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policy in a changing world.
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Executive summary

Making good trade policy is difficult, and in today’s
world, considerably more difficult than even a few
years ago. This review provides an independent,
evidence-based assessment of UK trade policy in
2025, in a world where the UK is grappling with:

» Structural economic challenges at home.

» Rising protectionism, often linked to economic
security and intensifying geopolitical competition
abroad.

» Rapid technological change.

> An expanding set of policy objectives, climate
change, biodiversity and inclusiveness, that trade
policy is expected to support.

This review evaluates how current UK trade policies
respond to these pressures, how effectively they
serve the UK's economic interests and broader public
policy goals. It identifies where changes may be
needed to ensure consistency, coherence, resilience,
and long-term prosperity.

The review does this by examining how trade
policies can contribute to productivity and economic
growth while also addressing a broad set of concerns
and commitments around economic security,
sustainability, digital transformation, and social
inclusion. It identifies cross-cutting challenges, some
of the key trade-offs that exist between various
aspects of government policy, suggests areas where
policy coherence is lacking, and proposes actionable
policy recommendations. The review draws on
government data, expert consultations, and public
engagement — including a public call for evidence,
roundtables and a Citizens’ Jury.

This review coincides with, and is intended to
complement, the World Trade Organisation'’s
recently published and excellent report on the UK
under its Trade Policy Review Mechanism (TPRM).
The TPRM process focuses on documenting the
trade and related policies undertaken by countries.
It is less directed at addressing the question “why"”,
nor priorities, or evaluating how trade policies
interact with other policy objectives. But the ‘why’
question does need to be asked, which in turn leads
to consideration of priorities and broader policy
interactions.

That is because the world of trade policy today

is very different to the world in 2016, when the

UK voted to leave the European Union, let alone
the one in which the WTO was created. While
many still support open trade, others, including
some of its staunchest supporters in the past, are
challenging the concept and the multilateral rules
that have underpinned trade. In addition, there are
other priorities, such as economic security, supply
chain resilience, climate change, sustainability, and
inclusiveness, which have become more important
than before. In this context, it is important to know
what is being prioritised, why and how. This is
especially relevant to the UK.

With this backdrop in mind, this review:

® Maps out the key characteristics of the UK
economy and what the UK trades.

e |dentifies UK trade policy priorities.

® Analyses how trade policy decisions are made
- including the role of devolved governments,
advisory bodies, and Parliament.

¢ Evaluates the UK's international engagement,
including WTO participation and free trade
agreements.

e Assesses trade policy through four critical
themes: economic security, trade and the digital
transformation, sustainability, and inclusiveness.

¢ Provides a transparent and systematic
methodology that can be replicated in future
reviews or applied to different policy topics.

This Executive Summary provides a summary of
key messages framed around the pressures and
challenges identified above. In so doing, we draw
upon all the chapters of the report.



7 | UK Trade Policy: An Independent Review

UK trade policy is at a
challenging juncture

This review of UK trade policy takes place
against a backdrop of persistently weak UK
productivity growth. Even before the pandemic,
UK productivity growth had slowed significantly;
since the pandemic, it has trended below the OECD
average. Weak productivity constrains income
growth, competitiveness, and the capacity of the
UK economy to generate improvements in living
standards. Boosting productivity and economic
growth remains the UK Government's central
strategic objective.

Trade policy can help with this: there is a long-
established empirical relationship between trade,
productivity and growth; and firms that trade tend
to be more productive. Exposure to global markets
encourages innovation, allows firms to specialise,
and improves access to inputs, technologies, and
global supply chains. The review highlights that
the UK is relatively open to trade, with a trade-to-
GDP ratio of around 65%. More than 6.5 million
jobs depend on exports, of which 1.5 million are

in manufacturing and 5 million in services. Services
trade in 2024 accounted for 57% of UK exports and
35% of UK imports. Yet only a small share of firms
are engaged in international trade — 11.5% of firms
export, 12% import and only 6.5% of firms do both
and most trading firms are small — roughly 95%

of UK exporters or importers have fewer than 50
employees. It is the smaller firms that are precisely
the ones that find the barriers to trade hardest to
overcome.

However, the ability of trade policy to support
economic growth is constrained by several factors,
starting with significantly higher trade costs between
the UK and its two most important partners, the

EU and the US. The reflects, respectively, the UK's
decision to leave the EU Single Market and Customs
Union, and the US’ unilateral shift to a protectionist
policy stance. The latter development is symptomatic
of a broader trend that poses a significant challenge
to trade and to middle-size economies like the UK:
the undermining of global trade rules, and the use
of trade policy as an instrument of geopolitical
rivalry. While the UK has pursued an active trade
negotiation agenda, concluding a number of Free
Trade Agreements (FTAs) that collectively cover 70%
of UK imports and 61% of UK exports of goods and
services, these may struggle to mitigate the increase
in trade costs with major partners, and more broadly,
a wider shift towards fragmentation in global trade.

Understanding UK trade in a
fragmenting world

The governance of global trade is shifting from a
system based on predictable and enforceable rules
and principles of non-discrimination to one based
on more selective and discretionary arrangements.
Under such arrangements, access to markets may
be conditioned by other factors, notably security or
supply chain considerations. This has been evident
in the US’ unilateral embrace of protectionism and
recent imposition of tariffs across its trade partners,
but is also visible in some of the UK’s other major
trade partners.

The challenge for the UK is that it is dealing with this
change from a position that was already made more
fragile by the effects of leaving the EU. Evidence
suggests that leaving the EU has been associated
with falls in goods trade by up to 30% and services
exports, in affected sectors, by around 16%. The

EU remains the UK's single largest trade partner,
accounting for 41% of UK exports and 52% of
imports, so further reducing trade costs with the EU
is important for the UK. Recent “reset” negotiations
between the UK and the EU may hold promise for
some sectors, such as agrifood and energy. But they
have yet to address the main aspects of UK trade,
such as regulatory barriers or services, which, as
already observed, dominate its economic structure.

Global fragmentation is also an issue for the UK
because its trade is significantly more dependent on
international linkages than is the case for the EU, the
US and China - the UK's three largest trade partners.
Around 28% of the value of UK-manufactured
exports is accounted for by linkages to foreign
sources. Data for exporting firms shows that the ratio
of their services imports to goods exports has risen
substantially in recent years, illustrating both cross-
national dependencies, and dependencies between
goods and services trade.

These linkages highlight the issues that can arise
when partners follow a more selective and restrictive
approach to trade, and condition market access

on other factors. Consider the US-UK Economic
Prosperity Deal (EPD) signed in 2025. While this
provides some shelter from US tariffs, it also leaves
applied rates of at least 10% on UK exports, relative
to an average of less than 3% which the UK has
previously faced. Moreover, the EPD specifies that
access to US markets is conditional on the UK
adjusting to US perceptions of security by reducing
linkages with partners (read China) that the US

may deem hostile to its national security. The rise

of China’s share in UK imports of goods from less
than 3% in 2000, to 11% in 2024, is one of the

main observable changes over the last decade.
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Furthermore, 50% of UK imports from China can be
described as "high dependency” i.e., products for
which China accounts for more than half of the UK's
imports by value. China is also very active in the
Asia-Pacific region, which the UK has targeted as a
priority in its trade expansion.

Positioning UK trade policy -
domestic dimensions and the
scope of policy activism

Domestically, until the publication of the Trade
Strategy in 2025, there has been a lack of strategic
direction for UK trade policy. The Trade Strategy

is an important step, but without clear institutional
structures and processes for trade policymaking, it
risks continuing the piecemeal approach that has
characterised trade policy in the UK for almost a
decade.

The institutional basis for trade policy has evolved
incrementally, through a combination of statutory
(legislation) and non-statutory processes. A key
piece of existing legislation is the Constitutional
Reform and Governance Act (CRAG), passed in
2010, which requires all international treaties to

be laid before Parliament. The principal statutory
bodies are the Trade Remedies Authority and the
Trade and Agriculture Committee, both established
in 2021. Formally, the Devolved Administrations
have no constitutional role in the development of
UK free trade agreements, but they are included in
the UK Government's trade policy processes and
implementation efforts. Without a constitutional
basis, inclusion remains based on goodwill rather
than legal precedent.

In practice, UK trade policymaking is supported by
a range of advisory groups, the name, composition
and purpose of which have changed considerably
over recent years. In addition, many elements

of trade policymaking - public consultations,
parliamentary updates, and negotiation strategies

— remain discretionary. Consequently, significant
elements of transparency, accountability and
stakeholder engagement in the UK's trade policy
process remain non-binding and subject to change.
The balance of opinion from parliamentarians,
external stakeholders and experts is that there is
insufficient scrutiny of trade agreements and that
consultation processes are overly ad hoc and lack
transparency. Relatedly, there is limited regular
reporting on the barriers to trade and investment
faced by UK firms, and on the ex-post assessment of
the effectiveness of trade policy measures and trade
agreements.

The Modern Industrial Strategy and the Trade
Strategy, both published in 2025, are key documents
that set out the broad direction of travel. They build
on strategies and policy orientations developed,

in an incremental and piecemeal manner, by
previous governments. Our analysis reveals a certain
continuity in policy thinking across governments

— though priorities have shifted. Growth has been
the dominant theme, with certain other key themes
considered important, but secondary. These include:
economic security; sustainability (which includes

the UK's legally binding commitment to net zero);
harnessing the digital transformation; and addressing
matters of social inclusion. It is worth noting that

in contrast to policy pronouncements, public
preferences expressed in our Citizens’ Jury, held in
the preparation of this report, and the Government's
Public Attitudes to Trade Tracker, suggest that the
public appears to prioritise these other goals as
much as the goal of economic growth.

The Industrial Strategy prioritises eight sectors, and
identifies interventions that are primarily domestic in
nature, but many of which also have trade spillovers.
Chief among these are interventions that use public
funds, through subsidisation. The Subsidy Control
Act of 2022 was specifically intended to provide
greater flexibility in subsidisation. By and large,
interventions in various sectors have been based

on identifying sources of market failure, usually in
research and development, the scaling of activities,
and barriers to commercialisation. The logic is

also that such interventions will not only address
productivity and growth objectives; they will also
ensure progress against the other policy themes. For
example, correcting market failures affecting digital
technologies such as Al and Quantum computing,
or the production of advanced semiconductors,

can stimulate productivity and growth, while

also furthering economic security and digital
transformation objectives.

To the extent subsidies target market failures

at source, such approaches are economically
defensible, and, as mechanisms to achieve policy
outcomes, are preferable to trade restrictive
measures. However, more attention needs to be
paid to the trade-offs that may exist between various
policy objectives and thus the priorities. Consider
sustainability, for example. The dominant line of
policy thinking is that stimulating domestic “green”
industries can enhance both industrial activity and
environmental outcomes. However, our analysis of
government discourse on the matter shows this line
of thinking also neglects the trade-offs that may
exist, for example, between enhancing the domestic
growth of these industries, versus the efficiencies
that may come from imports and specialisation.
Moreover, existing evaluation frameworks for
interventions using public funds by and large do not
provide for an explicit treatment of trade spillovers,
and the efficiency costs they may create.
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Other aspects of Industrial Strategy that have
important trade policy spillovers include regulation.
Perhaps the most significant area is in relation to
digital activities, given the role of services in UK
trade, and the fact that 70% of services are digitally
delivered. Here, the approach followed by the UK
Government may be characterised as a “pragmatic
one”, in the sense that it has tried to steer a middle
course between the more laissez-faire approach

of the United States, and the more prescriptive
approaches followed by the EU. This is perhaps most
readily seen in the UK's approach to digital markets
and to Al regulation. The question for the UK is

how far this can be sustained as it seeks deeper
integration with various partners. The EPD, for
example, envisions negotiating ambitious provisions
on digital trade, which may require greater
alignment with US approaches. The subject of digital
regulation has, in any event, been a sensitive issue
for the US in trade negotiations.

International positioning -
pragmatism versus principle

The importance of multilateral institutions to

the UK is underscored by its active engagement

in WTO processes. This includes initiatives on
possible reforms to the multilateral trading system,
sponsoring or leadership of various plurilateral
negotiations, including those under the so-called
Joint Statement Initiatives, notably on e-commerce
and on services regulation. The UK has also been
an active proponent of the WTO's work programme
on trade and gender, though arguably there also
remains a substantial domestic agenda here for the
UK to tackle.

The UK also remains an important proponent of

the WTO's development dimension, both through
its Developing Country Trading Scheme (DCTS)
implemented in 2023 and the Economic Partnership
Agreements with developing countries. The DCTS
increases the number of tariff lines eligible for
preferential treatment from 80% to around 90%, and
simplifies rules of origin.

The UK's overall trade policy settings remain liberal.
The introduction of the UK's Global Tariff simplified
UK tariffs, increasing the share of imports coming

in duty-free, on non-preferential terms, to around
70%, relative to 52% under the EU MFN tariff, with
the weighted average MFN tariff falling from 2.1%
to 1.5%. The UK is also significantly more liberal in
services, notably digital services, than partners in the
OECD and the EEA. Data from the OECD point to
liberalising steps by the UK since 2020, specifically
in the area of the movement of people, which is

notable given political sensitivities around this topic.
The Trade Strategy, commendably, highlighted the
importance of imports to the UK economy.

More restrictive elements of policy may be found in
relation to trade remedies. In this area, the UK has
implemented changes that provide more ministerial
discretion on whether to implement remedies. It

is also considering further changes to its approach
to “trade defence” more broadly, and widening
ministerial discretion, though it is not clear what this
may entail. The main reason invoked for these steps
appears to be economic security.

Indeed, a significant aspect of the Trade Strategy
was that it highlighted the rise of economic security
as a paradigm for considering the UK’s positioning
internationally. As observed above, this mirrors
developments overseas. The UK does not have a
formal definition or policy framework for economic
security. But parsing the Trade Strategy and
documents produced by successive governments
suggests that economic security encompasses
notions of resilience to shocks and to coercive
actions by other states, and national security.

FTAs offer one potential mechanism for integrating
economic security with more conventional policy
aims relating to commercial opportunities and
growth. Indeed, many of the UK's FTAs contain
language - even if aspirational - relating to resilience
and security. A challenge to the UK, however, is that
its approach to FTAs has operated on a “WTO-plus”
basis i.e. agreements that seek to go beyond the
WTO baseline. They also reflect a concept of “open
regionalism”: FTAs allow coalitions of partners to
integrate and offer others the possibility to join (as
is the case with the CPTPP). The main challenge is
that this “open, WTO-plus” approach is running into
the more closed, “"WTO-minus"” approach of certain
other partners, principally the US. The EPD is an
example of such a closed, WTO-minus agreement.

The UK's position is that it will be pragmatic in

the sense that it is open to striking arrangements
of an unconventional — and if necessary, WTO-
inconsistent — nature, if it is in its interests to do

so, as with the EPD. In addition, the UK has signed
over 60 “mini deals” i.e., trade agreements that
are, strictly speaking, outside of WTO rules though
not necessarily in contravention of them. While this
might be considered pragmatic, it does not obviate
the basic tension between WTO-plus and WTO-
minus approaches. Nor does it address the fact that
many of the broader issues of interest to the UK -
especially security and sustainability — are collective
action issues which ultimately require multilateral
rules and institutions. Public attitudes in the UK are
broadly supportive of multilateral institutions.
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Conclusions

The review highlights the multiple demands

placed on trade policy, reflecting both domestic
requirements and a challenging, evolving
international environment. Both of these forces
require choosing the right mix of policy instruments
and assessing trade-offs correctly. On the domestic
front, the approach to tackling market failures that
inhibit productivity and other policy objectives, by
and large, draws on the right policy instruments.

A more systematic measurement is needed of the
trade spillovers from these instruments, and their
coherence across policy areas. Internationally, the
UK'’s main challenges reflect the fact that its trade
costs with its two major trade partners — the EU and
the US — have risen , in a context of fragmenting
global trade. Moreover, the US pursuit of a WTO-
minus approach, and pressures on partners to
adhere to this approach, presents the UK with
particularly pointed trade-offs, given its interest in
and commitment to multilateral arrangements.

These observations also point to certain institutional
steps that the UK could take to manage the complex
trade-offs that arise in the conduct of modern trade
policy, including those trade-offs that come from

the role that trade policies are expected to play in
relation to a number of different policy themes.

These steps include:

e Greater transparency and stronger parliamentary
oversight, with clearer negotiating objectives.

® Open consultation, and better evidence to guide
decisions.

¢ A coordinated, cross-government approach to
monitoring and evaluation of trade policies that
would help policymakers understand the trade-
offs involved and incorporate perspectives on
sustainability, inclusion, and regional impact.

¢ Clarifying how economic security fits within the
UK's avowed commitments to openness and
multilateralism, to ensure emerging security-driven
arrangements do not undermine global rules and
take into account impacts on developing countries.
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Recommendations

The report sets out detailed recommendations in
each of its chapters, which the reader is invited to
examine. Many of these are specific to the particular
thematic areas of the study: economic security,
trade and digital, sustainability, and inclusion. We
present here a non-exhaustive list of cross-cutting
recommendations, that can broadly be classified
under the following clusters.

Coherence

* Across government and across policy areas:
There are multiple policy instruments for specific
policy areas — be this digital, climate change,
sustainability or inclusiveness. These are often
in the hands of different departments or even
different units within departments. There is a need
for ongoing assessment to ensure the coherence
and consistency of policy with regard to each
objective and across government departments.

¢ Across agreements: The Government should
undertake an assessment of the overall coherence
of the UK’s FTAs and other trade agreements
(mini-deals) with a clear focus on the objectives,
on the consistency between the provisions on
common policy areas across the agreements, and
on the effectiveness of those provisions.

* Between domestic and international policy: For
greater effectiveness of policy, there should be
greater connection between the UK’s multilateral
engagement in trade policy, and policy in and for
the UK. Examples of this include policy towards
sustainability and fossil fuels, or policy with regard
to trade and gender.

Institutional strengthening

* Improve scrutiny by parliament of trade
agreements. More generally, trade agreements,
including ‘non-binding legal instruments’ (mini
deals), should be made more transparent with
regard to what is being negotiated, with whom, by
whom, and with what purpose and legal effect.

¢ Westminster should build on progress in
engagement with the Devolved Administrations
through the Intergovernmental Relations
Review and consider a formal role for Devolved
Administrations in UK trade policy. Without a
constitutional basis, inclusion remains based on
goodwill rather than legal precedent.

¢ There should be greater consideration given to
overall trade strategy, trade priorities and the
effectiveness of trade policy than is currently the
case. In so doing, it is important to include the
voices and needs of the business community,
other stakeholders and experts. These can also
raise private sector and broader societal concerns,
for example, with regard to inclusiveness or
sustainability. To achieve this, we recommend
restructuring the Board of Trade as a non-
departmental independent public body working
alongside government and stakeholders.

® The UK Government should publish an annual
report on UK trade policy, with an assessment of
UK trade performance and UK trade agreements
(including their utilisation and performance),
as well as an assessment of the trade barriers
faced by UK firms. Such a report could be the
responsibility of a reformed Board of Trade.
This would provide a summary of what has
been achieved, as well as identifying ongoing
challenges. Reports could include ex post
assessment of policies, their efficacy, and the
extent to which the objectives have been realised.

¢ Consultative processes could be enhanced,
both through more systematic consultations
with businesses on trade policy measures, in the
negotiation of agreements and in their operation
and discussions of amendments and further
provisions and by ensuring effective participation
of stakeholders beyond businesses. This would
contribute to more informed and more inclusive
policy making.

® An evaluation of public preferences and values
attached to international trade and integration
is desirable. Understanding and taking on board
public attitudes to trade matters for the legitimacy
of policymaking and to enable policymakers to
assess the trade-offs and the priorities.
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International positioning

* While the rules-based multilateral trading
system is currently under considerable strain, its
fundamental principles of non-discrimination,
reciprocity, and transparency remain fundamental
to growth, prosperity, and fairness. The UK should
continue its positive initiatives on possible reforms
of the multilateral trading system. As a long-
time advocate of the rules-based system, and an
economically significant trading country, the UK
has the potential to be an important convenor
and facilitator of such discussions, a role it played
historically, including when it was an EU Member
State.

e The UK needs to balance pursuing its domestic
public policy interests with regard to growth,
economic security, sustainability and inclusiveness,
while playing by the ‘rules of the game’. For
the reasons outlined above, this should involve
adhering to the multilateral rules-based system.
Where the Government has stated that it reserves
the right to deviate from WTO rules, it should
be clear on how it plans to reconcile this with its
professed commitment to the rules and how it
intends to assess the balance of risks and benefits
and trade-offs of these competing positions.

* Given the prominence of economic security
as a theme, the UK would benefit from having
a policy statement on the matter. This would
include a discussion of the principles and routes to
intervention on grounds of economic security, how
it will respond to pressure and economic coercion
from its trade partners, and how it would consult
on the need for further legislation.

e The UK needs to work closely with ‘like-
minded’ middle-power countries to help steer a
cooperative path which respects the principles
of the rules-based international trading system.
This should include continuing to pursue free
trade agreements with partner countries, in part
as a means for further trade liberalisation, and in
part to allow for the inclusion of issues which go
beyond economic growth and market access but
impact sustainability, inclusiveness and possibly
economic security. Given the role played by the EU
in UK trade, reducing the trade costs imposed by
the UK's exit from the EU is an important priority.

Support for businesses

® In support of the government'’s growth objectives,
there is a need for practical and coordinated
policy (e.g. advice, finance, taxation policy, trusted
advisor, business mobility, trade diplomacy)
to support business, especially SME's, having
access to imports, entering export markets and
expanding sales.

¢ Collaboration on matters of regulation and
broader policy objectives with partners that differ
widely in their institutional arrangements presents
complex challenges. The UK should aim for
mutual recognition agreements in order to reduce
technical barriers to trade by decreasing the need
for products to be retested, inspected or certified
for export markets.

e There should be greater recognition in trade
policymaking of the importance of services trade
and the linkages and synergies between services
and goods trade, and thus on services and goods
trade policy. As a services economy, UK trade
policy should address services trade barriers
and consider whether more could be achieved
both in FTA negotiations with sector-specific
commitments, as well as through agreements
between regulators, memoranda of understanding,
sector-specific behind-the-border unblocking of
specific issues, and business mobility.

e Business is more vulnerable to the actions of
state backed actors, transnational crime, natural
disasters, and geopolitical tensions than ever
before, and is increasingly subject to supply
chain regulatory requirements. This requires
more communication, information exchange and
closer partnerships between the state and the
private sector. It also leads to a greater need for
governments to help businesses (especially SMEs)
with regard to regulatory compliance, managing
risk and considering when the Government may
need to underwrite risk.

¢ Policy needs to recognise that there are both
winners and losers from changes in trade and
trade policy, and differential impacts on firms,
workers, consumers and regions. An inclusive trade
policy requires effective adjustment and mitigation
levers for those negatively impacted. In part, this is
important to ease the social costs, in part this is to
facilitate adjustment and transition and in so doing
contributing to higher long-run rates of growth.
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Introduction

Why undertake an
independent review of
trade policy?

Making trade policy is difficult and, in today's world,
arguably more challenging than ever. This is due

to a confluence of factors, including long-standing
concerns about environmental issues, equity and
human rights, and more recently concerns reflecting
the interplay of technological change, geopolitics
and economic security. Trade policy has also had to
contend with the effects of global events, such as
pandemics, migration, and wars. Increasingly, there
are also concerns about the ability of the rules-based
world trading system to deal with these challenges,
especially with regard to economic security.

In this context, this report provides a comprehensive
review of the UK’s trade policy and the extent

to which it addresses today’s challenges. This
involves understanding the key features of the UK
economy and the international context in which it
operates, identifying the objectives and priorities
of UK trade policy, the policy instruments used and
policy decision-making processes, and how they
aim to contribute to broader public policy goals.
The timing of this report coincides with the World
Trade Organisation’s (WTO) review of the UK under
the auspices of the Trade Policy Review Mechanism
(TPRM).

The WTO review is the first of the UK since the

UK reacquired competence over its trade policy
following its exit from the European Union. The WTO
TPRM was established in 1989, during the Uruguay
Round trade negotiations, and was intended to
enhance transparency and understanding of global
trade policy.’

