modes of supply. For example, qualification requirements, 
work experience and other conditions under which foreign professionals 
can practice or consult in the host country matter largely to mode 4 
services, when the service provider crosses the border. Licensing and 
certification requirements can deter businesses from opening 
subsidiaries abroad (mode 3). But such division is by no means exclusive: 
barriers which are common to one mode of supply can influence trade 
in others. An investment decision of a firm (mode 3) can be influenced 
by regulations around business travel (mode 4). 

Ben Shepherd et al have grouped examples of common restrictions on 
free trade in services that countries impose by mode of the supply. On 
the one hand, there are regulatory measures which form barriers to 
market entry. On the other hand, there are ongoing conduct barriers 
which add to costs of doing business in a foreign market.  

                                                                                               
12 Services Trade Policies and the Global Economy, OECD, 2017, p36; The UK Trade 

Policy Observatory (UKTPO) - Written evidence (TAS0085). 
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Besides mode-specific barriers, mere differences in legal order between 
countries and lack of transparency about the rules make trade difficult. 
It appears that complex and restrictive regulatory environments limit the 
volume of services traded by companies, as well as the numbers of 
foreign companies engaging with those markets.13 

Barriers vary per sector 
Barriers in highly regulated industries such as legal and accounting 
services can be more prohibitive than for less regulated sectors like 
business consulting. For example, in some countries, third country 
lawyers may not be able to practice or to partner with local lawyers or 
invest in local law firms. Mutual recognition of qualifications and 
professional licenses is very important for regulated professions such as 
architects, lawyers or doctors.  

Regulatory cooperation is about cutting red tape for each other’s 
businesses. But absence of mutual recognition of regulatory frameworks 
and lack of cooperation between national regulators adds to business 
costs and hinders regulated sectors like accountancy as businesses have 
to adapt to a new set of rules in each market. 

Barriers to the movement of people impact on both services exports and 
imports in many sectors. A consultancy firm’s operations abroad depend 
on how easily it will be able to move staff between countries. Tourism 
as well as education and health-related services typically depend on 
restrictions to cross-border travel as the number of incoming tourists, 
foreign students and patients is influenced by visa requirements and 

                                                                                               
13 D. Rouzet, S. Benz, F. Spinelli, Trading firms and trading costs in services: Firm-level 

analysis, OECD, December 2017; OECD Services Trade Restrictiveness Index, January 
2019 

Mode Examples of restrictions
Mode 1: Cross-border supply Requirements for foreign services providers to establish a 

commercial presence, i.e., requiring them to switch to another 
mode of supply;
Restrictions on business outsourcing;
Regulations on consumer protection that unduly restrict trade.

Mode 2: Consumption abroad Travel restrictions to the country where the service supplier is 
based and the service is offered;
Regulations on domestic recognition of documents proving the 
act of receiving certain services (e.g., domestic recognition of 
foreign degrees in educational services).

Mode 3: Commercial presence Restrictions on establishment
Licenses;
Quotas on establishment;
Restrictions on certain forms of legal entity;
Minimum capital requirements;
Limitations on the share of foreign capital;
Prohibition of foreign direct investment in certain sectors;
Location conditions.

Restrictions on operation
Local content requirements;
Operational permits and licenses.

Mode 4: The service provider 
crosses the border

Visa requirements;                                                                       
Quotas on inflows of temporary workers;
Limitations of the maximum period of stay.

EXAMPLES OF REGULATORY BARRIERS TO SERVICES TRADE

Reproduced from: Ben Shepherd et al, EU Exit and Impacts on Northern Ireland’s Services Trade, 22 February 2019

https://www.researchgate.net/profile/Francesca_Spinelli2/publication/329130748_Trading_firms_and_trading_costs_in_services_Firm-level_analysis/links/5bf719a2458515a69e34ab9f/Trading-firms-and-trading-costs-in-services-Firm-level-analysis.pdf?origin=publication_detail
https://www.researchgate.net/profile/Francesca_Spinelli2/publication/329130748_Trading_firms_and_trading_costs_in_services_Firm-level_analysis/links/5bf719a2458515a69e34ab9f/Trading-firms-and-trading-costs-in-services-Firm-level-analysis.pdf?origin=publication_detail
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fees. For digital, cultural and business services, as for many other 
sectors, access to skilled foreign labour is important. If labour migration 
is restricted, businesses may prefer to relocate to countries where skills 
are widely accessible.14 The cultural sector depends on self-employed 
persons’ rights to work abroad (see box 4). 

Differing data protection standards that limit the free flow of data have 
effects across the board, as about a half of all trade in services is 
digitally enabled. Digital services trade itself – comprising telecoms, 
computer services and information services – relies on the free flow of 
data. The so-called localisation rules, which require data about a 
country’s residents to be hosted and processed in that country or 
according to its standards, complicate cross-border trade and can cause 
businesses to relocate. 

The House of Lords EU Committee has conducted  a comprehensive 
assessment of barriers and issues facing professional and business 
services, digital services, travel, aviation and creative services outside the 
EU in its report Brexit: trade in non-financial services.15 Sections 3 and 5 
of this briefing discuss specific barriers to trade that exist in the single 
market and under GATS rules, respectively. Section 9 looks at the 
potential economic impact of Brexit on services. 

Trade restrictiveness varies among countries 
Assessment of barriers is used to compare trade in services 
restrictiveness among countries. The OECD has measured restrictiveness 
of trade for 22 sectors across 44 countries.16 It shows that differences 
among countries can be large, with some countries being completely 
closed to trade and investment in certain sectors. Based on OECD 
scores, the UK is one of the least restrictive economies for trade in 
services. Importantly, specific barriers affect some sectors more than the 
others.17 

Barriers to small businesses 
Surpassing regulatory barriers to trade or contesting unjustified barriers 
- through administrative complaints, court system and the like - is 
expensive for any business. While large firms may find alternative 
arrangements, it can be prohibitive for SMEs.18 According to OECD 
findings, micro firms engaging in cross-border exports to new markets 
with average levels of restrictiveness face 7% higher trade costs relative 
to large firms. 

Restrictive services trade regulations disproportionately discourage 
SMEs. Size, productivity and previous exporting experience appear 

                                                                                               
14 House of Lords European Union Committee, Brexit: trade in non-financial services, HL 

135, March 2017 
15 Ibid 
16 OECD Services Trade Restrictiveness Index uses de jure restrictions but distinctively not 

de facto barriers. 
17 OECD STRI index, OECD Policy Brief, January 2019  
18 House of Lords European Union Committee, Brexit: trade in non-financial services, HL 

135, March 2017, p82 
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to be decisive factors in dealing with at the-border and behind-
the-border trade barriers...19  

Although SMEs currently focus heavily on the domestic market, of the 
20% who export, 90% trade exclusively within the EU.20 

                                                                                               
19 D. Rouzet, S. Benz, F. Spinelli, Trading firms and trading costs in services: Firm-level 

analysis, the OECD, December 2017; OECD Services Trade Restrictiveness Index, 
January 2019 

20 House of Lords European Union Committee, Letter of Lord Whitty, Chairman of the 
EU Internal Market Sub-Committee to BEIS, Brexit: SMEs, including start-ups and 
scale-ups, 25 July 2018, para 47 

https://www.researchgate.net/profile/Francesca_Spinelli2/publication/329130748_Trading_firms_and_trading_costs_in_services_Firm-level_analysis/links/5bf719a2458515a69e34ab9f/Trading-firms-and-trading-costs-in-services-Firm-level-analysis.pdf?origin=publication_detail
https://www.researchgate.net/profile/Francesca_Spinelli2/publication/329130748_Trading_firms_and_trading_costs_in_services_Firm-level_analysis/links/5bf719a2458515a69e34ab9f/Trading-firms-and-trading-costs-in-services-Firm-level-analysis.pdf?origin=publication_detail
https://www.parliament.uk/documents/lords-committees/eu-internal-market-subcommittee/brexit-smes-start-ups-scale-ups/Lord-Whitty-to-Kelly-Tolhurst-MP-250718.pdf
https://www.parliament.uk/documents/lords-committees/eu-internal-market-subcommittee/brexit-smes-start-ups-scale-ups/Lord-Whitty-to-Kelly-Tolhurst-MP-250718.pdf
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3. Rules of the single market 

3.1 Is there a single market for services? 
Liberalisation of trade in services in the EU is a continuous process. It is 
often noted that the progress towards a single market in services lags 
behind that in goods, with various barriers to trade between Member 
States remaining.21 Indeed, there is potential for further liberalisation as 
differences in regulated professions and unnecessary or opaque 
requirements remain across the EU (see box 3 EU Services Directive 
below). The OECD argued for deepening of the single market in services 
as recently as June 2018.22 

Despite the shortcomings of the single market, most experts agree 
though that it is currently the most advanced free trade area for 
services.23 Sam Lowe from the Centre for European Reform has said: 

While the EU’s single market for services is incomplete, it has 
liberalised services trade to a far greater extent than any 
comparable free-trade or regional agreement. In some sectors, 
trade in services between member-states is freer than between 
the federal states of the US.24 

Recent research by the OECD suggests that services trade within the 
European Economic Area (EEA) is considerably freer on average than 
EU third-country trade.25 Quoting these findings, Prof. Winters of Sussex 
University emphasizes: 

The wedge between intra-EEA and MFN regimes is particularly 
large when (i) sectors are outside the realm of the multilateral 
trading system (air transport) or are not negotiated with any 
seriousness (maritime transport), or (ii) in regulation-intensive 
sectors, notably legal services but also such sectors as engineering, 
architecture or computing services. These are high-skilled 
professional business services, the international exchange of 
which has evidently been greatly facilitated by the Single 
Market.26 

                                                                                               
21 HM Government, Review of the Balance of Competences between the United 

Kingdom and the European Union The Single Market: Free Movement of Services, 
Summer 2014, para 3.73; HM Government, The United Kingdom’s exit from and 
new partnership with the European Union, Cm 9417, February 2017, para 8.18; HC 
International Trade Committee, UK trade options beyond 2019, 6 March 2017, 
paras 73-74; Some pro-Brexit commentators, for example, M. Burrage of 
BrexitCentral have claimed that a single market for services barely exists: ‘The EU 
single market in services barely exists’, 3 June 2018. 

22 OECD, Further reforms needed for a stronger and more integrated Europe, 19 June 
2018 

23 L.A. Winters, UKTPO, Not Fit for Service: The Future UK-EU Trading Relationship, 14 
February 2019 

24 S. Lowe, Centre for European Reform, Brexit and services. How deep can the UK-EU 
relationship go?, 6 December 2018 

25 S. Benz, F. Gonzales, "Intra-EEA STRI Database: Methodology and Results", OECD, 
Trade Policy Papers, No. 223, 2019, http://www.oecd.org/trade/topics/services-trade/  

26 L.A. Winters, UKTPO, Not Fit for Service: The Future UK-EU Trading Relationship, 14 
February 2019; The Most favoured nation (MFN) regime refers to a WTO non-
discrimination requirement which mandates WTO members to treat all other 
members equally: accept one countries service providers, and the same must be 
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The European single market has not only reduced barriers to services 
trade within the EEA, but it has also harmonised regulations across 
Member States. This is important “because the costs and barriers to 
services trade arise at least as much from the differences in regulations 
between exporter and importer and across export destinations as they 
do from restrictive regulations per se.”27 

3.2 Basic principles 
Free movement of services - alongside free movement of goods, people 
and capital - is one of the four fundamental freedoms of the EU single 
market and is guaranteed by the EU treaty.28 This means that  

- companies and individuals are free to establish and run a 
business in any Member State;29 

- companies and individuals can provide services from their 
‘home’ Member State, in any EU country – crossing the border, 
online or at a distance;30 

- companies and individuals can receive services in or from a 
Member State other than the one where they are established.  

This freedom extends essentially to all services sectors, covering services 
provided by self-employed individuals or by companies on a temporary 
basis or through their permanent presence in another Member State. A 
programmer in Warsaw can work for British or Spanish software 
companies. A Finnish media business is free to establish a subsidiary in 
the Netherlands, and it may also manage its branch in Czechia. 

To achieve the free movement of services, EU Member States are 
engaged in deep regulatory cooperation which is about cutting red tape 
for businesses. They have removed restrictions and tried to eliminate 
discrimination (so-called negative integration). They are actively 
harmonising regulation by bringing their standards, procedures and 
rules closer together (positive integration). Whenever standards are not 
similar, mutual recognition of each other’s regulation by default allows 
services to be traded freely from one Member State to another.31 Due to 
mutual recognition, a translator or a logistics company can offer services 
outside their host state subject to the principle of the “country of 
origin”: a service provider (a person or a business) which complies with 
the standards of one Member State, may offer its services in any of the 
others. 

In general, Member States have the power to regulate on services, but 
their rules:  

                                                                                               
done for the rest. This regime does not economic integration agreements as the EEA 
or free trade agreements. 

27 L.A. Winters, UKTPO, Not Fit for Service: The Future UK-EU Trading Relationship, 14 
February 2019 

28 The Treaty on the Functioning of the European Union (TFEU) 
29 TFEU Articles 49, 54 
30 TFEU Article 56  
31 European Commission, Slides on Internal EU27 preparatory discussions on the 

framework for the future relationship: Services, 6 February 2018, p4 
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• should not result in direct or indirect discrimination;  

• should not hinder market access.  

However, national rules may restrict EU providers if it is justified in the 
public interest on issues like consumer protection, health, fraud 
prevention and many more. Such restrictions have to be necessary and 
proportional.32 

What supports free movement of services? 
Freedom of movement of people and capital, harmonised rules on VAT, 
intellectual property rights and data protection all reduce the barriers to 
providing services across the EU.33 There are various pieces of cross-
cutting EU legislation that support the single market in services, 
including the Services Directive (see box 3), the e-Commerce Directive 
and the Posting of Workers Directive. To support freedom of services, 
professional qualifications acquired in one Member State are recognised 
across the single market under the Mutual Recognition of Professional 
Qualifications (MRPQ) Directive.34 

The EU has promoted common rules relating to company law – 
corporate governance, auditing and accounting – as essential to the 
good functioning of the single market for services. For example, the 
Company Law Directive introduces minimum standards but includes 
some degree of flexibility for Member States in implementation.35 

Box 3: EU Services Directive 

Many single market for Services measures are facilitated by the so-called Services Directive. This 
Directive collected and restated (codified) EU case law into a single document. This Directive aims to 
remove the legal and administrative barriers to cross-border service provision through various 
mechanisms, including: 

• abolishing “discriminatory requirements” placed on people establishing businesses in other 
countries, including residency requirements or nationality requirements;  

• removing other “burdensome requirements”, such as complex authorisation schemes, economic 
needs tests, or business size and health checks;  

• requiring Member States to establish a Single Point of Contact so businesses can access all 
relevant information easily.36 

The Directive also gives consumers easier access to services in other EU countries or to services provided 
by non-UK EU companies in the UK.37 
Member States may still impose certain requirements on service providers but “only when they are non-
discriminatory, justified for reasons of public policy, public security, public health or the protection of 
the environment and do not go beyond what is necessary to achieve their objective”. 

