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Trade and output

European Union on 31 January 2020. Scenario Agriculture & food Manufacturing Services The GTAP model is a multi-regional computable general J]Zeglz\a/ldse bmé)?:;doen Scenario DesSti(:;t[ci:oen PoL CzE S\K HUN - restNMS - GBR
Trade talks concluded in December 2020 with an FTA-type arrangement (zero tariffs and A UK trade with EU: UK trade with EU: UK trade with EU: 0% of equilibrium model. It features CES production sectors, flow is substantial A EU 1.0 0.8 0.6 0.6 07 17
guotas) but UK is not going to be a part of the Single Market, so NTBs may emerge over (FTA+ UK tariffs vs RoW  Zero tarifs, Zero tariffs, external level NTB, Armington-based international trade and non-homothetic . ROW 1.0 038 06 06 06 100
time stay intact including 25% of external level NTB, 25% of external level NTB, border costs 2.5% preferences aIIowmg for non-unitary income elasticities of ...but s largely UK -16.1 -15.6 -14.9 -15.5 -16.0 18.1
. ) .. i preferential agreements of border costs 2.5% border costs 2.5% demand. compensated by Total -0.1 0.0 0.0 0.0 0.0 0.0
Literature on the effect of Brexit on the New Member States countries is scarce — while : . ieacti B EU 15 1.1 1.0 0.9 1.0 156
redirecting trade
UK is their 2-3rd largest trade partner = GTAP database version 10 with 2014 base year ith other EU ROW 17 14 1.1 1.1 1.1 13.3
. . . . . UK external tariff same as EU UK external tariff same as EU UK external tariff same as EU Shocks to NTBS are mode”ed as an Increase In the ICeberg . UK 259 23.8 233 235 23,9 17.9
We evgluate the poss!ble Impact o_f Bre_X|t using the GTAP CGE model and Brexit Conservative short run external tariff external tarif external NTB rade costs. memb(_ers and third Tota o 00 00 00 00 00
scenarios encompassing changes in tariffs and NTBs with a focus on NMS. scenario (British negotiations of existing All scenarios include 2.5% iceberd border costs across all countries BLR EU 19 08 08 07 07 199
We perform our own estimation of intra and extra EU NTBs using a gravity framework FTA of EU needed) sectors ' J Output changes are ROW 1.2 0.8 0.7 0.7 0.8 8.0
(see, e.g, Fontagne, Guillin and Mitaritonna, 2011) B UK trade with EU: UK trade with EU: UK trade with EU: Al 05 have feature tariff-free trade bet UK and not necessarily LTJKt | '205-:’ '263-2 '202-28 '202-29 -2:-; 1:-:
: , : : : : . . . . nari Y re tariff-free tr ween n - ota 0. 0. 0. 0. 0. .
Since this paper was written when Hard Brexit (MFN rules) was still an option, the (FTA + UK partially Zero tariffs, Zero tariffs, 25% EU NTBS, 50% of external EU NTBs, cU >¢€ ab 05 ha de cature d o f ISTTS eb tee Uli d negative. c EU 15 10 0.9 08 0.9 141
scenarios include both Hard and Soft Brexit (FTA) liberalizes tariffs versus third ~ 50% of external level NTB, MEMDETS an _a Varymg_ egree o s between an ROW 1'9 1'5 1'2 1'2 1'2 12'7
. N . o the EU and the third countries - - - - - -
. . . countries) & 60% for fisheries border costs 2.5% border costs 2.5% in UK-EU ) _ ) UK -26.0 23.4 228 23.3 24.0 9.2
Preliminaries border costs 2.5% trade = Scenario A: NTBs in trade with the EU —a short Total 01 00 00 00 00 03
Brexit is an asymmetric shock with the EU share of UK exports/imports at 40+ percent Long-run scenario term scenario
UK is an important destination for NMS exports (with Poland having the highest share in UK sets EU tariff on RoW to UK sets EU EU tariff on RoW = Scenario B: NTBs in trade with the EU and tariff Largest output changes, scenario B
merchandise trade (6.3%) and services (5.3%). Imports from UK to NMS important mainly in 75% of current EU extemnal tariff  to 80% of current EU external liberalization in the UK with the third countries —
the service sectors. tariff a longer-term scenario POL CZE SVK HUN rest NMS
Positive NMS trade balance in goods, negative in services ¢ UK trade with EU: UK trade with EU: UK trade with EU: = Scenario C: NTBs in trade with the EU and tariff
Revealed comparative advantages in UK market differ among NMS countries. In merchandise ' U< paraly erofarifs, zeroarifs, 20% of extemal EU NTBs, and partial NTB liberalization in the UK with third
trade these are mainly traditional production sectors: food and beverages, wood, minerals, ooralizes tarfs and NTBs - 90% of extemallovel EUINTES, - 2% extema level EU NTBs, countries
versus third countries) & 60% for fisheries

metals but also electronic equipment, motor vehicles (CZE and SVK). In services: transport,

construction, some business services

border costs 2.5%

border costs 2.5% in UK-EU

border costs 2.5% in UK-EU

All the standard scenarios feature standard GTAP closure
(fixed factor endowments, mobility of factors across sectors.