The formal WTO process takes the form of a periodic
review. It is based on reports published by the WTO
secretariat, and by the authorities of the country
under review. These reports are then discussed at
meetings of the WTO's Trade Policy Review Body
(TPRB), with WTO Members having the opportunity
to put questions in writing to the member under
review.? In the case of the UK the TPRB meetings
took place on 28 and 30 October 2025. This formal
process was never intended to be an end in and of
itself, but rather to be a starting point for an ongoing

dialogue on the functioning of trade policy.® It is to
that ongoing process which this report intends to
contribute.

It is worth noting that trade policy is a broad term.
It is customary to distinguish between direct trade
policy instruments and other policy instruments that
may not be directly aimed at trade per se but are
likely to have trade effects that can be substantial.
A trade policy instrument is a tool whose primary
intention is to impact or regulate international
trade in either goods or services and thus modify or
influence trade flows between countries. Examples
include tariffs, export subsidies and controls, or
limits on the number of foreign service providers.
These instruments impact either the ability of other
countries to access your market or your ability to
access their market. Other policy instruments, such
as innovation policy, domestic regulation, taxes on
environmental externalities (such as carbon pricing),
or industrial subsidies, have as their primary goal
non-trade objectives but are likely to materially
impact trade. The distinction is implicit in the
structure of trade rules: these are comparatively
more stringent in relation to the “direct” trade policy
instruments, and more permissive in regard to other
instruments, in relation to which the focus of rules is
to mitigate the extent of trade policy spillovers.

In practice, the two types of policy instruments

are closely related as changes in trade policy will
also impact non-trade objectives, and changes to
other policy instruments will impact trade. Indeed,
the role of these other policy instruments has
become progressively more important. This is partly
because tariffs have fallen globally (recent events
notwithstanding), and because of the growing

role of services trade. The primary trade measures
affecting services are really about the contestability
of domestic markets, and regulatory issues are
particularly important in services. The interaction
between “trade” and “other” policy instruments has
been further reinforced by the pursuit of multiple
policy objectives, such as environmental goals and
economic security, that have domestic and global
dimensions with significant trade policy interactions.

In assessing any country'’s trade policy, and in

the ensuing chapters, it is therefore important

to evaluate both types of instruments, while also
recognising their specific roles. Key questions in this
regard are whether the correct policy instruments
have been assigned to the designated policy
objective, and the degree of policy consistency and
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coherence. Such an assessment necessarily requires
a thematic approach, i.e. one that identifies specific
policy topics that are a priority to governments,
and that provide the context for trade policy, in
particular, the use of instruments that have trade
policy spillovers. This report takes such a thematic
approach with chapters on economic security,
digital trade, sustainability and inclusiveness, a
selection that is based on a textual analysis of UK
Government policy priorities within the evolving
global context for trade policy (see below).

The thematic approach is the principal point of
differentiation between this report and the WTO
process, and specifically the WTO Secretariat’s
report. In following this thematic approach, we aim
to support the overall objective of transparency that
lies at the heart of the TPRM. Moreover, by following
a thematic approach, and by exploiting new
analytical methodologies, the report seeks to model
how modern trade policy reviews can be done. This
is particularly the case given the complex challenges
facing trade policy in the current global context.

The evolving global context
for trade policy

It is useful to place the current challenges in a
historical context. Trade policy has always been
about economic benefits mixed with addressing
foreign policy concerns, while also responding to
domestic political economy pressures. For centuries
and up to the mid-19th century, the approach to
trade in most countries was largely mercantilist. This
meant that the objectives of trade policy focused on
maximising exports relative to imports, protecting
domestic industries from foreign competition

and encouraging infant industries. An additional
objective was revenue generation. This approach
was prevalent especially during the early 19th
century, as countries - notably in the US and Europe
- sought to build their industrial bases.* From the
mid-19th century onwards, there was a shift to
more liberal trade regimes with reductions in tariffs,
as seen in the repeal of the Corn Laws in the UK,
and the signing of trade agreements such as the
Cobden-Chevalier treaty between Great Britain and
France in 1860.

Following the First World War, many countries

were faced with reconstruction, the demobilisation
of millions of soldiers and integrating them into

the workforce, the pressure of war debts, (hyper)
inflation and considerable instability. Especially with
the onset of the Great Depression, which began in
1929, this led to a rise in nationalism and economic
pressure to protect domestic industries with tariffs as

a perceived necessary defensive measure. This was
exemplified by the Smoot-Hawley Tariff Act of 1930
in the US, which raised tariffs to record levels, and in
turn, led to a cycle of retaliation by other countries
and a collapse in world trade. At the same time and
partly in response, Britain also sought to encourage
and liberalise trade within its empire with the 1932
Ottawa Agreements.

The post-World War Il period saw a substantive
shift towards trade liberalisation and economic
cooperation based on principles of non-
discrimination. In particular, the principle of Most
Favoured Nation (MFN) treatment was strongly
advocated by the US, which had formed the view
that the system of imperial preferences and bloc
rivalry between powers was one of the driving
forces behind the conflict. After a certain degree
of resistance, by the UK in particular, MFN was
adopted, along with National Treatment, as the
foundational principles of trade via the establishment
of the General Agreement on Tariffs and Trade
(GATT) in 1947. Under the GATT, eight “rounds” of
trade negotiations were held, the last of which was
the Uruguay Round of trade negotiations (1986-
1994), and which led to the creation of the WTO in
1995. Tariff levels fell from roughly 22% on average
in 1947 to around 5% after the Uruguay Round. The
creation of the WTO also included the extension

of trade rules to services and intellectual property,
reflecting reforms undertaken by countries globally.
Trade policy reforms and rule-making led to a
dramatic rise in trade and economic growth.

The key principles of that post-World War I
approach were the multilateral liberalisation of
barriers to trade, non-discrimination, reciprocity
and transparency all within a rules-based system.
Those rules aimed to ensure predictability, fairness,
stability, and dispute settlement.

This post-World War Il approach to trade policy was
premised on the recognition that trade openness
and multilateral trade liberalisation — based on

the preceding principles — would lead to higher
rates of economic growth and thus improved living
standards. The trade related drivers of growth are
typically thought to be innovation, competition,

the diffusion of knowledge and spillover effects,
gains from economies of scale and the gains from
specialisation, underpinned by investment.

This approach to trade policy led to decades of
global economic integration driven by the lowering
of policy barriers to international trade in goods

and services, as well as investment, and to a lesser
degree, the mobility of people, as well as reductions
in transport and communication costs across
countries. This is often referred to as “globalisation”.
The term may be overused, but at its heart was the
geographic unbundling of different parts of the
production process, enabling production of those
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parts to take place in different locations / countries,
and as businesses sought greater efficiencies
through specialisation and scale. The unbundling was
driven by and favoured the diffusion of knowledge
and innovation all contributing to economic growth.

At the same time, the process of globalisation

led to distributional consequences — winners and
losers. The most direct and visible winners were
consumers, who benefitted from a greater variety

of goods at lower prices, which translated into
increased purchasing power for households. On the
production side, the winners were primarily firms and
workers in export-oriented sectors. Many firms that
import intermediate goods and raw materials also
benefitted from lower costs, helping to increase their
competitiveness and profitability.

However, not all firms and industries gain as there is
also contraction and market exit by firms. The most
significant negative impacts were felt by workers and
firms in import-competing industries, which are the
most directly exposed to competition from cheaper
foreign goods. Such negative effects are often highly
concentrated, impacting specific regions or towns
that may be heavily reliant on a single industry, such
as manufacturing. Indeed, typically the benefits —
lower prices and greater choice — are usually widely
dispersed across consumers. In contrast, the losses
— job cuts and factory closures — are typically more
concentrated and therefore more deeply felt by a
smaller group of workers and their communities.
Hence, from a political economy perspective, the
losses are felt more acutely and the “losers” have

a much stronger incentive to organise and lobby
against trade liberalisation. The negative effects of
trade may also fall disproportionately on less-skilled
workers and on regions with a high concentration
of traditional, import-sensitive industries, which

can exacerbate existing inequalities and be of long
duration.

The post-World War Il approach was also predicated
on a belief, and by and large consensus, that closer
economic integration as well as delivering higher
rates of economic growth, would result in greater
interdependence between economies, which in turn
would be a force for greater international political
stability.

Contemporary challenges for trade policy

That consensus and the rules-based system are now
under strain due to several interconnected factors,
which are listed below. These are purposely not
listed in any order of importance, as views on which
are more significant vary, but most of what is listed
below appears in current discussions:

Low rates of economic growth. This impacts
on standards of living and public perceptions
of domestic and international policy, and raises
concerns regarding the distributional effects of
economic integration.

Unforeseen ‘events’ which materially impact

on people’s lives and livelihoods. For example,
Covid-19 or extreme weather events, which have
highlighted concerns about the resilience of supply
chains and economic security.

The political or economic actions of other nation
states. These are wide-ranging, such as the Russian
invasion of Ukraine, the tariffs and related policies
introduced by the current US administration, or the
various export restrictions introduced by China.

Rapid changes in technology and digitalisation.
This has consequences for jobs and
competitiveness, and impacts what is traded

and how it is traded. The emergence of digital
technologies marked by high degrees of
concentration and market power has also created
more scope for policy interventions, whether in the
form of industrial policy to develop “home-grown”
capability to reduce reliance on foreign suppliers,
and / or regulatory measures to deal with the
possible economic and public policy effects of
dominance.

Climate change, and heightened public and policy
concerns about global warming, the environment
and biodiversity.

Heightened public perceptions about the benefits
of globalisation, the impact on workers, concerns
about the cost of living and thus what people want
from trade policy.

As a result of these factors international trade policy
is currently being made in a climate of low growth,
increased polarisation within countries, increased
geopolitical tensions (notably between the US and
China) decreased trust between countries, increased
policy interventionism (ranging from industrial policy
to the introduction of trade barriers which explicitly
discriminate between countries), and the decreased
belief by policy makers in the ability of the private
sector to manage risk. Interdependence, which

was believed would lead to greater international
stability, is being increasingly weaponised such that
in the eyes of some, interdependence is no longer a
strength of the system but a weakness.

This has led not only to changes in approaches to
trade policy per se but has also seen the rise of
industrial policy. As with trade policy, the primary
motivation for industrial policy is typically economic
growth. Industrial policy, however, is explicitly
concerned with domestic policy concerns — be they
to do with growth, the distribution of economic
activity, or domestically-focused policy interventions
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ranging from investment, innovation or the
regulatory framework.

As a result of all the preceding, while the growth-
enhancing effects of trade continue to be seen as

a central trade policy goal, other factors now come
into play more strongly than was previously the case.

The factors concern:

¢ Equity: This includes issues ranging from jobs,
labour rights, regional development, Small and
Medium Size Enterprises (SMEs), gender, and
impacts on developing economies.

e Sustainability: Primarily concerning climate
change, biodiversity and the environment.

¢ Economic security: This is difficult to clearly define
but is essentially concerned with a country’s ability
to protect its economy from internal and external
threats like supply chain disruptions in critical
sectors, economic coercion, and cyberattacks, and
to maintain its growth and stability.

The principles of multilateralism, trade liberalisation,
non-discrimination, reciprocity and transparency, and
adherence to a rules-based system outlined earlier
are all being challenged by one or more of the
above factors.

Structure and organisation of
this report

UK trade policy is being shaped within this complex
context. This underscores our opening observation
that trade policy is challenging and reinforces the
view that assessing trade policy needs to go beyond
primarily focusing on a cataloguing of measures.
For these reasons, this report takes a thematic
approach which assesses the ways in which policy is
responding to these broader challenges.

The report draws on a range of information and data
sources to detail the key relevant elements of the
UK's trade policy. These include:

¢ Data provided by UK authorities and international
organisations, and our analysis of these;

¢ Government publications and statements, from
2019 onwards, including the recently published
Industrial Strategy and Trade Strategy;

® The (trade) agreements the UK Government has
signed with other countries (which may or may not
be legally binding);

® The authors’ expert knowledge as well as that
of other trade specialists, and various forms
of consultation, including a call for evidence,
roundtables, and a Citizens' Jury, which helped us
understand people’s priorities with regard to trade
and trade related issues.

The report consists of eight chapters:

Chapter 1: We present an overview of UK trade and
economic performance. This provides important
context as to what the UK trades, with whom, and
how, and how this has evolved over time.

Chapter 2: This is primarily based on a detailed
examination of a range of government documents
which we refer to as the ‘trade corpus’. The aim is
both to understand UK trade policy and provide a
systematic and robust methodology applicable in
future years, or by other countries, or other policy
contexts.

Chapter 3: Details the main domestic processes
and legislative frameworks through which the key
elements of UK trade policy are made. We also
discuss the more informal consultative arrangements
in place through advisory groups, as well as the role
of the UK Devolved Administrations in the making
of UK trade policy. The chapter also discusses the
UK trade remedies regime, the subsidy regime, and
business support policies.

Chapter 4: Examines the aspects of trade policy
that are based on international agreements or
coordination with other countries. We consider the
UK's role and position in the WTO. This includes
Free Trade Agreements (FTAs) conforming to WTO
rules and what may be more loosely described as
mini deals, as well as policy towards developing
countries with discussion of the UK Developing
Country Trading Scheme (DCTS) and its Economic
Partnership Agreements (EPAs).

Chapter 5: This identifies the different ways in
which economic security has become an important
focus of trade policy. It highlights the wide range

of objectives that come under the umbrella of
economic security, the possible trade-offs that exist
between these objectives in and of themselves, and
in relation to economic growth. It then examines
how economic security is addressed in the UK
through its policy positioning and legal frameworks,
and how economic security questions are addressed
in trade agreements.

Chapter 6: Explores the complex relationship
between the digital transformation and
international trade. We focus on how trade has
influenced digitalisation, and on how digitalisation,
by reshaping trade and economic activity, can
contribute to productivity and economic growth.
We examine the dimensions of digital and trade
interaction and provide a background to the UK's
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digital trade trends and comparative advantage.
We then explore the policy and regulatory settings
that impact digital trade in the UK and the trade
policy measures and arrangements internationally,
including FTAs, digital agreements and other forms
of cooperation as well as through the WTO.

Chapter 7: Reviews the relationship between trade
and sustainability in UK trade policy. It highlights
the UK Government's core goals and objectives
relating to trade and sustainability, and the relevant
trade policy instruments proposed and adopted,;
what trade-offs between sustainability and trade

are addressed in UK trade policy; and how the
Government's core goals, objectives and trade policy
instruments align with business and UK consumers’
priorities.

Chapter 8: In this chapter, we examine how trade
policy impacts two dimensions of inclusivity:
employment and gender outcomes in the UK. We
recognise that these are also closely related to other
dimensions of inclusivity — such as impact on small and
medium-sized enterprises and regional disparities — but
those topics fall outside the scope of this report. We
first consider the overall framing of trade and labour

market outcomes, and trade and gender outcomes
respectively, then move on to a discussion of their
inclusion and treatment in UK FTAs.

Finally, it is perhaps worth noting what this report does
not do. First, there are inevitably areas of policy which
we have not covered - either because we considered
them out of scope, or because we had to draw the
line somewhere. The list of these might include the
causes of week productivity performance, challenges
and options for WTO reform, detailed analysis of

the Industrial Strategy and sector plans, an in-depth
discussion of broader regulatory and digital policy
settings, a comprehensive review of the landscape of
UK domestic policy with regard to sustainability and
the impacts on trade and trade policy on SMEs or on
regions.

Second, this report is not intended as a forward-
looking “trade strategy”. The focus is on detailing and
understanding UK trade policy priorities, and on the
basis of those priorities assessing the policy framework.
Assessing policy inevitably leads to recommendations
as to what else could be done, or what could be done
‘better’. Hence, at the end of each of chapters 3-8

we provide a set of recommendations based on our
analysis and on our consultations. The spirit behind our
report and recommendations is that we aim to provide
an informed critique of UK trade policy, and not a
criticism. Indeed, there is much to be welcomed with
regard to UK trade policy and its articulation in a trade
strategy, and this report should be read in this light.

References
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Trade Organisation.
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3 Thus, Section B of Annex establishing the TPRM states: “Members recognize the inherent value of domestic transparency of
government decision-making on trade policy matters for both Members’ economies and the multilateral trading system, and
agree to encourage and promote greater transparency within their own systems, acknowledging that the implementation of
domestic transparency must be on a voluntary basis and take account of each Member's legal and political systems.” (emphasis

added).

4  This can be seen in policies such as high tariffs, especially in the US and the Corn Laws in the UK (1815-46).
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and economic performance

Chapter overview

This chapter provides an empirical backdrop to the remainder of this report based on descriptive statistics on
the UK's economic performance, on UK trade patterns, and how they have evolved over time. We also provide
information on the number of UK jobs associated with UK trade, as well as looking at investment flows.

Key points

UK productivity and GDP growth have lagged
behind comparator countries over the last decade
or more.

The UK is a relatively open economy, with the
sum of exports and imports of goods and services
relative to GDP of around 65%. This underscores
the importance of international trade to the UK
economy.

The UK is predominantly a service economy, with
a services share of 54% and 34% in total exports
and imports respectively. In 2024, 70% of those
services exports were digitally-delivered.

The UK’s top exports and import partners in 2023
were the EU, the US and China, accounting for
41%, 22% and 4% of UK exports of goods and
services; and 52%, 13% and 7% of UK imports of
goods and services, respectively.

Out of all UK firms, a relatively small share are
directly involved in either exporting (11.5%) or
importing (12%), and only 6.5% of firms both
export and import.

Only just over 60% of UK exports and less than
40% of imports are undertaken directly by

firms classified as producers, the remainder is
undertaken by distributors or by firms classified as
service providers.

Trade is important for UK jobs with over 30% of
UK employment directly associated with firms that
export. Excluding agriculture, finance and public
administration, and defence this accounts for
more than 6.5 million employees.

Of the 6.5 million export jobs, just under 5 million
were in services, and just over 1.5 million were in
goods / manufacturing. In turn, this highlights

the significance of services exports for the UK
economy.

Since 2015, employment growth in the UK has
occurred primarily among non-exporting as
opposed to exporting firms, and primarily in
services sectors as opposed to manufacturing.
Manufacturing firms that export have seen a
decline in employment, and particularly male
lower-skilled employment.

On average, the share of foreign intermediate
inputs used in UK exports is just under 16% in
total, and 28% for manufacturing, and 43% of
this is from the EU. This reflects the UK’s close
integration in global value chains, especially
those of the EU.

Over the last decade, there has been a significant
rise in the closer interlinking of goods and services
exports in two dimensions: the use of imported
services as inputs for final exports, and the
bundled exporting of services with goods by firms.

Data on inward Foreign Direct Investment (FDI)
into the UK suggests that investment, of which
services are the most important element, has
barely recovered following a substantial dip

in 2020. In contrast, UK outward FDI, again
primarily in services and within that business
services, has risen and to a comparable degree
as the US and the EU.

Empirical evidence suggests that leaving the

EU has impacted negatively on UK exports and
imports of both goods and services, relative to
what would have been otherwise the case. The
estimates vary, with upper-bound estimates
suggesting that the impact could be as high as
a decline of 30% for UK trade in goods (both
exports and imports) with the EU and a decline
in exports of 16% for those services sectors with
larger rises in trade barriers.




19 | UK Trade Policy: An Independent Review

1.1 Trade and economic
performance

1.1.1 UK productivity and economic
growth

Before looking in more detail at UK trade, we first
provide a brief overview of the overall performance
of the UK economy. This is important because, as will
be seen in Chapter 2, the main objective of UK trade
policy is to increase economic growth.

UK economic performance since the financial crisis
of 2008 is often described as being characterised
by a ‘productivity puzzle’ which essentially refers
to comparatively low productivity in the UK, and,

Figure 1.1: GVA per hour worked - 2023

closely related, the low growth of UK productivity
and thus economic growth over this time period.
These graphs shed some light on this. Figure 1.1
gives the gross value added per hour (GVA/hour)
worked for the UK and a range of comparator
countries for 2023 (which was the latest year for
which the data was available). GVA/hour is often
used as a proxy measure for labour productivity. In
Figure 1.1 it can be seen that UK labour productivity
is roughly 25% lower than in the US, and 10% lower
than in Germany and slightly lower than that of
France, but it is higher than the European Union (EU)
average or the other countries in the figure.

GVA/ hour (ratio)

us

Germany France UK
Source: OECD productivity database

EU27 Australia Canada Italy Japan

Countries

If we consider changes over time, Figure 1.2
tracks UK GVA/hour worked for the same group of
countries, and in each case relative to 2015. What
is noticeable is that UK labour productivity growth
was lower than all the countries other than France
from 2015 onwards, and unlike most of the other
countries has stagnated since 2020.

The next figure, Figure 1.3, shows the change in

UK GDP (Gross Domestic Product) (volume index)
relative to 2015, for the UK and for all the OECD
countries, as well as the OECD aggregate.” From
this, it can be readily seen that UK GDP growth was
towards the bottom of the OECD group of countries
and there was a sharper contraction in 2020 for

the UK in comparison to the OECD and most other
countries followed by a recovery, which again was
lower than the OECD average.
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Figure 1.2: GVA per hour worked relative to 2015
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Figure 1.3: Change in GDP over time - OECD and the UK
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It is not within the scope of this report to discuss the
causes of this relative performance and UK productivity
puzzle in detail, but it is worth highlighting some of
the key factors which the literature has identified as
explaining this low productivity growth. Those factors
include: a lack of investment, both public and private,
in capital and skills; the poor diffusion of technology,
innovation, and productivity-enhancing practices both
across firms and between different regions of the UK;
the lack of coherence in policy across institutions;

the quality of UK infrastructure; and poor quality of
management.?

This poor comparative performance of the UK
economy also helps to explain why the focus of UK
policymaking by both the current and preceding
Governments is on economic growth. The factors
driving that poor performance provide an indication
of the constraints and issues that policy (and in the
context of this report, trade policy) needs to address
to improve UK economic performance.

1.2 The role of trade in the
UK economy

1.2.1 Openness to trade

We now turn to considering the relative importance
of international trade both in goods and services
for the UK and some comparator countries. This

is typically given by a measure of openness, which

takes the ratio of total trade in goods and services to
total GDP. This is given in Figure 1.4.

There are several features worth pointing out. First,
the UK'’s openness to trade (measured by the ratio
of imports and exports to GDP) is currently around
65% which highlights the importance of trade for
the UK economy, and thus the potentially significant
impact that changes in trade can have both on
overall economic activity in the UK, but also on the
distribution of that activity.

Second, there is a wide variation in openness across
countries. The UK's level of openness is thus roughly
the same as the average for the OECD but lower than
that of the EU as a whole (which is close to 100%),
and higher than that of the United States (US) (which
is just over 20%). It is important to note that levels
of openness do not necessarily reflect whether or
not a country is more or less protectionist. The US,
for example, typically has a low level of openness
because its size means that it is able to supply many
more goods domestically and thus is less reliant on
trade.

Third, if we look at changes over time, we see that
for the OECD as a whole, openness has risen from
26% to 58% over the time period, and for the UK
from 43% to 64% while also fluctuating more. For
the last decade or so, UK openness has changed
very little, though there was a decline in 2023. This
compares markedly to the EU, which has seen a rise
in openness since 2023 from 84% to 95%. Finally, it
is worth remarking on the decline in the openness of
the Chinese economy from above 60% to below 40%
since 2004.

Figure 1.4: Openness — Trade in goods and services as a share of GDP for selected countries
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The importance of international trade for the UK is
not only reflected in the share of trade in UK GDP
and in the value of UK exports and imports, but

also in the number of enterprises involved in UK
trade, the types of firms that engage in trade, and
the numbers of workers engaged in trade either
directly or indirectly. Each of these is discussed in the
following subsections.

1.2.2 UK firms and trade

Office for National Statistics (ONS) estimates
indicate that in 2023 (the latest year for which data
is available), out of a total number of UK enterprises
of just over 2.4 million, there were nearly 280,000
firms exporting and over 290,000 firms importing.®
The shares of the firms that engage in either exports
and imports in total and separately for goods and
services is given in Table 1.1.

Table 1.1: Share of Firms that Trade (2023)

The first row of the table indicates that, in total,
11.5% of UK firms export, 12.1% import, 6.5% of
firms both export and import, and 17% of firms
either export or import. An important feature of this
data is that the overwhelming majority of firms that
engage in trade are small firms (defined as those
with between 1 and 49 employees). Out of all the
firms that either export or import goods or services,
95% of these were small firms. However, the overall
importance of trade for small firms is lower: Out of
all small firms the share that engaged in international
trade was only just over 16%. This means that 84%
of small firms do not directly engage in importing

or exporting. Conversely, if we consider large firms
(those with more than 250 employees), more than
55% of these firms engage in international trade.

