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The UK has a choice ahead of it – a choice between
two futures
This choice is a rare opportunity for the British people to shape the UK
for generations to come. We will all make our decisions based on a
variety of complex considerations – such as the UK’s identity, security
and prosperity.
Business has a key role in this debate. In a campaign full of claim and counter claim, business can
provide a clear, credible and rational voice on the implications for prosperity, jobs and living standards.
It is critical that this voice is heard and this is the commitment the CBI has made: to reflect the voice of
our members in an open and balanced way
We have asked our members. 80% believe that being in the EU is better for their business. 5% would
like to leave the EU. As with all other significant business polls the results are clear: being in the EU is
better for our prosperity.

Our best future is inside the European Union
Our members tell us that the EU isn’t perfect but that the UK’s membership has benefited
British business and the UK economy. Access to the single market, skills, global markets and
increased investment has enabled businesses to grow, create more jobs and contribute to the UK’s
prosperity.
•

In 2014, the EU cost the UK £9.8 billion in direct budgetary contributions. But, the
collective impact of the benefits of EU membership has made the average household in the
UK around £2,700-3,300 better off and added £70-90 billion every year to the UK
economy. This is a return of 9 to 1.

•

The EU faces challenges but the Prime Minister’s renegotiation secured the UK’s special
status inside the single market, protected it from further integration and put the EU on course
to a more competitive future.

•

By remaining in, we can unlock further benefits of EU membership for business – using our
influence we can remove the final barriers to a single market in services and digital, industries
which are of particular importance for the UK, and add 7% to UK GDP.

An uncertain future awaits outside the European Union
Leaving the EU will be a step into the unknown for the UK and cause a significant economic
shock. It will cause unnecessary uncertainty and leave the UK economy smaller.
•

The negotiation of a new relationship with the EU could take 10-15 years. In the worst case
scenario this could leave businesses and consumers facing tariffs on exports to, and imports
from, the EU.

•

Even with a new relationship with the EU, the benefits of EU membership are likely to be
impossible to replicate fully outside. The UK is already a highly competitive market as the
second least regulated product market in the developed world.

•

Depending on the pace of negotiations, there could be 550,000 – 950,000 fewer jobs and the
average household in the UK could be £2100-3700 worse off in 2020.
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Our best future – the UK’s future inside the
European Union has known benefits and challenges
and is positive for the UK overall
The UK and UK business have benefitted from our membership of the
EU despite some costs. The Prime Minister’s renegotiation addresses
some of the challenges of EU membership for the UK while
strengthening the economic benefits. There will of course be more
challenges ahead and the UK must continue to use its influence to steer
the EU in the right direction should it vote to remain.

1. The EU provides significant benefits to business and the
UK economy bringing investment and growth
Business benefits from the UK being a member of the EU with access to the single market, trade
deals with the rest of the world, harmonised regulation, access to skills and the increased investment
this collectively brings. While there are costs to EU membership, overall the EU has had a positive
impact on business and the UK economy.

Table 1 – For business, the benefits of EU membership outweigh the costs
Overall
benefit
or cost

Access to EU
markets

Benefit

Full assessment
The EU enables easy access through the single market to the UK’s largest
trading partner – 45% of UK exports in 2014 were to the EU amounting to £227
1
billion worth of goods and services each year. While the share of UK exports to
the EU is declining as the UK increases its trade with countries outside of it, the
value of exports to the EU has increased on average by 3.3% each year
2
between 1999 and 2015.
3

80% of British businesses that trade overseas do so with the EU – it is a
growing and critical market for us. Similarly small businesses often look to trade
with the EU when exporting for the first time. Preserving access to the single
market is therefore highly valuable.

Access to
global
markets

Benefit

EU regulation

Both
benefit
and cost

The EU facilitates global trade providing the UK with privileged access to 53
markets outside of the EU through trade deals. As an economy worth £10.6
trillion in 2015 with a market of 500m people, evidence shows that the EU
enables the UK to secure more and better quality trade deals.
Harmonisation of EU rules and standards has made it easier for businesses to
enter new markets. With one set of standards across the EU, a business in the
UK can trade across 27 other countries more simply than if outside and
operating under a different set of rules.

1

Office for National Statistics, Statistical Bulletin, Balance of Payments, 2015
ONS, Balance of Payments, 2015
3
UKTI, Trade statistics, 2013
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The total cost of EU regulation is complex and contested. There are costs to EU
regulation and these are not always popular with business. But these must be
considered alongside the benefits of the regulation and the likelihood of
comparable domestic regulation.
Neither of these considerations is taken into account in the calculation of the
4
Open Europe figure – which estimates the cost at £33.3 billion.
The Department for Business, Innovation and Skills has calculated the cost of
5
EU regulation as £8.6-9.4 billion – significantly lower than the Open Europe
estimate. Even taking all regulatory costs into account, the UK is the fourth least
regulated labour market in the developed world and second least regulated for
6
products.