                                                                                               
32 Ibid, p5 
33 Ibid; Digital, Culture, Media and Sport Committee, The potential impact of Brexit on 

the creative industries, tourism and the digital single market (HC 365, 2017-19), 23 
January 2018 

34 The MRPQ Directive provides a reciprocal framework of rules which enable EEA and 
Swiss nationals to have their professional qualifications recognised in a state other 
than the one in which the qualification was obtained. 

35 HM Government, Review of the Balance of Competences between the United 
Kingdom and the European Union. The Single Market: Free Movement of Services, 
2014. 

36 European Commission, Services Directive: quick guide. The UK has its own Single 
Point of Contact.   

37 European Commission, Services Directive in practice 
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There is a list of exceptions, including financial services, healthcare and certain social services.38 
According to the Commission, the Services Directive has led to Member States taking more than 1,000 
measures to abolish barriers to services trade, but many significant obstacles still remain. Businesses and 
professionals  

…still face too many difficulties operating across borders. They are hindered by 
differences — and sometimes inconsistencies — in the regulation of professions 
and ‘reserved activities’ across the EU, unnecessary regulatory barriers to the 
provision of services and a lack of clarity and predictability in certain key sectors for 
those who want to provide a service in other Member States.39 

According to 2012 estimates by the European Commission, the UK benefits from the implementation 
of the 2006 Services Directive amounted to additional 1.0% to UK GDP. For the whole EU, its impact 
on GDP reached about 0.8%. In 2016, HM Treasury analysed long term effects of the UK remaining in 
the EU. It estimated that further liberalisation of services and removing all the remaining trade barriers 
within the scope of the Directive would add a further 2% to UK GDP.40 By way of context, the same 
pre-referendum Treasury analysis estimated that the UK leaving the EU would result in UK GDP being 
between 3.8% (EEA scenario) and 7.5% (WTO scenario) lower after 15 years compared with staying in 
the EU. These estimates did not include any potential future gains foregone from additional EU reform, 
such as further implementation of the Services Directive.41 

Besides cross-cutting regulations there is also a range of sector-specific 
rules which promote trade in services. For example, the Lawyers 
Establishment Directive and the Lawyers Services Directive allow lawyers 
to provide services on a temporary basis or to establish themselves in 
another EU country.42 The Visual and Media Services Directive 
coordinates Member States’ legislation on all audio-visual media from 
traditional broadcasting to on-demand services. By setting EU-wide 
minimum regulatory standards in such areas as consumer protection, 
cultural diversity and media pluralism, this directive allows a service 
provider licensed in one Member State to offer services in any other 
Member State (the “country of origin” principle).43 

National rules on consumer protection, competition and state aid, 
intellectual property and data can potentially become barriers to services 
trade. Also rules on public procurement are essential as public 
authorities’ purchases make up an important part of the services 
market. The EU has common standards in those areas as well. 

Finally, the EU legal framework makes it possible for businesses to 
enforce their rights to provide services. Individuals and businesses may 
invoke those rights directly before Member States’ courts. The Court of 
Justice of the EU (CJEU) is the ultimate voice in interpreting those rights. 
Service providers can also seek practical assistance through the EU 
SOLVIT network – an EU-wide cooperation framework between 

                                                                                               
38 European Commission, Services Directive: quick guide   
39 European Commission, Upgrading the Single Market: more opportunities for people 

and businesses, COM(2015) 550 final, October 2015, p7 
40 HM Treasury, Macroeconomic analysis of the alternatives to EU membership and the 

benefits of EU reform, April 2016, pp145-146 
41 Ibid, para 3.91 and table 3.H (p150) 
42 Justice Committee, Brexit: negotiating priorities for justice system, 22 March 2017 – 

see Chapter 4, Legal Services 
43 European Commission, Digital Single Market, accessed May 2019  
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Member States authorities, and one-stop-shops for service providers 
including a UK service point.44 

                                                                                               
44 House of Lords European Union Committee, Brexit: trade in non-financial services, HL 

135, March 2017, pp 18-19 

https://www.gov.uk/government/groups/uk-single-market-centre
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4. Leaving the single market 
without a deal 

4.1 End of mutual recognition 
Having left the single market, the UK will become a third country for the 
purposes of service provision in the EU, which means that the terms of 
trade will change. This section looks at the main differences.  

The Government recognises in its February 2019 assessment of 
implications of a no-deal exit that  

the UK would risk a loss of market access and increase in non-
tariff barriers. UK businesses would face barriers to establishment 
and service provisions in the EU which they had not previously 
faced, including nationality requirements, mobility, recognition of 
qualifications and regulatory barriers when setting up subsidiaries 
in EU member states.45 

First and foremost, mutual recognition of regulatory regimes will end, 
and UK service providers will no longer be treated as if they were local 
businesses in the Member State where they offer their services. Instead 
they will be treated as any third country providers and will have to abide 
by host state rules of each Member State as opposed to a single set of 
EU rules. 

Host state rules will apply in full to both businesses wishing to sell 
services across the EU and willing to establish themselves in an EU 
Member State. This implies that UK businesses willing to trade with the 
EU will have to follow the rules of each EU Member State in which they 
have a branch or perform a service. Policies for establishment and cross-
border trade vary across EU Member States; each Member State has its 
own set of rules on business and property ownership, business visa 
regimes for third country nationals and rules for the recognition of third 
country educational qualifications. This reflects the fact that there is 
not one uniform EU external services trade policy towards non-
members. Rather, individual EU Member States often have different 
sets of policies towards providers from within versus from outside the 
EU.46 

In some areas though there is common EU law for third country 
providers, which applies in all Member States and would benefit UK 
businesses: there is a Blue Card (an EU work permit) for highly skilled 
workers, a Long Term Residents Directive and an Intra-Corporate 
Transfer Directive. All three do not apply to the UK, Ireland and 
Denmark.47 

At the same time, UK providers seeking access to the EU market will be 
subject to the baseline access rules set by the GATS. These rules are 
                                                                                               
45 HM Government, Implications for Business and Trade of a No Deal Exit on 29 March 

2019, 26 February 2019, paras 39-42 
46 I. Borchert, Services trade in the UK: what is at stake? UKTPO Briefing Paper, 6 

November 2016, p6 
47 European Commission, Slides on Internal EU27 preparatory discussions on the 

framework for the future relationship: Services, 6 February 2018, p8 
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more limited than the single market regulations (see section 5). Also, 
businesses are not able to directly enforce them through national 
courts.  

4.2 Cross-border provision of services 
Although the UK regulatory framework will likely remain unchanged in 
the short run, it will no longer be recognised under EU law. As a result, 
services sold from the UK and compliant to UK regulations will not be 
regarded as automatically compliant in the EU. UK firms may need to 
acquire authorisations or licences to provide a service and observe 
quotas. Besides, they will have to comply with specific local business 
regulations, which vary per country with regard to insurance 
requirements, joint partnership limitations, etc. There may be regulated 
sectors where EEA nationality requirements could prevent UK businesses 
from providing services. Prior recognition of professional qualifications 
may be needed. 

4.3 Establishment in an EU Member State 
UK nationals wishing to set up a business may be subject to access 
limitations and more stringent requirements regarding authorisations or 
licencing than now. There may be restrictions on foreign ownership of 
land and other property, management or directorship of a company 
registered in a particular Member State. For instance, there may be 
additional requirements on the nationality or residency of senior 
managers or directors and limits on the amount of equity that can be 
held by non-nationals. 

Automatic mutual recognition of professional qualifications available to 
doctors, nurses, engineers, architects and other professions will fall 
away. Qualifications will have to be recognised in each EU Member 
State separately, under their distinct rules. 

4.4 Business travel 
There will be changes in rules regarding business travel and visa 
requirements for business purposes; again, host state rules will apply. 
Besides companies, this will affect self-employed people such as 
musicians, many of whom tour European concert venues regularly and 
depend on the freedom to travel and to work legally in the single 
market. Their automatic right to supply services as a self-employed will 
cease (see box 4). 

If formally approved by the Council and the European Parliament, the 
UK will be included in a list of countries (in Regulation 2018/1806) 
whose nationals do not need a visa to enter the EU for business, tourism 
or visits to family or friends. The visa waiver however does not give a 
right to work in the EU. Each Member State will be able to decide for 
which paid activities a visa will be required. The proposal requires a 
reciprocal visa waiver from the UK for EU nationals.48 

                                                                                               
48 S. Peers, Travelling to the EU after Brexit: Schengen visa waivers for UK citizens, EU 

Law Analysis blog, 3 April 2019 
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Box 4: Free movement of self-employed professionals: musicians  

The music industry is worth £4.1 billion to the economy and generated exports of £2.2 billion in 
2015.49 
The industry now employs 119,020 people. Based on UK Music’s annual Measuring Music report, the 
value of the sector has grown by 17% over the past four years, out-performing much of the rest of the 
UK economy. Incorporated Society of Musicians (ISM) Survey “Musicians and Brexit” (July 2018) found 
that 87% musicians who represent a major share of the people employed in the music industry are self-
employed. One third of them relies on work in the EU for at least a half of their income. Leaving the 
single market would mean that self-employed artists would have to find out for each separate Member 
State if a work permit and registration is required and which tax rules apply to them. In addition, 
musical instruments will be treated the same way as goods traveling abroad to a trade fair or exhibition. 
Transporting music instruments and equipment to the EU will be subject to temporary admission rules 
and applications for Returned Goods Relief or ATA carnets which currently apply to trade with non-EU 
countries. 
The ISM recommended that the rights of employed and self-employed professionals are protected 
either through free movement or other simplified travel and work regulations.50 

4.5 Recognition of professional qualifications 
The European Commission has explained in its Notice to stakeholders - 
Withdrawal of the United Kingdom and EU rules in the field of 
regulated professions and the recognition of professional qualifications 
(21 June 2018) that the EU rules in this field will no longer apply to the 
United Kingdom and UK nationals will have to comply with the rules of 
each individual Member State (see box 5). 

In the same way as UK providers in the EU Member States, EU providers 
will have to comply to the UK host state law requirements. 

Box 5: Case study: professional and business services sector  

Profile of the sector  
The professional and business services sector includes industries that provide specialist, knowledge-
intensive services to businesses. It includes legal services, accountancy, advertising, architectural 
services, engineering and management consultancy. It is a large sector and one in which the UK has a 
high international reputation. The professional and business services sector:51  

• includes 645,000 businesses, 24% of all businesses in the UK in 2017;52  

• employed 4.1 million people, 14% of employment in Great Britain in 2016.53  

• generated economic output (in terms of Gross Value Added) of £198 billion, 11% 
of the UK’s economic output in 2017.54  

                                                                                               
49 UK Music, (accessed on 6 April 2019); HL EU Committee, Supplementary written 

evidence from UK Music and the Musicians’ Union (BSC0017) 2018; ISM, Musicians 
and Brexit says that 90% musicians work as self-employed or have a portfolio 
career. 

50 Written evidence submitted by the Incorporated Society of Musicians (ISM) (IOB0089) 
for the Commons Digital, Culture, Media and Sports Committee inquiry into the 
impact of Brexit on UK Creative industries, tourism and The Single Digital Market 
(HC 36517/19), 6 December 2018 

51 The Industry is defined as the following Standard Industrial Classification codes: 69, 
70, 71, 72, 73, 74, 77, 78, 82. 

52 ONS, ‘Business activity, size and location’, 2017, via Nomis Database 
53 ONS, ‘Business register and employment survey’, 2017, via NOMIS database 
54 ONS, Quarterly National Accounts Q1 2018, Low Level Aggregates Table, June 2018 
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The professional and business services industry provides essential services to all parts of the economy. 
Employees are typically highly skilled professionals. Businesses in this sector range from very large firms 
operating throughout the world and providing a range of services (such as the ‘Big Four’ accountancy 
firms or the ‘magic circle’ law firms), to small and medium sized enterprises that support a specific kind 
of business in one region of the UK.55 
Impact of no deal 
In the event of a no-deal Brexit, UK professional and business services companies operating only in the 
UK are unlikely to see any major direct impact. These services are largely regulated on a domestic basis, 
so EU wide rules have only a limited impact.56 However, the end of free movement will limit the access 
to skilled professionals from the EU. 
In areas where the regulatory framework is harmonised by EU Directives, a no-deal Brexit is also unlikely 
to have any immediate impact. For example, statutory audit is specified under the Audit Directive 
[2006/43/EC] and UK regulations will remain unchanged in many respects for some time after 
withdrawal, whether or not a deal is reached. Any divergence would probably happen over several 
years.57 
However, a no-deal scenario could have an immediate impact on UK companies operating or seeking to 
operate in the EU, and on EU companies operating or seeking to operate in the UK. Without a deal, 
these businesses would be viewed as third-country businesses, which means that EU Directives would 
not automatically apply to them. What rules do apply would depend on the company law in each 
Member State, so it is possible that some Member States would allow UK businesses to provide services 
as now, but this is not guaranteed.58 
For example, UK lawyers and businesses will no longer have EU guaranteed freedom to provide cross-
border legal services on a ‘fly in fly out’ basis. They would be responsible for ensuring they can 
operate in each Member State they want to work. They would also no longer have EU guaranteed 
freedom to set up law firms, agencies or branches in other Member States. Some activities like rights of 
audience in EU courts are reserved for EU lawyers.59 
The government guidance on Accounting and audit if there’s no Brexit deal clarifies the effects of no 
deal for audit, accounting and corporate reporting and explains that UK businesses operating in the EU 
will have to comply with the specific accounting and reporting requirements of any Member State in 
which they operate. 

Mutual recognition of qualifications 
Another important area for the professional and business services sector in which no deal could have a 
major impact is the mutual recognition of professional qualifications in the EU and the UK. It is possible 
that UK professionals working in the EU would no longer be recognised as having valid professional 
qualifications; this would depend on the Member States’ existing rules on the recognition of 
qualifications awarded by third countries.60  
The European Commission has said that without a deal the UK’s third country status would mean:  

[t]he recognition of professional qualifications of United Kingdom nationals in an EU-27 
Member State will be governed by the national policies and rules of that Member State, 
irrespective of whether the qualifications of the United Kingdom national were obtained in 
the United Kingdom, in another third country or in an EU-27 Member State.61  
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The Commission also notes that this would apply to non-UK EU citizens in the UK (whose status would 
depend on the sector-by-sector rules in the UK regarding third country qualifications), and those EU 
citizens holding professional qualifications awarded in the UK but working in other EU countries.62 

 

 

The UK’s financial services sector is the largest in Europe and is deeply 
connected with it. European banks and insurance companies operate in 
London, as UK companies do in Europe, under a system of “passports”. 
Any company authorised in any EU Member State can operate in any 
other EU Member State under its passport. It is the sudden loss of this 
passport without other arrangements in place that is the biggest 
potential problem arising out of no deal. The consequences for the UK 
financial services sector are discussed in Chapter 3 of the Library Briefing 
Financial Services (Implementation of Legislation) Bill 2017-19. 