% of firms that are:

Exporters Importers
Total 11.5 12.1
Goods 4.1 6.7
Services 8.4 7.0

Both Exporter and Either Exporter or

Importer Importer
6.5 17.0

2.6 8.2

4.1 11.3

Source: Own calculations from the ONS, Annual Business Survey exporters and importers, June 2025

1.2.3 Producers, distributors and services
firms in UK trade

Figure 1.5 and Figure 1.6 consider another
characteristic of UK trade. We focus only on trade in
goods, and examine, over time, the extent to which
that trade is undertaken by producers, distributors or
services firms.*

There are at least two interesting features which
emerge from this data. First, it can be seen that

just over 60% of UK exports and less than 40% of
UK imports are undertaken directly by firms who
consider themselves producers. This suggests that a
high share of UK goods exports is either undertaken
by distributors (as opposed to by the producers
themselves), or by firms which are classified as
services firms. Each of these latter categories
account for around 20% of UK exports. Similarly,
when it comes to imports of goods just over 50% is
carried out by firms classified as distributors.

From a trade policy perspective, the composition of
firms engaged in trade is important, especially when
broken down at a more detailed sectoral level. For
example, the data indicates that in 2020, 76% of UK
exports of textiles and clothing were undertaken

by distributors. By 2022 this had declined to 63%.

A good part of this decline in the share (and value
of exports by distributors) was driven by a decline

in exports to the EU. A plausible explanation for
this decline in textile exports by distributors is the
difficulty such exports would have had in satisfying
the rules of origin requirements for duty-free access
to the EU. In comparison, the share of producers

in the exports of ‘advanced manufacturing and
machinery’ is over 80% and these firms may well
have been less affected by the rules of origin
requirements, as there was sufficient domestic
content to meet the requirement. This indicates that
how trade takes place and who does the trading
varies considerably across sectors (and no doubt also
between firms within a sector), and changes in trade
policy will thus have differential impacts.
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The second interesting feature concerns changes
over time, and in particular, since 2020 hence around
the time of the UK’s exit from the EU. With regard
to exports, we see a clear decline in the share of
exports undertaken by distributers and a modest

Figure 1.5: Export shares by firm type — 2012-2022

decline in the share undertaken by producers,

with a rise in the share of services firms engaged

in exporting goods. On the import side, and
conversely, we see a decline in the share of goods
imports by services firms and rise by both producers
and distributors.
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Figure 1.6: Import shares by firm type - 2012-2022
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1.2.4 Jobs in trade

As discussed earlier, the share of imports and exports
in UK GDP is a little under 65% and this highlights the
importance of international trade for the UK economy.
This importance is then reflected in the number of jobs
that are associated with the trading activities of firms.
One important dimension of this concerns the levels of
employment, and changes in those levels associated
with exporting firms. This is also particularly relevant
with regard to the discussion regarding the winners
and losers from changes in trade and trade policy.
Those changes in trade, which may be policy induced,
typically lead both to changes in specialisation across
industries according to comparative advantage, and
within industry changes depending on the underlying
competitiveness of firms. This leads to firms contracting
/ expanding, new firms entering the market, and some
firms closing down, as well as changes within existing
firms. In turn, all these changes will impact the levels
and composition of employment in the economy.

The result may not only be immediate job losses but
also gradual erosion of local economies, especially in
regions that rely heavily on these sectors.

In this section, we present evidence on those levels and
changes in composition, where we draw heavily on a
recently produced ‘jobs in trade’ database.® The data
is for the period 2015-2022, and covers a substantial
proportion of the UK economy. Notably, however,

and because of the nature of the underlying surveys,
the database excludes financial services, agriculture
and public administration and defence. The sectors
covered account for just under 24 million full-time
equivalent employees in 2022.¢ Of these, nearly 6.5

million employees, which accounts for 31% of the
total, worked for exporting firms.” This figure only
takes into account the direct employment associated
with exporting and does not take into account indirect
employment associated with domestic firms which
supply inputs to those firms that export. As we saw
earlier, only a small proportion of UK firms (11.5%)
directly engage in exporting, but many more will be
indirect exporters.

It is important to note that the share of workers
associated with exporting activities varies considerably
across sectors and industries. Hence, of the 6.5 million
export jobs, just under 5 million were in services, and
just over 1.5 million were in goods / manufacturing.
This underlines a distinctive feature of the UK which is
its reliance on services and services exports for the UK
economy. Also important is the role of digitally enabled
exports in finance, business services, and creative
industries. OECD research indicates that around 3.2
million UK jobs were directly embodied in digital
services exports in 2019, with median wages in these
sectors generally above the national average.?

While there are thus many more jobs associated with
services exports than manufacturing exports, the
relative importance of exporting versus hon-exporting
jobs is considerably lower in the service sector. This

can be seen in Figure 1.7 which gives the shares of
employment across exporting and non-exporting firms
for manufacturing and services sectors. From this, we
see that exporting firms account for just over 65% of
employment in manufacturing firms, but only 26.2% for
services firms.

Figure 1.7: Exporter and non-exporters shares of employment in- 2022
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Figure 1.8: Change in employment 2015-2022
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The changes in employment levels over time

are also revealing, and these are given in Figure

1.8, which depicts the change in employment in
both manufacturing and services over the period
2015-2022. There are two key messages which
emerge from this figure. First, we see that overall
employment in the UK has risen over this seven-year

period, by nearly 740,000 full time employment jobs.

Second, the increase in employment is driven by
changes in services as opposed to manufacturing.
Indeed, employment in manufacturing has declined
overall (by nearly 50,000), and in turn, this is driven
by a decline in employment in exporting firms.

We do not have a clear picture as the causal
factors driving all these changes, however, related
ongoing research undertaken by the Centre for
Inclusive Trade Policy (CITP) suggests that UK firms
more exposed to trade with the EU reduced their
employment levels following the 2016 referendum;
and that by 2022 exporters had reduced
employment by 13% and importers by 10%.°

The changes in employment levels are also likely to
have been affected by changes in migration flows
following the Brexit referendum, where the UK
experienced a reduction in inflows from the EU and
particularly with regard to low-education / low-
skilled workers. There is not the space in this report
to discuss migration and its impacts, but it is also
worth highlighting that changing patterns of migrant
workforce composition are also likely to impact firm-
level performance. Empirical evidence suggests that
migration brings differences in skills, and can also
lead to improved firm-level productivity.'™

Non-exporter
Firm type

There are two other dimensions with regard to
the relationship between trade (exporting) and
employment and these concern gender and skill levels.

Studies on gender segregation in the UK labour market
show that women remain concentrated in female-
dominated sectors with weaker contractual protections
and lower average pay.'" Research further highlights
that job mobility typically delivers smaller earnings
returns for women compared to men, suggesting that
women may not benefit equally from the reallocation
effects triggered by trade liberalisation.'? For
businesses, this matters because a narrowing of labour
opportunities for women undermines the goal of
harnessing the full talent pool while for policymakers,

it raises questions about whether trade agreements or
strategies are sufficiently “gender-sensitive.”

If we consider the gender dimension in the jobs

in trade dataset, we see that while the share of
female workers across all the sectors is 46%, the
share in exporting firms is 35%. Hence, overall,
exporting firms proportionately tend to employ
more male workers. This is particularly pronounced
in the manufacturing sector where the share of male
workers in exporting firms is 78%, and conversely,
the share in the services sector is 61%. Gender
composition varies considerably across industries. In
manufacturing, the highest share of female workers
is in textiles clothing and leather (42%), and in the
manufacture of food products (35%), whereas it

is considerably lower in machinery (15%) and in
vehicles and transport (15%). The work cited earlier
by the OECD suggests that digitally-delivered
service exports appear to exhibit higher female
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participation compared to traditional exporting
industries. A possible explanation for this concerns
the ways in which digitalisation facilitates trade
through lowering distance barriers, lowering entry
barriers, and allowing for more flexible forms of
working.

The changes in employment by gender in the UK are
also interesting. From the discussion above, most of
UK employment growth over 2015-2022 was within
the services sector, and within non-exporting firms.
The increase in employment was also very evenly
distributed between male and female workers, and
consequently the share of female workers in services
over the period 2015-2022 has remained fairly
constant over time. In contrast, for manufacturing,
the loss of jobs depicted in Figure 1.8 is almost
entirely driven by a decline in male workers in
exporting firms, resulting in a small decline in their
share. Whilst there has been a modest increase

in female workers in manufacturing, this is almost
entirely driven by an increase in non-exporting as
opposed to exporting firms.

Turning to the skill dimension, we consider the
distribution of low and high-skilled employment
between exporting and non-exporting firms, and
consider any differences between manufacturing and
services." Overall, the share of low-skilled jobs in
2022 in both manufacturing and services is just under
40%. Note, however, that although the averages are
similar there is considerably more variation across
the industries within each of these sectors. Hence,

in services there are some sectors with a very high
share of low-skilled workers such as transport (where

the share of low-skilled workers is just under 75%),
retail (71%), or accommodation (69%) and others
with a much lower share, such as research and
development (R&D) (6%), publishing activities (9%)
or architecture and engineering (10%). The variation
across the manufacturing sectors is not so great.

In both sectors, there has been a movement towards
more higher-skilled jobs relative to lower-skilled
jobs. This can be seen in Figure 1.9 which gives the
change in the shares of each of these categories for
both manufacturing and services. From this we see
a modest shift towards fewer lower-skilled workers
in manufacturing for both exporting and non-
exporting firms with changes in shares of 1.7 and
2.7, respectively; with a more substantial change in
services where the changes in shares were 6.6 and
6.8, respectively.

The preceding serves to underline that there is
considerable heterogeneity in the importance of trade
and notably exporting for jobs across manufacturing
and services, and in the industries within these

broad categories. We also see that the growth in UK
employment since 2015 appears to have been largely
driven by non-exporting firms in the services sector,
and there is little evidence of dynamic job growth
arising from increased exports. With considerable
variation in the gender and skill composition of the
different industries too, these changes, in part driven
by changes in trade, imply highly heterogeneous
impacts for workers, and for different categories of
workers. Notably, for example, we see a decline in the
share of low-skilled jobs.

Figure 1.9: Change in the share of low skill jobs 2015-2022
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H : and services came to around £861.2 billion and its
1.3 Dlr.estlon and imports to around £876.3 billion. The UK's top export
compos|t|on Of UK trade markets are depicted in Figure 1.10. The leading
source markets for UK imports are depicted in

1.3.1 Direction of trade Figure 1.11.

At the end of 2023, the UK’s exports of goods

Figure 1.10: UK exports of goods and services, main markets (current prices, £ billions) — 2023

Hong

Switzerland Kong

“
- Canada Singapore
Total EU27

Japan | UAE
Norway | Brazil

Qatar |Gibraltar

Source: ONS pink book

Figure 1.11: UK imports of goods and services, main markets (current prices, £ billions) — 2023
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The EU-27 countries, taken as a single market for Switzerland, at around 4%, is the second largest non-
goods and services, still dominate UK trade, both EU services export destination for the UK, while India
on the export and import side. The presence of is the second largest non-EU source of UK services
Switzerland and Norway as important trade partners imports, with a share of just under 5%.

in part reflects the importance of proximity for trade

relations, but is also reflective of particular facets of .

UK trade. These include the role of natural resources 1.3.2 Composition of UK trade
(Norway), and trade in financial services and precious
metals (Switzerland). Despite their small size, Jersey
and the Cayman Islands play significant roles as
export destinations, mainly reflecting financial services
linkages. The US accounts for around 21% of total
exports and 13% of total UK imports, making it the
largest country partner of the UK. China is the second
largest country partner, accounting for 4% of UK
exports and just under 7% of imports.'* 1.3.2.1 Services trade

It is important to understand what the UK is trading
and how this is evolving over time. The former
indicates the areas in which the UK is currently
competitive and also those products and services

it needs to import, the latter points to the changes
taking place and may indicate areas of future
comparative advantage.

The UK is a services-dominated economy, and this is
also reflected in the pattern of UK trade. As of 2023,
services exports overtook goods exports in terms

of value. This can be seen in Figure 1.12, which

also shows that the UK is a net importer of goods
and a net exporter of services. That pattern has not
changed in more than a decade.

With regard to trade in goods, the 27 European
Union Member States (EU-27) is the UK's dominant
trading partner, accounting for just over 40% of both
UK exports and imports. When it comes to individual
countries, the US is the largest single country export
destination (accounting for just under 13% of UK
exports in 2024), and the second largest import source
(with 11.5% of UK imports), and China is the second
largest export destination (9% of UK exports), and the
largest country import source (12.4%). Germany is the
UK'’s third largest country export partner with 7.6% of
UK exports, and 9.6% of UK imports.

Figure 1.13 highlights that the UK is a net importer
across all goods sectors, and a net exporter in all
services bar transport and telecoms. Financial and
professional services are the sectors that record

the highest positive export balance; agriculture

is the sector that records the highest negative
import balance. The figure also shows that the UK's
largest export sectors are ‘transport and distributive
services’, followed by ‘finance, insurance and real
estate’, and then 'professional services'.

For services, the EU-27 is, as in goods, the dominant
partner, accounting for a little over 36% of UK
exports and just under 45% of UK imports. The US
is the second largest export market for UK services,
accounting for 27%, and the second largest source
of imports, at around 20% of all UK services imports.

Figure 1.12: Figure 1.12 Value of UK goods and services trade, 2010-2023, Current prices, £ millions
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Figure 1.13: Structure of UK exports & imports — 2022, billion US Dollars

Wimports W Exports

Sectors

Agriculture |————

Mining

Food manufacturing

Fuels and chemicals

Pharmaceuticals f—

Metals

Computer & electronics

Transport equipment

Other manufacturing

Construction & utilities ==

Retail wholesale

Transport & distrib. services

Accommo. & food service |——

AV and publishing [ e—

—

———

Telecoms

Computer services

Finance, insurance & real estate
Prof.services

Admin and support
Other Services I —

Q o] Q Q Q (&)
208 w0 o Y S I
Value (Ebn)
Source: OECD TiVA 2025
Figure 1.14: Growth of digitally-delivered services trade
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The preceding considers changes over time. that the UK has the highest share of services trade
Significant too are the levels of digitally-delivered that is digitally-delivered, in 2024 this was at 70%.
services as a share of total services exports, which The chart also shows the rise of these shares over
underline the importance of digital change on the period 2020-2021, which is almost certainly

services trade. For the same group of countries explained by the Covid-19 pandemic.
Figure 1.15 gives these shares. What is striking is
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Figure 1.15: Share of services digitally-delivered by country
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Figure 1.16: Share of digitally-delivered services by sector and country
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1.3.2.2 Goods trade

If we consider the most recent trade in goods data
for 2024, a high share of UK exports was accounted
for by precious metals and jewellery, and by mineral
fuels. These categories alone accounted for over
25% of UK exports in 2024 . In order to focus on
manufactured goods, and because the price and
hence value of trade in precious metals and mineral
fuels is subject to more fluctuations, Figure 1.17
considers the composition of UK exports excluding
these two categories. On this basis, the figure gives
the share of the top 10 UK exports over the period
2014 - 2024.

For most sectors, we see considerable stability in
their relative contribution to UK exports — though
of course with some fluctuations. However, there
are two significant changes to be observed. First,
we see the substantial rise in the share of machinery
in UK exports from 18.5% in 2014 to 24% in 2024.
This is a very broad category which ranges from
turbo engines, mechanical shovels and automatic
data processing machines. Conversely, we see a
substantial decline in the share of vehicles exports
from 14% to 6.2%. These are substantial changes
over a 10-year period with allied dislocations

for firms and workers in the affected firms and
industries, especially those in decline. No other
2-digit sector has seen a substantial contraction in its
share.

Figure 1.17: Top 10 UK exports 2024 - shares in total exports
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Those changes in the pattern and structure of trade
changes over time will have been driven by changes
in underlying competitiveness, in turn driven by
factors such as domestic policy changes, policy
changes in other countries, or changes in technology
or demand. A useful index which summarises the
extent of such changes is the Finger-Kreinin index
(FK). We use this index to compare the structure of
trade across years. For our analysis of goods trade
we compare 2014 with 2024. If the structure of
exports had not changed at all then the FK index
would be equal to 1. If the structure of trade was
completely different, then the index would be equal
to 0. When looking at the structure of trade in this

way, the index can be applied either to consider the
changing composition of exports by product, or by
destination country. The former captures how similar
are the products which are exported across the two
time periods, the latter captures how similar is the
mix of countries exported to across the two time
periods.

Figure 1.18 depicts the results. The blue bars give
the changes when focusing only on goods trade,
and the red bars give the changes when we consider
both goods and services. When looking at goods
trade only we have much more detailed data as

the analysis is undertaken for over 5000 products.®
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When considering goods and services the data

is more aggregated and considers 44 goods and
services sectors. The time period is also slightly
different owing to data constraints. In this case we
are considering 2010-2020.

Consistent with the preceding charts we see that
over the ten-year period, the composition of
goods exports has changed with an overlap of
72% between the structure of trade in 2024 and
2014. Further analysis shows that these changes
were bigger in the latter five years in comparison
to the earlier period. The products that have seen
the biggest increases are gold, turbo jets and parts
of turbo jets, and those with the biggest declines
are largely within the vehicles sector as well as
petroleum products.

We see a smaller change in the structure of trade

by country with an 88% degree of similarity. The
changes here are driven by the increase in the
importance of, for example, China and Switzerland
as trading partners and a decrease in the importance
of Germany, the US, Ireland and France.

When we consider both goods and services
together, the degree of similarity in exports both

by product and destination is a little over 80%
between 2014 and 2024. At the sectoral level, this

is driven by the growth of the share of exports in
services - and notably professional business services,
and administrative services - and the decline in the
share of exports of goods - primarily in mining and
energy, coke and petroleum - as well as wholesale
and retail exports. At the country level, this is driven
by the rise in the importance of exports to China
and Ireland, and the decline in the importance of
Germany and the US.

Figure 1.18: Similarity of trade over time - by product and country (FK Index 2014-24)
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Changes in shares mask changes in the value of
trade. If industry A's exports rise significantly, which
raises its share, then the share for all other industries
must decline even if their exports are rising. It is
therefore also important to consider the changing
levels of trade over time.

This can be seen in the next two figures.
Figure 1.19 gives the 10 goods industries, defined
at a more aggregate level than above, which have
seen the biggest rise in the value of trade (£ billion)
over 2014 — 2024." The chart gives the change in
the value of trade for these industries, as well as
the percentage increase in their trade. Hence, we

see that the industry with the biggest increase in
the value of its trade is that of machinery, and as
this increase is considerably bigger than that of the
remaining industries, it will have a bigger aggregate
impact on the UK economy. For the machinery
sector, this represented an increase of just over 10%
in the value of its exports. Over this period, some
of the other industries — notably nickel, inorganic
chemicals, miscellaneous base metal — saw much
larger percentage changes (ranging from 48%

to 61%), but a smaller change in value. For the
industries concerned, therefore, the changes were
bigger, but the impact on the economy as a whole is
likely to be smaller.
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Figure 1.19: Top 10 HS 2-digit industries with a rise in exports, 2014-2024
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Figure 1.20: Top 10 HS 2-digit industries with a decline in exports 2014-2024
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Figure 1.20 is analogous to the preceding, but
focuses on the industries that saw the biggest
decline in the value of their trade. It is important to
consider both, because while trade policy is primarily
aimed at economic growth and hence at boosting
the stronger sectors of the economy, trade policy
also needs to consider the implications for the
possible losers from changes in trade, and hence the
sectors whose export performance may be declining.

Once again, there is one industry, in this case motor
vehicles, which sees the biggest change in absolute
terms, and also in terms of the percentage change,
with a decline in exports of over 60% over this time
period. The other two sectors with a substantial
percentage change are knitted and not-knitted
clothing.
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1.4 Goods, services and
value chains

1.4.1 UK value chains

Trade flows over the last three decades have been
driven in part by the emergence of global value
chains. These have been driven by a confluence

of technological progress and policy liberalisation,
which has supported the unbundling of production
processes as businesses take advantage of cost
efficiencies reflecting finer levels of specialisation
and scale.

OECD data on trade in value added helps to capture
one particular aspect of this — the contribution of
the UK’s trade partners to the UK's own exports

and the contribution of the UK to the exports of the
UK's trade partners. The former is typically referred
to as ‘backward linkages' and the latter as ‘forward
linkages'.

Table 1.2 presents a set of summary statistics which
provide key features of this integration of value
chains. We provide these statistics for a set of
comparator countries, for total trade and also for

a small group of selected sub-sectors. These sub-
sectors include agriculture, forestry and fishing,
manufacturing, and then the three services sectors
we identified earlier as being the UK's principal
exports.

There are three panels to the table. In the first panel,
we report on the backward linkages - the share

of foreign value-added in each countries exports.
We see that embedded in the UK'’s exports there

is 15.7% of foreign value added - hence these are
intermediate inputs purchased from abroad by UK
exporters and used in UK exports. If we look along
the first row, which considers total exports, we see
that the share of foreign value added in the UK'’s
exports (15.7%) is similar to that of the EU, and also
China. The lowest share of foreign value added in
exports is for the US at 7.8%.

Within that, there is considerable sectoral variation.
For UK manufacturing exports, the share of foreign
valued added is significantly higher at 28%, and

this is higher than for the UK's two largest trade
partners, the EU-27 and the US. The share of foreign
value added from all countries is highest in transport
equipment (not shown in the table) which includes
motor vehicles, a sector in which the UK enjoys

a comparative advantage. Whereas for financial,
insurance, and professional services, the use of
foreign value added is much lower at around 10%.

The second panel of the table breaks down this
foreign value added for the UK only. The panel
shows the share of each of the partner countries in
the UK's foreign value added. Hence, if we take the
first row of that panel, we see that of all the foreign
value added in the UK'’s exports the EU accounts
for 43% of that foreign value added, whereas India
only accounts for 2%. The high share of the EU in
UK foreign valued added underlines the importance
of UK-EU value chains and the close integration
between the UK and the EU. Once again, there is
some sectoral variation. While in total the share

of the US value added in UK exports is at 16% it

is somewhat higher for financial, insurance and
professional services at just over 22%. This highlights
the importance of services flows and the integration
of services supply chains between the US and the
UK. Nevertheless, once again, the share of the EU is
significantly higher.

In the last panel of the table, we consider the flip
side of this and look at the extent to which the

UK contributes value added to the exports of the
countries / country groups in the table. In regard to
these forward linkages, the UK plays a significantly
stronger role in services, notably financial services
and professionals services, than it does in relation to
manufacturing. For EU exports, the UK contributes
11.3% of the foreign value added in those exports.
That share is much lower for manufacturing (8.7%),
and much higher for financial services and insurance,
at 26.9%. The contribution of the UK to the foreign
value added embedded in the exports of the other
countries is considerably lower, except with regard
to financial services and insurance, for US exports,
where the UK share is 16.2%.
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Table 1.2: UK integration in international value chains

UK EU27 us China India OECD* Rest of
World
Share of foreign value added in exports (backward linkages)
TOTAL 15.7% 16.3% 7.8% 16.1% 18.6% 21.9% 20.9%
Ag, For, Fishing 20.7% 14.1% 9.3% 7.8% 3.0% 15.6% 12.8%
Manufacturing 28.0% 18.7% 13.9% 18.3% 29.2% 30.7% 30.9%
Transp. & storage 19.0% 19.5% 5.4% 11.9% 16.9% 21.5% 28.3%
Financial and Ins. 11.0% 25.1% 2.7% 1.5% 6.0% 9.0% 15.0%
Professional 10.2% 9.7% 3.1% 11.7% 9.7% 11.4% 14.9%
UK foreign value added (backward linkage) by source
TOTAL 43% 16% 6% 2% 17% 15%
Ag, For, Fishing 47.9% 12.7% 4.7% 2.1% 13.9% 18.6%
Manufacturing 43.1% 14.6% 7.1% 1.7% 18.8% 14.7%
Transp. & storage 36.4% 14.4% 4.0% 2.4% 19.8% 22.9%
Financial and Ins. 40.4% 22.8% 4.1% 3.2% 14.0% 15.6%
Professional 41.9% 22.0% 5.7% 3.0% 14.0% 13.4%
Share of UK in foreign country’s value added exports (forward linkages)
TOTAL 11.3% 4.4% 1.4% 1.7% 2.2% 2.3%
Ag, For, Fishing 15.6% 3.0% 1.6% 1.7% 2.5% 1.9%
Manufacturing 8.7% 3.2% 1.3% 1.1% 1.7% 1.6%
Transp. & storage 9.5% 5.0% 2.2% 2.4% 3.3% 2.7%
Financial and Ins. 26.9% 16.2% 2.8% 4.4% 9.0% 8.7%
Professional 18.0% 7.3% 1.8% 4.3% 5.2% 3.8%

Source: Own calculations from the OECD TiVA database.