UK influence

International
investment

Access to
skills

Benefit

Benefit

Benefit

The UK has had, and continues to have, significant formal and informal influence
in Brussels. As a Union of 28 countries, the balance of votes does not always fall
in the UK’s interest but it has leveraged its ability to build alliances and used
British expertise to help shape the agenda. For example, it has secured opt-outs
from EU legislation, such as Schengen, the Euro and Working Time Directive,
and amended legislation including pension or environmental rules in a way that
works better for UK business.
As part of the EU, businesses in the UK have open access to the single market
for their exports, which is an important factor for many international companies
based here. 72% of investors in the UK cite the single market as important to the
7
UK’s attractiveness as a place to invest. The UK would still be an attractive
place to invest outside of the EU, but EU membership is a key factor when these
decisions are being made.
Continued access to labour from across the EU is important for business in
being able to fill skills gaps. But, the freedom to move must be a freedom to work
and not a freedom to claim welfare payments. The CBI supports the government
in tackling abuse of the system, which should help to maintain support for the
principle of free movement of people.
In the long term, employers must also work with government to improve skill
levels in the UK workforce.

Direct
budgetary
cost

Cost

Overall economic
impact

There is a direct budgetary cost to EU membership but this is not as high as
often stated. The UK’s gross contribution to the EU budget was £18.8 billion in
2014. After the UK’s rebate of £4.4 billion and other public sector receipts of £4.6
billion the UK’s net contribution to the EU budget was £9.8 billion in 2014 or
8
around £360 per household per year.
The various benefits of EU membership produce an overall positive impact for
the UK economy despite the membership fee and any regulatory costs. The CBI
conducted a comprehensive literature review of analyses of the overall economic
impact to give a cumulative estimate, removing any overlaps. As an estimate, we
believe the net benefit of EU membership is in the region of 4-5% of UK GDP
meaning that the average household benefits in the region of £2,700 - £3,300 a
9
year. This is a £70-90 billion benefit per year for the UK for a £9.8 billion cost –
a return of 9 to 1.
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Open Europe, Top 100 Costliest EU regulations, October 2013
BIS, 2010
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2. The EU is changing and will face challenges – there is
some uncertainty but the UK’s place has been secured
The EU is not static and needs to adapt to deal with global challenges such as another financial crisis,
a security crisis or further global migration. The need to respond to such challenges brings some
uncertainty for the UK and its place within the EU, in particular, from the impact of further Eurozone
integration on the UK’s place in the single market. However, there are clear next steps already set out
for the Eurozone and the UK’s place in the wider EU has been safeguarded through the Prime
Minister’s negotiations.
There will be other challenges for the EU that do not have such clear solutions – for example the
current migration crisis – but given the proximity and close economic ties between the UK and the EU,
it will be necessary to work together on solutions regardless of the outcome of the referendum.

2.1 The Eurozone will integrate further, but the UK’s place inside the single
market while outside of the single currency has been safeguarded
After 2008, the EU economy suffered a recession, but it has been growing consistently since mid10
2013, with the economy now larger than it was at the pre-crisis peak at the start of 2008. The
Eurozone will need to integrate further if it is to be resilient to future economic shocks. As our largest
market, a stable and growing Eurozone is in the best interest of the UK.
The need for further Eurozone integration has sparked concerns about the direction of the EU and the
UK’s place within it. The European Commission’s ‘Five Presidents’ Report’ identifies several clear
11
steps to be taken to build resilience in the single currency area - moving towards an ‘Economic’,
‘Financial’, ‘Fiscal’ and ‘Political’ Union. As the Eurozone countries continue to work more closely
together on these issues, there is a fear that the UK may become either subsumed within a more
integrated Europe or have less power in decision making.

Table 2 – The Five Presidents’ Report sets out a long-term plan for countries
that use the Euro to integrate further
Five Presidents’ report key actions
Establishing National Advisory Competitiveness Authorities to put forward
recommendations in case a particular Eurozone country is economically diverging
Economic
Union

Tougher sanctions for member states not following the economic governance rules
or allowing bubbles and imbalances to build up that undermine the stability of the
Euro
Better recommendations from the EU to Eurozone countries on economic policies

Financial
Union
Fiscal Union
Political
Union
10
11

Creating more integrated financial markets through the Capital Markets Union and
Banking Union
Reinforcing the European Systemic Risk Board
A new independent advisory European Fiscal Board to advise the Commission on
economic governance policies
Suggestion of a Euro area treasury with a fiscal stabilisation fund that should invest
in underperforming countries to avoid the need for bail-outs, without leading to
permanent transfers

Eurostat, 2015
European Commission, Five Presidents’ Report: Completing Europe’s Economic and Monetary Union, 2015
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This is a powerful emotional argument but does not reflect the reality of the UKs current position. The
Prime Minister’s renegotiation has built upon strong existing protections and secured the UK’s place in
the single market, but outside of the Eurozone. A new mechanism was introduced allowing the UK to
require laws it believes to be discriminatory to be elevated to the European Council. It has also been
explicitly recognised for the first time that the EU has more than one currency, the UK will never be
liable for Eurozone bailouts and the UK remains in charge of measures to ensure financial stability of
its banks and markets. The UK has also secured an official opt-out from the principle of ever closer
union.
Therefore, the UK has the protection it needs to ensure it can trade in the single market without being
either subsumed or left out as Eurozone countries continue to integrate.