House of Lords European Union Committee report Brexit: trade in non-
financial services (2017) contains evidence to the expected effects of 
leaving the single market in several non-financial services sectors: 
professional business services, digital, creative, air transport services, 
tourism, and education and health-related services. 

Box 6: Government guidance on services in a no-deal Brexit 

The government has provided guidance for trade in several services sectors in case of no deal where it 
explains the potential changes: 
Providing services including those of a qualified professional if there's no Brexit deal 
Technical Notice on accounting and audit. 
Structuring your business if there’s no Brexit deal  
Guidance for financial services. 
There is also a limited country guidance for UK businesses trading services in the EEA and EFTA 
countries. 

4.6 Trade with third countries 
Without a deal, the UK’s trade in services with the rest of the world 
would be governed by the WTO General Agreement on Trade in 
Services (GATS) and the UK’s own trade agreements (see sections 5 and 
6.2 respectively). 

Beside more limited access to the EU market, access to markets of EU 
free trade agreements with countries like Canada, Japan, Switzerland 
and Norway depends on successful transitioning of these trade 
agreements into UK-third party agreements.  

There is some concern as to whether the existing EU FTAs that the UK 
has transitioned provide sufficient continuation of trading relationship 
for services. The transitional UK-Iceland-Norway Agreement, for 
example, covers trade in goods only. Because of the close regulatory 
alignment of the EEA members Norway and Iceland with the single 
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market there are no provisions to continue trade in services or 
investment. 

For more information on trade agreements see the Commons Library 
Briefing Papers UK progress in rolling over EU trade agreements and UK 
adoption of the EU's external agreements after Brexit. 

https://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-7792
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5. Services under the WTO 
The WTO trading system provides a broad global framework for 
continued liberalisation of trade in services rather than setting 
compulsory rules.63 Members commit to opening markets in specific 
services sectors. In practice, trade can be more liberal than the 
members’ commitments in the WTO would suggest. 

As an EU Member State the UK is a member of the WTO and will 
remain one after leaving the EU. It already trades in services under the 
WTO rules but has to renegotiate some of the specific terms. This 
section looks at the general principles for trade in services under the 
General Agreement on Trade in Services (GATS). It also considers what a 
renegotiation of UK GATS schedules entails. 

5.1 GATS principles  
All members of the WTO are parties to the GATS which constitutes a 
global set of rules governing trade in services. The Agreement contains 
general obligations and principles, which are binding on all members, 
and country-specific commitments to liberalise certain sectors. It also 
commits to promote progressive liberalisation of services trade through 
successive rounds of negotiation. The GATS conceptually defines four 
ways (or “modes”) of trading services: supply across the border, a 
consumer crossing the border, commercial presence in another country, 
and a service provider crossing the border (see section 2.1). 

The main principles which bind all members of GATS are: 

• unconditional Most favoured nation (MFN) treatment, meaning 
that all trading partners are treated equally without 
discrimination: accept one country’s service providers, and the 
same must be done for every other WTO member. The MFN 
principle applies to trade in services in the same way as it applies 
to trade in goods, albeit with more options for exceptional 
treatment; 

• national treatment, which requires that foreign service providers 
are not treated worse than the domestic ones; 

• the transparency principle which prescribes publication of all 
applicable rules and regulations; 

• national regulations have to be objective and reasonable.64 

Members grant market access and national treatment to foreign 
companies in their “schedules” which are annexed to GATS. They can 
tailor their commitments in line with their national policy and schedule 
their commitments to a handful of sectors or choose to provide market 
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64 WTO website GATS: Objectives, coverage and disciplines (accessed on 11 June 2019) 

GATS core 
principles include 
the Most favoured 
nation rule,  
national treatment, 
non-discrimination 
and transparency of 
regulations. 

http://www.europarl.europa.eu/RegData/etudes/IDAN/2017/602035/IPOL_IDA(2017)602035_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2017/602035/IPOL_IDA(2017)602035_EN.pdf
https://www.wto.org/english/tratop_e/serv_e/gatsqa_e.htm


33 Commons Library Briefing, 13 June 2019 

access in a wide range of services. These schedules list the sectors which 
a member opens, the extent of market access in each sector (e.g. 
whether there are any restrictions on ownership by foreigners), and any 
limitations on national treatment (whether some rights granted to local 
providers are not available to foreign service suppliers). If the members’ 
commitments are “bound” it means they cannot be changed to be less 
favourable without negotiations with the affected countries.65 Countries 
also list specific exemptions to the MFN treatment in GATS annexes. 

GATS covers almost all (155 in total) services sectors. The Agreement 
does not apply to governmental services (“supplied in the exercise of 
government authority”). This carve-out applies to services which are 
not liberalised, i.e. where providers do not compete with commercial 
suppliers, as often in health and education services. Also, air 
transport services (traffic rights) are largely excluded. 

Besides general exclusions, individual members may make 
reservations for sensitive sectors. EU has for example excluded audio-
visual services and public utilities. 

The GATS also allows countries to conclude reciprocal free trade 
agreements which go further and deeper in liberalisation of services 
than their general commitments under GATS, provided those 
agreements cover a substantial number of sectors, a substantial volume 
of mutual trade and all modes of service supply.66 The options and 
limitations for services trade under free trade agreements are 
described in section 6. 

5.2 Trading under GATS terms 
Trading with the EU on GATS terms would have consequences for the 
UK service providers, as seen in section 9. Researchers argue strongly 
that the WTO has made less progress in service liberalisation than the 
EU’s single market for services has to offer. According to researchers at 
the London School of Economics (LSE), “since the WTO has made far 
less progress than the EU in liberalising trade in services, [no deal] would 
mean reduced access to EU markets for UK service producers”.67 

Trade expert Sam Lowe states that “while the WTO has gone some way 
towards lowering barriers to trade in services, it has only been able to 
do so much.” He indicates that the freedom of members to choose their 
sector specific commitments results in patchy coverage. While countries 
make few reservations for mode 2 services thereby allowing foreign 
visitors entrance to consume services in their country, mode 1 (cross-
border supply) and mode 4 (supplier crosses the border) reservations 
abound. Members may retain requirements regarding qualifications, 
licensing and technical standards, provided those do not represent 
‘unnecessary’ barriers to trade.68  
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More liberal in practice 
In practice, though, countries’ trade policies in the areas of cross-
border trade, investment, and movement of people are more liberal 
than their commitments under GATS indicate. By committing to lower 
overall liberalisation, countries retain their ‘policy space’ which gives 
them the flexibility to adjust regulations and make these more restrictive 
when they deem it necessary.69 They can revert to the base level policies 
of GATS bound commitments. Such system though gives less certainty 
to businesses from countries which trade on GATS rules alone. 

Are GATS rules good enough? 
The Confederation of British Industry (CBI) has noted that the WTO rules 
would not guarantee the same level of access to the EU market for 
services industries as there is now. GATS for example, is lacking 
“positive integration” measures (e.g. mutual standards), which the 
single market for services does provide for. This concerns harmonisation 
of rules or the mutual recognition of rules by default. A CBI report said:  

The barriers services businesses could potentially face include 
nationality requirements for service providers, requirements for 
businesses to have a minimum number of locally-resident staff for 
different roles, restrictions on the number of establishments and 
foreign ownership, and authorisation requirements that are 
subject to economic needs assessments. […]  

Companies in some of our most successful exporting sectors 
would be unable to export specific types of services to the EU at 
all. Those industries include airlines, broadcasters, and a range of 
financial, professional and business service providers.70 

The GATS has received criticism from other business representatives. 
Giles Derrington, Head of Policy of TechUK stressed that the e-
commerce discussion at the WTO level has just started, after 20 years, 
and that “there are no WTO rules on data; there are barely any WTO 
rules on most services elements.”71 

The Professional and Business Services Council has said that trading 
under WTO rules many services “may face an absolute barrier to 
trading, (as opposed to merely facing additional costs)”. While actual 
applied trade restrictions are generally better than what was included in 
GATS schedules, such a “favourable market access environment could 
change at any time, giving rise to uncertainty.” UK services trade with 
countries such as the US and Canada was possible, but more 
complicated, more complex and costs more.72 
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Audio-visual media services representatives have pointed out that AV 
and other cultural services are excluded from the EU’s schedule of 
commitments at the WTO. Creative industries consider protections 
under the WTO Agreement on Trade-Related Aspects of Intellectual 
Property Rights (TRIPS) less attractive than those currently enjoyed in the 
EU.73 

Box 7: Financial services under GATS 

GATS members typically have limited commitments relating to cross-border supply and consumption of 
financial services abroad. Members are able to impose licensing or other requirements which make it 
difficult for a non-resident supplier to conduct business. GATS also includes a ‘prudential carve-out’, 
under which members can take measures in order to protect investors, depositors, policy holders, or to 
ensure the integrity and stability of the financial system. This carve-out allows members to effectively 
reduce cross-border supply of financial services. GATS does not provide ‘passporting' by which UK firms 
currently can operate in the rest of the EU without having to acquire authorisation from each individual 
Member State.74 

 

Box 8: Migration under GATS 

Three of the four modes of supply of services rely on migration of people (natural persons). In general, 
the rules on migration in GATS are strictly limited to migration of people who are providing services in 
another WTO member on a temporary basis. Those people are defined as natural persons (employees of 
a company or self-employed) providing services under a contract and as employees of a service provider 
which have to be stationed in the other country temporarily. 
GATS contains members’ shared commitments for tourism and travel-related services, offering market 
access and national treatment to such sectors as hotel and restaurant services, tour operator and guide 
services. These commitments do not guarantee free travel of persons.75 
GATS does not oblige its members to give other members access to their labour markets and does not 
provide for free movement of labour. Countries are free to maintain their visa policies or citizenship and 
permanent residency requirements. 
In parallel, members are free to enter agreements on full labour market integration, such as the EU 
Treaty which introduces the free movement of persons in the single market. Such agreements are 
exempt from the GATS Most favoured nation principle, meaning that the rights are not extended 
further than the signatories. 

5.3 GATS schedules 
As an EU Member State, the UK is bound by a number of WTO trade 
commitments for services (known as “schedules”). These have been 
negotiated by the EU and set out to other WTO members on what 
terms their service providers will be able to access the EU market. 

Services “schedules” list the sectors which a member opens to trade, 
the extent of market access it gives foreign providers in those sectors 
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(e.g. w*hether there are any restrictions on foreign ownership)76, and 
any limitations on national treatment, stating the rights available to local 
companies that will not be granted to foreign companies. In addition, 
under a separate List of Article II (MFN) exemptions, some trading 
partners in specific service sectors can be treated more favourably for a 
set period.77 These terms are often linked to historic ties between 
countries or pre-existing bilateral or regional agreements. 

The WTO approach is often described as the “positive list” where 
members include all the sectors they are opening up for trade. Other, 
more ambitious trade agreements use the so-called “negative list”, 
which assumes that all services sectors are liberalised by default except 
the ones listed in the schedules of commitment. Examples are the EU-
Canada Comprehensive and Economic Trade Agreement (CETA) and 
EU-Japan Economic Partnership Agreement. 

UK schedules 
To establish its independent status in the WTO, the UK has to certify its 
own “schedules” for services. As stated by the Department for 
International Trade, the Government is seeking to replicate its current 
commitments as an EU Member State.78 

On 3 December 2018, the UK submitted its draft services schedule to 
the WTO. Its members had 45 days till 4 March 2019 to review the 
proposal. Russia, Taiwan and Costa Rica have submitted objections to 
the UK’s proposed schedule removing hopes of quick certification. If the 
objections cannot be resolved before the UK leaves the EU, the UK’s 
services schedules will remain uncertified. The Government does not 
anticipate there to be any problems though as it is not uncommon for 
WTO members to operate on uncertified, provisional schedules for 
periods of time.79  

Box 9: Trade in Services Agreement (TiSA) 

In 2013, 23 WTO members, including the EU and the US, started negotiating a Trade in Services 
Agreement (TiSA) outside the WTO framework. TiSA is a broad global agreement that seeks to 
considerably improve on the terms of the GATS. It aims to open up markets and improve rules in e.g., 
licensing, financial services, telecoms, e-commerce, maritime transport, and professionals moving 
abroad temporarily to provide services. Negotiations are now on hold. A disagreement between the EU 
and the US on data protection rules is one of the main reasons. If concluded, TiSA would cover about 
70% of the global services trade. The Government supports progress on TiSA and plans to become a 
member in its own right (see section 10).80 
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6. Services in free trade 
agreements 

The European Commission has offered a free trade agreement as one of 
the options for a UK-EU future relationship which would deliver the 
loosest ties between both partners. What can a free trade agreement 
offer on trade in services? 

Free Trade Agreements – as agreements to liberalise trade between two 
or more countries – have historically been focussing on trade in goods. 
The majority of the deals on services are part of comprehensive trade 
agreements which include goods trade.81 More recent EU deals such as 
the agreement between the EU and Canada (CETA) have to some 
extent opened up the market for services.82 The EU-Japan Economic 
Partnership Agreement which entered into force on 1 February 2019 
and the forthcoming EU-Singapore FTA both contain provisions, which 
to various degrees liberalise trade in services beyond the WTO GATS 
framework. Those agreements are more advanced on services than the 
average free trade agreement.  

According to the Commission, these free trade agreements mostly 
formalise applied EU policies which in practice make the markets more 
open than the EU commitments under GATS would require. However, 
the liberalisation is less profound than in the single market. For the UK it 
may be a challenge to maintain access to the EU’s market in services 
under an FTA. At this point, it is difficult to predict if a UK-EU 
agreement might achieve more with respect to services as compared to 
the existing agreements (see section 6.3 on CETA). 

The European Commission has offered the following comparison of the 
single market as opposed to a free trade agreement:83 
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o   Differentiated liberalisation:
o   Fundamental freedoms -> dismantling national 
barriers

o   Open on establishment (but some limits in 
sectors like financial services)*

o Services                                                                         
o Establishment

o   More limited for cross-border provision of 
services and movement of staff (only temporary)

o Capital                                                                         
o Persons                                                                        

o   Based on existing levels of openness
o    Sectoral liberalisation

o   Sectoral exclusions to market access; reservations; 
exceptions

o   Services Directive

o   No harmonisation of regulation on service sectors; 
horizontal & sectoral disciplines and principles

o   Sector-specific legislation (harmonising                   
conditions) for the provision of services)

o   General framework for recognition of professional 
qualifications

o   Country-of-origin approach/mutual 
recognition

o   Substantive rules on recognition of 
professional qualifications

Source: European Commission

FREE TRADE AGREEMENTS COMPARED TO THE SINGLE MARKET

* See chapter 7.3 on financial services 
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6.1 How free is trade under a free trade 
agreement? 

Services liberalisation is constructed quite differently under a free trade 
agreement (FTA) compared to the single market, where market access 
and non-discrimination are generally extended to all services as a 
principle. Even in the most progressive EU FTAs market access 
commitments with respect to services are more limited: 

• Trade agreements can exclude certain sectors. The EU usually has 
carve-outs for audio-visual and air transport sectors. These might 
be covered by separate agreements, like the EU-Canada Air 
Transport Agreement. 