1.4.2 Servicification and servitization

The fragmentation of supply chains and the greater
integration of countries in their partners supply
chains is not only within each industry and sector,
but also across industries and sectors. An important
feature of this, often overlooked, is the integration
of goods with services, and services with goods.
There are two key aspects of this. The first is the

use of imported services by goods producers, both
for domestic production but also for exports. The
latter is often referred to as ‘Mode 5’ trade, or by
the term ‘servicification’. The second, servitization,
relates to firms that export both goods and services.
On the one hand, this could simply be large firms
with different subsidiaries and where there may be
no relation between the goods and services exports.
Increasingly, however there is evidence regarding

the linkage of the two. Hence, for example, aircraft
engine manufacturers might not just export their
engines, but also export a range of services (training,
maintenance etc) which comes bundled with the
good they are exporting. Indeed, they may even
choose not to sell the engine itself as a good but
to provide engine leasing options. The selling of
services bundled with goods exports is known

as 'servitisation’. Figures 1.21 and 1.22 provide
evidence of the levels and changes in servicification
and servitisation for the UK economy.

Consider Figure 1.21. This gives the ratio of
imported services to exported goods calculated
for each firm and then aggregated up for the
economy as a whole.? The data indicates a
substantial increase in the use of imported services
by firms exporting goods with a close to doubling
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of servicification by UK firms over this time period,
especially since 2017. Much of this is driven by firms
who are classified as services firms, especially in
Information and Communication Technology (ICT),
financial services, and professional and business
services. For firms classified as producers there has
also been a doubling of servicification from around
9% to 18% over this time period. Hence, and as
discussed in the preceding section, not only are
services in aggregate significant for the UK economy,
there is also evidence of the growing integration of
imported services with goods exports.

In Figure 1.22 we turn to the joint export of goods and
services by individual firms. Once again, the calculation
is made at the firm level and then aggregated up. A

firm that exports both a good and a service to the same
destination (hence is servitizing) is called a bi-exporter.
There are three aspects of this figure of note. First, we see
that the level of exports by bi-exporters, exceeds that of
services only exporters in every year. The second is the
rise in the share of exports by bi-exporters, especially
since 2020. Third, and from the preceding two points, is
that it appears that the overall growth in services exports
that the UK has experienced, has been driven by firms
that bundle services exports with goods exports.

Figure 1.21: Servicification ratio in the UK - 2011-2022
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Source: Provisional calculations using matched data from the ONS-HMRC

TiG-IDBR data, and the International Trade in Services data.

Figure 1.22: Value of exports by type of exporter - 2011-2022
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The structure of UK value chains, and the relationship
between goods trade and services trade, raises
several issues. The first is that trade costs affecting
imports into the UK are likely to translate into

trade costs affecting UK exports. These trade costs
could stem from a variety of factors, ranging from
disruption to production overseas (e.g. because

of pandemics), shocks to transport costs; to policy
changes, or the exit of the UK from the EU. The
second is that increasingly those international value
chain relationships are seeing a closer integration
of goods and services — hence policy on services is
likely to impact goods trade, and policy on goods
will impact services trade. Third, that integration
between goods and services appears to be leading
to the provision of both goods and services as

joint outputs by firms and may be an important
driver of competitiveness. Finally, the structure of
value chains will have implications for economic
security. This topic is addressed in detail in Chapter
4 but in essence it relates to the UK's exposure to
exogenous shocks (such as a war or a pandemic), or
to geopolitical rivals that, through their control over
critical inputs, may exercise leverage over the UK.

1.5 Investment

The focus of this report is not on investment per

se. However, given the importance of investment
for productivity, economic growth and adapting

to change, and the relationship between trade

and foreign direct investment, it is important to
consider the evolving patterns of UK inward and
outward investment flows. Data on the value of new
investments — either into the UK from abroad, or

by the UK to countries abroad is hard to find. The
ONS, for example, publishes data on ‘foreign direct
investment involving UK companies’. This includes
data on inward foreign direct investment, however,
this includes the value of new investments minus
the value of disinvestments plus reinvested earnings
and other capital flows and thus could be negative.?'
Hence, in the latest release of this data, inward
Foreign Direct Investment (FDI) from the US in 2023
was minus £6.5 billion. As this is a net figure, it does
not capture well the value of any new investments.

For the purposes of this report, it is more informative
to consider the level of new investments — those
coming into the UK (inward FDI), and those by UK
companies abroad (outward FDI). To capture this we
use the Financial Times' FDI markets database which
tracks greenfield investment announcements by firms
worldwide.? The discussion below is based on this
data and where we focus on the number of projects
which are announced.? The database also includes
information on the value of the investments and the
number of associated jobs, but much of this data is
interpolated, and it is more accurate therefore to
consider the number of project announcements.

Figure 1.23 tracks the number of inward FDI projects
over time for the UK, and for comparative purposes
also for the US, the EU and Japan. The largest
number of project announcements are those coming
into the EU, followed by those announced in the US.
The pattern for both of these destinations is very
similar, with a gradual rise over time, though with
some fluctuations, and notably a dip just before and
during the Covid pandemic. This is also true for the
UK, with one significant difference. Investments into
the UK have barely recovered following the dip in
2020, whereas for the US and the EU, they are clearly
on an upward trajectory. Project announcements

in Japan are lower throughout the period and also
do not appear to have recovered post-2020. If we
consider the average number of projects over the
most recent three-year period (2022-2024) and
compare this with the number of projects prior to
the dip (2016-2018) we find that the number of
projects in the EU and the US has increased by 8%
and 20% respectively whereas in the UK and Japan
there has been a decline of 13% and 8% respectively.

Figure 1.24 and Figure 1.25 break down the inward
FDI projects, first by sector — where we distinguish
between manufacturing and services, and then by
industry — where we identify the top 5 industries with
inward FDI announcements. From the former, we see
that throughout the period the number of projects

in services sectors has surpassed that of goods-
focused projects and that this gap has risen over
time. Both sectors saw a tailing off in the number of
announcements over the period 2015-2017 (which
may have been related to the Brexit referendum),
followed by a rise in 2018 and then a subsequent
decline. As earlier, if we compare the 2016-2018
period with the 2022-2024 period, then services
sectors have witnessed a bigger decline, at close to
15%, while goods sectors have seen a decline close
to 10%.
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Figure 1.23: Inward greenfield FDI by country (no. of projects)

3000

2000

Number of projects

1000

Source: Financial Times, FDI Markets database

Figure 1.24: Number of inward FDI projects by broad sector
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If we consider the changes over time for the top

five industries, we see that the most important
sector with inward FDI over the period is that of
software and IT services, and this sector, together
with communications, are the sectors that post-2018
witnessed the biggest decline in inward FDI projects.
The only one of these five sectors with a slight rise,
when comparing 2016-2018 and 2022-24, is business

Goods

services. What is also notable is that four of the top
five sectors are service industries, and indeed seven
of the top ten are all service industries. The three
goods / manufacturing sectors that appear in the list
of top the industries are: industrial equipment, food
and beverages, and renewable energy (and the last
of these is probably a mix of goods and services).
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Figure 1.25: Number of inward FDI projects by industry: Top 5 industries
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Figure 1.26: Outward greenfield FDI by country (no. of projects)
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Figure1.26 then gives the number of outward FDI
from the UK as well as for the same comparator
countries. In terms of levels, we see that the
number of projects by US and EU companies

is very similar over time and follows the same
pattern. Unsurprisingly, given their economic size,
the number of project announcements by UK and

UK

Japan

Japanese firms is lower. For the UK, unlike with
inward FDI, outward FDI has grown, and once again
if we compare 2016-2018 with 2022-2014, we see
that UK outward FDI project announcements have
grown by 34%, whereas for the EU and the US,

their growth is minimal at 1% and 2% respectively,

whereas for Japan the number of projects is down by

over 30%.
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In Figure1.27, we can see that the rise in UK outward  the top five outward FDI industries (Figure1.28),

FDI is primarily driven by investment in services, we see that this is primarily driven by the growth of
which has risen by just over 36% over the period investment projects in business services and financial
2016-2018 to 2022-2024. Breaking this down into services, followed by software and IT services.

Figure 1.27: Number of outward FDI projects by broad sector
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Figure 1.28: Number of outward FDI projects by industry
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1.6 Impact of Brexit on
UK trade

Finally, a chapter providing a factual backdrop
would not be complete without some discussion of
the consequences of the UK's decision to leave the
EU. After several years of tense negotiations, the
UK formally withdrew from the EU on 31 January
2020, the UK-EU Trade and Cooperation Agreement
(TCA) was signed on 31 December 2020, and the
new trading arrangements came into force from 1
January 2021.

In the aftermath of the 2016 vote, economists
forecast the potential for significant effects on UK
trade, reflecting a sharp increase in trade costs
with the end of deep integration in single market
arrangements. Using simulation models, some
studies estimated a contraction of around 30% in
trade with the EU, and little diversion to non-EU
sources, implying a reduction in overall UK trade of
around 15-16%.2*

There is now a body of academic literature
exploring the impact of Brexit on UK trade,
however, estimating the effects of leaving the EU

is not straightforward. It requires constructing a
‘counterfactual’. The counterfactual represents how
UK trade might have evolved if it had remained in
the EU. That counterfactual can then be compared
with actual UK trade. Two main approaches are used
in the literature:

1. EU versus non-EU comparison: Comparing UK
trade with the EU, to UK trade with non-EU
countries. This can be extended to also consider
EU trade with the UK, and EU trade with third
countries.

2. Alternatively, UK-EU trade can be compared to
other countries’ trade flows, avoiding the EU/
non-EU comparison.

Using different methodologies and different time
periods the overall conclusion from these studies

is that there has been a negative impact both on
UK-EU trade (relative to UK non-EU trade), but also
on total levels of UK exports and imports.?* The

size of the estimated effects varies from study to
study. Gasiorek and Tamberi (2023) find that after a
sharp drop in January 2021, aggregate UK exports
of goods to the EU recovered quickly. However,

UK imports of goods from the EU were negatively
affected throughout 2021, with a cumulative loss of
up to 27%. The authors suggest that the asymmetric
effect is due to the EU being a larger market for

UK exports than the UK is for EU exports, making it
less costly for EU exporters to stop serving the UK
market.?¢ While imports fell uniformly across sectors,
exports showed significant variation. Agri-food,
textiles, clothing, and footwear exports experienced

the largest reductions and less of a recovery.
Notably, these are sectors typically with higher trade
barriers such as SPS requirements in agriculture,

or more restrictive rules of origin requirements in
textiles. Note that in 2020, and as discussed earlier,
if we take exports of clothing, close to 90% of UK
exports were undertaken by distributors (wholesalers
or retailers) as opposed to by UK manufacturers.?

It is likely that such firms may have been importing
garments from elsewhere for re-export to the EU,
and thus cannot satisfy the underlying rules of origin.

Du et al (2023), looking at the period 2019 to

early 2022, find that the reduction in exports to

the EU was 22.1%, the reduction in imports was
9.5%, exports to the rest of the world also declined
by 7.7%, while there was no significant effect on
imports.?? Over a longer time period (2017 to 2023)
the same team find a decline of 27% of exports to
the UK, and a fall in imports of 32%.% The underlying
data used in this analysis is based on aggregate
product-level flows but not at the firm level. In
contrast, Freeman et.al (2025) using firm-level data
consider the period 2012-22. They find that by 2022,
the decline in UK exports to the EU ranged between
10-14% depending on the specification, while the
decline in imports appears to have been 20%. They
also find that Brexit reduced UK total exports to the
world by 6.4% and worldwide imports by 3.1%, with
the decline in exports being concentrated among
smaller firms, and the fall in imports being offset by
sourcing more from non-EU countries.

The large impact on small firms suggests that larger,
possibly multinational firms, which dominate UK-

EU trade, absorbed the additional costs imposed

by the TCA to maintain market access. In contrast,
smaller exporters, disproportionately affected by

the new trade barriers, exited EU markets. Evidence
from Novy et al. (2024) supports this: small firms'
exports to the EU declined by 30%, while large firms'
exports remained largely unaffected. A related set of
results focuses on the number of varieties of goods
trade with the EU. A variety is defined as a product-
destination pair. Hence, a t-shirt exported to France
is considered different to a t-shirt exported to Malta.
Results by Du et al and Freeman et al show a very
sizeable drop in the number of varieties exported to
the EU ranging from 20-40%.

The majority of this literature has focused on the
impact of Brexit on trade in goods, and there has
been comparatively little work on the impact of
services trade. Early work focusing on the pre- TCA
period (2016-2018, by Ahmad et.al, found that
uncertainty connected with Brexit had a significant
negative impact on UK services exports.*® More
recent work by Arnold et al (2025) examines the
extent of the UK's divergence from regulatory
alignment with the EU, and the introduction of
trading frictions in services. They find that in the
sectors where these barriers have arisen UK services
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exports to the EU have declined by 16% and that
overall, UK services exports to the EU have declined
by 4-5% as a result of Brexit barriers.®’

The post-war reduction in trade barriers was intended
to stimulate trade and growth. It is therefore not
surprising that introducing barriers to trade with a key
trading partner has had a negative impact. Estimating
the size of that impact, and the differential effects
across sectors and firms is difficult, and at this stage

it is too early to understand the longer run impacts.
Nevertheless, it is clear that, economically, to date,
leaving the EU has not had positive economic effects
for the UK. It is also therefore not surprising that
having raised trade barriers with one partner (the EU),
the UK was keen to sign free trade agreements with
third countries in an attempt to mitigate some of the
negative effects. We discuss Free Trade Agreements
(FTAs) in Chapter 4.

Note: The work presented in the section on
Jobs in Trade and in Figure 1.6, Figure 1.7,
Figure 1.10, Figure 1.11, Figure 1.12, Figure
1.21 and Figure 1.22. contains statistical data
from ONS which is Crown Copyright. The use
of the ONS statistical data in this work does not
imply the endorsement of the ONS in relation
to the interpretation or analysis of the statistical
data. This work uses research datasets which
may not exactly reproduce National Statistics
aggregates. The analysis was carried out in
Office for National Statistics Secure Research
Service.
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Chapter 2: What do we know
about UK Trade Policy?

Chapter overview

This chapter provides an overview of the goals, objectives and policy tools of UK trade policy. It is primarily based
on a detailed examination of a range of Government documents, which we refer to as the ‘trade corpus’. The aim
is both to understand UK trade policy and provide a systematic and robust methodology applicable in future years,
or by other countries, or other policy contexts.

Section 2.1 outlines the core methodology underpinning our analysis of the trade corpus using state-of-the-art
tools for text analysis and natural language processing. In Section 2.2, we identify the principal issues agreed upon
in the preambles to the UK's Free Trade Agreements (FTAs). We then provide a detailed analysis of the trade
corpus. For much of the review period, there was no UK trade strategy. Following the change of Government in
July 2024, a Trade Strategy and a related Industrial Strategy were published a year later. Section 2.3 examines
these, along with official statements, to assess changes in priorities and developments in trade policy.

Key points

® Economic growth has been the dominant goal
of policy since 2019, reinforced in the 2025
Industrial Strategy and Trade Strategy.

* The most important objectives in support of
growth are those directly focused on support
for businesses, followed by innovation and
investment, increasing competitiveness and
digitalisation. Changes in regulations and
infrastructure policies have lower priority,
and there is more focus on manufacturing as
opposed to services.

® Environmental sustainability, security, and
inclusiveness receive more limited attention,
contrasting with public preferences expressed
in our Citizens' Jury and the Government's
Public Attitudes to Trade Tracker, each of which
suggest that the public appears to prioritise
other goals as much as the goal of economic
growth.

The top three trade-focused objectives are
promoting exports, improving market access
for UK firms, and reducing border barriers, with
little focus on the role of imports, except for
with regard to ‘critical’ imports.

To achieve the objectives, post-Brexit, the
primary focus was on continuity agreements
and five new FTAs as well as accession to the
Comprehensive and Progressive Agreement for
Trans-Pacific Partnership (CPTPP).

® The most common policy instruments to
support and deliver growth are trade-related

instruments, ranging from trade agreements,
trade remedies, reducing trade barriers, to
tariffs, import and export controls. The second
most important category are those focused
directly on businesses. Cross-cutting policies
to improve the business / investment climate,
such as regulations, skills, or infrastructure
improvements, have a lower priority.

The sectors of highest priority in the trade
corpus are automotive and digital, followed by
life sciences and defence.

The Labour Government continues to prioritise
growth and exports but with more emphasis

on economic security, stability, supply

chain resilience, digital transformation, and
sustainability as key to underpinning investment
and trade.

Clean growth remains secondary, and equity

or distributional issues such as environmental
sustainability, worker’s rights, and support for
Least Developed Countries (LDCs) have an even
lower priority.

The strategy reveals some change of trade
policy focus towards narrow trade agreements,
expanding business support for exports,
reducing regulatory barriers to trade, and
strengthening trade defence and trade
remedies.

There is commitment in the trade strategy to
the rules of the multilateral trading system, but
conditioned by a pragmatic willingness to break
such rules where necessary.
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2.1 Methodological
Overview

2.1.1. Introduction

The direct parameters of trade policy are:

¢ The international agreements the country in
question has signed with partner countries, such as
free trade agreements or more narrowly focused
forms of international cooperation

® The Government's international trade related
obligations notably from membership of the World
Trade Organization

® The domestic framework and sets of policies with
a focus on trade policy, be this the setting of the
Most Favoured Nation (MFN) tariff schedule, to the
application of trade remedies, or export promotion
activities, such as the provision of export support
services.

However, the trade policy landscape is broader
than this. This is because trade policy is ultimately
about how trade can help to achieve domestic
policy objectives as well as meet international
commitments. The domestic objectives typically
include economic growth, as well as equity

and distributional concerns, and also economic
security. International commitments range from
the Sustainable Development Goals (SDGs), to
the Paris Climate Agreements. There is also the
use of soft diplomatic power through the Foreign,
Commonwealth and Development Office (FCDO)
to facilitate both trade and advance foreign policy
goals.

Thus, trade and trade policy interact extensively with
other areas of policy and notably policy directed

at what might loosely be called ‘industrial policy’.
Indeed, sensible industrial strategy and industrial
policies need to take trade and trade policy very
seriously, and vice versa, as trading conditions and
commitments may constrain industrial policy. There
may also be other areas of policy that need to be
considered, such as regulatory policy (e.g. digital,
health and safety), policy towards net zero, or the
regional distribution of economic activity across the
country. Policies on such areas are likely to impact

and interact with trade both directly and indirectly.
Hence, as well as trade policy instruments, such

as tariffs, which are explicitly aimed at impacting
international trade, there are also domestic policy
areas which impact trade such as introducing a
domestic carbon tax. Policy coherence and trade
policy coherence require recognising each of

these and how they interface with each other, and
identifying where there may be trade-offs and where
there may be complementarities.

To understand UK trade policy priorities and their
evolution, it is important to consider the instruments
of trade policy but also to look beyond the

relevant legal frameworks and the policies being
implemented to the intent behind those policies.
Strategy documents provide key insights into

those priorities and those intentions. Hence, such
documents need to be considered and evaluated.

In this section of the report, we detail the methods
used for this evaluation. We identify the main

goals (broad aspirations) and objectives (routes

to achieving the goals) of UK policy, and more
specifically, trade policy, as well as the principal
policy tools/instruments the UK employs to achieve
these. The interplay between trade policy and other
domestic policy areas, as discussed above, means
that such identification is not straightforward.

It is also complicated because, as a tool of
Government policy, trade policy is somewhat
unusual in that there are aspects of trade policy
(such as the setting of MFN tariffs, or export support
programs) which can be unilaterally determined

by the Government. On the other hand, there are
areas of trade policy that require negotiation with
other Governments, be this a Memorandum of
Understanding (MOU) or a fully-fledged free trade
agreement, or at the World Trade Organization
(WTO). The need to negotiate with other countries
inevitably also brings in aspects of foreign policy
and a further set of goals and objectives. Finally,
as trade policy intersects with other areas of
public policy, it also involves the participation of
multiple Government departments, which poses a
coordination problem in agenda setting.
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The remit of trade policy thus covers a wide range of
policy areas and levels, from purely domestic policies
to international agreements, and involves a range of
Government departments as well as the devolved
administrations. To understand the scope of trade
policy and the objectives of any Government's trade
policy, therefore, requires going beyond any given
trade strategy document (where/if it exists) and
looking across a range of policy areas and policy
documents. For this report, we have identified and
examined in detail 11 core documents which directly
or indirectly impact on trade, which de facto formed
the previous Conservative Government's strategic
approach.” Much was in the air until the signing of
the revised Withdrawal Agreement with the EU in
2019, hence the documents selected are all from this
date onwards.?2 We refer to these documents as our
‘trade corpus’.

Figure 2.1: From goals to tools

In July 2024, there was a change in Government with
the election of the Labour administration. This, of
course, in turn, raises the prospect of a change in

UK trade policy. The Labour Government published
a Trade Strategy in June 2025.% The Trade Strategy
sheds light on how the objectives and tools of trade
policy may have evolved or shifted under the new
Government. It does not, however, revoke preceding
policies and indeed, there is considerable continuity.

In order to identify the main elements of UK trade
policy, conceptually it is useful to distinguish
between goals, objectives, priorities and policy tools.
Figure 2.1 provides a schematic representation of
this and the definitions we use in this report.

Objectives

Priorities

Broad aspirations, based on a set of concerns

Specific routes to achieving the goals

Identification of the more
important objectives?

The levers used to address
the identified priorities
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2.1.2 Inferring UK trade policy from
existing agreements and documents

To identify the goals and objectives, and within these
the priorities and tools, we first undertake a detailed
textual analysis of the most relevant Government
documents, which relate to international trade and
which formed part of the previous Conservative
Government's approach to international trade. We
then discuss the evolution of trade policy since the
election of the Labour Government in July 2024.

We use two complementary techniques: close textual
analysis and natural language processing. These are
briefly explained below.* In the first instance, we
apply these techniques to our trade corpus, which
consists of the 11 documents we have identified as
being key to understanding the UK's approach to
trade. In Section 2.3 of this chapter, we then move
on to a discussion of the Trade Strategy and consider
the way in which it aligns with existing policy, as well
as any developments or departures.

The aim of the analysis is to identify the main objectives
of policy across our trade corpus and then to focus

on those with an impact on trade. In some cases, this
impact may be direct, eg. signing trade agreements.

In other cases, the impact is more indirect, such as
focusing on increasing economic growth through

more investment. As the method is essentially one of
inference, the aim of using more than one technique

is to provide an additional degree of robustness to the
analysis, and to provide more nuance and depth to the
results. We have used the two techniques iteratively
such that each informs the other.

In a first stage, we use corpus management
software in order to identify a core set of key active
verbs (‘increase’, ‘promote’, ‘reduce’ etc) which
appear in our trade corpus relative to a reference
corpus, and the context in which they appear.
Identifying the active verbs and what they apply to,
enables identification of the stated objectives. The
reference corpus represents the average normal
use of language.® For example, we might identify
the instances of sentences which call for ‘increase /
promote / stimulate trade’ or sentences advocating
the ‘reduction of carbon emissions’.

In the second stage, we use topic modelling (an
unsupervised learning method in natural language
processing that helps identify latent topics or themes
from the unstructured textual data) to identify the
semantic patterns and meanings in the texts and
thus to extract the key goals and objectives. As
opposed to doing so in an unconstrained fashion,
we apply the list of active verbs from stage 1 to
constrain the topic modelling and to identify the
core policy areas to which these active verbs apply.
The advantage of this approach is that it can pick
up the semantic similarity between active verbs (eg.
‘promote’ and ‘increase’) and identify the relevant
policy areas and objectives associated with these.