2.2 The UK’s ‘special status’ within the European Union provides it with a
stable base in the face of these challenges.
The deal secured by the Prime Minister in 2016 built upon a number of commitments, secured over
time, to protect the UK’s special status within the European Union. Through the years, members of the
EU have integrated at different speeds to create a ‘multi-sphere’ Europe which allows countries to
protect areas of national interest. For example, the UK and Denmark have secured permanent optouts from the Euro and like the UK Ireland does not participate in the border free Schengen area. This
flexible approach means those countries which wish to co-operate more closely on certain issues can
do so while protecting the single market as the underlying basis of the EU.
Indeed, rather than the UK becoming side-lined, the willingness of other EU countries to develop a
‘multi-sphere’ union demonstrates that the UK can continue to build alliances with like-minded
member states.

Table 3 – The UK has a special status within the EU

EU single market – a common
market removing all barriers to trade

UK position

Other EU member states

Full participation

All must participate

Eurozone – economic union and
shared currency area

Permanent opt-out

Schengen – border and passport free
travel area

Permanent opt-out

Charter of Fundamental Rights –
EU consolidation of human rights law

Partial opt-out

‘Ever closer union’ – EU treaty text
on continued integration
Justice and Home Affairs – policy
on issues such as asylum, judicial
cooperation and crime

Does not apply to the
UK
UK can choose which
new measures to
participate in

Working Time Directive – EU
legislation regulating workers’ rights

Opt-out from working
hours restriction

19 Eurozone countries
7 non-Eurozone (but committed to
joining over time)
2 (including UK) with permanent
opt-out
22 participate
4 outside
2 (including UK) with permanent
opt-out
26 participate
2 (including UK) with partial opt-out
All other member states
25 participate
3 (including UK) with opt-out
16 member states use the opt-out to
varying degrees
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3. The Prime Minister’s renegotiation was a step forward
in ensuring the EU works better for British business
and the UK must now use its influence to continue to
steer the EU in the right direction
Alongside reforms that safeguard the UK as the countries using the Euro continue to integrate, the
Prime Minister’s renegotiation also achieved a number of concrete reforms which will, if implemented,
make the EU work much better for British businesses. The renegotiation put competitiveness at the
heart of the European Union. While the deal delivered will be beneficial for business, not all reforms
have been achieved and some commitments must still be translated into law. Reform is an ongoing
process and, if the UK votes to remain in the EU, it should continue to engage in Brussels to build on
what has been achieved so far.

3.1 The renegotiation is a step forward, putting competitiveness at the heart of
the EU
For business, the competitiveness agenda was the most significant element of the Prime Minister’s
renegotiation. The other elements covered sovereignty, immigration and getting the balance right
between countries inside and outside of the Eurozone. The Prime Minister achieved some clear wins
on competitiveness and the negotiation accelerated other reforms already underway.

Table 4 – EU Competitiveness reforms will deliver benefits for UK business
What the CBI called for

What reforms have been achieved
•

Further progress to
unlock the Single Market
for services

•

•
Advancing
the Single
Market

A sensible progression
of the Digital Single
Market

•

•
Improved access to
finance through the
capital market
Completion of the Single
Market for goods
An improved
approach to
regulation

12

•

•
•

A reduction in the
overall burden of
regulation

•
•

The European Commission’s 2015 Single Market
Strategy set out a series of actions to improve the
Single Market for services.
The Commission will introduce a ‘services
passport’ – adopting a UK government
recommendation – to allow key sectors of the
economy to operate cross-border more easily.
The European Commission set out 16 key actions
in a Digital Single Market strategy in 2015.
Europe’s leaders have committed to following
through with the Digital Single Market as part of
the Prime Minister’s renegotiation.
A true Digital Single Market and Single Market in
12
Services could add 7% to UK GDP.
Last year, 20 actions were proposed to create a
Capital Markets Union in Europe to help business
get the finance needed to grow.
The Single Market Strategy commits to enhancing
mutual recognition for goods.
The Prime Minister delivered a specific target to
cut the regulatory burden on business.
Checks will be introduced to see where existing
red tape can be cut.
The number of new EU proposals has been vastly
reduced down from 314 in 2010 to 23 this year.

BIS, The Economic Consequences for the UK and the EU of Completing the Single Market, 2011
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A streamlined European
Commission prioritising
Competitiveness

Opening up
new trade
opportunities

Trade deals with our
established trading
partners like the US and
Japan
More trade deals with
dynamic emerging
market economies

•

Commissioners are divided into seven key project
teams, with senior Vice-Presidents overseeing the
work, focusing the work of the Commission.

•

Trade deal negotiations are advanced with the US
and Japan, and have been concluded with
Canada.
If all EU trade deals underway were finalised it
could add over £20 billion a year to UK GDP –
with the EU-US deal alone estimated to add £10
13
billion.
New trade deals have been signed with key
emerging markets and more are in the pipeline,
including with Commonwealth countries.