Traditionally, like under GATS, a “positive list” names the sectors which 
are liberalised. Under the EU-South Korea Free Trade Agreement, for 
example, both partners open their markets for telecommunications, 
environmental, transport, construction, financial, delivery, and a wide 
range of professional and business services.84 

More ambitious trade agreements use the so-called “negative list” 
approach, which assumes that services sectors are liberalised by default 
except the ones listed as restricted. Examples are the EU-Canada 
Comprehensive and Economic Trade Agreement (CETA) and the EU-
Japan Economic Partnership Agreement.  

• Commitments in trade agreements are often subject to 
reservations, which limit liberalisation within sectors. 

Signatories of trade agreements include reservations, meaning that the 
agreed general rules of free trade do not (fully) apply. The number and 
scope of reservations varies between agreements, but also within an 
agreement. In EU agreements, each Member State can make specific 
reservations, depending on how liberal their services trade with third 
countries is, and that varies per sector. For example, many Member 
States restrict tourist guide services provided by foreign nationals but 
some also limit operations of foreign travel agencies. Besides, countries 
can reserve the right to adopt certain restrictions in the future.85 

• Commitments to grant market access are specific, forbidding 
concrete measures. They can limit the number of enterprises, the 
quantity of output, or prescribe a certain legal form for a foreign 
enterprise which wishes to enter the market. 

Although free trade agreements follow the principle of national 
treatment, ensuring that service suppliers from the partner country are 
not discriminated against, there can be limitations such as requirements 
to speak an official language of the country, to obtain a license, or to 
acquire a certificate or authorisation before supplying a service. 

In banking services, for example, the EU requires third-country banks to 
set up a fully authorised subsidiary in the EU. But setting up a subsidiary 
- a separate legal entity – can be costly, as a subsidiary has to be 
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capitalised separately, has to comply with EU regulations and is taxed on 
profits locally; branches need less own capital. Capital is the bank’s own 
money that the subsidiary is required to hold against its assets so as to 
absorb losses. With passporting, capital can be pooled in one place. 
Without passporting, more capital may be required to meet 
requirements for each subsidiary. The Financial Times reported on this 
on 6 August 2018. 

• Trade agreements often strive to achieve legal certainty and 
ensure with so-called standstill and ratchet clauses that any 
existing liberalisation cannot be withdrawn, and any future 
liberalisation cannot be reversed: if a party removes a barrier in an 
area where it had made a commitment, it cannot reintroduce it 
anymore. Typically, there are exceptions to this, such as the EU 
approach where Member States’ governments can decide who 
delivers public services and change that any time.86  

• In modern FTAs parties often agree rules (so-called “disciplines”) 
which go beyond GATS requirements and require more regulatory 
transparency, coherence of rules and cooperation between 
regulators. These rules tackle government regulations which treat 
foreign suppliers less favourably, for instance, for taxation 
purposes or limit their access to government subsidies. ‘Regulatory 
disciplines’ have seen a remarkable expansion in terms of number 
and depth in trade agreements compared with GATS. 

Limits put up by Most favoured nation clauses 
Specific Most favoured nation clauses, included in EU’s free trade 
agreements with countries like Canada (CETA), South Korea, Japan, 
Vietnam, Mexico, CARIFORUM and Singapore, may become a hurdle on 
the way to an ambitious free trade agreement. Such Most favoured 
nation (MFN) clauses are there to protect what has been agreed on 
services and investment. They guarantee that the preferential treatment 
granted to service providers and investors under the current agreement 
cannot be eroded by one of the signatories if it decides to offer even 
better conditions to a third party. If the EU would like to offer more 
beneficial treatment to the UK, it might have to extend the same offer 
to its other Free Trade Agreement partners as well. This could limit EU’s 
options towards the UK.87 

At the same time, MFN clauses are subject to some limitations. For 
example, in CETA, they do not apply to certification and recognition of 
professional qualifications. For this reason, the EU would be able to sign 
an agreement on mutual recognition of diplomas or degrees with the 
UK without having to extend the same recognition to Canada. Further, 
MFN clauses do not apply to EU agreements that “create an internal 
market”, grant the rights of establishment or require approximation of 
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legislation. This clause protects an EEA-type of partnership or an 
association partnership such as the EU-Ukraine agreement.88 

Migration 
Free trade in services is closely linked to movement of people (natural 
persons) and rules on foreign nationals’ rights to work. An IT company 
may wish to employ highly skilled foreign programmers, a building 
company has to be able to post its engineers and specialist builders 
temporarily in the country where they have won a government 
procurement contract. A self-employed advertising consultant cannot 
give a training course in another country without a right to work there. 
The House of Lords EU Committee noted that the reliance of the 
services sector on the free movement of persons should not be under-
estimated. Evidence suggests that short and long term movement of 
people has helped to fill skills gaps and has driven growth in UK 
services.89 

Immigration provisions in Free Trade Agreements are generally rather 
limited and linked to commercial presence of foreign service suppliers, 
as well as foreign investors. They usually regulate temporary movements 
of highly-skilled professionals. These provisions can be divided into three 
main categories: 

• intercompany transfers, 

• business travellers and  

• independent service providers. 

Free trade agreements typically do not include low-skilled workers or 
labour migration as such. A relationship based on a free trade 
agreement would give the UK more room to design its own immigration 
system.90 

Home Affairs Committee report Policy options for future migration from 
the European Economic Area: Interim report of July 2018 sets out the 
range of options for EU/EEA migration after leaving the EU and 
discusses what various models of future relationship would mean for 
migration. 

  

                                                                                               
88 European Parliament Research Service, The future partnership between the European 

Union and the United Kingdom, PE 628.220, September 2018, p17 
89 House of Lords European Union Committee, Brexit: trade in non-financial services, HL 

135, March 2017, paras 280, 292 
90 House of Commons Home Affairs Committee report Policy options for future 

migration from the European Economic Area: Interim report, HC 857, 31 July 2018, 
paras 100-101 

Immigration 
provisions in FTAs 
are generally rather 
limited and linked 
to commercial 
presence of foreign 
service suppliers 
and investors. 

https://publications.parliament.uk/pa/cm201719/cmselect/cmhaff/857/857.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmhaff/857/857.pdf
http://www.europarl.europa.eu/RegData/etudes/STUD/2018/628220/EPRS_STU(2018)628220_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/STUD/2018/628220/EPRS_STU(2018)628220_EN.pdf
https://publications.parliament.uk/pa/ld201617/ldselect/ldeucom/135/135.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmhaff/857/857.pdf
https://publications.parliament.uk/pa/cm201719/cmselect/cmhaff/857/857.pdf


41 Commons Library Briefing, 13 June 2019 

Box 10: Migration related provisions in CETA and EU-Japan Economic Partnership 
Agreement (EPA) 

CETA 
Provisions on migration in CETA facilitate investment and the supply of services in the EU and Canada 
and make it easier for EU and Canadian company staff to work in the other party’s market, and for 
firms to move staff temporarily between the EU and Canada. CETA also makes it easier for skilled 
professionals to temporarily supply legal, accounting, architectural or similar services. These professional 
migrants still require visas and in certain cases work permits to be able to work in Canada and in the 
EU. The provisions are generally more generous than each party’s commitments under GATS. 
CETA refers to temporary entry and stay of people (natural persons) for business purposes. It lists the 
types of professionals covered, the sectors in which they can operate, the maximum length of their stay 
and stipulates that each party’s professionals will enjoy equal treatment while working in the other. 
Both parties have also agreed to avoid numerical quotas on immigration and, when possible, to remove 
an economic needs test which requires to demonstrate that certain economic criteria are fulfilled before 
migration allowed. 
The following three categories of professionals are covered by CETA: 

• short-term business visitors for the purpose of business meetings, marketing research, sales, 
attendance of trade fairs and related activities; 

• contractual service suppliers and independent professionals (employees or self-employed); and 

• key personnel: includes intra-company transferees such as qualified specialists, senior personnel 
and graduate trainees; investors, and business visitors for investment purposes.  

Work permits are waived for short-term business visitors and for potential investors. Criteria related to 
professional qualifications still apply. CETA also regulates immigration of spouses of EU citizens who 
enter Canada as intra-company transferees. See for a detailed analysis Henry J. Chang, CETA Offers 
Enhanced Labour Mobility for EU Nationals Entering Canada, 16 October 2017. 
EU-Japan Economic Partnership Agreement (EPA) 
EU-Japan EPA contains similar provisions on temporary movement of company personnel and service 
providers. The commitments are broadly equivalent to the CETA commitments however their coverage 
is slightly broader with respect to length of stay and sectors involved. 

6.2 UK services agreements with third 
countries 

The government policy for UK services exports in the coming years 
appears to focus on growth markets outside the EU. The underlying 
assumption is that trade outside the EU would at least partly 
compensate for the loss of access to the single market. At a multilateral 
level the UK can seek to invigorate progress in the GATS framework 
through supporting initiatives in areas like e-commerce and TiSA (see 
section 10). Bilaterally, the UK could pursue more ambitious 
liberalisation of services as part of its intended agreements with 
countries like Australia, New Zealand, and the US. It could also seek 
stand-alone agreements on services with other countries. 

Free trade agreements can provide more certainty for businesses than 
trading solely on GATS terms but getting such agreements may be 
difficult. Morita-Jaeger and Winters write that currently no countries 
have concluded comprehensive stand-alone free trade agreements on 
services.91 One of the main reasons is that “services trade negotiations 
are different from goods trade negotiations because services trade 

                                                                                               
91 The UK’s future services trade deals with non-EU countries: A reality check UKTPO 

Briefing Paper 24, November 2018; WTO Regional Trade Agreements Database 
(accessed on 1 April 2019) 
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http://rtais.wto.org/UI/PublicMaintainRTAHome.aspx
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barriers are all about regulations, and these are much more complex 
than tariffs to negotiate.” The UK cannot offer much in return on 
services trade because, as Morita-Jaeger and Winters state: 

its market is already de facto pretty open; and UK service 
providers are mostly highly competitive and thus a threat to local 
providers.92 

If the UK stays closely aligned with the EU with respect to goods trade 
and maintains a common external tariff as in a customs union, it will not 
be able to offer concessions on goods in return for better access for 
services (see section 8). 

The Most favoured nation clauses for services and investment in existing 
free trade agreements may further restrain other countries in what they 
are able to offer in terms of better access to UK businesses, since if they 
did so they would automatically have to open their markets for services 
providers from the EU or other trading partners which are protected by 
such clauses in their mutual agreements.93 

In sum, there are doubts about the extent to which services-only 
agreements would be possible and whether they could compensate for 
the trade losses which the UK will incur by leaving the EU single market 
for services.94 

6.3 CETA and a “Canada plus” agreement 
CETA between the EU and Canada is arguably one of the most 
ambitious free trade agreements for services. Various studies have 
assessed if this deal could work as an off-the-shelf model, and how it 
could be built upon to accommodate the specifics of UK-EU trade 
relationships in a so-called ‘Canada plus’ model. They demonstrate that 
a Canada type of agreement would mean less obligations towards the 
EU but also reduced market access for services compared to the 
currently available free movement.95 

Under a Canada-type of agreement UK would not have to accept free 
movement of people, financial contributions to the EU budget, nor the 
jurisdiction of the CJEU. Outside the EU customs union, the UK would 
not be required to adopt all single market rules and would be able to 
pursue its own independent trade policy. At the same time, while 
eliminating some barriers to trade between the EU and Canada, CETA 
nevertheless falls considerably short of the single frictionless trading 
space provided by membership of the EU single market. Trade in 
services, as well as investment, under CETA is more liberal than under 
the WTO GATS rules, but access to the single market for services 

                                                                                               
92 Ibid 
93 J. Magntorn, Most favoured nation clauses in EU trade agreements: one more hurdle 

for UK negotiators, UKTPO Briefing paper 25, November 2018 
94 The UK’s future services trade deals with non-EU countries: A reality check UKTPO 

Briefing Paper 24, November 2018 
95 J. Magntorn, L.A. Winters, Can CETA-plus solve the UK’s services problem? UKTPO 

Briefing Paper 18, March 2018, Institute for Government report, Trade after Brexit, 
18 December 2017, UK Trade Policy Observatory, 26 September 2018; Steve 
Woolcock, What a CETA (or CETA+) free trade agreement would mean, LSE Brexit 
Blog, 9 March 2018. 
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remains more restricted than the free movement of services within the 
EU. 

Market access under CETA 
CETA covers all four modes of supply of services – cross-border supply, 
consumption abroad, commercial presence (investment) and measures 
for service providers crossing the border (temporary business travel). 
CETA gives EU access to the Canadian markets in telecoms, energy and 
maritime transport sectors, and enables EU companies to bid for public 
procurement contracts in Canada. It also includes separate provisions on 
financial services and e-commerce. However, a UKTPO analysis shows 
that some EU services sectors are effectively completely open under 
CETA, but, equally, some sectors that are important to the UK, such as 
financial services, transport and audio-visual services, remain very 
restricted and follow closely the EU schedules in GATS: protected 
sectors under GATS remain protected under CETA.96  

The agreement uses the “negative list” approach, opening up all 
services sectors, except where parties have decided to exclude certain 
sectors or benefits (so-called reservations). There are reservations for 
existing measures that the parties wish to maintain. For example, the EU 
will treat Canadian-owned firms which are legally established in any of 
the EU Member States the same as EU businesses, but such treatment 
will not be given to branches or agencies of Canadian companies 
established outside the EU. In addition, each EU Member State has 
introduced its own reservations for specific sectors.97  

In some areas parties reserve the right to introduce restrictions or 
changes in the future. For example, most EU Member States reserve 
rights to regulate the number of retail suppliers of pharmaceutical and 
medical products and may apply an economic needs test before giving 
access to their markets. 

Some of these reservations are significant for the UK. For example, 
CETA does not allow operating financial services in the EU without a 
physical presence and outside the EU regulation. There is no 
passporting, whereby a financial service company registered in one 
country can do business in all EEA member states without further 
authorisation. Market access for Canadian providers is limited to a small 
selection of cross-border services, which, except for insurance 
intermediation and portfolio management, is basically identical to the 
EU’s Most favoured nation commitments in the GATS. Access is 
provided according to host State rules, and there is nothing about 
equivalence.98 See a study commissioned by the European Parliament 
Implications of Brexit on EU Financial Services.99 
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For legal services, most EU Member States have kept a number of 
restrictions on Canadian suppliers, requiring a permission to practice law 
and residency.100 Non- commercial government services and aviation are 
also excluded. According to its usual practice, the EU has exempted 
audio-visual services. 

Divergent regulatory norms and practices 
CETA does not offer the full mutual recognition of regulation which is a 
basis for trade in services in the single market. It builds towards 
harmonisation from the bottom-up by creating mechanisms for 
voluntary cooperation. This cooperation might lead to more formal 
mutual recognition between the EU and Canada in the future. For 
example, with respect to the recognition of professional qualifications 
CETA offers a framework to negotiate future agreements, but no 
recognition is currently agreed. 