In the third stage, we employ detailed textual
analysis. This entails a close manual reading of

each document in the trade corpus, and, based

on the results from the topic modelling and our
expertise/judgement, we identify the objectives and
the policy tools. By ‘trade-related’ we mean both
explicit trade objectives (e.g. ‘increase exports’,
‘sign FTAs’), as well as objectives which are likely to
have a direct or indirect impact on trade, even if trade
is not explicitly mentioned. Examples of this might
include ‘investment’ or ‘infrastructure’. In contrast,

if there is an objective, for example, to ‘build more
primary schools,” we would not include this. We

then extract the frequency with which the different
trade-related objectives and policy tools are present.
This does not constitute a simple word count of, for
example, how often the words “growth” or “free
trade agreement” occur. We read and examine the
documents themselves and identify the number of
separate contexts in which a given objective or policy
tool has been mentioned. This is important because
a given term — such as ‘free trade agreement’ might
appear several times in one paragraph or section, but
where this is within the same context, it should only
be counted once.
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Each of the second and third stages results in a list of
objectives: one generated from the topic modelling
and the other from the textual analysis. In the fourth
stage, we compare these lists to assess the degree
of consistency, and as part of our iterative procedure.
We do so by using the results from the topic
modelling to reconsider and cross-check our inferred
objectives from the textual analysis. In terms of Figure
2.1, cross-cutting broader goals are often not clearly
articulated within the different documents, as each
document typically has its own specific goal, such as
innovation or supply chain security. Within each of
these documents, specific objectives are easier to
identify, and we have grouped those into broader
cross-cutting goals across the entire trade corpus.
The broader groupings are based on our expert
knowledge and judgement.

In identifying the objectives, each of the techniques
also provides a means for assessing their relative
importance by providing us with the frequency

with which each of the objectives appears across

the documents. Frequency is important — if border
barriers are mentioned much more often than free
trade agreements, then it is reasonable to assume
that these have a higher priority. However, we also
have to bear in mind that we are looking across

a range of documents. Hence, it is possible that
border barriers are mentioned frequently but only in
one or two documents, while free trade agreements
are mentioned less often in total but across all eleven
documents. By only looking at the total share of
responses for any given goal or objective, we are not
capturing the distribution of that objective across the
trade corpus. That breadth in terms of the number
of documents is also important information as to the
relative importance of the objective.

We therefore use a measure that captures both of
these dimensions, which we call the normalised
Relative Priority Index (RPI). We use the RPI to
infer which of the objectives appear to be more
important, and thus what the priorities are. If

two objectives, A and B, had exactly the same
distribution across the documents in the trade
corpus, but there were twice as many entries for A
than for B, then the RPI would be twice as big for A.
Similarly, if objectives A and B had exactly the same
number of entries in the trade corpus, but A only
appeared in a small number of documents while B
appeared in all the documents, then B would have
a higher RPI. The advantage of this index is that we
can compare the results across the text analysis and
topic modelling approaches. The RPI can also be
applied to other areas of interest for our analysis,
such as goals or tools.

2.2 What do we know about
UK trade policy?

In this section, we consider the main features of UK
trade policy in two ways. First, we consider what can
be gleaned from the agreements that the UK has
signed with other countries. While this is informative,
it only gives a partial picture. Hence, we then turn

to examining all the documents in our trade corpus
and focus on the results from the topic modelling
and textual analysis from which we can infer the main
features of UK trade policy in a more comprehensive
fashion.

2.2.1 International agreements

One approach to understanding UK trade policy is
to focus on the international trade agreements that
the UK has signed. In the first instance, this includes
the legally-binding free trade agreements the UK
has negotiated with partner countries following its
decision to leave the EU. Also relevant, maybe on a
smaller scale, are more focused agreements, which
are not free trade agreements in the accepted sense
of the WTO. While it is a very broad term, for the
purposes of this report we refer to these as ‘'mini
deals’. Examples of these might include critical
minerals partnerships, the agreements the UK has
with different US states, or the Digital Economy
Agreement (DEA) with Singapore. Mini-deals are
discussed in Chapter 4.

A clear area of focus in recent years, under
successive Conservative Governments, following
the Brexit referendum in 2016, was on signing free
trade agreements. In part, this was because of the
necessity to provide continuity with the agreements
the UK had been party to as a member of the EU.
However, in addition, the UK Government was keen
to exercise its new found freedom to sign new free
trade agreements. There were five new free trade
agreements which were negotiated and signed by
the Conservative Government . These were with
Japan (2021), Australia (2023), New Zealand (2023),
the EU (2020), the EEA-EFTA countries (2021).” An
FTA with India was signed in 2025, by the Labour
Government. The UK also successfully negotiated
accession to the CPTPP (2024). Note that the
Japan agreement, and similarly the agreement

with the EEA-EFTA countries, was also largely a
roll-over of the existing agreement, which the EU
had negotiated with Japan while the UK was an EU
member state, and so little new was negotiated. The
CPTPP agreement involved accession to an existing
FTA; hence, the parameters of the CPTPP were not
under negotiation.
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The agreement the UK signed with the EU - The
Withdrawal Agreement (2020) was different
because it involved an increase in trade barriers in
comparison to the status quo following the UK's
decision to leave the EU. That departure left the UK
trading with the EU on an MFN basis. The Trade and
Cooperation agreement, effectively started from
this basis, and led to an improvement on those MFN
terms. This was also true of the agreement with

the EEA-EFTA countries. As with the UK-EU TCA,
the EEA aimed to preserve as much as possible the
arrangements the UK had previously had as an EU
member state.

To a degree, the objectives of UK trade policy, as
demonstrated by these agreements, can be seen
from the respective preambles to each of the
negotiated agreements. However, as (some of)
these were the first agreements the UK had signed,
and was keen to sign quickly, the Government and
the negotiators were, to some degree, learning
about what could be negotiated and thus included
in the final texts. Bearing these caveats in mind,

the preambles identify what the two parties have
jointly agreed as being the most significant elements
and achievements. A summary of these is in Table
2.1. The table has seven panels, which identify
respectively where there are common objectives that
appear across all the agreements, those objectives
which appear in all but one of the agreements, the
objectives which appear in all but two, and so on.

The preambles are based on what was agreed
between the parties and thus was subject to
negotiation and does not simply reflect the UK's
policy objectives. Nevertheless, the main messages
emerging from the preambles are informative.
There are only two areas which are common to all
of the agreements. First, a strong commitment to
maintaining and abiding by the rules of the WTO,
and secondly, the overall objective to reduce barriers
to trade and investment. The latter is what would
be expected from a trade agreement, and is driven
by the perceived economic gains from the reduction
of such barriers. This highlights the importance of
the direct economic benefits from signing free trade
agreements from market liberalisation.

There are then three objectives which appear in

all but one of the agreements and these relate to:
support for Small and Medium Sized Businesses
(SMEs); the importance of good governance,
transparency and the rule of law; and the right

for each of the signatory countries to regulate
domestically for legitimate public policy purposes.
Interestingly, these are not trade policy areas that
emerge strongly in our analysis of the trade corpus,
as discussed in the next section.

In the middle panels of the table, one can see the
objectives over which there is a high degree of
commonality — sustainable development and the
environment, labour provisions, digital trade and
increasing women's participation in trade. These
objectives do all emerge from our analysis of the
trade corpus, and we discuss this in more detail in
subsequent sections and chapters.

In the last three panels of the table are the
objectives that appear in less than half of the
agreements, and are thus much more context and
agreement-specific. For example, objectives around
consumer protection, promotion of services trade,
innovation, and inclusive trade fall into this category.
Note that this does not necessarily mean that there
are no provisions in this regard in the texts of the
other agreements, simply that they are not explicitly
identified in the preamble, and thus presumably
were not jointly perceived by the signatories as
significant as the other areas. There are two aspects
of this worth noting. First, and as discussed in
Chapter 1, services is extremely important for the
UK economy and much more so than manufacturing,
yet, it only appears in half of the preambles.
Second, we note the lower apparent prioritisation of
inclusivity.

Those objectives that only appear in one agreement
are typically very specific to that agreement. We

see this with regard to the inclusion of the provision
allowing for state-owned enterprises in the CPTPP
preamble, and in the inclusion of issues such as the
level playing field, energy and raw materials in the
agreement with the EU.2

The range of common and separate topics reflect
the relative desires and negotiating positions of

the respective partners. The core objectives are
concerned with increasing market access and
support for the multilateral trading system, followed
by a range of secondary largely common objectives,
followed by a specific areas of either bilateral
concern, or of sufficient importance for one of the
countries to insist on their inclusion.
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Table 2.1: Areas identified in the preamble to Free Trade Agreements

Japan  Aus

2021 2023
WTO trade & investment rules v 7
Trade / investment barriers 4 7
Support for SMEs 4 4
Good governance & rule of law v
Right to regulate for pub. policy v
Sustainable dev. & environment
Labour provisions / ILO 4
conventions
Barriers to digital trade v v
Increasing female participation v 4
Certainty & support for services
Consumer protection v

v

Support and promote innovation

Inclusive trade / growth
Indig. people, cultural identity

Governance & dispute
settlement

Level playing field
Energy & raw materials
State owned enterprises

Source: Own analysis using texts of agreements

2.2.2 Analysis of Government documents -
the ‘trade corpus’

2.2.2.1 Core Goals

We turn now to consideration of the trade-related
goals identified through analysis of the trade corpus.
Figure 2.2 gives the RPI for each of the broader
goals, which corresponds to the first element of
the schematic diagram as derived from the text
analysis and topic modelling approaches to each of
the strategy documents. Overall, our assessment is
that the text analysis approach is to be preferred
as it involves a careful reading of the documents.
However, the topic modelling is important for
robustness and comparison.

Nz EU India CPTPP EEA-EFTA
2023 2020 2025 2024 2021
v v v v v
v v v v v
v v v v
v v v v v
v v v v v
v v v v
v v v v
v v
v
v v
v v

v

v v

v v

v

v

v

v

We have grouped the objectives into six broad
goals. These range from economic growth to
inclusivity. In each case, we give the RPI for each of
the goals.

There are several messages which emerge from
Figure 2.2. First, we see the overall importance
of the goal of growth, which clearly dominates
the other goals. This emerges clearly from both
techniques applied. Second, the figure shows
that environment and sustainability, trade, and
resilience and economic security receive relatively
similar scores. Environmental sustainability captures
concerns with climate change, the environment,
energy and the circular economy; and economic
security captures concerns related to supply chain
resilience, security issues and risk.



52 | UK Trade Policy: An Independent Review

Figure 2.2: Goals underpinning the trade corpus
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Source: Own analysis using the trade corpus

The goals of growth, resilience, economic security,
sustainability or inclusiveness are outcome-focused
goals — and, for example, reflect the aim of more
growth, or more economic security. The goal is
perhaps less directly clear when it comes to the
category of ‘trade’. Increased trade could be sought
to address any of the other goals, such as growth,
resilience or inclusiveness. Given the focus of this
report on trade policy, we have, however, chosen to
list the goal of trade separately. This is in order to
identify the importance of the role of trade relative
to the other broad goals in the trade corpus.

The category trade is also a good example of the
value of using an index which takes into account
both the number of entries and the distribution

of the entries. If we focus only on the former, with
the text analysis, trade would be the second most
important goal, accounting for 20% of the entries.
However, as environment and sustainability is
more evenly distributed across the trade corpus, it
becomes more significant with the RPI.

Finally, we see that issues of inclusivity as well as the
category ‘other’ appear to have the lowest priority.
The former includes concerns with labour rights,
impacts on consumers and living standards, female
empowerment or inequality. The latter groups
together trade policy towards developing countries,
mobility of labour and jobs.

It is interesting to contrast this analysis with

the results of a Citizens’ Jury’ which we held in
November 2024, where we asked the participants to
rate the level of priority the UK Government should
give to a number of different policy outcomes - see
Figure 2.3. They were asked for this rating both
before attending the citizens’ jury and afterwards.

In the pre-participation task, economic growth was
(marginally) seen as the most important priority, and
in the post-participation task, this was no longer the
case, with food standards being rated more highly
by more of the participants. What emerges from
this is that there is much greater similarity in the
prioritisation across the different topic areas, than
we see from our analysis of Government documents.
Alternatively put, prima facie, the ‘public’ (as given
by our citizens' jury) appears to give more weight to
equity and economic security considerations than is
reflected in our analysis of Government documents.
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Figure 2.3: Trade policy priorities from the Citizens’ Jury
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Source: Citizen's Jury conducted for this analysis

Another route to understanding public views on
trade is from the successive waves of the PATT
surveys, undertaken by the UK Government on

an annual basis." If we take the last two waves,
which were undertaken in 2022 and 2025,
respondents were asked to identify the reasons

they supported and the reasons they opposed the
Government signing FTAs. While these were two
separate questions, the number of responses to

the latter question was around 7% of the number

of responses to the former question. It seems a
reasonable inference that therefore there is much
stronger support for FTAs, than opposition. The
overwhelming reason for supporting FTAs, given by
just under 60% of the respondents was to strengthen
the UK economy. It is worth noting, however, that in
this question the respondents were not asked how
much they valued FTAs for any of the other priority
reasons we explored in our Citizens' Jury, and so it is
difficult to make a comparison.

In a separate question, however, respondents

were asked to select up to five considerations they
thought the UK Government should give the highest
priority to when signing FTAs with non-EU countries.
The results can be seen in Figure 2.4. Greater
priority appears to be given to ‘protecting’ either
industries or jobs, than, for example, increasing
exports or creating jobs. It is also interesting to note
that maintaining food standards was considered the
third highest priority. Relatively equal weight is given
to maintaining animal welfare standards, increasing
export, creating jobs, maintaining environmental
standards, and protecting human rights. This is
similar to the message from our Citizens’ Jury, and
overall reinforces the message that while economic
outcomes focused on growth are important,

public views on trade give high priority to other
considerations.
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Figure 2.4: Top 10 FTA priorities in the PATT survey (2022 & 2025 average)
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Figure 2.5: Support or opposition to FTAs — PATT survey (waves 5-7)
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Finally, it is also interesting to note that the public
also appears to care about which partner countries
the Government signs or negotiates free trade
agreements with. This is illustrated in Figure 2.5
which considers the countries that were identified
in the last three PATT surveys, and where the public
was asked whether they support or strongly support,
versus whether they oppose or strongly oppose
the signing of a FTA with the US, India, the United
Arab Emirates (UAE), and Saudi Arabia. From this,
we see overwhelming support and comparatively
little opposition to signing a FTA with the US. To a
lesser degree, there was clearly more support than
opposition for signing a FTA with India (which the
Government has subsequently done). At the other
end of the scale there is considerably less support
and more opposition to the signing of FTAs with
both the UAE and Saudi Arabia. From the point

of view of policymaking, and to the extent that
policymakers take on board public attitudes, it is
important to understand and unpick why there is
such variation in FTA support depending on the
partner country.

Unfortunately, the survey does not ask respondents
to explain the reasons behind these responses.
However, relatedly, in our Citizens' Jury, in the pre
and post workshop survey participants were asked
the extent to which they agreed or disagreed that
the “UK trade policy should aim to promote human
rights internationally even if it means less trade with
poor countries”. Participant views remained largely

the same before and after the workshop with the
majority of participants (over 60%) agreeing with this
statement. Plausibly, therefore, such issues are likely
to have influenced public views as to the desirability
of agreements across different countries.

2.2.2.2 Obijectives and priorities

Underpinning each of these goals are more specific
objectives, which we now turn to. As described
earlier, our methodological approach identifies

the relative frequency with which different topics /
issues appear as well as their distribution across the
trade corpus. The RPI thus enables us to identify
the common topics / issues and provides a strong
indication of priorities. Given the importance of the
goal of growth, and the importance and relevance of
the trade goal to this report, in the next two figures
we summarise the objectives that emerge from our
analysis within each of these goals. Once again, for
expositional purposes, we have grouped some of
these more specific objectives.

First, we consider the different elements which
underpin the very broad goal of economic growth -
see Figure 2.6 as given by both of our procedures.
Hence, here we are detailing the specific objectives
which underpin the first columns in Figure 2.2. It is
worth noting that while we observe a high degree
of correlation in these objectives across the two
approaches taken, as the analysis becomes more
detailed, unsurprisingly, greater differences between
the approaches arise.

Figure 2.6: Objectives underpinning the goal of growth
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The most important of the elements across both
techniques used are the range of objectives which
are directly focused on businesses / firms. This
ranges from aiming to improve the performance
of SMEs, reducing firm costs, reducing the barriers
that business face, and providing business support
services to increase firm-level outcomes. Given
that economic activity, including trade, is ultimately
carried out by firms, the focus on policies directed
at businesses as a key part of the route to higher
growth is welcome.

The following significant growth objectives are
innovation and investment, which scored similarly
with the text analysis, though we note that
investment scored lower with the topic modelling.
Innovation captures several elements from support
for R&D, the promotion of science and technology,
to better links between academia and the business
community, and investment includes both domestic
investment and FDI. Both innovation and investment
are, of course, also central to growth, and we also
see a similar degree of importance accorded to
both competitiveness and digitalisation. Changes
in regulations and infrastructure policies appear

as relatively low priorities. We have also included
specific identification of objectives with regard to
each of manufacturing and services. Despite the
prevalence of services in the UK economy, there
appears to be a greater focus on manufacturing.

Figure 2.7: Identification of specific trade objectives

Moving on to the objectives underpinning the goal
of international trade, we depict these in Figure 2.7.
The top three categories are, respectively, promoting
exports, improving market access for UK firms and
reducing border barriers. While we saw the apparent
importance of SMEs in the preambles to the FTAs,
these do not emerge as one of the key objectives

in the trade corpus. This focus on liberalising trade
through boosting exports and lowering barriers to
trade serves to underpin the perceived importance
of the relationship between trade and economic
growth. Each of the other categories are also largely
directed at the overall goal of economic growth —
be this through acknowledging the role of imports,
the signing of trade agreements (which may include
free trade agreements or more focused trade

deals), or explicit trade support policies such as
export finance, though they receive a lower relative
priority. We see some divergence between the topic
modelling and the text analysis results. The topic
modelling suggests a considerably higher degree of
importance for trade agreements than is the case for
the text analysis.
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Figure 2.8: Policy tools
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2.2.2.3 Policy Tools

We now consider the main policy instruments across
the trade corpus that are mentioned as means to
achieve the growth objective. For this discussion, we
focus on the text analysis as this is better suited for
policy identification. Similarly to the earlier figures, in
Figure 2.8 we give the relative importance, based on
the RPI, of the different types of policy instruments.

The set of instruments which appear as most
significant are trade-related instruments. This
highlights the importance of trade policy to achieve
the goal of economic growth as identified earlier.
The trade policy instruments in this category include
policies ranging from trade agreements (which
could be Free Trade Agreements or mini deals),
trade remedies, reducing trade barriers, tariffs,
import and export controls, to border barriers.

The single most important category in this group
relates to trade agreements. Mention of some form
of trade agreement appears both with the most
overall frequency across the trade corpus and is also
mentioned in each of the documents.

The second most important category concerns policy
instruments focussed on businesses / firms, and we
also saw the importance of the focus on businesses
when looking at the growth objectives in Figure

2.6. Within this category fall policy instruments

such as the promotion of digitalisation and the use
of technology, information, business and export
support services, policies to support better use

of data, and policies to lower firms' costs, as well

Policy Tools

as the promotion of industrial clusters. The use of
various forms of financial instruments (tax relief

/ credits, loans, grants and subsidies, and public
finance institutions is the third most commonly cited
category of tool. This category is also related to the
investment grouping, which ranges from public-
private partnerships to support for investment in
R&D, or support for FDI.

There is a separate category which relates to
international engagement. In this category,

we capture the mention of UK participation in
international organisations, commitments to

the rules-based multilateral trading system, and
regulatory diplomacy. Policies focused on regulations
or regulatory barriers, skills and education, and
infrastructure appear to have a lower priority.

2.2.2.4 Sectoral Coverage

Another key element in any trade strategy is the
extent to which it has a particular sectoral focus.
Successive UK Governments have long chosen

to target particular industries as future growth
industries, for which additional support has been
typically provided. Over the last decade, this can be
seen across a range of policies':

¢ The Catapult network (2011-2015) with a focus
on supporting innovation and ‘bridging the gap’
between research and industry.
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® The "eight great technologies” of the future
announced, in 2012 (ranging from 'big data’,
energy storage, to satellites).

® The Industrial Strategy of 2017, which was more
thematic in approach but also focused on a set
of sector deals (life sciences, construction, Al,
automotive, creative industries and nuclear).

® The Advanced Manufacturing Plan (2023) and
Critical Imports Supply Chain Strategy (2024)
together focused on a range of sectors from
creative industries, life sciences, automotive and
green industries.

® The Industrial Strategy (2025) has an explicit focus
on eight sectors: advanced manufacturing; clean
energy industries; creative industries; defence;
digital and technologies; financial services; life
sciences; and professional and business services.

There are many common elements in these
strategies, in particular, across the more recent
documents. This includes a focus on creative
industries, life sciences, and advanced manufacturing
— including elements within that, such as aerospace,
automotive, digital and Al. There are also some
important differences — with less emphasis now on
construction or satellites, with greater focus on clean
energy than energy per se. Importantly, the recent
Industrial Strategy explicitly also focuses on more
service industries, notably financial services and
professional and business services.

Figure 2.9: Sectoral focus

Figure 2.9 summarises the extent to which particular
industries or sectors emerge from the trade corpus.
For this analysis, we identified the sectors mentioned
in each of the strategy documents, and list all

those sectors that appear in more than one of the
documents. We define sectors here broadly. For
example, while digital is a sector in its own right, it
is also part of the process affecting and inputting
into all sectors, and similarly, Al. The figure then
gives the number of documents in which that sector
is mentioned. Hence, the maximum ‘score’ that
could be obtained would be 11, as there are 11
documents. The bars in red are the industries that
have also been identified as priority industries in the
Industrial Strategy (automotive, aviation, and space
are part of advanced manufacturing). The most
frequent industry that emerges is ‘critical minerals’,
which appears in seven of the documents. This is
followed by clean energy which appears in six of the
documents, and then digital and automotive, each of
which appears in five of the documents.

It is worth noting that the generic category of
‘services’ ranks sixth, and this identifies where
services have been mentioned generically in the
documents. Where particular service sectors
have been explicitly mentioned - such as creative
industries, financial services and professional
business these are listed separately. On balance,
there appears to be a greater prioritisation of
the non-service part of the economy across these
documents. There are also four sectors which
only appear in one of the documents and are not
depicted in the figure. These are Tourism, Education,
Oil and Gas, and Intellectual Property.
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2.2.2.5 Summary observations from the analysis
above

The core messages which emerge from the analysis
of the trade corpus are:

® The most important goal of Government policies
since 2019 has been economic growth, with trade
as a component of that.

* Goals such as environmental sustainability, or
economic security have received considerably less
emphasis.

e The main objectives with regard to growth are to
support businesses, we note the greater focus on
manufacturing in comparison to services, although
there is now more focus on services in the new
Industrial Strategy (see discussion below).

* The sectors of highest priority in the trade corpus
are automotive and digital, followed by life
sciences and defence.

¢ With regard to trade, the focus is clearly on
increasing exports with comparatively little
focus of the role of imports. On the export
side, this primarily involves removing border
barriers, improving market access and signing
trade agreements, with more emphasis in the
recent trade strategy also on export services.
On the import side, only importance is explicitly
acknowledged with regard to “critical’ imports.

* On tools / levers the focus is primarily on trade
policy tools, within which the main trade policy is
signing trade agreements. This underscores the
perceived importance of trade for the growth
agenda.

* Support for business across a range of instruments,
is also important and is given more significant than
cross-cutting policies to improve the business /
investment climate such as regulations, skills, or
infrastructure improvements.

2.3 Trade policy under the
new Government - since July
2025

In the UK context, there was a change of
Government in July 2024 followed by publication
of both a Trade Strategy and an Industrial Strategy.
This was an important step in understanding the
evolution of the landscape of UK trade and industrial
policy, as well as the new Government's priorities
and policy tools. These documents build upon a
range of policies and strategy documents that had
been developed and published under preceding
Conservative Governments, and there is a strong
degree of continuity. However, what may change
with a new Government is the prioritisation of the
different objectives, and possibly also the policy
tools which are used to address those objectives.