•

•

3.2 The UK must continue to use its influence to steer the EU in the right
direction should it vote to remain in
The renegotiation has made good progress towards delivering an EU that has jobs and growth as its
core focus and demonstrates the UK’s significant influence in the EU. However, EU reform is an
ongoing process and the UK must keep the pressure up if the country votes to remain a member of
the EU. Historically, the UK has been effective in exerting influence during the legislative process. It
rd
has significant formal influence with almost 10% of the MEPs in the European Parliament (the 3
highest) and British MEPs chairing 3 of the Parliament’s 20 standing Committees. In the European
Council, over the last five years, the balance of votes has been in the favour of the UK the vast
14
majority of the time – only 7% of votes have not gone the UK’s way.
The UK also has high levels of informal influence in the EU legislative process and has, for example,
built alliances or used British expertise to help shape the agenda. The British voice has been
influential, for example in influencing financial services rules and amending pensions legislation.
However, the UK must do more to boost its informal influence in the EU institutions and ensure it has
people in key positions to help frame the debate – we are increasingly underrepresented in staffing
15
across the European Parliament and European Commission generally. Despite making up 12.5% of
the EU population, in 2013 UK nationals represented only 4.6% of EU Commission staff and 5.8% of
16
staff in the EU parliament. Given that there is a gap between the number of senior UK nationals and
junior UK nationals working in the EU institutions, UK representation at the highest levels is likely to
continue to fall. Only by reversing these trends and fully committing to engaging can the UK maximise
its influence and help keep the EU on track.

4. Taking all this into account, the UK has a clear place in
the EU from which it can continue to benefit from the
single market and push forward reform
In the upcoming referendum on the UK’s membership of the European Union, a vote to remain will
help secure the UK’s future prosperity. The UK currently benefits significantly from its membership of
the EU. The Prime Minister’s renegotiation has safeguarded the UK’s place outside of the Eurozone
and has put competitiveness, jobs and growth at the core of the EU. UK business and the UK
economy will see further benefits as the reform agenda progresses – but the UK must work to ensure
that reforms are implemented.
13

HM Government, The best of both worlds: the United Kingdom’s special status in a reformed EU, 2016
Vote Watch, Votes case by United Kingdom in the Council of Ministers of the EU
CBI, Our Global Future, 2013
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Foreign Affairs Committee, The UK staff presence in the EU institutions, June 2013
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An uncertain future – outside of the European Union
the UK’s future is less clear: it could survive, but
would it thrive?
The European Union will continue to be both an important market and
partner for the UK. In the face of a vote to leave the EU, securing an
alternative trading relationship will be critical. As we negotiate this
new relationship, the UK would face a short-term economic shock from
the uncertainty. The initial impact would ease off once a new deal was
agreed but the nature of the relationship secured will ultimately
determine the longer-term impact on UK prosperity of a vote to leave
the EU.

1. A vote to leave would trigger an untested process with
no quick or clear outcome
The process for a member state to leave the European Union is set out in the Lisbon Treaty under
Article 50. It provides a framework for withdrawal but does not guarantee a quick or simple process.

1.1 Leaving the EU under Article 50 is an untested process
Article 50 lays down a two year timetable for a country to leave the EU - but it has never been used
before. The Prime Minister has confirmed that this process would be triggered straight away following
17
a vote to leave. The UK would formally notify the European Council which would agree guidelines for
the European Commission to negotiate the withdrawal agreement. These guidelines would have to be
agreed unanimously, requiring every member state to vote in favour.
During the two years, the UK would continue to operate as a full member of the EU participating in
law-making at the Commission, European Parliament and European Council. The UK would also have
18
to continue implementing EU law until the formal withdrawal process was concluded. But the UK
would not participate in the discussions at the European Council on its own withdrawal.
Securing a favourable withdrawal agreement will require the goodwill and agreement of a majority of
member states. The European Commission would negotiate with the UK on behalf of the EU but the
final agreement would need to be approved by both the EU and departing member state. Before the
withdrawal agreement is put to the UK, the Council and the European Parliament would need to
approve it. In the Council, support of 20 out of 27 member states would be required with a simple
majority needed in the Parliament.

17
18

Prime Minister’s Statement on the European Council, Hansard, 22 February 2016
Cabinet Office, The process for withdrawing from the European Union, 2016
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1.2 Securing an alternative relationship with the European Union is likely to
take longer than two years
Article 50 outlines a withdrawal process, but it does not specify the extent to which the terms of a new
trading relationship need to be set out in that deal. Trade deal negotiations are lengthy and complex. It
would be extremely challenging to complete and ratify a trade deal, in the two year period under
Article 50. That period can only be extended by the unanimous agreement of the remaining 27
countries. If there is no agreement to extend this period, the UK would drop out of the EU and
continue to trade under World Trade Organization (WTO) rules until an alternative relationship is
agreed and ratified.
It is therefore likely that a deal on the trading relationship between the UK and the EU would happen
separately to a withdrawal agreement. The precedent set by previous EU trade deals suggests it will
take a several years to agree and ratify a new trade deal with the UK. The UK would likely seek a high
level of access to the single market effectively aiming for a trade deal more comprehensive in scope
than any previous deal which would make the deal more complex and prolong negotiations. This
would create a significant period of uncertainty for the UK and UK business. A new agreement on the
UK’s relationship with the EU would require approval by each of the 27 member states – which for
some means ratification by the national parliament. This would cause further delay to the conclusion
of a deal, as well as increasing the risk of one member state blocking the deal entirely. The UK
19
Cabinet Office has estimated it could take over a decade to secure a new relationship.