Which “pluses” on services in a UK-EU deal? 
In a Canada-plus type free trade agreement with the EU, the UK can 
choose to address several limitations of CETA. An overarching principle 
which requires attention is the level of regulatory alignment: to what 
extent UK regulations will remain in step with EU law? As economist 
Magntorn et al state, the UK and the EU start from a different position 
than Canada, which is complete convergence of regulation. Divergence 
of EU and UK regulations over time can lead to less trade in services: 

As CETA has no requirements for regulatory alignment it satisfies 
the UK government’s red line to control its own laws, but risks 
preserving or even creating barriers for suppliers. Since the UK 
and the EU start from a baseline of regulatory convergence, the 
key issue is not engineering convergence but avoiding significant 
divergence over time. One approach is for the UK to seek 
equivalence status so that costly case-by-case certification 
processes are avoided. This will require periodic renewal as EU 
regulations are changed and recognition that the UK is a 
standards-taker.101 

The Exiting the EU Committee concluded that a trade agreement 
making up for the loss in services coverage the UK currently enjoys as 
part of the single market “would require an unprecedented 
development of mutual recognition agreements far more ambitious 
than any previously agreed by the EU with a third country.”102 EU 
negotiators have indicated though that the EU would reject a 
partnership based on mutual recognition - the EU accepting the 
regulatory norms and standards of the UK -  outside the single market 
and its enforcement mechanisms.103 
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Compared to the single market, CETA does not have a common legal 
framework or ‘architecture’ for services. Under a UK-EU agreement, 
businesses and consumers would arguably need  

• effective enforcement of the terms of trade, currently provided by 
the unified court system of the EU. Businesses can invoke their 
tights in courts of the Member State they trade. No such direct 
protection is available under CETA. 

• a settlement for (free) movement of labour (see section 6.1) and  

• free flow of data through an adequacy decision, which would be 
possible if the UK continued to apply the General Data Protection 
Regulation.104 

• The UK could seek additional market access for sectors like 
financial services (bank passporting), certain business services, 
aviation and audio-visual services (broadcasting licences). Full 
access to public procurement markets could be negotiated. An 
agreement on mutual recognition of professional qualifications 
would have to go further than CETA. 

More reading 

House of Commons Library Briefing Brexit: Proposals for the future UK-
EU relationship  discusses the Canada-style trade agreement option 
further (Chapter 6). Future trade with the EU: Mutual recognition, 
explains the concept of mutual recognition. 

A paper The future partnership between the European Union and the 
United Kingdom (September 2018, pp 36-42) by the European 
Parliament Research Service describes liberalisation of services trade 
under FTAs and describes the model of reservations by the EU and 
individual Member States under CETA in more detail. 

J. Magntorn, A. Winters, Can CETA-plus solve the UK’s services 
problem? UKTPO Briefing Paper 18, March 2018 

J. Magntorn, A. Winters, Working Paper Series No. 08-2018 European 
Union services liberalisation in CETA, UKTPO, 2018 
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7. EEA membership 
The European Economic Area (EEA) brings together the Member States 
of the EU and European Free Trade Association (EFTA) members 
Norway, Iceland, Lichtenstein. The EEA Agreement extends the EU 
single market with its four freedoms – on goods, services, people and 
capital – to all members of the EEA and gives them unhindered access 
to the single market. 

Other models, such as Norway plus or Common Market 2.0 are built 
upon the EEA and single market membership. They would have similar 
effects for UK trade in services. 

The EEA law is largely aligned to the single market law. EEA service 
providers are free to trade with each other and establish branches or 
subsidiaries in the EU and vice versa. They do not need to worry about 
regulatory equivalence.105 Financial service providers have passporting 
rights in the EEA. 

In return, service suppliers are legally obliged to follow EU single market 
regulations on services as well as the full set of EU rules on competition 
and state aid, consumer protection, company law, social policy and 
more. 

EEA membership means acceptance of free movement of people, with 
its consequences for immigration in the UK and freedom of 
establishment for EU firms in the UK and vice versa. It also offers firms 
continued access to EEA labour force and unhindered business travel.106 

On the negative side of the argument, there would be less opportunity 
to shape new EU regulations on services. This is not thought to be 
favourable to financial services.107 

Trade with third countries 
EEA membership does not as such preclude having own trade 
agreements. Both EFTA and its individual members have trade deals 
with third countries. Iceland’s own free trade agreement with China 
includes a services chapter.108 In practice, however, UK’s abilities to 
conclude specific services deals with third countries could be 
constrained by high alignment with EU single market rules.  
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To sum up, for UK service providers the EEA membership means 
continuous unhindered trade with the EU in services and regulatory 
alignment with most single market rules. In principle, there is a 
possibility to seek trade in services deals with third countries (see section 
8). 
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8. Customs Union 
Another option for future trading arrangements is a UK customs Union 
with the EU. A customs union as such does not address services markets 
or establishment as its central focus is trade in goods: it abolishes tariffs 
between the members of the free trade area and introduces a common 
external tariff. A deal on services markets and freedom of establishment 
can accompany a customs union. 

The Turkey-EU customs union is often used as an example of a customs 
union model. The customs union between Turkey and the EU is partial. 
It covers all industrial goods but not agriculture (except processed 
agricultural products). It does not have provisions for services. A move 
towards free trade in services was envisaged in the Ankara Agreement, 
which provides a broader framework for Turkey’s relationships with the 
EU, but an agreement on services has not yet been achieved. Trade 
relationships in services between the EU and Turkey are based on the 
GATS, as well as a “standstill” on any new restrictions between the two 
sides.109 The EU-Turkey customs union includes level playing field 
safeguards in the areas of competition, state aid and intellectual 
property rights –provisions which often are accompany agreements on 
services. As a partial, and sometimes called ‘minimalist’ model, the EU-
Turkey customs union offers little as a template for future UK-EU 
services trade. 

Some have questioned a “goods only” approach to the future 
relationship with the EU and note that it is doubtful if a special 
agreement for each individual services sector could be negotiated with 
the EU.110 A customs union approach would involve significant non-
tariff barriers that would hinder trade in services.111 

At this stage, a customs union model does not give much certainty 
about how the regulatory relationship with the EU in services would 
work. Businesses would probably expect some sort of cooperation on 
rules but there is no clarity for many sectors such as broadcasting, which 
the EU has carved out from its GATS commitments.112 

A minimalist customs union for goods would fail to address issues which 
are important to service providers such as the right to provide services in 
the EU Member States, recognition of regulatory regimes and freedom 
of movement. 
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Trade with third countries 
There is a debate on what kind of trade agreements with other 
countries the UK would be able to sign on its own if it were to agree a 
customs union with the EU. Would it be able to have an independent 
policy on services trade? 

The CBI assumes that a customs union, in combination with a 
negotiated agreement, would make the highest probability of UK’s 
access to current and future EU trade deals with third countries.113 That 
would include FTAs which liberalise trade in services and investment. 

Sam Lowe of the Centre for European Reform think-tank has argued 
however that a minimal customs union with the EU, which would cover 
only tariffs and quotas for goods trade, would allow the UK to develop 
its own independent external trade policy in other sectors than goods: 

Being in such a customs union would place no constraints on the 
UK’s ability to negotiate in the areas of services, intellectual 
property, public procurement, data and regulatory barriers to 
trade in goods. (It would be more sensible for the UK to 
unilaterally align with EU rules in many of these areas, but given 
the EU’s desire not to split the four freedoms of the single market, 
the UK may not be able to persuade the EU to recognise British 
rules as equivalent to its own).114 

Even if the UK would not be able to secure large bilateral deals, it could 
still focus on more incremental steps in areas not covered by the EU’s 
common external tariff and common commercial policy.115 One has to 
bear in mind that such sectoral agreements would have to avoid 
contravening the GATS which in general prevents narrow sectoral deals 
on services.116 A narrow agreement liberalising a limited number of 
sectors, such as professional and business services would be vulnerable 
to challenge by other WTO members. The UKTPO has pointed out 
though that these provisions have never been fully enforced.117  

Outside the scope of GATS, one could think of agreements on visa and 
immigration cooperation, intellectual property rights, public 
procurement and other areas. In 2018, the UK and Australia signed a 
“Fintech Bridge” agreement to boost cooperation in financial 
technologies. This agreement promotes collaboration between the two 
governments and regulators and encourages sharing of information and 
best practice. There will also be a ‘one stop shop service’ for companies. 
Such “softer” trade promotion, rather than removing regulatory 
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barriers, is outside the GATS coverage, but cooperation agreements can 
be more effective than big trade deals. 

Other types of agreements allowed under GATS concern mutual 
recognition of degrees and professional qualifications and licenses 
issued by the other party’s regulators. 

George Hollingberry, the Minister for Trade, said before the 
International Trade Committee that deals on services would be possible 
in a customs union, but he also added that “there is no doubt that with 
a common external tariff, our major objective of getting deals in services 
becomes more difficult. A lot of what we count as services come as a 
result of goods exports.”118 An important share of UK services exports 
originates from after-sales contracts. 

Professor Winters of Sussex University has been sceptical about the 
chances for the UK to conclude stand-alone deals on trade in services.  

If you cannot have any discretion over your trade policy on goods, 
you will not get to negotiate trade agreements on services. It has 
never been done. There is not a single comprehensive services-
only trade agreement in the WTO. There are 151 services 
agreements or agreements with services in them; 150 of them are 
intimately connected with a goods agreement. There is one that is 
not. It is the European Economic Association [sic]. It is Norway-
plus, which we know goes with the deepest of deep goods 
arrangements, so it cannot be done. Korea and Russia are 
apparently discussing a services-only trade arrangement. That is a 
first.119 

 

                                                                                               
118 International Trade Committee evidence, 3 April 2019 
119 L.A. Winters: Welsh Affairs Committee Oral evidence: Brexit, trade and customs: 

implications for Wales, HC 1444 Tuesday 5 February 2019, Q85 

https://www.instituteforgovernment.org.uk/explainers/trade-services
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/welsh-affairs-committee/brexit-trade-and-customs-implications-for-wales/oral/96237.pdf
https://www.parliament.uk/business/committees/committees-a-z/commons-select/welsh-affairs-committee/inquiries/parliament-2017/brexit-trade-customs-17-19/
https://www.parliament.uk/business/committees/committees-a-z/commons-select/welsh-affairs-committee/inquiries/parliament-2017/brexit-trade-customs-17-19/
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9. Economic impact 
Leaving the EU will change the economic relationship between the UK 
and EU. The nature of the future UK-EU trading relationship will be 
crucial in determining Brexit’s impact on the UK services sector. Previous 
sections have detailed how the rules of services trade might change 
under different future trading scenarios. This section summarises 
existing research on the potential economic impact of Brexit on the 
services sector. It also explains why it is difficult to calculate such 
estimates. 

9.1 Importance and diversity of the services 
sector 

The value of output produced by the services sector was £1.5 trillion in 
2018, accounting for nearly 80% of UK economic output by industry.120 
While the manufacturing sector exports a greater share of its output, 
exports of services were worth £283 billion in 2018 (45% of all UK 
exports).121 Of that, £117 billion went to the EU (41% of all services 
exports).122 

The term ‘services sector’ is a very broad one. Under this umbrella 
category there are a variety of diverse sectors: from interior design to 
insurance, restaurants to education, scientific research to TV 
production.123 Some of these sectors, by their nature, will not be 
involved very much in international trade. For example, the social care 
sector. Other sectors, like financial services or wholesale trade, are much 
more active at exporting (see sections 1.2 and 1.3). 

Even the sectors or businesses that don’t trade could be affected by 
changes to the UK’s trading relationships. For instance, those that are 
reliant on migrant labour. To take the example of the social care sector 
again, any changes to immigration rules could impact the sector given 
its relatively high share of employees who are migrants.124 So, leaving 
the single market and ending free movement of EEA workers would 
likely have an impact on this sector.  

As tariffs are not applicable to trade in services, the most important 
barriers to trade for the services sector come in the form of non-tariff 
barriers (NTBs). 

                                                                                               
120 ONS, GDP output approach – low-level aggregates dataset, 10 May 2019 
121 ONS, Balance of payments statistical bulletin, 29 March 2019, table B 
122 ONS, Balance of payments statistical bulletin, 29 March 2019, table C; see section 

1.3 in this briefing for more statistics on the importance of the services sector to the 
UK 

123 More detail can be found in ONS, Services sector, UK: 2008 to 2018, April 2019 
124 Migration Advisory Committee, EEA migration in the UK: Final report, 

September 2018, pp87-89 
 

https://www.ons.gov.uk/economy/grossdomesticproductgdp/datasets/ukgdpolowlevelaggregates
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/bulletins/balanceofpayments/octobertodecember2018
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/bulletins/balanceofpayments/octobertodecember2018
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/articles/servicessectoruk/2008to2018
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/741926/Final_EEA_report.PDF
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9.2 Estimating the cost of non-tariff barriers 
Non-tariff barriers (NTBs) are usually defined as all barriers to trade that 
are not tariffs. For example, differences between regulatory regimes.125 
By their nature NTBs are difficult to measure. How do you measure a 
change in, say, health and safety regulations or changes to rules 
allowing movement of people across borders to provide business 
services? And how do you translate this into information which can help 
identify how much of a barrier to trade this is (if at all)? 

What economic studies tend to do is estimate what impact NTBs have 
on trade flows and then convert that into a ‘tariff-rate equivalent’ 
figure. In other words, equal to the tariff rate that would be required to 
have an equal impact on restricting trade.126 Essentially this can be 
viewed as a tax on trade, usually expressed in percentage terms, that 
acts to increase the costs of trading.  