In order to assess current Government priorities, we
consider the range of trade-related press releases
from the Department of Business and Trade (DBT)
following the election of the Labour Government in
2024, and the statements made by relevant ministers
to parliament, as well as the Industrial Strategy

and the Trade Strategy. We have not applied our
text analysis or topic modelling approaches to
either the Industrial or the Trade Strategy. This is

for two reasons. First, because these are individual
documents and the strength of our method is that it
allows us to draw conclusions from across a range of
documents; and secondly, because it was important
to separately consider the extant trade corpus prior
to the election of the new Government in 2025.

2.3.1 Press releases and ministerial
statements

Since the election of the Labour Government
there have been over 80 relevant press releases
and statements made to the House of Commons
with regard to trade and trade policy by UK

trade ministers through to July 2025. In and of
themselves, they do not provide a comprehensive
overview of UK trade policy, as in many cases,
they are in response to specific events (such as
the outcome of a particular FTA negotiation ), and
some are addressing the legacy from the previous
Government. Nevertheless, the tone and language
of these statements and press releases provide

a clear indication of the current Government's
objectives and approach.
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For example, shortly after the general election,

on the 29 July 2024, in a statement to the House

of Commons on the UK's free trade agreements
negotiation programme, the then Secretary of State,
Jonathan Reynolds stated:

“This Government are committed to developing a
trade strategy that will drive economic growth. Our
approach will be underpinned by rigorous economic
and geopolitical analysis, and will align with our
industrial strategy, support our net zero ambitions
and enhance our economic security.”

This indicates clearly the focus on growth but
also gives recognition to broader industrial policy
considerations, net zero and economic security.

There are five issues which emerge from examining
press releases and statements:

* A focus on policies to boost UK exports, but little
or no mention of imports, nor of the gains from
importing.

¢ Improving market access to third countries, almost
invariably through signing free trade agreements

¢ Economic security and supply chain resilience

* The role of the digital transformation in supporting
and boosting trade

e An emphasis on stability, and the message that
a key element of the Government's (growth)
agenda is to provide a clearer and more stable
environment — presumably for investment and
trade.

Other areas mentioned less frequently include: a
commitment to free and open trade and the rules
of the multilateral trading system (even though the
UK-US Economic Prosperity Deal would appear

to violate those rules), investment, and regulatory
cooperation with other countries.

2.3.2 The Industrial Strategy

The UK Government also published its “Modern
Industrial Strategy” in June 2025. The main goal of
the Industrial Strategy is economic growth, through
investment and innovation, improving support for
businesses, investing in skills and infrastructure and
international trade. At the same time, there is some
recognition of the importance of issues such as net
zero, sustainability, supply chain resilience / security
and the regional distribution of economic activity.

There are eight core sectors (the IS-8) which are:
advanced manufacturing, clean energy, creative
industries, digital and technologies, financial
services, defence, life sciences and professional
business services. In this list of industries, there is
a welcome shift towards the inclusion of service

industries, which previously (as discussed above)
had comparatively little attention. In addition to the
IS-8, there is explicit mention of what are termed
"foundational’ industries which are considered

as important backbone industries and suppliers

to the UK economy. These are: electricity, ports,
composites, materials, construction, steel, critical
minerals, and chemicals. It is worth noting that
these are largely infrastructure or manufacturing
industries as opposed to services. It is also the case
that most of these have been identified in previous
Government documents and strategies, such as the
Catapult Network, the Industrial Strategy (2017), or
the Advanced Manufacturing Plan (2023).

The tools that are discussed in the Industrial Strategy
encompass, inter alia: finance, business information
and support, trade agreements, UK export finance
and export promotion, public procurement,
investment screening, regulatory reform, planning
reform, support for collaboration between industry
and researchers, coordination with regard to
technology adoption and Al, improved use and
provision of data, support for skill based education
and training.

There are several aspects to the Industrial Strategy
that are arguably ‘different’ from previous policy.
There is a clear tone and message across the
document that is captured in the executive summary,
which states that “... the Government’s priority
mission is to deliver strong, secure and sustainable
economic growth to boost living standards for
working people in every part of the UK”. Hence,
growth is ultimately the objective, but this is
grounded in notions of security, sustainability,
stability, and equity. The focus on stability can

also be seen across a range of statements and
speeches by ministers since the general election,
discussed above. For example, in commenting on
the UK-India Free Trade Agreement, Prime Minister
Starmer stated that “strengthening our alliances
and reducing trade barriers with economies around
the world is part of our Plan for Change to deliver a
stronger and more secure economy here at home.”"?
The aim is to provide more certainty, longer-

term planning, and stability while recognising the
challenge of economic security.

There is a clear recognition of the broader context in
which the strategy is written: this includes a stubborn
lack of domestic growth and the rapidly evolving
international environment. Hence, domestically, this
challenge is to address low growth and investment.
Internationally, this is an explicit recognition of the
much more difficult geopolitical and economically
interventionist environment, as well as the
recognition of the fast pace of technological change.
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The Industrial Strategy is clear in identifying the
existing obstacles or constraints to achieving its
objectives, and by and large these seem sensible:
energy costs, access to finance and investment,
the lack of long-term planning and support, skills,
infrastructure, planning regulations and broader
regulatory costs and burdens. There is also
recognition of the importance of data and evidence
both for good policymaking and for businesses. In
comparison to the discussion of the trade corpus
earlier, there appears to be more emphasis than
previously on the long-term and on the overall
business environment in which firms operate as
opposed to focusing directly on business support.

The strategy contains clear statements on the goals
and means of achieving its objectives. This explicitly
involves a more interventionist approach and a
readiness to intervene where it is needed (“a more
muscular approach to Government”; “industries...
need the state to be an active partner”). The
approach is also explicitly more long-term, in
particular, with regard to funding designed to give
firms greater incentives and greater stability. There
is also recognition of the role of international trade
as “the best route to prosperity”, the importance of
the rules-based international trading system, and the
importance of evidence-based policymaking.

There is an attempt at more joined-up thinking with
regard to the goals and objectives (investment,
skills, trade) and the implementation across the
sectors of the economy. That joined-up thinking
applies both across Government departments, but
also reflects a desire to work much more closely
with businesses and stakeholders, and more of an
emphasis on institution building. While there had
been an industrial strategy produced in 2017,

in the post-2019 period of our analysis, there

were various Government strategies ranging from
batteries, digital, advanced manufacturing, critical
imports etc, all written at different times, by different
departments and different people. Bringing it
together into one document and a focused strategy
is more likely to achieve coherence and the desired
positive outcomes.

Has the Government got it all right with this
Industrial Strategy? Almost certainly not, and surely
and rightly there will be specialists and experts who
will argue the toss over specific issues, policies or
recommendations; or about how monitoring and
evaluation of success will be undertaken; whether
taking a sectorally-focused approach is the right way
to go; and whether sufficient (new) money has been
allocated. Such discussions are to be welcomed and
are healthy. The presence of the Industrial Strategy
gives a much clearer basis for such discussions.

It is a mistake to think that Governments can get it
all right and that such a document can be definitive.
It is also a mistake to think that Governments should

not make mistakes. There is naturally an in-built
aversion to failure in Government policymaking,

and this is for both good and bad reasons. In the
pursuit of reasoned and evidence-based policies,
there should be explicit recognition of risks, and
thus Governments should be prepared to make
some mistakes and to fail in some initiatives. On that
note, the Foreword to the document states that the
Government's approach is ‘prepared to take punts in
pursuit of growth and productivity’. This is a healthy
approach. In taking a punt, you are taking risks.

2.3.3 The Trade Strategy

From the date of the referendum to leave the EU

in 2016 until 2025, the UK did not have a clearly
articulated (or written) trade strategy. From the
discussion above, trade was considered an important
part of each Government's aim to achieve higher
rates of economic growth, and largely this was to

be achieved through signing free trade agreements.
However, there was little sense of coherence across
the agreements signed, and no clear statement of
priorities.

In summary, the key conclusions which emerge from
the Trade Strategy are that overall economic growth
remains the principal goal, and this is consistent
with preceding policy. We also see, de facto, a
strong continuation of pre-existing policy initiatives.
However, there is also some change of policy focus
- notably with regard to seeking more ‘mini-deals’,
an expansion of business support for exports, a
greater focus on regulatory barriers to trade, and a
strengthening of trade defence and trade remedies.
All this is primarily focused on the economic growth
objective. Other objectives — clean growth / green
transition — are seen as important but clearly of
secondary order. Equity or distributional issues —
such as environmental sustainability, workers rights,
support for LDCs - are mentioned but would appear
to have an even lower priority. It is worth pointing
out that the prioritisation as discussed above is
never made explicit and rather is based on a careful
reading of the strategy.

The 2025 Trade Strategy is thus an important
milestone in the evolution of the UK Government's
approach to international trade. It sets out the
context, the core objectives, and introduces some
policy tools and initiatives. While there is a lot of
focus on exports, which is par for the course in
trade strategies, there is also explicit recognition
of the importance of imports — for supply chains,
competitiveness and consumers. It is too easy to
forget that much of the benefit from trade comes
from imports and not from exports, the importance
of which was certainly neglected in the Government
strategy documents in our trade corpus, discussed
earlier.
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The Trade Strategy follows a clear structure, first
taking stock of what the UK economy and its trade
flows look like, setting this against the current
tumultuous world context, and then on that basis
deducing objectives and policy instruments for how
trade should be nurtured, with which partners, and
with what institutional framework(s). It is closely
linked to the Industrial Strategy, and there are
several references to ensuring trade policy aligns
with the focus on the IS-8 sectors.

In the following subsections, we outline some of
the key features of the Trade Strategy and indicate
the ways in which it perhaps represents a shift from
previous policy as seen through our analysis of the
trade corpus.

2.3.4 International engagement

The Trade Strategy identifies the UK’s priority
partners (the EU, the US, and China), and provides
some useful signals about the Government's policy
direction. While recognising that the decisions
made by the EU, US, and China will prioritise

those countries’ national interests, and in a more
aggressive way than heretofore, the UK aims to
balance relations with all. Overall, the discussion

is pragmatic, and the emphasis on maintaining or
strengthening economic relations with a range of
key trade partners is welcome. The UK commits

to a “no containment, no alignment” approach,
opting for strategic engagement in areas where
bilateral mutual benefit is clear, particularly in green
tech, finance, and consumer goods. The strategy
acknowledges China’s central role in supply chains
and global trade, while also identifying sectors of
concern, such as advanced manufacturing, Al, and
digital infrastructure where the UK should engage
more heavily, but with caution. However, the Trade
Strategy doesn’t explain how this balancing act will
be managed in practice vis-a-vis the other important
trade partners identified. In comparison to the
Industrial Strategy, the Trade Strategy does not have
a sector-specific framework for deciding where trade
should not be, for example, encouraged, limited, or
safeguarded. This should not be seen as a lacuna,
but it is important that in deciding policy with
respect to partner countries, the Government should
not lose sight of its sectoral objectives.

Despite rising global protectionism and
interventionism, the Trade Strategy also reaffirms
the UK’s commitment to free trade principles and
a stated willingness for stronger international
cooperation through the Group of Seven (G7),
OECD and WTO. Importantly, the UK commits

to join the Multi-Party Interim Appeal Arbitration
Arrangement (MPIA), a temporary arbitration
mechanism for addressing appeals while the dispute
settlement system is partially operational (due to
the current disabling of the WTO Appellate Body).

The MPIA provides a pragmatic means to preserve
dispute settlement in the absence of consensual
reforms; its key players include the EU, China,
Canada, Australia, Brazil, and Japan, amongst
others. It does not include all WTO members, most
notably, the US and India.

On the one hand, joining the MPIA can be seen as
a positive signal indicating the UK’s alignment with
free trade and open markets. On the other hand,
the commitment to open trade seems conditioned
by a pragmatic willingness to break rules where
necessary. This is summarised by the sentiment that
“... we need an agenda for trade that is not only
free, but also fair, accountable and - insofar as is
practical — governed by rules” (our bold italics),
and that they will be “unashamedly opportunistic
in considering deals of every sort as we hunt out
opportunities for growth”.

The Trade Strategy is clear about the instruments
the Government plans to use, given the current
problems and blockages affecting the WTO. These
are plurilateral agreements inside and outside the
WTO; sector-specific, targeted, flexible trading
arrangements, (a.k.a ‘mini deals’) including on
regulatory cooperation and mutual recognition;
and non-binding instruments. There is a general
approach that the UK will “need a more varied -
and smarter — set of trade tools than we have had
in the past”. What this seems to translate into is a
shift away from Free Trade Agreements as a primary
instrument of trade policy towards international
agreements which are not FTAs, something the
document variously refers to as bespoke accords,
“new modern partnerships”, “bilateral and multi-
party deals” and “smart agreements”. For the
purpose of this report, we loosely refer to such
agreements as mini deals.

However, other than digital, there is little discussion
as to which areas may benefit from mini deals, and
the circumstances under which it is desirable to have
binding and formal rules, or the circumstances which
may do just as well with non-binding approaches.
Despite the commitment to the international rule of
law and the WTO, mini deals may well violate WTO
rules, such as Article XXIV of the General Agreement
on Tariffs and Trade (GATT), depending on their
content. Indeed, the UK appears to have already
done so in its negotiated agreement with the US —
the Economic Prosperity Deal with the US.

2.3.5 Domestic policy initiatives

With regard to domestic policy instruments, there
are quite a lot of statements of ambition and
objectives, but the number of actual concrete new
initiatives is relatively sparse. For example, the
salience for the UK economy of services exports, in
terms of trade value and employment, is prominently
and repeatedly acknowledged. In a breakthrough for
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a strategy document, the linkages between services
and goods trade are recognised. This corresponds
to an increasingly blurred line between goods and
services and the way in which business models have
evolved. The importance of this for the UK was
discussed in Chapter 1. Recognising these linkages
bodes well for joined-up policymaking, including
relevant associated aspects of investment policy,
mobility, or intellectual property rights. However,
while recognising the role of services is important
and a departure from previous policy, there are
almost no related policy initiatives related to
services.

Similarly, the strategy has numerous references to
clean energy, clean / green growth, and there is a
clear affirmation of the UK’s commitment to meeting
its climate objectives and net zero. There is also a
range of aspirational statements regarding initiatives
that support trade in environmental goods and
services, seeking outcomes in trading frameworks
and international agreements - including at the WTO
— that support sustainable trade and working with
partners to diversify supply chains, including those
for green technology. However, once again, there is
limited discussion of specific policy initiatives.

Other areas where there is ambition, but few
domestic policy initiatives, relate to digital trade and
agri-food. This may be in part because there is also
a UK Government Food Strategy for England where
trade is discussed in more detail. The perceived
salience of trade can be seen from the Ministerial
forward in that food strategy which states that,
“since announcing our strategy, this Government
has taken bold steps: securing a hat trick of trade
deals that protect our farmers, opening new markets
for exporters, and beginning negotiations to cut
red tape with our closest trading partners”'. It is
important to note that agri-food trade strategy

has the added complication that agri-food policy

is devolved, whereas trade policy is not a devolved
competence. On agri-food, in addition to finalising
the terms of the UK-EU SPS agreement, there is
discussion ranging from the use of commercial
diplomacy to further agri-food objectives,
streamlining customs procedures, working
collaboratively with Governments, to a review of
responsible business practices.

On digital trade, the strategy underlines the
significant economic opportunities surrounding
digital and technology as one of eight growth-
driving sectors. It also addresses Al opportunities
and the importance of developing digital
infrastructure, and the possibilities arising from
digital agreements with other countries. There is
also discussion around developing resilient telecoms
infrastructure, the desire to increase Al adoption
through an Al Opportunities Action Plan.

The concrete policy instruments in the document
include:

e UK Export Finance: A substantial expansion by
33% of funding for UK Export Finance, and some
prioritisation of that finance towards clean energy
and defence

® Export support:

» The integration of export support services into
the new Business Growth Service

» Expansion of the network of regional Export
Finance Managers to focus on clusters with
strengths in the Industrial Strategy IS-8 core
sectors.

» A pivoting of resources in diplomatic missions to
focus more on helping UK businesses to export
and international firms looking to do business in
the UK.

» More funding for trade missions to boost
exports.

» Improved and modernised digital export
support, bringing relevant information together
into one place on GOV.UK.

» Pilot projects focused on the adoption of
Electronic Trade Documents to reduce border
frictions, and digital trade corridors with EU
markets.

» New SME capability programme to support
SMEs to digitalise and stay competitive

* Trade Remedies and trade defence:

» legislation to expand Government powers to
respond to unfair trade practices and guard
against global turbulence in critical sectors such
as steel

» legislation to adjust the Trade Remedies
Authority policy guidance and operating
framework

» To improve businesses’ access to trade remedies
by reducing the cost and increasing the speed of
applications

» To make the trade remedies system more
accountable to Ministers

® Regulatory barriers: the establishment of the
Ricardo Fund as a way for UK regulators to unlock
foreign markets, in part, by getting trading
partners to adopt international standards, or even
simply UK-friendly ones

¢ Economic security: A new ‘Supply Chain Centre’
and a new Economic Security Advisory Service
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There is also a chapter on “Accountable Trade”
which covers both non-growth objectives
(environment, labour rights, corruption, support for
Least Developed Countries (LDCs), as well as internal
UK governance arrangements. With regard to both,
while there are warm words, commitments are
lacking in substance.

On governance, the UK Government in the past has
faced criticism due to its non-transparent approach
to trade negotiations, poor stakeholder engagement
and lack of strong input from devolved nations and
oversight from parliament.'® Many have called for
the Labour Government to make formal changes to
legislative' and governance processes'® in order to
create a more balanced and consultative approach.
While some commitments have already been made,
largely under the Conservative Government, the
strategy largely preserves the status quo. The most
concrete change is that while the Constitutional
Reform and Governance Act (CRAG) timeframe of
21 sitting days stays the same, 10 additional days
will be given for parliament to respond following the
publication of the Trade and Agriculture Commission
(TAC) (report on any new FTA. The strategy also
states that the Government will make negotiators
more available to parliamentary select committees (a
controversial issue in the last Government). Overall,
these are hardly significant reforms, and thus, with
regard to the lack of parliamentary scrutiny, there

is considerable continuity with the approach of
previous administrations.

2.4 Conclusion and
recommendations

This chapter has outlined the key messages that
emerge from analysis of a range of trade-related
Government documents and strategies, as well as
from Government statements and existing trade
agreements. There are several main points which
emerge from this analysis.

First, the overall focus and primary objective of
Government trade policy is economic growth. This
has particular importance for the UK, which, as
discussed in Chapter 1, has witnessed relatively
low rates of economic and productivity growth
since the financial crisis and lower than a number
of comparable countries. The singular prioritisation
of growth by Government contrasts somewhat
with public attitudes to international trade which
give equal weight to issues such as environmental
sustainability, food standards or labour / human
rights.

Second, to facilitate higher growth, the key trade
policy instruments evoked involve increasing access
to foreign markets, for example, through trade
agreements, and making it easier for firms to export
either by reducing border barriers and customs
procedures, or through providing support for
exporting firms.

Third, the 2025 Trade Strategy provides considerable
continuity in this policy focus but also reveals some
change in emphasis and in policy instruments. The
change in the former is reflected in the growing
importance of economic security and trade defence
on the one hand, and the rise of digitalisation on the
other hand. The shift in policy instruments includes

a focus on a broader range of less comprehensive
trade agreements (in comparison to free trade
agreements), the expansion of business support for
exports, more focus on regulatory barriers to trade,
and a strengthening of trade defence and trade
remedies. Importantly, while there is a commitment
in the Trade Strategy to the rules of the multilateral
trading system, at the same time, this is conditioned
by a willingness to be prepared to break such rules
where necessary.

Fourth, while there is some recognition in the Trade
Strategy of the importance of imports for economic
activity and economic growth, as well as of the
importance of services for the UK economy, the
strategy is relatively thin on policies with regard to
each of these, and still appears more focused on
goods trade.

Recommendations

e Greater consideration should be given to issues
of sustainability and inclusiveness - how these are
being impacted by trade and could be addressed
by trade policy.

¢ Greater clarity over the objectives of mini deals,
and the circumstances and issues for which they
may be desirable.

¢ The UK should strongly adhere to the rules of the
multilateral trading system. This is particularly
important given the current challenges to those
rules from the policies of other countries.

e Greater recognition in trade policy making of the
importance of services trade and the linkages and
synergies between services and goods trade, and
thus on services and goods trade policy.
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¢ A coherent approach to the ex post assessment
of policies, their efficacy, and the extent to
which the objectives have been realised. The
assessment should cover the social, economic
and environmental impacts, including the impacts
on businesses, notably small and medium sized
enterprises, as well as society more generally.

® The ex post assessment should evaluate
coherence with policy in other spheres.

* The government should establish and publish
evaluation frameworks in order to understand the
effectiveness of interventions.

® An annual report on UK trade performance,
UK trade policy and the barriers to UK trade.
This would provide a summary of what has
been achieved, as well as identifying on-going
challenges.
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Chapter 3: Domestic dimensions
of UK trade policy

Chapter overview

In the preceding chapter, we identified the principal goals and objectives of UK trade policy, evidenced by existing
policy documents and government statements. In this chapter, we detail the main processes and legislative
frameworks through which the key elements of UK trade policy are made. We also discuss the more informal
consultative arrangements in place through advisory groups, as well as the role of the UK Devolved Administrations
in the making of UK trade policy. The chapter also discusses the UK trade remedies regime and the subsidy regime.

Frameworks (2017), the UK Internal Market Act
(2020), and the Review of Intergovernmental
Relations (2022).

Key points

* The UK'’s legal framework for trade policy is

based on a combination of statutory (legislation) ~ ® Many elements of trade policy making — public

and non-statutory processes. A key piece of
existing legislation is the Constitutional Reform
and Governance Act (CRAG), passed in 2010,
which requires all international treaties to be
laid before Parliament.

In support of the legal framework, there is the
Trade and Agriculture Commission (TAC) and
the Trade Remedies Authority (TRA). These are
constituted on a statutory basis. The TRA was
created in 2021 as an independent arm's length
body sponsored by DBT but operating quasi-
independently and under WTO rules. The TAC
was established in 2021 under the Agriculture
Act (2020).

UK trade policy making is also supported

by a range of advisory groups, the name,
composition and purpose of which have seen
considerable change over recent years.

Formally, the Devolved Administrations have

no constitutional role in the development of UK
free trade agreements, but they are included

in the UK Government's trade policy processes
and implementation efforts. They also develop
their own trade policy strategies and implement
their own export promotion and business
support schemes.

Complications can arise because the Devolved
Administrations have legal competence over
certain policy areas (agriculture, environment,
health), which may also be subject to
negotiation in the UK's trade agreements. There
have been three key policy developments in
response to these complications: UK Common

consultations, parliamentary updates, and
negotiation strategies — remain discretionary.
This means that significant elements of
transparency, accountability and stakeholder
engagement in the UK’s trade policy process
remain non-binding and subject to change.

The Trade Strategy (2025) highlights the

role of trade remedies in meeting economic
security objectives and states that the system
needs to be more accountable to ministers.

It continues earlier efforts to give ministers
greater discretion over whether to act on the
TRA's recommendations following the Economic
Interest Test — an innovation in the UK’s trade
remedies regime. These approaches are liable
to introduce more political judgement into the
application of trade remedies. The Strategy also
notes that the UK's trade defence approach
may need reconsideration amid geopolitical
competition

The Subsidy Control Act 2022 replaced the EU
State aid, aiming to provide more flexibility for
the use of subsidies for the pursuit of industrial
strategy objectives. It moves the UK from ex-
ante subsidy control to one of self-assessment.
Subsidy regulation was contentious during TCA
negotiations due to concerns about maintaining
a “level playing field.” The Subsidy Control
Act seeks consistency with the provisions of
the TCA, and with the WTO Agreement on
Subsidies and Countervailing Measures (1995).
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3.1 The legal framework for
trade policy in the UK

3.1.1 Overview

The UK'’s legal framework for trade policy is based
on a combination of statutory (legislation) and
non-statutory processes. A key piece of existing
legislation is the CRAG, passed in 2010, which
requires all international treaties to be laid before
Parliament. Further legislation was required
following the UK's exit from the EU.

An initial step was taken through the Taxation (Cross
Border Trade) Act of 2018, which granted powers to
impose and regulate customs duties and contained

provisions relating to the conduct of trade remedies

investigations (anti-dumping, countervailing duties
and safeguards). In 2021, the UK Parliament passed
the Trade Act 2021, which formally granted powers
to the Government to implement international trade
agreements, established a Trade Remedies Authority
and the Trade and Agriculture Commission, and
granted powers to collect and disclose information
on international trade. Other important legal
instruments relevant to trade policy include the
Agriculture Act 2020, the Subsidies Control Act of
2022, the Government Procurement Act of 2023 and
the National Security and Investment Act (2021).