Table 5 – Length of time taken to negotiate other agreements with the EU
Country

Negotiation and ratification time

Switzerland

16 years : 9 years for ‘Bilaterals I’ and a further 7 years for ‘Bilaterals II’

South Africa

10 years

Canada

7 years + (negotiations concluded, but not yet signed or ratified)

Vietnam

6 years (expected entry into force)

South Korea

4 years

1.3 In the negotiations, the balance of power would be held by the other 27
member states
While it will be in the interest of both sides to secure a new trade deal, it would be more critical for the
UK. In trading terms, 45% of the UK’s exports go to the EU, compared to just 7% of EU exports which
20
come to the UK. In GDP terms, 12.6% of UK GDP is at stake compared to 3.1% of EU GDP. There
will also be a broader political dimension to the negotiations. In the year following the UK referendum,
both France and Germany will have elections. National politics will have an impact on what these
countries are willing to offer the UK. Failure to reach a deal would have a much greater impact on the
UK than the rest of the EU which gives the other 27 member states the stronger bargaining position.

19
20

Cabinet Office, The process for withdrawing from the European Union, 2016
Ibid
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2. After two years, the UK could fall under World Trade
Organization rules and face tariffs on most exports to
the EU
If, after two years from initiating the Article 50 process, there is no withdrawal agreement or extension
of the period, the UK would automatically leave the EU and begin to trade under WTO rules. Under
those rules, the UK would have to pay a tariff in order to export goods to EU countries and would be
subject to quantity restrictions. All countries that are not in the EU single market, or that don’t have a
trade deal with the EU, pay the same tariff rate known as the ‘Most Favoured Nation’ (MFN) tariff. The
UK would have to pay the same rate as the United States or China to export to our largest market.
21
Just under half of US trade with the EU is subject to tariffs.
The MFN tariffs, summarised below, are significant and would result in a serious impact on our
competitiveness by making our goods more expensive when sold abroad. The average of the EU
22
MFN tariffs has fallen over time from 3.6% in 1988 to 1% in 2008 . However, certain sectors would be
23
hit hard and around 90% of UK exports to the EU by value would face tariffs. In particular, key UK
export sectors would be particularly vulnerable to initial disruption facing high tariffs and reduced
24
access – food, drink and tobacco would face an average export tariff of 20%, while automotive
exports would be subject to a 10% tariff. Trading with the EU under WTO rules would also mean
consumers in the UK could face higher prices as tariffs would be applied to goods imported from the
EU.

Table 6 – Average EU MFN tariffs25
Category

Approximate Tariff Rate

Dairy Products

36%

Sugars and Confectionary

Nearly 30%

Beverages and Tobacco

Over 20%

Clothing

Over 10%

Cars

10%

Dairy Products

36%

Textiles

Over 5%

Chemicals

Nearly 5%

Coffee and Tea

Over 5%

Electrical Machinery

Over 3%

21

European Commission, Trade in goods and customs duties in TTIP, 2015
House of Commons Library, The economic impact of EU membership on the UK, 2013
23
Ibid
24
Open Europe, The impact of Brexit on the UK’s key export sectors, 2015
25
EU most favoured nation rates available at: https://www.wto.org/english/thewto_e/countries_e/european_communities_e.html
22
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3. The UK could seek to preserve access to EU markets
and replicate the benefits it currently has through an
alternative relationship with the EU
It may take time, but the UK is highly likely to secure an alternative trading arrangement with the EU.
The EU has trading arrangements in place with over 50 countries such as Norway, Switzerland or
Canada. As established models, it is helpful to draw comparisons between these and a potential UK
deal. An ‘off the peg’ model such as the relationship the EU has with Norway or Switzerland could be
sought but both reduce UK access to the single market and influence over the rules that govern it. A
bespoke Free Trade Agreement, such as the one the EU has with Canada, may be more suitable for
the UK but again will be more limited in scope than being part of the single market and would take
considerable time to negotiate.

3.1 Norway has full access to the EU single market but no influence over rules
Norway is part of the European Economic Area (EEA). Joining Norway in the EEA would allow the UK
to retain comprehensive access to the single market covering goods, services and capital as well as
free movement of workers. However, Norway has to implement the majority of EU rules – around
26
75% – but does not have influence over their development.
Those advocating a vote to leave often argue that we should do so on the basis that the UK could
stop free movement of people and budgetary payments while signing more trade deals with the rest of
the world. If the Norway relationship is replicated, none of these ambitions would be realised. Norway
operates free movement and has paid almost €1.8 billion to the EU budget in the period from 2009th
27
2014 making it the 10 highest per capita contributor to the EU. Additionally, Norway has
considerably fewer Free Trade Agreements with third countries than the EU and negotiates them
28
mainly through the European Free Trade Association (EFTA) – a small bloc of four countries.