NTBs are estimated to be a larger source of trade barriers than tariffs.127 
The Department for International Trade cites research estimating that 
trade costs for services “are up to three times higher than those for 
goods”.128 

How NTBs might change in future 

As described earlier in this briefing, being a member state of the EU 
reduces NTBs in trade with other EU countries (via the single market and 
customs union). For example, by having common regulations and 
minimal border checks on goods. For the services sector, if the UK left 
the single market – that is, leaving the European Economic Area (EEA) – 
there would likely be an increase in NTBs to trade with the EU.129 Any 
changes to NTBs resulting from Brexit can broadly be divided into those 
that: 

(i) change immediately, such as border controls; 

(ii) change over time, such as regulatory divergence.130 

Some NTBs arising from leaving the single market could be mitigated by 
a future UK-EU trade deal. It is also worth remembering that the UK and 

                                                                                               
125 HM Government, EU Exit: Long-Term Economic Analysis Technical Reference Paper, 

November 2018, pp18-19, p10. For more on examples of NTBs see section 2.3. 
126 For more details on the methods that are used to calculate estimates of NTBs see 

Institute for Government, Understanding the economic impact of Brexit, 
October 2018, pp32-37 and OBR Discussion paper No.3, Brexit and the OBR’s 
forecasts, October 2018, pp28-39 

127 P. Levell, A. Norris Keiller, The exposure of different workers to potential trade 
barriers between the UK and the EU, IFS Green Budget 2018, October 2019, p17 

128 Department for International Trade, Written evidence to International Trade 
Committee inquiry on Trade in Services [TIS0011], January 2019, para 14 citing 
S. Miroudot, J.Sauvage, and B.Shepherd, “Measuring the cost of international trade 
in services”, World Trade Review, 2013 

129 NTBs also apply to goods trade. These are principally linked to customs procedures. 
NTBs linked to customs procedures may also affect some services sectors, e.g. 
e-commerce (HM Government, EU Exit: Long-term economic analysis, 
November 2018, p25) 

130 RAND corporation, After Brexit: Alternate forms of Brexit and their implications for 
the United Kingdom, the European Union and the United States, December 2017, 
p54 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
https://www.instituteforgovernment.org.uk/sites/default/files/publications/2018%20IfG%20%20Brexit%20impact%20%5Bfinal%20for%20web%5D.pdf
https://obr.uk/docs/dlm_uploads/BrexitDiscussionWebVersion.pdf
https://obr.uk/docs/dlm_uploads/BrexitDiscussionWebVersion.pdf
https://www.ifs.org.uk/publications/13463
https://www.ifs.org.uk/publications/13463
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/international-trade-committee/trade-in-services/written/95543.pdf
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/international-trade-committee/trade-in-services/written/95543.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
https://www.rand.org/pubs/research_reports/RR2200.html
https://www.rand.org/pubs/research_reports/RR2200.html
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EU would start from the same place in terms of regulations following 
Brexit. 

The crucial question facing the UK services sector following Brexit is thus 
how much divergence there will be between the UK and EU. The 
greater the divergence, the higher the NTBs become and the costlier it 
will be for UK companies who export to the EU to meet EU rules (and 
for EU companies trading with the UK).  

By maintaining a close relationship between UK and EU standards and 
regulations, the UK would, however, limit its freedom to change its 
regulatory systems and other areas of economic policy, such as 
competition policy and trade-related investment measures (to open up 
its markets to other countries). In short, there is a trade-off between the 
degree of control of your own economy’s rules and the degree of access 
to other economies’ markets. 

Government estimates of change in trading costs 

The degree to which NTBs will change will thus depend on the future 
UK-EU trade relationship. In November 2018, the Government 
published analysis of the long-term impact of Brexit on the economy.131 
The long-term is defined as around 15 years from now, once all the 
impacts from Brexit have been absorbed. The analysis compared five 
future UK-EU trading scenarios and provided estimates for the overall 
change in UK-EU NTBs for the whole services sector. The five scenarios 
are: 

• Government’s proposed deal (‘Chequers’) – based on the 
Government’s July 2018 White Paper and its preferred option. In 
this scenario, the UK is essentially in a customs union with the EU. 
Barriers to goods trade with the EU are fairly limited, but higher 
for services trade. 

• ‘Chequers minus’ – similar to the ‘Chequers proposal’ but 
incorporating greater goods and services trade barriers with the 
EU. Many commentators argue this is more in line with the 
parameters of the Political Declaration and therefore a more 
realistic outcome of a future UK-EU trade deal. 

• EEA (European Economic Area) – where the UK is a member of 
the EEA inside the single market (including free movement of 
people) but not in a customs union with the EU. 

• Free Trade Agreement (FTA) – a scenario where the UK and EU 
sign a free trade agreement. It is assumed there are no tariffs on 
goods and non-tariff barriers are equal to those in an average 
trade deal with the EU. 

• WTO/No deal – the future UK-EU trade relationship is based on 
World Trade Organisation (WTO) rules, rather than a bilateral 
trade deal. 

The Government do not use the terms ‘Chequers’ or ‘Chequers Minus’, 
instead referring to ‘White Paper’ scenarios. 

                                                                                               
131 HM Government, EU Exit: Long-term economic analysis, November 2018 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
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The Government’s estimates of the overall change in NTBs for UK-EU 
are in the table below. The figures show the percentage change in NTBs 
compared with staying in the EU (on the same terms as today). This 
reflects “the change in trading costs shown as a percentage of trade 
values relative to today.”132 

 

The increase in NTBs is similar for both goods (such as customs 
procedures) and services in the WTO/no-deal and FTA scenarios. For 
services, leaving the single market – all non-EEA scenarios – is estimated 
to lead to higher NTBs.  

The above estimates are the central estimates of the Government’s 
economic modelling. Given the large degree of uncertainty involved in 
these calculations – such as the difficulty in quantifying NTBs and the 
uncertainty over future economic conditions – the analysis also provided 
uncertainty ranges around the central estimate. For example, for a 
WTO/no-deal scenario the range for services varies from +4% to +18% 
(with a central estimate of +11%). 

A more detailed look at the specific NTBs which underpin the above 
calculations are provided in the Government’s paper and accompanying 
technical reference paper.133 

Comparisons with other studies 

As well as the Government’s analysis, there have been many other 
studies of the economic impact of Brexit. Estimates of the change in 
NTBs the services sector potentially faces in trade with the EU vary and 
are not always explicitly published. Of those that have been made 
available, the ranges of estimates for the percentage change in UK-EU 
services trade costs are between +6% to +34% under a WTO/no-deal 
scenario compared with EU membership, with the majority between 
+8% and +13%.134 

In addition, a lot of the NTB estimates that are published are for NTBs 
on goods and services combined. Of the majority that have been made 

                                                                                               
132 HM Government, EU Exit: Long-Term Economic Analysis Technical Reference Paper, 

November 2018, pp18-19; quote in para 56 
133 HM Govt, EU Exit: Long-term economic analysis, November 2018, pp18-19 and 

HM Govt, Technical Reference Paper, November 2018, Sections 2 and 3 
134 HM Government, EU Exit: Long-Term Economic Analysis Technical Reference Paper, 

November 2018, pp21-22 
 

% difference in trading costs by sector in 15 years compared with staying in the EU 

WTO/No 
deal FTA EEA Chequers

Chequers 
minus

All goods +10 +8 +5 +1 +4

All services +11 +9 +2 +6 +7

Source: HM Govt, EU Exit: Long-Term Economic Analysis Technical Ref. Paper, Nov 2018, p19

Government estimates of NTBs under different Brexit trade scenarios

Central estimates shown. Chequers refers to Government's July 2018 White Paper

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF


55 Commons Library Briefing, 13 June 2019 

available, they fall within the following ranges (shown as a percentage 
change in UK-EU trade costs):135 

• WTO/no-deal Brexit: +7% to +13% 

• FTA: +6% to +7% (based on only a few studies) 

• EEA: +3% to 4% 

In summary, studies find that the closer the future UK-EU trade 
relationship is, the smaller the increase in trading costs are. As most 
studies are based on existing ‘off-the-shelf’ trade models, they tend not 
to estimate trading costs under a bespoke relationship that is more than 
a standard FTA. In such cases, the result is probably somewhere 
between the EEA scenario and the FTA scenario. Ultimately this will, of 
course, be dependent on the terms of any future trade deal.136 

Change in trade barriers with non-EU countries 

As well as the change in non-tariff barriers (NTBs) between the UK and 
EU, there may be changes in the NTBs between the UK and non-EU 
countries. This will depend on: 

(i) The status of existing trade deals between the EU and third 
countries which the UK is party to as an EU member (there 
are around 40 trade deals with 70 countries);137 

(ii) the extent and scope of new trade deals between the UK 
and non-EU countries. 

The Government’s analysis of the long-term economic impact of Brexit 
assumes that the UK will remain a party to all existing EU trade 
agreements. In other words, it is assumed that all these countries agree 
to transition the agreements.138 It also assumes that the UK signs new 
free trade deals with a number of countries including the US, China and 
India.139 

In this scenario, the Government estimates that NTBs for services trade 
to non-EU countries will on average fall by between 3% and 5%.140 
That is, the cost of trading services to non-EU countries are expected on 
average to fall in the long-term, a result of “ambitious reductions in 
NTBs” agreed in new trade deals.141  

                                                                                               
135 Taken from a combination of HM Government, EU Exit: Long-Term Economic 

Analysis Technical Reference Paper, November 2018, pp21-22; Institute for 
Government, Understanding the economic impact of Brexit, October 2018, p38; 
and, OBR Discussion paper No.3, Brexit and the OBR’s forecasts, October 2018, p33 

136 OBR Discussion paper No.3, Brexit and the OBR’s forecasts, October 2018, p33 
137 For more on these EU trade agreements see Library briefing paper, UK progress in 

rolling over EU trade agreements, 26 April 2019  
138 HM Government, EU Exit: Long-Term Economic Analysis Technical Reference Paper, 

November 2018, p23 
139 Trade deals with the US, Australia, New Zealand, Malaysia, Brunei, China, India, 

Mercosur (Brazil, Argentina, Paraguay and Uruguay) and the Gulf-Cooperation 
Council (UAE, Saudi Arabia, Oman, Qatar, Kuwait and Bahrain) are assumed to be 
completed [HM Govt analysis, p.22, para 49] 

140 HM Government, EU Exit: Long-term economic analysis, November 2018, p23 
141 HM Government, EU Exit: Long-term economic analysis, November 2018, p25 and 

more detail in HM Government, EU Exit: Long-Term Economic Analysis Technical 
Reference Paper, November 2018, pp23-27 

 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
https://www.instituteforgovernment.org.uk/sites/default/files/publications/2018%20IfG%20%20Brexit%20impact%20%5Bfinal%20for%20web%5D.pdf
https://obr.uk/docs/dlm_uploads/BrexitDiscussionWebVersion.pdf
https://obr.uk/docs/dlm_uploads/BrexitDiscussionWebVersion.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759763/28_November_EU_Exit_Long-Term_Economic_Analysis_Technical_Reference_Paper.PDF
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9.3 Impact on services exports and imports 
If trade barriers increase, so will the cost of trading. This can be 
expected to lead to a decrease in the amount, or volume, of trade. As 
UK-EU trade barriers are expected to increase, trade volumes between 
the UK and EU would be expected to be lower in the long-term 
compared to a scenario where the UK stayed in the EU. The extent to 
which this is the case will depend on the future UK-EU trading 
relationship.  

Studies estimate the potential impact on trade volumes from changes in 
trade costs (tariffs and non-tariff barriers) identified in the previous 
section. This is done by feeding the changes in the cost of trading, 
together with other assumptions, into macroeconomic models.142  

The Government’s long-term economic analysis of Brexit does not 
publish breakdowns of how much services trade volumes are expected 
to change. It does, however, estimate UK exports to the EU to be lower 
by between 4% (under a Chequers scenario) and by 35% in a WTO/no-
deal scenario – both compared to a scenario where the UK stays in the 
EU.143 An EEA scenario has exports to the EU 5% lower and under a 
free trade agreement (FTA) exports are estimated to be 24% lower.UK 
imports from the EU would see similar changes.  

Only partially offsetting this are increases in trade volumes with non-EU 
countries (where trade costs are estimated to fall): between 4% and 
6%. Overall trade volumes are lower in all scenarios, although only by a 
small amount in the EEA and Chequers scenarios. 

 

A study by Monique Ebell of the National Institute of Economic and 
Social Research (NIESR) explored the prospects for services trade 

                                                                                               
142 For example see HM Government, EU Exit: Long-term economic analysis, November 

2018, pp14-15 
143 HM Government, EU Exit: Long-term economic analysis, November 2018, p52 
 

% difference in total trade volumes in 15 years compared with staying in the EU 

WTO/No 
deal FTA EEA Chequers

Chequers 
minus

UK exports to EU -35 -24 -5 -4 -11

UK imports from EU -39 -26 -8 -7 -14

UK-EU total trade volumes -37 -25 -6 -6 -13

UK-non EU total trade volumes +6 +5 +4 +4 +4

UK total trade volumes -15 -10 -1 -1 -4

     Total UK exports -12 -8 -1 0 -3

     Total UK imports -18 -12 -2 -2 -5

Chequers refers to Government's July 2018 White Paper. See text for descriptions of scenarios

Based on trade impact only, i.e. not including  effects from any changes in migration/regulations

Source: HM Government, EU Exit: Long-term economic analysis, Nov 2018 , table 4.2

Government estimates of change in trade under different scenarios

Central estimates shown, uncertainty ranges were also published in the analysis

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
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volumes following Brexit.144 It finds that standard trade agreements 
involving services “are not associated with any statistically significant 
gains in services trade”.145  

The consequence is that for services trade the crucial question is 
whether the UK leaves the single market or not. If it does, then the 
impact on services trade will be the same under FTA or WTO/no-deal 
scenarios. (And that new trade deals with non-EU countries will have no 
effect on services trade with these countries.) The study estimates that 
UK services trade – exports and imports together – with the EU would 
be 61% lower in the long-term in both a FTA and WTO/no-deal 
scenarios compared with the UK remaining in the EU. Overall UK 
services trade (taking account of non-EU trade as well) would by 26% 
lower.146 

It should be noted that this study is based on using ‘ordinary’ FTAs in 
determining how effective (or not) they are in lowering trade barriers for 
services. The UK would likely seek to minimise NTBs in services in any 
future trade deal with the EU, as is reflected in the Political Declaration 
agreed between the UK Government and the EU which states that a 
future trade deal should involve ambitious and comprehensive 
agreements on trade in services.147 Section 12 of this paper elaborates 
on the Political Declaration. 

9.4 Impact on the output of sectors  
As well as being used to estimate changes in trade flows, estimates of 
changes in trade barriers can be used to calculate wider economic 
impacts.148 Most prominently, this involves estimates of changes in 
economic output. This can be done for the whole economy and for 
individual sectors of the economy (not just those directly involved in 
international trade).149 

The main way in which changes to the cost of trading affect the wider 
economy can be summarised as follows. If trade barriers increase, the 
cost of UK goods and services will increase, likely reducing demand for 
them (lowering UK exports). Higher barriers will also result in UK 
imports becoming more expensive, raising UK production costs. 
Reduced trade intensity might lead to resources in the economy not 
being allocated in the most efficient way, reducing economic output 
and incomes. Reduced trade flows may also impact other parts of the 
UK economy, such as the exchange rate, and consumers’ income and 
spending.150 

                                                                                               
144 NIESR, Will New Trade Deals Soften the Blow of Hard Brexit?, 27 January 2017  
145 M. Ebell, “Assessing the impact of trade agreements on trade”, NIESR National 

Institute Economic Review No.238, November 2016, page R40 
146 NIESR, Will New Trade Deals Soften the Blow of Hard Brexit?, 27 January 2017 
147 Political Declaration setting out the framework for the future relationship between 

the European Union and the United Kingdom, para 29 
148 OBR Discussion paper No.3, Brexit and the OBR’s forecasts, October 2018, para 2.44 
149 HM Government, EU Exit: Long-term economic analysis, November 2018, p15 
150 Brexit deal: Economic analyses, Commons Library Briefing Paper CBP-8451, 

December 2018, Section 1 
 

https://www.niesr.ac.uk/blog/will-new-trade-deals-soften-blow-hard-brexit
https://www.niesr.ac.uk/blog/will-new-trade-deals-soften-blow-hard-brexit
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759021/25_November_Political_Declaration_setting_out_the_framework_for_the_future_relationship_between_the_European_Union_and_the_United_Kingdom__.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759021/25_November_Political_Declaration_setting_out_the_framework_for_the_future_relationship_between_the_European_Union_and_the_United_Kingdom__.pdf
https://obr.uk/docs/dlm_uploads/BrexitDiscussionWebVersion.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
https://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-8451
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An increase in the cost of imports may also lead to some substitution 
away from imports to domestically-sourced products or services. While 
this may provide a boost to the specific industries in question, 
consumers will face higher costs.151  

Government analysis 

The Government’s analysis of the long-term economic impact of Brexit 
provides estimates of changes in economic output (as measured by 
GVA, Gross Value Added) for the services sectors of the economy. These 
estimates vary depending on the future UK-EU trading scenario. The 
Government modelled five different scenarios (as described above in 
section 9.2) and compared GVA against a scenario where the UK stayed 
in the EU.152 A summary is shown in the table below.  