. . Most liberal scenario trade trade ) )
EU MFN tariff and NTB estimates = Scenario B LR: ,steady-state” capital-accumulation, i.e.
. oot WPNTat Wl WEEwsty UK reduces EU tariffon RoWto UK sets EU EU tariff on RoW cha_ngfs ;n rl‘ nvestment translate to the increase of the stock of

';'Z::E,:gmre ?;3 TT; 203'?5 iii 50% of current EU external tariff ~ to 70 % of current EU external capital of the same rate.

Mining o.0o ooo &1 17 NTBs vs ROW are 75% of tariff UK sets NTBs on RoW to 75

Food 11.27 16.74 00 199

Beverages & Tobacco 562 788 0.0 312 current EU external NTBs UK sets NTBs on RoW to 75 % of current EU external

Textiles 439 758 11 38 0

Wearing Apparel 6.3 137 00 o3 % of current EU external NTBs ~ NTBs

Leather 7.7d 025 00 138

Wood 154 20 10 107

Paper, Publishing 0.04 009 6.9 18.7

Fuels 143 1.77 19.2 2771 Macro rESUItS

Chemicals 313 4 45 77 190

e o o o ot . The macro impact of Brexit for the NMS eConomies varies across » As trade with UK is hampered in all the EU members and trade barriers are

Non-etalic minerals 316 410 65 127 Real GDP Equivalent Variation (% of GDP) scenarios but iFt) i< in aeneral limited introduced in almost all sectors, there is a considerable reallocation in

- o e o s Country/scenario A B  BLR C A B BLR C o sing iy S production sectors.

- o | | -

Metal products 203 263 20 115 Poland 0.1 0.1 0.4 0.1 0.1 0.2 04 02 The short term impact of introduction of the barrler's to UK _EU «  In the NMS there is no universal pattern of changes of sectoral output

Blectronics and gplicals o bz 51 143 - trade translate to 0.1-0.2 percent of GDP and a similar drop in : : :

Electical equipment 177 239 85 111 Czechia -0.1 02 05  -01 -0.1 -0.2 -0.4 -0.2 . . ) e : except the drop in drop in output of food electronics and to some extent —

Machinery and equipment ngc 102 133 146 155 Slovaki 0.1 0.1 03 0.1 0.1 01 0.2 0.1 EqUIvaIent Variation with Czechia belng hurt the most (Sma“ SlZe, .

Motor vehicles and parts 304 7.30 00 114 ovakia ’ : : : : ’ : : - Al : . Wearmg apparel'

Transport squpment 2 s o oz e Hun 0.1 0.1 03 0.1 0.1 0.1 03 0.1 relatively open, specialized in manufacturing sectors). _ _ _ _

anutachres pec - 13 e s ungary : : : : : : : - i i » The output increases are simulated in sectors where UK imports are
Germany 0.1 0.1 03 01 0.1 0.1 0.2 0.1 " Scenarios B and C do notadd a lot to the macro impact (GDP) but replaced partially by domestic production: i.e., chemicals, pharmaceuticals

T T France 01 01 02  -01 0.1 0.2 0.2 0.2 welfare is additionally hurt by a slight deterioration of terms of and motor vehicles.

i e = Netherlands 02020702 0.2 0.3 0.6 0.3 trade. «  While real wages of all factors slightly fall (but these changes are below

Consfruction 80 371 : - -£:

i e Ei Ireland -1.0 -1.3 -7.2 -1.1 -1.0 -1.4 -4.5 -1.3 . _In the Ionggr-run B_scenarlo translates to a more S|gn|f|ca_1nt drop 0.5 percent in NMS) — the drop in real land rents is more pronounced than

Accommodat d Food 349 392 - - - - - - - - - . )

Tf:ﬁ;gﬁﬂ;;r and Foo . S Rest of NMS 0.1 0.1 0.4 0.1 0.1 0.2 0.3 0.2 !n GDP which partially from Ies_s ac_cess t(_) Import-intensive of real wages of other factors, and no large differences across skilled and

Water ransport 97 106 Rest of EU-14 -0.1 -0.1 -0.3 -0.1 -0.1 -0.2 0.3 -0.2 investment goods and hurts capital-intensive sectors. :

ki = i UK 09 09 '8 05 1 (5 ‘9 oy _ _ unskilled labor are observed.

Watehousing and support 322 37.1 ' ' ' ' ' ' ' ' " Outside NMS largest |mpact on Ireland and Netherlant_js, both » The output changes are amplified in the long-run version of the B scenario.

EﬁZﬂ“JEZEﬂQES% o e more exposed to trade with the UK than other economies

Insurance 58.1 658 = Negligible effect for most of the rest of the world (omitted here).

Feal estate activities 285 336

Business semvices nec 218 26.7

Recreational and gfi. 30.5 329

i = = Corresponding author: Jan Hagemejer, j.hagemejer@uw.edu.pl
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Tariffs are tariffs weighted averaged across all extra-EU partners for 2014. NTBs from gravity model estimations.
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