3.2 Switzerland has secured partial access to the EU single market through a
number of complex agreements which took a long time to negotiate
Switzerland is part of the EFTA but not the EEA, managing its relationship with the EU through 120
bilateral arrangements. Swiss businesses can access the single market in areas covered by a bilateral
agreement but in return Switzerland has to implement the relevant EU rules. Where new rules have
been introduced after the bilateral agreement, Switzerland must adjust its rules accordingly or lose
access. If emulating the Swiss relationship, the UK would retain preferential access to trade in goods
but access to the EU market for the services sector – a key part of the UK economy – could be
restricted. In particular, the UK financial services sector would face new barriers to trading across the
EU. Just as American financial services firms are required to, UK based firms may need to have a
29
base inside the EU to do business there. The complex relationship between the EU and Switzerland
has taken 16 years to negotiate.
Free movement of people is integral to the Swiss agreement – which includes a ‘guillotine’ clause that
30
means if one element of the Swiss agreement is dis-applied, the entire agreement is suspended.
Due to this clause, the vote to restrict EU migration in the recent Swiss referendum may result in the
suspension of Swiss access to the EU market. The Council of the EU stated that ‘it considers that free
31
movement of persons is a fundamental pillar of EU policy and its four freedoms are indivisible’.

26

British Influence, Press Release: The Norway option is the lose-lose option for Britain, November 2014
CBI, Our Global Future, 2013
28
Norwegian Government, Norway’s free trade agreement, 2009
29
Policy Network, What would ‘out’ look like?, November 2015
30
Ibid
31
Council of the European Union, Council Conclusions on a homogeneous extended single market, 2014
27
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3.3 Like Canada, the UK could seek a Free Trade Agreement with the EU but
this is likely to be limited in scope
Given that both Norway and Switzerland still operate free movement of people and – to different
extents – have to comply with EU rules without influence, it is more likely that the UK would seek a
Free Trade Agreement with the EU in the event of a vote to leave.
It has been argued that the UK should seek to secure a deal similar to the EU-Canada agreement
(CETA). This agreement will be the most ambitious trade deal ever signed by the EU, removing many
tariffs and quotas and harmonising standards in many sectors. However, under CETA, all Canadian
exports have to comply with EU rules, but Canada will have no power over regulators in the EU's
Member States or at EU level. As Canada does just 9.4% of its trade in goods with the EU this is an
32
acceptable arrangement. For the UK however, where the EU is the largest trading partner, this
would have a considerably larger impact.
The UK’s main services export – financial services – would suffer under a Canadian style agreement.
Under CETA, Canadian financial services firms must comply with complex regulatory and licensing
requirements in order to access the EU market. Requirements under CETA go as far as to require
Canadian firms to establish a local subsidiary in the EU. In addition, many important service sectors,
such as air transport and audio visual services, are not covered by the agreement at all. Therefore,
even the most ambitious EU deal to date provides Canada with significantly less access than the UK
currently has to European Union markets.

3.4 In all scenarios, the UK falls out of all existing EU trade deals, losing
access to global markets
If the UK votes to ‘leave’ the EU, under all scenarios for an alternative relationship, it would almost
certainly drop out of the trade deals it currently benefits from as part of the EU, losing preferential
access to 53 markets throughout the world. The UK would struggle to replicate the same number or
quality of global trade deals we currently have as an EU member. To regain access quickly, these
deals would need to be negotiated immediately after the referendum, at the same time as we are
negotiating a withdrawal agreement and a new trade arrangement with the EU. The civil service
capability and capacity to do this would be limited - the UK has not negotiated a trade deal for over 40
years and would immediately need to negotiate simultaneous multiple deals just to get back to its
starting position. It would also need to negotiate all the new deals the EU is currently working on, such
as with the US and Australia.
Negotiating a trade deal with the UK is unlikely to be a top priority for most countries. For example, the
United States Government has stated a Free Trade Agreement with the UK would not be a priority as
33
the US is “not particularly in the market for FTAs with individual countries”. Instead the resource is
better focused on partnerships with trading blocs. The EU has been successful in securing many high
quality deals and the UK as a country of 64 million would have less ‘clout’ in negotiations than as part
of a bloc of over 500 million. Therefore, while we would have some added flexibility to negotiate our
own global trade deals, it’s unlikely we would be able to get better quality deals than we have today
by ‘going it alone’.

32
33

European Commission website, Canada trade
The Guardian, US warns Britain: If you leave you face barriers to trading with America, October 2015
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3.5 None of the models for an alternative relationship would replicate the
benefits of full EU membership and each has significant downsides
The table below outlines the current benefits of EU membership, as well as highlighting the main
downsides in terms of the budgetary contribution and cost of implementation of some EU regulation.
Under the WTO scenario, the costs could be removed but none of the benefits preserved. Whereas if
we emulated the Norway or Switzerland models, most benefits are preserved but so too are the costs
and we lose the critical benefit of being able to influence EU regulation. Finally, in securing a Free
Trade Agreement with the EU, some market access is preserved but we lose other benefits of EU
membership and may have to implement some aspects of EU regulation.