 

The results show that, in general, the greater the barriers to UK-EU 
trade, the larger the negative impact on output of the sector. For 
example, a WTO/no-deal scenario leads to lower output than a FTA or 
EEA outcome. Across sectors it is estimated that over the long-term 
compared with staying in the EU: 

• a WTO/no-deal scenario is estimated to have a larger negative 
impact on output of manufacturing (-11% to -12%) than on most 
services (-8% to -9%);  

• a FTA would see a slightly smaller negative impact for the bulk of 
the services sector (excluding financial and transportation services) 
compared with manufacturing; 

• an EEA scenario would see small negative impacts of around -1% 
for most services; 

• the Chequers plan is estimated to have a small negative impact on 
services. A trade deal based on Chequers but with more NTBs 
(‘Chequers Minus’) would see a greater negative impact on 
output, with the output of the services sectors estimated to be 
lower than under an EEA scenario. 

                                                                                               
151 P. Levell, A. Norris Keiller, The exposure of different workers to potential trade 

barriers between the UK and the EU, IFS Green Budget 2018, October 2019, p1/p6 
152 More specifically, it is assumed the EU remains as it is today, with rules and trade 

deals unchanged from today. 

https://www.ifs.org.uk/publications/13463
https://www.ifs.org.uk/publications/13463
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The above estimates are the central estimates of the government’s 
economic modelling. Given the large degree of uncertainty involved in 
these calculations the analysis also provided uncertainty ranges around 
the central estimate. For example, for a WTO/no-deal scenario the range 
for financial services varies from -11% to -6% (with a central estimate 
of -9%). 

These results reflect the effects of changes to trade only and do not 
include the potential impact of changes to migration policy or to the UK 
regulatory regime following Brexit.153 

The Government’s analysis also contained the following chart 
presenting similar estimates for a wider range of sectors. This is 
reproduced below (the ‘Chequers’ scenario is called ‘White Paper’ in the 
Government’s analysis and the ‘Chequers Minus’ scenario is referred to 
as ‘Sensitivity’).154 

 

 

                                                                                               
153 HM Government, EU Exit: Long-term economic analysis, November 2018, p57 
154 Ibid, p59, figure 4.5 
 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759762/28_November_EU_Exit_-_Long-term_economic_analysis.pdf
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IMF analysis 

Research conducted by the IMF estimated that the long-term impact of 
Brexit on economic output of industries varies substantially. It stated: 

Sectors that have stronger trade linkages with the EU, confront 
larger increase [sic] in trade barriers and [are] more sensitive to a 
price change are the ones [that] tend to be more affected.155 

Considering a scenario where the UK and EU 
sign a Free Trade Agreement (FTA), the study 
estimates that the services sector on average will 
see a 4% decline in economic output compared 
with the UK staying in the EU. By specific sector, 
some will see almost no change (such as hotels 
and restaurants), while others will see much 
larger negative impacts.156 The financial services 
sector is estimated to face the largest relative 
decline in output: 15% lower under a FTA 
scenario and 25% under a WTO/no-deal 
scenario (compared with staying in the EU).157 
The chart opposite (partially) taken from the IMF 
paper shows the range of estimates for the 
broad services sectors.158 

Overall, the study finds the services sector will be 
harder hit than the manufacturing sector on 
average under both a FTA and WTO scenario. As 
with the Government’s analysis described earlier, 
the IMF’s sectoral impacts considers just the 
effects of changes to trade and does not 
consider other factors such as changes to 
migration policy. 

UK in a Changing Europe project research 

Research funded by the UK in a Changing Europe project calculated the 
exposure of regions and sectors of the UK economy to trading with the 
EU.159 This involved detailed analysis based on whether a product or a 
service crossed a UK-EU border at least once. For example, via exports or 
through supply chains. It found that the sectors facing the “highest 
risk” from Brexit, in the form of negative trade-related consequences, 
include some services sectors: 

Alarm should also be sounded, however, regarding a number of 
services industries. The most prominent examples are professional, 
scientific and technical activities, activities auxiliary to financial 
services and wholesale trade. These services are not only exported 
directly to EU countries, but also sell intensively to UK 
manufacturing firms exporting to the EU. Many of these services 

                                                                                               
155 IMF, United Kingdom: Selected Issues, November 2018, pp4-5, para 5 
156 Ibid 
157 Ibid, pp14-15 para 28 
158 IMF, chart on p15, cropped to show only services sectors (heading is the Library’s) 
159 University of Birmingham, “The Economic Impacts of Brexit on the UK, its Regions, its 

Cities and its Sectors” project 
 

Brexit: IMF estimates by sector 
% change in output by scenario compared 
with no-Brexit scenario 

https://www.imf.org/en/Publications/CR/Issues/2018/11/14/United-Kingdom-Selected-Issues-46354
https://www.birmingham.ac.uk/schools/business/research/research-projects/city-redi/economic-impacts-of-brexit-on-the-uk.aspx
https://www.birmingham.ac.uk/schools/business/research/research-projects/city-redi/economic-impacts-of-brexit-on-the-uk.aspx
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are far more exposed than financial services, the focus of much 
media debate.160 

IFS research 

It is a common finding that the wholesale and retail trade sector faces 
potentially large negative consequences from higher trade barriers with 
the EU. The sector is one of the largest in the UK economy accounting 
for over 10% of UK economic output.161 Research by the Institute for 
Fiscal Studies (IFS) estimated that in a WTO/no-deal scenario the sector 
would provide the largest negative contribution in absolute terms (i.e. £ 
billions) to economic output among all sectors of the economy 
(compared with staying in the EU). The IFS explained that this is mostly 
driven by estimated falls in exports of the wholesale trade services 
industry, which is affected by high non-tariff barriers.162 

Some results from the IFS study are shown below. These reflect their 
estimates of long-term changes in economic output (measured by gross 
value added (GVA)) for sectors depending on different future UK-EU 
trade relationships. Estimates assume no changes in the UK’s trading 
agreements with non-EU countries and are compared with a scenario 
where the UK stayed in the EU.163 

 

For the services sectors, the wholesale trade (-14% in a WTO/no-deal 
scenario) and finance sectors (-5%) are particularly impacted. Other 
services sectors, such as business services (-1%) and technical and 
scientific services (-2%) see much smaller impacts. The IFS study 
estimates that the overall impact on GVA for the whole economy is 

                                                                                               
160 B. Los, Wen Chen, Ph. McCann and R. Ortega-Argilés, An Assessment of Brexit Risks 

for 54 Industries: Most Services Industries are also Exposed, City-REDI Policy Briefing 
Series, University of Birmingham, December 2017, p4. The research also finds that 
non-services sectors such as fisheries, chemicals manufacturing and motor vehicles 
manufacturing also face the greatest risk. 

161 ONS, GDP output approach – low-level aggregates dataset, 10 May 2019 
162 P. Levell, A. Norris Keiller, The exposure of different workers to potential trade 

barriers between the UK and the EU, IFS Green Budget 2018, October 2019, pp20-1 
163 Ibid, p13 
 

https://blog.bham.ac.uk/cityredi/wp-content/uploads/sites/15/2018/01/City-REDI-Briefing-Template_Sectoral-Analysis.pdf
https://blog.bham.ac.uk/cityredi/wp-content/uploads/sites/15/2018/01/City-REDI-Briefing-Template_Sectoral-Analysis.pdf
https://www.ons.gov.uk/economy/grossdomesticproductgdp/datasets/ukgdpolowlevelaggregates
https://www.ifs.org.uk/publications/13463
https://www.ifs.org.uk/publications/13463
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-2.6% under a WTO/no-deal scenario, -1.5% for FTA and -0.9% for 
EEA (when compared with the UK staying in the EU).164 

Centre for European Reform and LSE research 

Research by Sam Lowe, a trade expert at the Centre for European 
Reform think tank, notes that the composition of UK services trade with 
the EU is different to that of trade with non-EU countries. Most notably, 
a greater proportion of services sold to the EU is supplied via cross-
border trade (so-called ‘Mode 1’ of supply) rather than through having a 
physical presence in the customer’s country (Mode 3). Mode 3 is more 
prominent in UK sales of services to non-EU countries.165 Mode 1 sales 
count as exports, while mode 3 sales do not (as the UK company has a 
physical presence in its customer’s country already). 

The report concludes that if the supply of UK services to the EU moves 
towards the existing non-EU profile, i.e. with a greater physical 
presence, then UK exports of services can be expected to fall, all other 
things being unchanged. Financial services may be particularly severely 
impacted.166 

A study by academics at the London School of Economics suggests that 
this may have already happened following the Brexit vote in June 
2016.167 The study finds that following the EU referendum up to 
September 2018, new investments by UK firms in EU countries 
increased by 12% compared to what is estimated to have occurred 
without the Brexit vote.168 This increase was found to come entirely 
from the services sector, with no change in investments from 
manufacturing firms.169 The study found no change in UK investments 
in non-EU countries. 

The authors state that their results support the idea that some UK firms 
are investing in the EU because they expect Brexit to make it more 
difficult to trade with the EU: 

Although it is not possible to be certain about the reasons behind 
firms’ investment decisions, our results are consistent with the 
idea that UK firms are offshoring production to the EU27 because 
they expect Brexit to increase barriers to trade and migration, 
making the UK a less attractive place to do business.170 

                                                                                               
164 Full details of the results can be found in IFS, online supplementary material, table 

A.1 
165 S. Lowe, Centre for European Reform, Brexit and services: How deep can the UK-EU 

relationship go?, December 2018, pp10-11 
166 Ibid, p12 
167 H. Breinlich et al, Voting with their Money: Brexit and Outward Investment by UK 

Firms, LSE Centre for Economic Performance, February 2019. The study is based on a 
count of FDI transactions 

168 The study uses a ‘synthetic control method’ which attempts to construct a 
hypothetical path of UK FDI into the EU after a Remain vote by creating a 
‘doppelganger’ UK.  

169 LSE,“UK firms investing billions abroad because of Brexit”, 11 February 2019 
170 H. Breinlich et al, Voting with their money: Brexit and outward investment by UK 

firms, VoxEU (CEPR’s policy portal), 12 February 2019 

https://www.ifs.org.uk/uploads/publications/budgets/gb2018/GB10%20-%20Brexit%20and%20Trade%20-%20online%20supplementary%20material.pdf
https://www.cer.eu/sites/default/files/brexit_trade_sl_pbrief_6.12.18.pdf
https://www.cer.eu/sites/default/files/brexit_trade_sl_pbrief_6.12.18.pdf
http://cep.lse.ac.uk/BREXIT/abstract.asp?index=6136
http://cep.lse.ac.uk/BREXIT/abstract.asp?index=6136
http://www.lse.ac.uk/News/Latest-news-from-LSE/2019/02-Feb-19/UK-firms-investing-billions-abroad-because-of-Brexit-new-report
https://voxeu.org/article/brexit-and-outward-investment-uk-firms
https://voxeu.org/article/brexit-and-outward-investment-uk-firms
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10. Government’s position on the 
future of services 

10.1 Future trade policy 
In the Trade White Paper, which was published on 9 October 2017, the 
government identifies the key elements of its independent trade policy 
outside the EU. With respect to services, it recognises the growing 
importance of services exports for the UK economy and the global 
leadership of UK services industries, for example in innovation (new 
financial technology and financial products). 

The government also takes note of the interdependence between the 
trade in services and trade in goods as services make up a significant 
share of inputs in manufactured goods and are essential elements of 
product supply chains (see section 2.2 of this briefing). 

The government aims to continue free trade with the EU after Brexit. 
But the White Paper does not go into the detail of what the future trade 
relationship with the EU should entail for services, what that would 
mean for trade with other countries or what would be the trade-offs. 

Citing forecasts that future economic growth in non-European 
economies will be much faster than in the European economies the UK 
currently trades with the most,171 the Government has stated that it will 
seek to open up new markets outside the EU for UK industries (such as 
creative and digital). It has also committed to pursue “ambitious digital 
trade packages, including provisions supporting cross-border data 
flows”. 

The UK government has stated that it will continue to support further 
liberalisation of global services, investment and procurement markets, 
the work on e-commerce and domestic regulation in the World Trade 
Organization, and OECD initiatives on liberalisation of investment and 
capital movements.172 

The Trade White paper also implicitly accepts that WTO GATS rules fall 
short of meeting UK’s interests; the government strongly supports a 
conclusion of the currently stalled Trade in Services Agreement (TiSA) 
negotiations (see box 9). It believes that TiSA would secure “a better 
deal for UK businesses over and above existing WTO rules.”173 

                                                                                               
171 For example, "Approximately 90% of global economic growth in the next 10 to 15 

years is expected to be generated outside Europe", European Commission, Trade for 
all. Towards a more responsible trade and investment policy, 2015 

172 Department for International Trade, An information pack for the Consultation 
relating to a bilateral Free Trade Agreement between the United Kingdom and 
Australia, July 2018, p15  

173 DIT, PM’s Office, Trade White Paper, our future UK trade policy, 9 October 2017, 
para 2.2 
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https://www.gov.uk/government/publications/preparing-for-our-future-uk-trade-policy/preparing-for-our-future-uk-trade-policy
http://trade.ec.europa.eu/doclib/docs/2015/october/tradoc_153846.pdf
http://trade.ec.europa.eu/doclib/docs/2015/october/tradoc_153846.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/752616/Information_pack_UK_Australia_FTA_consultation.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/752616/Information_pack_UK_Australia_FTA_consultation.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/752616/Information_pack_UK_Australia_FTA_consultation.pdf
https://www.gov.uk/government/publications/preparing-for-our-future-uk-trade-policy/preparing-for-our-future-uk-trade-policy
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10.2 July 2018 White Paper (Chequers plan)  
The Government’s White Paper on The Future UK-EU Relationship of 12 
July 2018 (also referred to as the ‘Chequers plan’) described the future 
relationship that the UK would seek in negotiations with the EU.  