Table 3.1 provides a summary overview of the
key elements of the legal framework and scrutiny
processes as they impact UK trade policy.

Table 3.1: UK legal framework applicable to trade policy

Process

Royal Prerogative

Treaties and
Memorandum of
Understandings

Constitutional
Reform and
Governance Act
(2010)

Trade Remedies
Regulations
(2019)

Agriculture Act
(2020)

Description

The Government has an unfettered
power to make treaties which do not
change domestic law.

If domestic legislation is required to
enable the UK to give effect to its
obligations under a treaty, the legislation
should be in place before the treaty
comes into force, so that the two can
come into operation at the same time.

No treaty subject to ratification,
acceptance, approval, the mutual
notification of completion of procedures,
or to which the UK intends to accede,
can be brought into force unless it

has been laid before Parliament for

21 sitting days without either House
having resolved that the UK should not
demonstrate its consent to be bound.

Assigns powers to the Trade Remedies
Authority (TRA) for investigation, review
and other functions related to dumping.
TRA conducts a review and submits a
recommendation to the Secretary of
State, who can accept or reject the TRA
recommendation. If the SoS rejects

the recommendation it has to lay an
explanatory statement before the House
of Commons.

Power to secure compliance with the
Agreement on Agriculture (WTO)

Note

Following Miller v the SoS for Exiting

the European Union (2017)? the
Government cannot unilaterally make a
treaty that changes domestic law without
Parliamentary scrutiny.

Normal parliamentary process for
creating or amending legislations

Statutory form of the ‘Ponsonby Rule’;?
the Treaty must be accompanied by an
Explanatory Memorandum

No power for the House of Commons
to examine TRA recommendations or
the government's reasons for rejection
of those recommendations; no power
to challenge the rejection of a TRA
recommendation by the government. If
the SoS applies an alternative remedy
under Section 76A(2), then they must
lay a statement before the House of
Commons stating the reasons for the
decision.

Section 43, Agriculture Act 20204
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Agriculture Act
(2020)

Grimstone Rule
(2021)

Trade Act (2021)

National Security
and Investment
Act (2021)

Informal
arrangement
(2022)

Subsidy Control
Act (SCA) (2022)

FTAs with UK regulation applicable to
animal and plant health, animal welfare
and environmental protection cannot be
laid before Parliament under CRAG until
the Secretary of State (SoS) has made

a report that outlines the agreement'’s
consistency with the UK’s statutory
requirements on human, animal or plant
life or health, animal welfare, and the
environment.

The Government will facilitate a House
of Lords (HOL) debate on any FTA
negotiating objectives, if the HOL
International Agreements Committee
has published a report and recommends
a debate. FTA will not proceed to
ratification unless such debate is
facilitated.

Foreign Affairs Committee can publish a
report on credible reports of genocide in
the territory of a prospective FTA partner.
The SoS has to respond to such a report.
If the committee is not satisfied with the
response and publishes a statement to
that effect, it can set out the wording of
a motion to be moved in Parliament. The
Government must make time for debate
and vote on that motion.

The SoS has the power to give a ‘call-in
notice’ when they suspect a person has
gained control of a qualifying entity or
qualifying asset. The SoS has to lay the
statement about the call-in notice before
Parliament.

The Government will make senior officials
and the SoS available to the House of
Commons International Trade Committee
privately to discuss prospective
negotiations with the committee and the
House of Lords International Agreements
Committee prior to negotiations being
launched.

Seven subsidy control principles are
prescribed. Streamlined subsidy scheme
must be laid in front of Parliament. If
modified after being laid, the modified
scheme also must be laid in front of
Parliament. There is a 40-day period for
Parliament to not approve the scheme/
modified scheme. If not approved, the
scheme is not made.

The Act allows the Secretary of State

to “seek advice from any person the
Secretary of State considers to be
independent and to have relevant
expertise”. In practice, this advice is
obtained from the Trade and Agriculture
Commission set up by the Trade Act
2021, the Food Standards Agency and
Food Standards Scotland.

Non-statutory commitment created
during parliamentary discussion of the
Trade Act 2021

Creates the Trade and Agriculture
Commission. At present, this provision of
the Trade Act is not in force, so the TAC
operates on a provisional basis,

The SoS must carry out consultations if
they are publishing a statement about
the call-in notice prior to laying it before
Parliament.

Letter from the SoS to International Trade
Committee dated 19 July 2022.5

The SCA is a development of the UK
subsidy control regime that came into
effect at the end of 2020 as part of the
implementation of the UK's commitments
in the EU-UK TCA.

Source: Own calculations from the ONS, Annual Business Survey exporters and importers, June 2025
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3.1.2 Scrutiny

Trade policymaking in the UK, including entering
into international trade agreements, is a function of
the UK Government with oversight by Parliament.
The UK Parliament consists of the elected House of
Commons and the unelected House of Lords, both
of which scrutinise policymaking and its national

and international implications. Scrutiny procedures
are based on legislation (e.g., CRAG), informal
‘rules’ (e.g., Grimstone Rule), and practices (e.g.,
correspondence between ministers and committees).

Parliament'’s role in the scrutiny of free trade
agreements begins when the free trade agreement
is brought to (“laid before”) Parliament for 21
“sitting days”. This procedure is set out in the
CRAG and only applies to “treaties”. “Treaty”

in this case, includes free trade agreements,
investment agreements and agreements establishing
international organisations, such as the WTO. There
is some ambiguity about whether mini deals must
be scrutinised by Parliament, although it is possible
for the government to voluntarily submit them for
scrutiny.

During the 21 days when a treaty is placed before
Parliament, Parliament can raise objections or
request modifications to the treaty text, but

cannot block it entirely. Each treaty must be
accompanied by an Explanatory Memorandum, a
detailed document outlining the treaty’s objectives,
its compatibility with UK laws, its governance
framework, interactions with existing agreements,
and its economic, social, and environmental
impacts.® Additional reporting requirements apply in
specific areas, like agriculture, where specific scrutiny
processes exist.

In our consultations, the issue of insufficient
transparency and parliamentary scrutiny over trade
agreements was repeatedly raised. The comparative
lack of scrutiny and transparency has also been
raised by different UK parliamentary committees,
which have each argued for a greater role for
parliament in scrutinising agreements, and in
inputting into negotiations. This includes the House
of Commons International Trade Committee (ITC),
and the Public Administration and Constitutional
Affairs Committee (PACAC); and the House of Lords
International Agreements Committee (IAC).

Following its inquiry into parliamentary scrutiny

of trade agreements in 2022, the ITC concluded
that the “provisions for parliamentary scrutiny of
treaties set out in the Constitutional Reform and
Governance Act 2010 (CRaG) do not reflect the
changes made since the UK left the European Union
and so are therefore not fit to scrutinise future FTAs".
(Paragraph 32). In its report into parliamentary
scrutiny processes in the UK, the PACAC (2024)
called for reform of the entire CRAG process: “the

current arrangements do not deliver a constitutionally
sufficient level of scrutiny; nor do they provide an
opportunity for Parliament to approve important
policies which can have a significant impact

on domestic affairs” (para 23). The Committee
recommended that all agreements, including ‘non-
binding legal instruments (mini deals), be subject to
greater transparency and Parliamentary scrutiny than
is the case at present. Greater transparency refers to,
for example, providing more information regarding
what is being negotiated, with whom, by whom,
whether agreements are legally binding as opposed
to MOUs, and what the purpose is.

There is some indication in the UK Trade Strategy
that the current UK Government intends to revisit
parliamentary scrutiny processes but when this will
happen remains unclear, and what is being proposed
which is an extension of the period of time for
parliament to discuss negotiated agreements seems
somewhat limited.

3.1.3 Consultations and advisory groups

Many elements of trade policy making - public
consultations, parliamentary updates, and
negotiation strategies — remain discretionary. This
means that significant elements of transparency,
accountability and stakeholder engagement in the
UK's trade policy process remain non-binding and
subject to change. The Grimstone Rule, introduced
during the passage of the Trade Act 2021, commits
the Government to consider facilitating debates

on negotiating objectives of FTAs, if the relevant
parliamentary committees request them. If a debate
is requested in a timely manner, then the FTA will
not become part of UK law until that debate has first
taken place. Such commitments are political rather
than legal.

The ad hoc character of the transparency
commitments by the Government can be seen in the
written ministerial statements issued by the Secretary
of State for Trade in July, October and December
2020 to update Parliament on the progress of UK-
Australia FTA negotiations. These were not formal
regulatory requirements, but discretionary actions
aimed at fostering transparency. There is still no
legally binding requirement for the Government to
update or inform Parliament or the public regarding
progress during negotiations, despite calls from
Parliamentary Committees to introduce this. The
absence of a formal, statutory process means that
there is less government accountability.

The ad-hoc approach to trade policy formulation also
extends to the Government's public consultations

on FTA negotiations and the preparation of
negotiation strategies. While the government is not
legally required to hold public consultation, it has
committed to consult the public, and typically runs
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open public consultations and targeted stakeholder
engagement. The normal procedures in an FTA
negotiation involve:

¢ An information pack on the proposed FTA based
on general principles and on the patterns of trade
and investment between the partner countries.

* A public consultation with an invitation to submit
evidence.

¢ A strategic case report with objectives, a scoping
assessment, and a summary of the responses from
the consultation.

® An agreement in principle, which outlines what has
been provisionally agreed but has not yet been
signed off.

* The text of the final agreement, typically with
various summaries of the key achievements and
the key chapters.

* An impact assessment. This updates the scoping
assessment based on the actual agreement.

* TAC and Food Standards Agency / Food Standards
Scotland reports and the government'’s response.

There is also concern about the processes

for stakeholder input, and how that input is
incorporated in the making of trade policy. In
addition to the FTA public consultation process
indicated above, the UK'’s trade policy ecosystem is
(and in some cases was) also supported by a range of
advisory groups, each with distinct origins, purposes,
and degrees of statutory foundation. Foremost
among these have been the Board of Trade, the
Domestic Advisory Group (DAG), the Strategic Trade
Advisory Group (STAG), Trade Advisory Groups
(TAGs), and the Trade and Sustainable Development
Domestic Advisory Group (TSD DAG). This list alone
illustrates the multitude of ad hoc, overlapping, and
thus potentially confusing arrangements.

There is also the Trade and Agriculture Commission
(TAC) and the Trade Remedies Authority (TRA). All
but the TAC and the TRA are non-statutory. The TRA
is discussed in more detail in section 3.2, and the
TAC is discussed in detail in Chapter 7.

The Board of Trade was reconfigured by the
Labour Government and is described by DBT

“as one of the government’s flagship advisory
bodies on trade and the economy. Comprised of
10 appointed business advisers and a number of
ex-officio advisers, representing the UK Nations
and City of London, the newly formed board will
advocate for UK businesses.”® There is very limited
information regarding the Board with no information
regarding any meetings nor minutes under the new
government. It is also clear that the Board is very
much focused on hearing the voice of the business
community, as opposed to engaging with wider

stakeholders and experts.

The UK DAG, is a civil-society advisory body
formally established under the UK-EU TCA.? It

draws representatives from business, labour and civil
society to provide independent advice on the TCA's
implementation, spanning issues such as customs,
regulatory standards, energy, climate change, and
labour mobility.™® The DAG's purpose is to channel
stakeholder feedback to government, including

in the run-up to major reviews such as the 2025-

26 assessment of the TCA. While DAG priorities,
membership, and reports are regularly published

to ensure transparency and accountability, its
recommendations are advisory and non-binding, with
no statutory requirement for government action,
instead depending on TCA provisions to mandate its
existence and consultative function."

The first UK TSD DAG was created through

the Department for International Trade (DIT)

in September 2022 to advise on implementing

the sustainability chapters in the UK’s trade
agreements.'? Reappointed in April 2025, The TSD
DAG, monitors the UK's trade agreements with non-
EU partners on labour, environmental, and climate
change chapters, covering FTAs with Australia, New
Zealand, CPTPP members, and others.” Its members
encompass representatives from agriculture,
shipping, industry, technology, and NGOs, providing
recommendations and participating in joint forums
with international partners. The TSD DAG also has
transparency obligations with meeting agendas,
minutes, and agreed priorities published, and regular
engagement with stakeholders and civil society.

The STAG, by contrast, was a ministerially
constituted high-level cross-sector forum from 2019
to 2022. It consisted of core members selected for
their expertise across regions and sectors. It used
to meet regularly to inform trade strategy and
policy, with high-level summaries of its confidential
deliberations published to maintain a degree of
public accountability.” STAG had no legislative
foundation, and its role was advisory rather than
statutory. STAG has been discontinued.

TAGs, introduced by the (then) DIT in 2019 (and also
referred to as ETAGs)" were similarly non-statutory,
set up to provide sector-specific expert input (e.g.,
on financial services, agri-food, or manufacturing)
during FTA negotiations. TAG membership lists and
meeting updates were published, but the system
was phased out in early 2024. Both STAG and

TAGs demonstrate a pragmatic approach to policy
consultation, their advice providing context for
negotiators but remaining legally non-binding.

In contrast, the TAC and TRA are statutory bodies
established under the Trade Act 2021 and related
legislation. The TAC's chief purpose is to evaluate
how new FTAs affect UK food, animal welfare, plant
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health, and environmental standards.” The TRA is
empowered under the Trade Act 2021 and Taxation
(Cross-border Trade) Act 2018 to investigate unfair
trading practices, subsidies, and import surges that
harm UK industries.'®

Across these advisory bodies, the commitment

to some transparency and some stakeholder
engagement is evident, with status reports, meeting
agendas, membership lists, priorities, and decisions
routinely made public. However, there is no statutory
basis for such transparency obligations, and they
appear to be ad hoc, except for the TRA or TAC,
where such obligations are explicitly defined
(though as noted elsewhere, the relevant part of
the statute related to TAC is yet to be brought into
force). Similarly, for most of these groups, there is
no legal obligation to accept or implement their
recommendations and outputs are advisory.

Both the STAG and the TAGs have now ceased, and
as stated on the DBT website, have been replaced
by “updated stakeholder management structures”.”
It is not clear, however, what those new stakeholder
management structures are — other than the DAG
and the TSD-DAG. It appears that the new approach
involves a combination of sectoral and thematic
working groups (such as the Trade and Labour
forum, or the Trade and Anti-Corruption Policy
Insights Forum), as well as more tailored and ad hoc
consultation meetings with external stakeholders
and the business community. Many of these are
covered by various confidentiality agreements, and
publicly available information on these is largely

not available. This means it is difficult to assess how
many such groups may exist, how often they meet,
the issues / topics being discussed and the extent
to which the consultations are acted upon. This is
particularly relevant when there are live negotiations
taking place, but also in the wider formulation of
policies and strategy. An oft-heard perception in our
discussions with businesses and stakeholders was
that the consultation processes do not work well in
practice, and in good part because of the lack of
clarity and transparency.

In the Trade Strategy (2025), there are several
references to having had feedback from
stakeholders, but there is scant discussion of
consultation mechanisms other than “we will
continue to work closely with stakeholders as we
implement this strategy. Ministers will hold more
roundtables on priority issues, host discussion forums
and convene ad-hoc meetings with experts as
dilemmas and problems arise. We will keep our ears
open for what stakeholders and experts think needs
discussing — and also give weight to their views
about the most effective forums to discuss them”.°

There are clearly advantages to having a flexible

and targeted approach, which can address issues as
they emerge. There are also advantages in having
clear, regular and more formal structures, where
discussions can be minuted, and where there is more
transparency.

Complementing the UK Government's trade policy
ecosystem, the devolved governments have each
developed consultation approaches to better
understand their region’s policy preferences. For
example, the Welsh Government's Ministry for
Economy set up the Trade Policy Advisory Group to
provide expert advice on trade policy decisions. The
TPAG consists of a diverse group of Welsh business,
civil society and trade unions and provides an
advisory role to current Welsh Government policies.?’
Differently, the Scottish Government’s Ministry for
Trade, Innovation and Public Finance has committed
to conducting consultations with businesses as

part of the trade policy's — The Vision for Trade

— implementation monitoring commitments.??
Additionally, the Scottish Government'’s trade

policy directorate utilises an ongoing stakeholder
management programme. The Department for
Economy in Northern Ireland consults and engages
with a range of local stakeholders from the business
sector in respect of trade policy. This includes
formal stakeholder groups such as the Economic
Vision Engagement Forum, the Exports Forum, The
Tariff Working Group and the Dual Market Access
Stakeholder Forum, which is hosted jointly by the
Department and its partner organisation Invest NI.

In summary, many UK constitutional processes have
evolved without reference to formal regulation.
Approaches to scrutiny have tended to be ad

hoc in nature and include a range of overlapping
institutional arrangements. This may in part be due
to a combination of the rapid transfer of sovereignty
over trade policy from the EU to the UK, and

the need for the UK to quickly enter into trade
negotiations. These negotiations were both with the
EU and other partners with which the UK needed to
negotiate “continuity FTAs".

Questions therefore remain about whether the entire
system of parliamentary scrutiny and the processes
of UK trade policymaking are suitable and adequate.
Instituting formalised (statutory) procedures and
greater transparency over consultation practices

for trade policy formulation would ensure better
scrutiny, more accountability, and improve inputs
into trade policymaking.
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3.1.4 Trade Policy and the Devolved
Administrations

The competence to negotiate and sign international
agreements, including trade agreements (ranging
from full FTAs to mini deals), lies solely with the
Government at Westminster, where, as discussed
earlier, parliamentary scrutiny is limited. Formally, the
Devolved Administrations have no constitutional role
in the development of UK free trade agreements,
but they are included in the UK Government's

trade policy processes and implementation efforts.
Informal processes have developed but appear to be
highly dependent on the government of the day and
personal relationships.

The Devolved Administrations recognise that UK
trade agreements do not necessarily have a balanced
outcome for the political, economic, or social
geographies of each of the constituent members
of the UK. This was explicitly acknowledged in

the Scottish Government's 2025 Paper to the UK
Government on the UK Trade Strategy, where

they set out their priorities in an attempt to see
Scottish preferences reflected in the final trade
strategy document. Research has highlighted the
“uneven vulnerabilities” across the nations of the
UK, specifically with regard to Tariff Rate Quotas
for sheep meat and beef and what these may mean
for the Scottish and Welsh agricultural economies.?
Further work signals that such agricultural
concessions, used routinely in UK trade deals, may
create long-term tensions.

Complications arise because Devolved
Administrations have legal competence over

certain policy areas, which may also be subject to
negotiation in the UK's trade agreements.?* The
situation is further complicated by the position of
Northern Ireland following the UK’s departure from
the EU. The arrangements, which were agreed with
the EU under the Windsor Framework, are discussed
more fully in Chapter 4. Prior to leaving the EU,
many areas of policy governed by common EU laws
and regulations provided a consistent regulatory
environment across the four nations of the UK, even
in areas that were otherwise devolved. For example,
standards for food, environmental protection, or
animal welfare were often set at the EU level and
applied uniformly. When the UK left the EU, these
powers were “repatriated” from Brussels, some of
these powers related to areas where the Devolved
Administrations had regulatory competence (e.g.,
agriculture, environment, health). This has created
the potential for regulatory divergence within the
UK, which could disrupt the UK internal market,
complicate international obligations, or make cross-
border trade and cooperation more difficult. In
addition to positions developed at the UK-level, the
devolved administrations have also developed policy
positions on trade, reflecting regional priorities.

These policies are: Scotland: a Trading Nation (2019)
and Scotland'’s Vision for Trade (2021); Northern
Ireland’s Trade and Investment for a 10X Economy
(2021); the Welsh Government’'s Approach to Trade
Policy (2024).

Such issues and tensions are common to multilevel
governments where there is a need to balance
regional policymaking authorities and international
trade obligations which overlap with regional
jurisdictions.? The UK's devolution system makes
this even more challenging as the distribution

of population and economy are significantly
asymmetric, with England representing nearly 85
per cent of aggregate population, economy, and
voting population. However, some policies matter
more for the Devolved Administrations than they
do for England (e.g., fish in Scotland). As such,
there is a challenge for the UK Government to
make decisions that will have disproportionate
effects for the regions when these policy matters
are on the table of a negotiation. From a legal and
constitutional standpoint, matters that fall within
the Devolution Settlements could create a ‘clean
line’ of responsibility, but many reserved policies
also have significant spill-over effects for Devolved
Administrations, such as immigration policy on
education, labour and economic policies.

Finally, in addition to the Devolved Administrations,
the UK also represents the interests of its Crown
Dependencies i.e. the Bailiwick of Guernsey, the
Bailiwick of Jersey, and the Isle of Man. All three
come under the scope of the UK's membership of
the WTO. The extent of formal participation any FTA
negotiated UK FTA's depends on the position taken
by the Crown Dependencies /and in practice will
involve a degree of negotiation between the UK, its
partners and the Crown Dependencies). By virtue of
the fact that they have a customs union with the UK,
commitments on goods made by the UK will apply
to the Crown Dependencies. The implementation
of other commitments may vary. Thus, for example,
the UK's protocol of accession to the CPTPP
provides that chapters on services and investment
do not apply with immediate effect to the Crown
Dependencies, while providing for a pathway for
future inclusion under these commitments. The UK
government consults with the Crown Dependencies
on matters related to specific FTA negotiations.

There have been three key policy developments in
response to challenges involved in managing the
allocation of competencies between the UK and the
Devolved Administrations:

¢ UK Common Frameworks (2017)

¢ The UK Internal Market Act (2020) ‘UKIMA’, and
the review of the UKIMA?

¢ The Review of Intergovernmental Relations (2022)

These are discussed in the sections below.
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3.1.4.1 Common Frameworks (2017)

The UK Common Frameworks were developed
jointly by the UK Government, Scottish Government,
Welsh Government and the Northern Ireland
Executive. The governments set out how to work
together on policy areas where EU law previously
created common approaches and where powers
have now returned to the UK. The Frameworks
were developed “in line with the principles for
Common Frameworks agreed at the Joint Ministerial
Committee (EU Negotiations) in October 2017"
between the UK, Scottish and Welsh Governments
and later endorsed by the Northern Ireland
Executive in June 2020.

The Common Frameworks are non-statutory
documents with the core aims of maintaining
common standards or approaches in certain areas:
ensuring that goods and services can flow smoothly
across the internal borders of the UK even if there is
some policy divergence; ensuring compliance with
international obligations across all the Devolved
Administrations; and enabling the management of
common resources.

Despite an initial four-nation approach to the
development of the Common Frameworks, little
information has been shared on how UK Common
Frameworks are being used. The vast majority of
issues covered by UK Common Frameworks relate
to the EU (Withdrawal) Act, DEFRA affairs and one
Food Standards Agency paper. However, very little
has been published since 2022, with the exception
of the policy paper, Food compositional standards
and labelling: provisional common framework
(published 23 March 2021, updated 11 January
2023), even though there has been a substantial
change in the number of issues requiring a common
framework over the period 2017-2021. The most
recent publication on the Framework Analysis is
from 2021.27 A 2022 House of Lords Common
Frameworks Scrutiny Committee report stressed
the need for efficiency, cooperation with Devolved
Administrations, and early consultation on draft
Bills. However, the Committee was dissolved

on 31 December 2023, leaving unclear whether
frameworks are actively used for consultation or have
been abandoned.®

3.1.4.2 The UK Internal Market Act (2020):

A key component of the UK’s internal market is the
interaction between the UK Internal Market Act,
2020 (UKIMA), the Devolution Acts, and the Sewel
Convention® for UK intergovernmental relations.®
The core aim of the UKIMA is to ensure the smooth
functioning of the UK’s internal market for goods,
services and professional qualifications after the UK's
departure from the European Union, in the face of
possible post-Brexit regulatory divergence within the
UK.