Table 7 – Alternative EU-UK relationship models
EU
membership

WTO

Norway
(EEA)

Switzerland
(EFTA)

Free Trade
Agreement

Tariff free EU trade in
goods

Yes

No

Yes

Partial

Yes (almost)

EU trade in services

Yes

No

Yes

No

Unlikely
(potential)

Access to global
markets through EU
deals

Yes

No

No – fewer
deals than
EU

No – fewer
deals than
EU

No

Implementation of EU
regulation

Yes

No

Yes

Yes

Possible

Influence over EU
regulation

Yes

No

No

No

No

Access to skills/free
movement of persons

Yes

No

Yes

Yes

No

Budgetary
contributions

Yes

No

Yes –
partial

Some EU
payments

No

14

4. The overall impact of leaving would be to create a shortterm economic shock followed by an uncertain recovery
A vote to leave the European Union could have a significant impact on the UK’s prosperity. The
uncertainty around the UK’s trading arrangement with the EU would create an economic shock for the
UK. This initial shock would stabilise as the UK negotiated a new relationship with the EU, but the type
of relationship would determine the extent of the recovery.

4.1 There would be a short term economic shock following a vote to leave and
a negative impact on the pound
In the first five years following a vote to leave the EU, the UK could face a short-term economic shock
due largely to the uncertainty that would ensue. There could be an impact on firms’ credit risk and cost
of capital as the potential loss of access to the single market could have a negative impact on UK
firms’ export earnings and put upward pressure on import prices if tariffs are imposed. It is also likely
that heightened business and consumer uncertainty could manifest itself as a delay in hiring and
investment decisions, feeding through to weaker activity overall.
The overall economic shock could be coupled with a significant fall in the pound. The pound has been
weakening against other currencies since last November, in part due to the EU referendum – the
34
pound fell to a seven year low against the dollar the day after the referendum was announced. If we
35
leave, several major financial institutions have predicted a further fall in the value of sterling. One
36
has suggested a fall of as much as 10% in the event of Brexit. While currency depreciation may
have some positive effects and could benefit exports and manufacturers, it would also cause a
significant increase in import prices, pushing up inflation and weighing on households’ purchasing
power. In addition, both Moody’s and Standard & Poor’s expect to downgrade the UK’s credit rating if
we leave the EU. Together, these impacts mean that in the short term the UK economy would suffer
from a vote to leave the EU.

4.2 The longer term economic impact depends on the alternative relationship
we negotiate
The UK economy would slowly recover over time but the pace and extent of the recovery would
depend heavily on the alternative relationship the UK secures with the EU. A relationship like Norway
or Switzerland would maximise the long-term recovery but would not be politically acceptable. The
37
CBI Commissioned PwC to model the longer-term economic impacts of two scenarios: an optimistic
scenario, in which the UK rapidly secures a Free Trade Agreement (FTA) with the EU while
maintaining its existing trade deals and signing a trade deal with the US; and another more
challenging scenario in which no agreement with the EU is reached and the UK trades under WTO
rules for a period of time, while taking longer to recover its trade deals with third countries and to sign
a trade deals with the US.
• In the ‘FTA scenario’ UK GDP could recover more quickly – UK GDP is forecast to be 1% lower in
2025 and the UK economy is smaller in 2030 than if than if we remain in the EU.
• The ‘WTO scenario’ could present a more difficult picture for the UK economy. In 2025 UK GDP
could still be 4.1% lower if operating under WTO rules than if we remained a member of the EU.
This is partly due to ongoing uncertainty but mostly due to a drag from trade and migration to the
UK. By 2030, the UK economy begins to recover but is still 3.5% smaller in 2030 than if the UK
was a member of the EU.

34

BBC, Pound hits lowest level against dollar, 22 February 2016
HSBC, A very British dilemma, 2016; JP Morgan, Research note, 2016
JP Morgan, Research note, 2016
37
PwC, Leaving the EU: Implications for the UK economy, 2016
35
36
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The economic modelling provides a clear illustration of the potential for Brexit to have a lasting impact
on UK prosperity. There are a number of variables that are not possible to model but could also affect
the long-term health of the UK economy outside of the EU. Notably, it is unclear how the EU will react
towards the UK after a vote to leave and this may create challenging circumstances upon which to
build a new trading relationship. Moreover, the future of the United Kingdom could come into question
after a vote to leave and a second Scottish referendum would have an impact on the UK economy.