For services, a key element was the wish to leave the single market for 
services and have freedom to regulate services. At the same time, the 
Government accepted that as a result, the UK and the EU would not 
have current levels of access to each other’s markets.174  

The Government proposed new arrangements based on the principles 
of international trade and the examples of existing EU trade 
agreements.175 This approach is carried forward in the Political 
Declaration on the future UK-EU cooperation, which accompanies the 
draft Withdrawal Agreement (see below). 

Although the EU initially rejected the proposal of the UK to stay aligned 
with the single market for goods but not for services, and free 
movement of people or capital, the freedom to regulate services is 
included in the Political Declaration. 

The UK proposed broad coverage across services sectors and the modes 
of supply and deep market access commitments.  

The UK also proposed deep commitments to national treatment of 
service providers and investors, “with any exceptions kept to a 
minimum”.176

 This wording does not come back in the Political 
Declaration, which refers instead to “providing for the absence of 
substantially all discrimination in the covered sectors, with exceptions 
and limitations as appropriate”.177

 This indicates potential future 
discussions on restrictions for sectors which the EU might consider 
sensitive, such as financial services, audio-visual and data protection. 

Further, the UK proposed ambitious provisions on mutual recognition of 
professional qualifications, covering the same range of professions as 
the existing Directive on mutual recognition and ensuring predictable 
and proportionate arrangements for professionals.178

 

The Government also proposed supplementary provisions for 
professional and business services, such as permitting joint law practice 
between the UK and the EU.179

  

On these two aspects, the Political Declaration is not explicit, leaving 
room for future negotiation. 

The White paper also set out a new economic and regulatory 
arrangement for financial services: the UK would lose the “passporting” 
while both parties would maintain “autonomy of decision-making and 

                                                                                               
174 Ibid, para 48 
175 HM Government, White Paper on future UK-EU Relations, paras 48-52 
176 Ibid, para 52 
177 Political Declaration, Para 30 
178 HM Government, White Paper on future UK-EU Relations, para 55 
179 Ibid, paras 56-57 

White Paper: 
the UK leaves the 
EU single market 
for services and 
gains regulatory 
freedom. The UK 
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reduced access to 
the EU market. 

http://researchbriefings.files.parliament.uk/documents/SN06775/SN06775.pdf
http://researchbriefings.files.parliament.uk/documents/CBP-8454/CBP-8454.pdf
http://researchbriefings.files.parliament.uk/documents/CBP-8454/CBP-8454.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/725288/The_future_relationship_between_the_United_Kingdom_and_the_European_Union.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/725288/The_future_relationship_between_the_United_Kingdom_and_the_European_Union.pdf
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the ability to legislate”. But the UK would seek expanded EU 
equivalence regime, to reflect the current high level of convergence. 
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11. The transition period 
Provided it is approved by the House of Commons, the Withdrawal 
Agreement negotiated between the EU and UK and approved by the 27 
EU Member States in November 2018 will secure a transition period. 
This will run until the end of December 2020, with the possibility of 
extension for up to two years. 

The Withdrawal Agreement provides for a continuation of free trade in 
services between the EU and the UK during the transition, until a new 
UK-EU partnership arrangement is agreed. Save for a few exceptions, 
EU law will continue to apply to the UK as if it were a Member State. As 
the European Commission factsheet explains: “This means that the UK 
will continue to participate in the EU Customs Union and the single 
market (with all four freedoms) and all Union policies”. According to the 
Government’s explainer, the continued application of EU law will mean 
that businesses will be able to trade on the same terms as they do now. 
Free trade in services will continue. 

During the transition, the UK will no longer be part of EU decision-
making, and it will no longer be represented in the EU institutions, 
agencies and bodies. 

11.1 The Protocol on Ireland/ Northern 
Ireland  

The Ireland/ Northern Ireland Protocol to the Withdrawal Agreement, 
including the ‘backstop’, is intended to be temporary and applies unless 
and until it is superseded by a future relations agreement, which the 
parties will try to achieve by 31 December 2020. Under the ‘backstop’, 
which must ensure there is no hard border between Ireland and 
Northern Ireland, the UK will form a temporary customs union with the 
EU. 

The Protocol does not cover trade in services and related public 
procurement of services. So, as there will be no free movement of 
services (and free movement of persons arrangement) under the 
‘backstop’, the UK will have greater scope to pursue different terms on 
trade in services. The relationship under the ‘backstop’ has 
characteristics of a customs union model, described in section 8 of this 
briefing. 

The Commons Library Briefing Paper The UK's EU Withdrawal 
Agreement of 7 December 2018 gives more information on the 
Withdrawal Agreement and the Ireland/ Northern Ireland Protocol. 

The Withdrawal 
Agreement provides 
for a continuation 
of free trade in 
services between 
the EU and the UK 
during the 
transition. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759019/25_November_Agreement_on_the_withdrawal_of_the_United_Kingdom_of_Great_Britain_and_Northern_Ireland_from_the_European_Union_and_the_European_Atomic_Energy_Community.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/759019/25_November_Agreement_on_the_withdrawal_of_the_United_Kingdom_of_Great_Britain_and_Northern_Ireland_from_the_European_Union_and_the_European_Atomic_Energy_Community.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/756376/14_November_Explainer_for_the_agreement_on_the_withdrawal_of_the_United_Kingdom_of_Great_Britain_and_Northern_Ireland_from_the_European_Union___1_.pdf
https://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-8453#fullreport
https://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-8453#fullreport
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12. Political Declaration on Future 
Relationship 

The Political Declaration on the Framework for the Future EU-UK 
Relationship provides a basic political framework for the future 
relationship. The future economic partnership between the EU and the 
UK is far from decided and the actual EU-UK agreement will be the 
subject of negotiations, when the UK has left the EU and will be a third 
state negotiating on its own behalf. 

The Political Declaration builds on the premise that the UK is leaving the 
single market for services and pursuing regulatory autonomy. The 
Government believes that the approach for services agreed in the 
Political Declaration gives the UK the desired flexibility and autonomy 
and is important for the UK’s services-based economy.180 This is broadly 
in line with the Government’s White Paper on future UK-EU relations of 
July 2018 (the ‘Chequers plan’) which said that the UK would pursue 
regulatory freedom for services while recognising that as a consequence 
the UK and EU will face reduced access to each other’s markets. 

The UK and the EU also declare that on services and investment both 
have an ambition to go well beyond their current commitments under 
the World Trade Organization (WTO)181 and existing free trade 
agreements of the EU with third countries. 

The UK and the EU aim to offer market access to each other’s service 
providers and investors without discrimination, based on national 
treatment under host state rules, but leave themselves room for 
exceptions and limitations. The Government’s Explainer states that “UK 
businesses will face substantially the same rules in Member States as 
local businesses, and vice versa. They will not face discriminatory 
barriers, unless otherwise agreed”.182 

The Political Declaration sets out the broad terms of regulatory 
cooperation. Both parties will coordinate their respective regulatory 
approaches following the best practice in free trade agreements.183 
There will also be arrangements on recognition of qualifications in some 
unspecified regulated professions. 

Further, the UK and the EU will seek to agree on horizontally applied 
rules (across all sectors), such as licensing procedures, and on 
arrangements for specific sectors like telecoms, delivery services and 
international maritime transport. On transport, the UK appears to have 
achieved two of its main goals: a commitment to a comprehensive 
aviation agreement and an agreement to provide for the continued flow 
of goods and people by road and rail. 

                                                                                               
180 See for example HM Government, summary slides on The Withdrawal Agreement 

and Outline; Political Declaration on our Future Relationship with the EU, p35; HM 
Government, Explainer for the Political Declaration, para 31, 36 

181 This refers mainly to the GATS system of rules for trade in services. 
182 HM Government, Explainer, 25 November 2018, para 34   
183 Ibid, paras 36-37 
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The UK and the EU have also agreed to negotiate a basic equivalence 
deal for the access to financial services markets after Brexit. An 
equivalence regime gives unilateral say to either side and can be 
withdrawn. There is nothing in the Political Declaration to suggest that 
the EU is looking at any sort of ‘equivalence plus’ towards the UK - 
which it might have hoped for, given its unique position. 

More on trade in services in the Political Declaration can be found in the 
Commons Library Briefing The Political Declaration on the Framework 
for Future EU-UK Relations CBP-8454, December 2018, pp17-31, 39. 

Commentary 
A number of commentators have pointed out that the Political 
Declaration is aspirational and leaves many of the details to be filled in 
later. See, for example, BBC News, What’s in the political declaration? 
[Reality check], 22 November 2018 and Institute for Government, UK-
EU Future Economic Partnership, 22 November 2018. 

Although nothing in the Political Declaration precludes the UK and the 
EU from pursuing deeper integration in services than under the current 
EU free trade agreements, some have warned that the negotiations with 
the EU will be tough. Sir Ivan Rogers, the former UK Permanent 
Representative to the EU, said in a speech in January 2019:  

When we get into [the talks], we will discover, at a granular level, 
just how bad it is to start from a tabula rasa third country baseline 
on services. And we shall then spend a lot of negotiating capital 
and use a lot of concessions on other issues — and the free 
movement of people question is, as we have seen, intimately 
linked to services provision — to try and lever up our level of 
market access into what used to be our home market to 
something nearer Single Market levels.”184 

Prof. Alan Winters of UK Trade Policy Observatory, a Sussex University 
and Chatham House initiative, wrote on the Political Declaration:  

[…] this weak language suggests that the UK Government is quite 
reconciled to a regulatory divergence with the EU which will 
significantly hinder services trade […] 

Why is the Government so sanguine about the country’s major 
economic activities? Partly it has to be: having committed to very 
close alignment in goods for Northern Ireland, services is the only 
sacrifice left as a quid pro quo for curtailing the free movement of 
labour. But also, so far as one can ascertain, it believed the myth 
promoted the Brexit-ultras like Michael Burrage of BrexitCentral 
that ‘The EU single market in services barely exists’, and that the 
UK never gained much more access to EU services markets than it 
would have received under EU rules for trade with third 
countries.185 

Various business organisations representing services sectors have said 
that in order to preserve access to the EU market they prefer staying in 
step with the EU regulation as opposed to divergence and regulatory 
freedom. For example, techUK, trade body representing the tech 
                                                                                               
184 Sir Ivan Rogers, Where did Brexit come from and where is it going to take the UK?, 

Lecture at UCL European Institute, 22 January 2019 
185 L.A. Winters, UKTPO, Not Fit for Service: The Future UK-EU Trading Relationship, 14 

February 2019 
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industry, said in evidence to Science and Technology Committee in 
January 2019 that “about 60% [of our members] said that alignment 
was much more preferable than flexibility, which goes against what the 
Chequers White Paper says about flexibility and data.”186 

 

                                                                                               
186 HC Science and Technology Committee, Oral evidence: Brexit, Science and 

Innovation: Preparations for ‘No-Deal’, HC 1857, Q66 
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70 Trade in services and Brexit 

13. Concluding remarks 
As currently set out in the Political Declaration, a UK-EU deal on services 
might take various forms. Trade experts tend to agree that trade in 
services on the WTO GATS terms, without a preferential trade 
agreement, would mean reduced access to EU markets for UK service 
producers, as the WTO has made far less progress than the EU in service 
liberalisation.187 Both parties have recognised this and expressed an 
ambition to “go well beyond” the current World Trade Organization 
(WTO) commitments and build on recent EU free trade agreements.  

In light of the current proximity and integration in the EU market, 
several economists have suggested preserving the existing beneficial 
access to the single market for services as much as possible in a future 
trade deal: 

Brexit negotiations should seek to preserve the conditions that 
currently sustain this favourable situation, particularly as services 
are becoming increasingly important for the performance of the 
UK’s manufacturing base and its trade competitiveness.188 

As discussed in this briefing, what could be achieved depends on both 
the UK and the EU agreeing on the extent to which the UK’s regulations 
for services will be allowed to diverge from the EU’s (the level of 
regulatory alignment). The closer aligned the UK and EU remain, the 
greater the access the UK will have to the single market, but the less 
freedom the UK will have to change regulations. This reflects the 
inherent trade-off in trade deals between control over your economy’s 
rules – such as regulating products and markets – and the degree of 
access to the other economy’s market.189  

Another issue is finding a legal framework that supports trade in 
services as businesses and consumers would arguably wish to have 
access to effective enforcement of trade rules, comparable to the 
court system of the EU. 

Currently UK service suppliers who feel that their rights to do business 
in any Member State, say, Latvia or Spain have been breached can go to 
Latvian or Spanish courts to invoke EU law and ask that their rights are 
enforced. The House of Lords report on Brexit and non-financial services 
summarises the current system:  

EU law either applies directly to Member States (under 
Regulations) or through national implementing legislation (such as 
Directives). It is enforced by national courts (which are required to 
give supremacy to EU law over conflicting national law), and is 
ultimately interpreted by the supranational Court of Justice of the 
European Union (CJEU). Where national courts are unclear as to 
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188 I. Borchert, Services trade in the UK: what is at stake? UKTPO Briefing Paper, 6 
November 2016; L.A. Winters, We have ignored the services sector. This won’t end 
well, 1 April 2019 
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the meaning of EU law, they can refer the question to be decided 
to the CJEU for a binding opinion. 

The WTO dispute settlement mechanisms are only available to 
governments. An aggrieved business owner would have to convince the 
government to demand remedies through the WTO mechanisms. Free 
trade agreements include bilateral (state-to-state) and often investor-to-
state dispute settlement mechanisms which might not be easily 
accessible to smaller businesses. The UK and the EU will have to decide 
how to uphold the agreed rules for service providers. 

Regardless of which model the future relationship with the EU will 
follow, there are issues which are common to the different services 
sectors. 

Many sectors depend on freedom to travel and establish business in 
the EU (market access).  

Freedom of movement provides access to qualified workers. The 
Centre for European Reform thinktank has highlighted the importance 
of this issue for services trade: 

Unless the UK prioritises increased openness to migrants, foreign 
workers and students, its attempts to open up new services 
markets at home and abroad will falter. This is true of both 
services trade with the EU and the rest of the world. If the UK is to 
prioritise services trade with the EU, the free movement of people 
will need to be put back on the negotiating table; if the UK is to 
become a global services trading hub, it will need to create an 
immigration regime which prioritises enticing people in over 
keeping them out.190 

A large proportion of services trade is supported by free flow of data 
which requires an agreement that data are adequately protected. Also, 
compatibility of data standards or the rules by which data are described 
and recorded is important. 

Specific sectors depend on mutual recognition of qualifications and 
each other’s regulatory bodies. 

These cross-cutting issues are central to the UK future services trade 
with the EU. They are also important in seeking to enhance trade in 
services with non-EU countries. Representatives of services industries 
have warned that the UK needs to put a higher priority on the interests 
of its services sectors in upcoming trade negotiations “or risk serious 
damage to a sector which makes up the bulk of the British 
economy”.191 
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14. Reports on services and Brexit 
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UKTPO, Sussex University, research on services trade 
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sectors and are not covered in this paper. Useful starting points to find 
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the European Union committee).  
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market (HC 365 17/19) 

HL Communications Committee, The advertising industry, 11 April 
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Transport 
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November 2018 
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transport arrangements, 31 May 2019, HL 355 
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