4.3 The UK economy will be smaller under an FTA or WTO scenario than if we
remain a member of the EU
Under both scenarios, UK living standards, GDP and employment are both reduced compared with
remaining in. The analysis indicates a cost to the British economy of leaving of between £55-100
billion by 2020. This could translate to a loss of income to the average household of around £2,1003,700 in 2020. Total UK employment in 2020 could also be lower in both scenarios – at best there
could be 550,000 fewer jobs and at worst 950,000 fewer jobs relative to remaining in the EU or
unemployment rates of 7% and 8% compared to 5%. By 2030, the post-exit uncertainty should be
resolved and the impacts begin to ease. But, UK GDP could still remain lower than if we are in the EU.
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Two other recently published analyses assessed the economic impact of leaving the EU on the UK –
38
39
by London School of Economics/CEP and Oxford Economics. Both concluded that leaving the EU
could have a negative short-term and long-term impact on UK GDP and loss of income for individuals.

Table 8 – Economic analyses on the impact of ‘Brexit’40
Short-run impact

Long-run impact

In 2020:
• GDP 3.1% lower than counterfactual
(lower by £55bn)
• Household income £2,100 lower
• Employment 550,000 lower than
counterfactual and unemployment
rate at 7%
In 2020:
• GDP 5.5% lower than counterfactual
(lower by £100bn)
• Household income £3,700 lower
• Employment 900,000 lower than
counterfactual and unemployment
rate at 8%

In 2030:
• GDP 1.2% lower than counterfactual
( lower by £25bn)
• Household income £600 lower
• Total employment down by 350,000

CBI/PWC

Optimistic

Pessimistic

In 2030:
• GDP 3.5% lower than counterfactual
(lower by £65bn)
• Household income £1,800 lower
• Total employment down by 600,000

LSE/CEP
Optimistic

Pessimistic

Fall in GDP per capita of 1.3%
If the UK removed all tariffs on
imports from the rest of the world,
GDP per capita would fall by a lesser
amount of 1%
• Overall fall in GDP per capita of
2.6%
• If the UK removed all tariffs on
imports from the rest of the world,
GDP per capital would fall by a
lesser amount of 2.3%

•

Impact by Q2 2018 during negotiations
(the main research focuses on the long
term impact after negotiations):
• UK GDP 1.3% lower by Q2 2018
• The value of the pound could fall by
15%
• Business investment falls by 2.5% in
2017
• Equity prices 10% below baseline
forecast

• “Best case” out of nine scenarios
• GDP 0.1% lower than in baseline
• Rise in business investment of
£2.4bn
• Rise in GDP per head of £40
• “Worst case” out of 9 scenarios
• GDP 3.9% lower than in baseline
• Fall of £21.2bn in business
investment
• Loss of GDP per head of £1,000

•
•

GDP per capita is reduced by 6.3%9.5%

Oxford
Economics
Optimistic

Pessimistic

38

London School of Economics/Centre for Economic Performance, The consequences of Brexit for UK trade and living
standards, 2016
39
Oxford Economics, Assessing the economic implications of Brexit, 2016
40
Each of the studies are based on different assumptions. The LSE/CEP study in the short run focuses on the impact of Brexit
purely through the static trade model and long run figures are based on the dynamic effects of trade on productivity. The Oxford
Economics study looks at the impact of Brexit through trade and investment, regulation, migration and fiscal policy. The
CBI/PwC study looks at all of the same channels with the additional impact of uncertainty.
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Conclusion
The message from CBI members is clear – 80% say it would be better
for their business if the UK were to remain in the EU.
Of the two possible futures the UK faces, the one inside the European Union will best enable business
to grow, create jobs and deliver economic prosperity.
A vote to remain in the EU would secure the benefits business already receives from the EU, and
provide the opportunity to build on them through the Prime Minister’s renegotiation, putting
competitiveness at the heart of the EU. The EU is not only good for business but it also adds £70-90
billion every year to the UK economy and makes the average household is £2,700-3,300 better off.
The CBI recognises that, inside the EU, there will be challenges ahead. But the Prime Minister’s
renegotiation has secured the UK’s special status, ensuring the UK won’t be disadvantaged as the
Eurozone countries integrate.
A vote to leave the EU would put the UK’s economic prosperity at risk. There would be a short term
shock to the UK economy as the uncertainty around the UK’s relationship with the EU deterred both
investors and consumers.
Once a new relationship with the EU has been agreed, the benefits of full EU membership would be
impossible to replicate outside. As a result, the UK economy would remain permanently smaller.
But, it is not only CBI members who believe full EU membership is in the best interests of business.
Whether in the tech sector, automotive industry or one of the UK’s many small businesses, the
majority of firms want the UK to remain in the EU.
Of course, if the UK did vote to leave, the CBI would work to get the best deal for business, but our
members believe the UK’s best future is remaining a member of the EU.

Table 9 – Business polls on EU membership
Organisation

Remain or
benefit

Undecided/don’t
know

Leave or EU is
negative

CBI 2016

80%

15%

5%

TechUK 2016

70%

15%

15%

SMMT 2016

77%

14%

9%

EEF 2016

61%

24%

5%

BCC 2016

60%

9%

30%

Ipsos Mori 2016

83%

2%

12%

ADS 2016

70%

20%

10%

IoD 2015

65%

1%

22%

FSB 2015

47%

11%

41%
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