The UKIMA is based on two market access
principles. First, mutual recognition, which means
that if a good or service could be lawfully sold in one
part of the UK (where it was produced or initially
imported), it could be sold in any other part of the
UK, even if that other part has different regulatory
requirements. Second, non-discrimination, which is
intended to prevent direct or indirect discrimination
against goods or service providers from one part

of the UK when they are seeking to sell goods or
provide services in another part. The creation of an
internal market within the UK has been challenged
by the Devolved Administrations as a perceived
constraint on their ability to regulate within their
jurisdictions.®

The UKIMA also established the Office for the
Internal Market (OIM) within the Competition and
Markets Authority (CMA). The OIM’s role is to
monitor the health and functioning of the UK internal
market, to report on potential or actual barriers to
internal trade and to provide technical and economic
advice to the UK Government and Devolved
Administrations on the impact of their regulatory
proposals on the internal market. The UKIMA also
contains specific provisions relating to the Northern
Ireland Protocol to ensure that qualifying Northern
Ireland goods can have unfettered access to the
British market.

3.1.4.3 Review of intergovernmental relations
(2018-2022)

Following dissatisfaction with intergovernmental
relations among the Devolved Administrations,
parliamentary committees and academics, a joint
review was initiated by the UK Government and the
Devolved Administrations in March 2018.32 This led
to a new framework for intergovernmental relations,
built on agreed principles and a new three-tier
committee structure. The review committed to
improved reporting on intergovernmental activity,
with an annual report to be published by the new
secretariat, and greater transparency for each
government's respective legislatures.

The review of intergovernmental relations represents
an attempt to create a more formal, transparent and
effective system for managing relations between the
UK'’s four governments in the post-Brexit context. Its
success depends on the goodwill and commitment
of all governments to make the new structures work,
though little has been published on its workings.
However, anecdotally, the revised system has been
more effective than the previous Joint Ministerial
Committee (JMC) system that followed Brexit. From
conversations with the Devolved Administrations, it
appears that data sharing and frank communications
from the UK Government are two areas that have
improved as a result of the review.
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This improvement in communications helped

to foster an environment in which devolved
government civil servants were able to gain more
timely information to be able to provide informed
responses during FTA negotiations.® In principle,
this is to be welcomed. Nevertheless, both the
Welsh and Scottish Governments have indicated that
a significant factor inhibiting their involvement in
contributing to the making of UK trade policy is the
lack of access to sufficiently detailed and timely data
on the trading activities of firms.3*

Some of the main tensions or difficulties within the
UK system with regard to devolution and trade
policy are about meaningful consultation. The key
issue centres around the extent and processes
through which the UK Government has consulted
with the Devolved Administrations in the making
of its trade policy. Some challenges also stem from
difficulties within the Devolved Administrations due
to:

* Capacity: The Devolved Administrations have had
to develop the capacity to set priorities, advocate
and meaningfully engage with the UK Government
both politically and operationally with a much
smaller budget and trade team.

* Legal: When policy matters that are managed
by the UK Government affect the Devolved
Administrations, there is a challenge for the
Devolved Administrations to make a case that
they should be included in these conversations.
A willingness from the UK Government is needed
to even open a dialogue.

e Political: Political tensions between the Devolved
Administrations and the UK Government are not
new. Many in Scotland and Northern Ireland voted
against leaving the EU, making cooperation harder
where preferences diverge.

Despite this, Devolved Administrations engage

in formal and informal forums with the UK
government on their trade policy preferences.
Often, Devolved Administrations are required

to respond to UK Government requests within

tight timelines and manage multiple ongoing
negotiations and discussions. At the political level,
First Ministers take a leading role in advocating for
their jurisdictions with UK elected officials at regular
meetings, including those created alongside the
Intergovernmental Relations Review. Complementing
these political meetings, trade officials are in regular
contact across the four nations via in-person,
regularly scheduled meetings and virtually through
online meetings, email, and phone calls, although
the UK Government retains sovereignty over final
decisions in this field.

While progress has been made, the lack of a formal
role for Devolved Administrations in trade policy
leaves a policy vacuum and risks incoherence. The
June 2025 Trade Strategy briefly noted devolved
engagement through intergovernmental relations
structures, but without constitutional footing,
inclusion remains based on goodwill rather than
legal precedent.

As such, while the Devolved Administrations have
a deep desire to engage with trade policy and
have an incentive to do so because many devolved
competences are touched by contemporary trade
policies and agreements, there are structural and
process-based barriers. These challenges could be
improved by more consultation and involvement
of the Devolved Administrations in the formulation
of trade policy, through standardised data sharing
agreements and data collection, publication of
trade-related data that is collected by the UK and
Devolved institutions, and/or the disaggregation of
open-source trade data.

3.2 Trade remedies

The term “trade remedies” refers to WTO-compliant
measures that a country can apply to counteract
injury to domestic industries caused by alleged unfair
international trade practices or unforeseen import
surges. Trade remedies are protective measures
designed to provide relief to domestic industries
suffering injury. Their aim is to “remedy” the harm,
ensuring a level playing field for UK businesses.
Trade remedies should be transparent, evidence-
based, proportionate to the damage caused, and
not politically driven.

On leaving the EU, the UK had to implement its own
approach to Trade Remedies. The Taxation (Cross-
border Trade) Act 2018 and Trade Act 2021 created
the TRA, established on June 1 2021, succeeding
the interim Trade Remedies Investigations
Directorate. The TRA is an independent arm's
length body sponsored by the Department for
Business and Trade but operating independently
and under WTO rules. It conducts investigations
and makes recommendations on trade remedies

to the Secretary of State. Its operations are guided
by the primary legislation referred to above, as

well as secondary regulation covering, respectively,
responses to dumping and subsidisation; and
responses to surges in imports that cause injury.®
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The TRA's core role is investigating and defending
UK industries against unfair practices, focusing on:
(a) dumping; (b) subsidies; and (c) import surges.
Hence, trade remedies in the UK encompass the
three main WTO permitted instruments in response
to each of these:

i. Anti-dumping duties address goods sold in the
UK “at prices that are below the normal value in
the exporting country” .3 Dumping occurs when
exporters sell goods in the UK market at prices

lower than those charged in their home market or

below the cost of production.

ii. Countervailing duties target “imports of goods
that are subsidised by foreign authorities”.¥’
These measures counteract the unfair advantage
conferred by foreign government subsidies that
distort international competition.*®

iii. Safeguard remedies "protect domestic industries

against an unforeseen surge of imports”3?, which
are sudden, sharp, and recent, and the remedies
are aimed at providing temporary relief when

import increases cause serious injury to domestic
producers, regardless of whether unfair practices

are involved.

The terms “trade remedies” and “trade defence” are

sometimes used interchangeably.®° ‘Trade defence’
is broader than trade remedies, covering all actions
a country takes to shield domestic industries from
adverse trade effects. It includes the three WTO-
sanctioned remedies and can also describe wider
policies protecting national trade interests.

3.2.1 Economic Interest Test

Following investigations (see below), the TRA
determines if UK industries are harmed or
threatened (whether the injury is “clearly foreseen
and imminent”) and recommends remedies to the
Secretary of State, usually tariffs, quotas, or tariff-
rate quotas.

The UK's framework is largely carried over from
the EU with some changes, notably, the Economic
Interest Test (EIT), replaces the EU “Union interest
test.” The EIT assesses whether remedies serve the
UK's wider economic interests, considering impacts
on producers, consumers, and supply chains.*! The
existence of the EIT reflects the need to assess the
economy-wide effects of trade remedies, including
the possibility of net-negative impacts, particularly
in a world of integrated value chains, as well as the
impact on consumers.*

The EIT was established under the Taxation (Cross-
border Trade) Act 2018 and is used by the TRA to

determine if the UK should impose trade remedies.®

The test considers six factors:

1. Injury to UK Industry and Benefits of Removal:
Assessment of harm caused by unfair imports
and potential benefits to domestic industry from
remedial action.

2. Economic Significance: Evaluation of the
importance of affected UK industries and
consumers to the national economy.

3. Wider Industry and Consumer Impacts: Analysis
of likely effects on downstream users, suppliers,
and end consumers.

4. Geographic and Demographic Effects:
Consideration of regional impacts and effects on
specific groups within the UK.

5. Competitive Environment: Assessment of
consequences for market competition and
industry structure.

6. Other Relevant Matters: Catch-all provision
allowing consideration of additional factors
deemed pertinent.

For anti-dumping and countervailing cases, remedies
are presumed to meet the EIT unless negative
impacts disproportionately outweigh positive ones.
Safeguard cases require positive demonstration of
economic benefit.*

While the recourse to the EIT was seen as an
important innovation in the UK's trade remedies
regime, subsequent actions taken by the
government appear to have diminished its force.*®
In particular, following a review of the TRA, the
government concluded that more discretion was
needed as to whether the minister acted on TRA
recommendations emanating from the application
of the EIT. Specifically, that then the Secretary of
State said that the government would “Make the
TRA's assessment of the economic interest test (EIT)
advisory so that the Ministers will still be able to
apply measures if the TRA determines that the EIT is
not met” .4

3.2.2 Investigation process

There are several stages / elements to the
investigation process:

Initiation of an investigations either following
applications from UK industry or at the Secretary
of State's request;* (b) Dumping/subsidy
determination;**? (c) Injury assessment, where

the TRA examines whether dumped or subsidised
imports cause material injury to UK industry;* (d)
Causation analysis which entails demonstrating that
dumped/subsidised import cause the identified
injury.5152

Once imposed, trade remedies are reviewed to
ensure they remain suitable. Reviews include
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circumvention (suppliers bypassing measures — which From this table, we see that the majority of the

apply to new exporters from countries concerned trade remedy cases, both completed and ongoing,
in goods subject to existing measures) to tariff-rate relate to anti-dumping cases, with a high share of
quota reviews (which aim to assess whether the set the investigations focused on the transition reviews
quotas need amending).> (those that were transferred from the EU to the UK).

Table 3.2 provides summary information on the trade
remedy investigations completed by the TRA and
those that are ongoing (at the time of writing).

Table 3.2: Trade remedy cases

Completed trade remedy cases

Type No Share
Anti-dumping investigation 3 6.25
Subsidy investigation 2 4.17
Circumvention exemption review 4 8.33
New exporter review 3 6.25
Safeguard discontinuation 1 2.08
Safeguard extension review 1 2.08
Safeguard mid-term review 3 6.25
Safeguard suspension application 1 2.08
Scope review 1 2.08
Suspension extension review 1 2.08
Suspension application 1 2.08
Tariff Rate Quota review 2 4.17
Transition anti-dumping review 17 35.42
Transition anti-subsidy review 7 14.58
Transition safeguarding review 1 2.08

Ongoing trade remedy cases

Type No Share
Anti-dumping investigation 6 28.57
Anti-subsidy investigation 2 9.52
Tariff Rate Quota review 1 4.76
Transition anti-dumping review 7 33.33
Transition anti-subsidy review 5 23.81

Source: Own calculations from TRA Investigations
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3.2.3 Trade defence and the Trade
Strategy

The Trade Strategy (2025) argued that the UK'’s
approach to trade defence needed to be re-
examined in an era of geopolitical strategic
competition. However, in the document there is a
lack of detail as to what this would entail in practice.
Trade defence is only discussed in detail over three
pages, with one full page dedicated to a case study
of steel. The discussion of trade defence is located
in the section on “Protecting the Economy,” where
there is also discussion of national security measures
(investment screening, export controls, sanctions,
procurement security and working with businesses).
The measures proposed in the Trade Strategy on
trade defence in general are:

¢ To introduce legislation to expand government
powers to respond to unfair trade practices and
guard against global turbulence in critical sectors
such as steel.

¢ To seek views on the potential for new powers to
respond to deliberate economic pressure against
the UK.

¢ To continue to utilise bilateral, plurilateral or
multilateral opportunities to improve subsidy
transparency and the rule framework on market-
distorting practices.

And specifically on trade remedies:

* To seek to introduce legislation to adjust the
Trade Remedies Authority’s policy guidance and
operating framework.

¢ To improve businesses’ access to trade remedies
by reducing the cost and increasing the speed of
applications.

® To make the trade remedies system more
accountable to Ministers.

* To make the UK's trade remedies system more
accessible, assertive and agile.

The Trade Strategy appears to address trade
defence defined more broadly than just trade
remedies. Reference to the “strategic weaponisation
of trade” and the need to "“create new powers

to face these new threats” suggests a broader
interpretation is being adopted. Hence, the
suggestion for new powers to respond to deliberate
pressure may allude to the possible need for some
form of anti-coercion instrument, perhaps along the
lines of the EU.

The references to expanding government powers
and introducing legislation are somewhat vague as
to what is being proposed, why it is needed, and
are proposed on a conditional basis, i.e. “when
parliamentary time allows...we will seek views on

the potential for new powers”. It may be that the
government wishes to move quickly on this to be
able to pursue a more aggressive trade policy and
it will be important to monitor closely any such
developments.

The statement regarding making the trade remedies
system more accountable to ministers risks a greater
politicisation of the process of trade remedies as
opposed to such actions being evidence-based and
investigated by an independent authority.

3.3 Subsidies framework

Subsidies are not per se trade measures, however,
subsidies may well impact on the competitiveness
of industries and could potentially discriminate
between domestic and foreign producers. The
linkages between subsidies and trade can be seen in
WTO disciplines which constrain or regulate the use
of subsides.>

Whereas the UK's approach to trade remedies
largely adopted, with some adaptations, the

EU’s framework, the UK's subsidy control regime
underwent fundamental transformation post-Brexit.
The Subsidy Control Act 2022 replaced the EU State
aid regime that previously governed UK subsidies.
The issue of the regulation of public subsidies in the
UK following its departure from the EU, and how
that regulation would compare to the EU state-aid
provisions was a difficult and contentious area in
the negotiations over the Trade and Cooperation
Agreement. The specific concerns about subsidies
were tied to broader concerns about maintaining

a "level playing field” between the EU and the

UK. The Subsidy Control Act 2022 aims to be
consistent with the provisions of the TCA, and with
WTO law, notably the Agreement on Subsidies and
Countervailing Measures (1995).%°

A subsidy is defined under the UK Subsidy Control
Act 2022 as “financial assistance” that: (a) is given
directly or indirectly from public resources by a
public authority, (b) confers an economic advantage
on one or more enterprises, (c) is specific (benefiting
some enterprises over others), and (d) has, or is
capable of having, an effect on competition or
investment within the UK or on international trade or
investment.%¢

Subsidies encompass a wide range of public support
including grants, tax concessions, loans, guarantees,
equity investments, debt waivers, below-market
purchases of goods or services, and provision of
publicly owned facilities at below-market prices.*”
The purpose of subsidies is to address market
failures, support policy objectives, such as regional
development, innovation, environmental protection,
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and promote economic activities that would not
otherwise occur without public intervention.5®

As part of the Subsidy Control Act, the UK
established the Subsidy Advice Unit which is an
independent body providing non-binding advice on
subsidies to public authorities, and which is tasked
with monitoring and reporting on the effectiveness
of the subsidy control regime. The SAU'’s first report
is due in 2026.

The UK's subsidy regime operates on seven subsidy
control principles outlined in Schedule 1 of the

Act® — common interest, proportionality, behavioural
change, additionality, least distortive means,
competition, and balancing.

The EU operates an ex-ante (‘after the fact’)
notification system for subsidies and state-aid,
whereby member states are required ‘ex ante’ to
notify the European Commission of planned state
aid, and before the aid can be given the Commission
has to adopt a decision approving that aid. The aim
of this system is that it for the Commission to be
able to ensure compatibility with the EU internal
market.

Unlike the EU’s ex-ante notification system, the

UK regime operates on self-assessment, whereby
“public authorities are required to self-assess
whether their proposed subsidies comply with the
subsidy control requirements”. This creates a system
where “subsidies are assumed to be lawful so long
as the awarding authority has considered the subsidy
principles”.®®

Broadly speaking, the approaches taken to subsidy
control are in line with the greater degree of
industrial policy activism seen in the UK, notably
since the referendum to leave the UK, and magnified
following Covid-19 and the recent prominence given
to economic security (see Chapter 5). The regime
thus enables targeted support to meet the UK's
strategic and policy priorities, and as most recently
outlined in the Industrial and Trade Strategies. This
ranges from support for regions, the desire to meet
climate change related targets, for environmental
reasons, or with regard to critical sectors, and
technologies essential for economic security. Hence,
for example, the government has established three
Streamlined Routes covering Research, Development
and Innovation; Energy Usage; and Local Growth,*
facilitating rapid deployment of support in
strategically important areas

The subsidy regime as outlined above, is designed
to regulate the use of domestic subsidies to
industries. Countervailing duties, as explained in
section 3.5 address foreign subsidies that distort
competition in UK markets through imports. The
UK does not, however, have any instrument that
addresses any other alleged adverse effects of
subsidies on competition. These include cases,

for example, where businesses operating in the

UK receive financial contributions from foreign
governments, which may in turn have effects on
mergers and acquisitions or access to government
procurement. These are matters which the EU, for
example, addresses through its Foreign Subsidies
Regulation of 2022. The UK Trade Strategy includes
a reference to introducing ‘legislation to expand
our powers to respond to unfair trade practice’,
adding that the UK “will continue to utilise bilateral,
plurilateral or multilateral opportunities to improve
subsidy transparency and the rule framework on
market distorting practices, including such practices
by state-owned enterprises”.®? This suggests that the
UK may be considering similar regulation.

3.4 Business and industrial
support

As observed above, the development of the UK’s
subsidies framework took place in parallel with an
increased trend towards industrial policy activism
over the last decade, following the referendum to
leave the EU. This was first evident in the Industrial
Strategy of 2017, published under the Conservative
Government of Theresa May. The Strategy drew on
the notion of a “missions-oriented” approach to
industrial policy: namely one in which government
funds were targeted to support collaborative private-
public initiatives in designated priority areas.®
Pursuant to this, the authorities established UK
Research and Innovation (UKRI), which had oversight
of 23 “Challenge Funds” across four priority areas:
clean growth®*, ageing society®®, future of mobility
and artificial intelligence and data economy®’. The
Challenge Funds ran for different durations broadly
between the period 2017-2025. Their main focus
was on addressing market failures in research

and development, and barriers that impeded the
process of commercialising the results of innovative
activity, especially the challenge of scaling from
prototype to industrial scale. The scale of funding
involved — a little under £5 billion — also required

a substantial investment in evaluation to ensure
that interventions conformed to government best
practice requirements.¢®

The 2025 Modern Industrial Strategy supersedes the
2017 strategy. As discussed at various other points
in this report, it focuses on eight priority sectors

for growth. These are: advanced manufacturing;
clean energy industries; creative industries; defence;
digital and technologies; financial services; life
sciences; professional and business services. Each

of these sectors also have a specific sector plan or
strategy. We discuss various aspects of the Industrial
Strategy in the other chapters of this report.



80 | UK Trade Policy: An Independent Review

At this juncture, a few overarching remarks may be
made. First, there are some differences in sectoral
focus: for example, tourism and construction,

which were priorities in the previous strategy, were
dropped from the new strategy, while financial
services and professional and business services have
been included (see also the discussion in Chapter

2 Section 2.2.2.4). The recognition and inclusion of
both goods and services sectors is to be welcomed,
and was an issue highlighted in our consultations.
By and large, the sectoral selection appears to

have been driven by an understanding of where
the UK'’s comparative advantage lies. The Industrial
Strategy Green Paper, published in 2024, undertook
an analysis of the UK’s Revealed Comparative
Advantage, and the findings from this work fed

into the prioritisation in the finalised version of

the Strategy.®” The fact that since the publication

of previous industrial strategy, responsibilities for
industrial and trade policy had been brought under
the same department may account for this greater
integration between trade and industrial policy
concepts.

Secondly, national and economic security were not
a focus in the previous strategy but are prominent in
the 2025 strategy (see also chapter 5 on economic
security). These concepts, along with considerations
of comparative advantage, also played a role in
determining sector selection, with defence, notably,
as a priority sector.

Notwithstanding these differences, there are broad
lines of continuity. Like the previous strategy, the
present one draws on the notion of mission-oriented
approaches to overcome market failures. The
previous strategy emphasised that the Government'’s
role was not to pick winners, but rather to overcome
market failures that inhibited performance in sectors
in which the UK has potential. The 2025 strategy
largely builds on that notion, emphasising specific
government interventions that support public-private
collaboration. There is also a significant focus on
research and development, innovation and the
scale-up/ commercialisation of innovative activity, in
line with the approaches taken under the previous
strategy.

The Industrial Strategy is complemented by a
separate strategy for small and medium enterprises,
entitled “Backing Your Business”. The importance
of appropriate support for SMEs, and in regarding
tackling barriers to trade, was another area which
our consultation exercise revealed as being
important to businesses. The SME strategy is
articulated around five core areas: (i) services that
help businesses to enter into markets and expand,
notably via an advisory service known as the Business
Growth Service; (i) initiatives to reduce various
sources of business costs, ranging from energy to
regulatory burdens; (iii) improving access to finance;
(iv) measures to support the “everyday economy”

including reforms to licensing and business rates,
particularly in the hospitality sector; and (v)
additional funding for skills development.”®

Support for exports is also a significant element in
the 2025 Trade Strategy, with frequent mention of
UK Export Finance, the proposed integration of
export support services into a new Business Growth
Service, expansion of the network of regional Export
Finance Managers to focus on city regions and
clusters with strengths in the Industrial Strategy IS-8
core sectors, a pivoting of resources in diplomatic
missions to focus more on helping UK businesses
to export and international firms wanting to export
to, or invest in, the UK, and the proposal to bring
relevant information into single portal while making
it more accessible and customer focused.

The policy stance taken by successive governments,
therefore, requires a policy infrastructure geared
towards industrial and business support, and
specifically via the use of public funds. Broadly
speaking, this rests on the following elements.

First, support for research and innovation, as
already referenced, comes under the purview

of UKRI. Operating under the umbrella of UKRI,
Innovate UK supports businesses in the processes of
development and commercialisation of new products
and services. Funding is intended to remedy market
failures that affect these processes, in particular,

by mitigating risks that would otherwise raise rates
of return above those that could be sustained by
commercial funding. The view is that such hurdles
would deter investments that are socially beneficial,
because innovative activity has spillovers that raise
productivity and /or because of the contribution
made by innovation to delivering public goods

such as decarbonisation. For the period 2024-2025,
Innovate UK's core budget was a little over £900
million. Grants emphasise collaborative approaches
between businesses and between business and
research institutions.

A second plank of government support to business
lies in financing. There are various aspects to this.
The British Business Bank (BBB) operates a range

of financing schemes targeting SMEs. The schemes
are a mix of debt and equity financing. The BBB
underwrites financing provided by commercial
operators, and also provides loans through specific
facilities (e.g. for start-ups), usually at fixed interest
rates that are considered close to those prevailing in
the market. The underlying logic of the Bank is that
its interventions help to mobilise capital from private
sources, which would otherwise not be forthcoming.
It reflects a view that lending to SMEs is constrained
by various market failures (e.g. lack of information).
As a result of the Government’s spending review

in 2025, the capacity of the BBB was increased

by nearly two-thirds, to £25.6 billion, including £3
billion in additional capacity to underwrite loans. As
it stands, the BBB has £17.6 billion funded capacity,
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and £8 billion of contingent liability or guarantee

capacity.”! The BBB's future strategic orientation is
being aligned to the sectoral prioritisation set out
in the Industrial Strategy, particularly via a new £4
billion Industrial Strategy Growth Capital Initiative.

Another aspect of government financing is export
financing, delivered through UK Export Finance
(UKEF). The UKEF guarantees loans provided by
commercial lenders to businesses for the purposes
of working capital and for backing a performance
or advance payment bond required by foreign
customers. The UKEF also provides guarantees

to banks providing finance to overseas buyers, as
well as loans directly to foreign buyers. The UKEF's
annual report for 2024/ 2025 states that it provided
£14.5 billion of support to 667 businesses.”? The
“Backing Your Business” strategy referenced above
envisions expanding UKEF's capacity by a further
£20 billion.

A third plank of business support lies in the UK’s
activities in relation to export promotion and
investment promotion. Both come under the purview
of the DBT. Export promotion includes export
financing (see above), and a range of online and
in-person advisory services, primarily geared to
SMEs. These include, in particular, the International
Trade Advisors (ITA) service, an international markets
advisory service, and the Export Academy. The

first and second of these are one-to-one services,
targeting SMEs that are identified as having “high
export potential”. ITAs typically advise businesses
on how to overcome specific barriers on their
export journey, which could include administrative
and regulatory barriers, as well as how to access
networks of customers. The International Markets
service offers bespoke advice, including reports,

on specific markets. The Export Academy provides
many-to-one training services. The various services
provided by DBT link to overseas missions and
posts, and a network of Trade Commissioners who
operate on a regional basis and are responsible, at a
high level, for commercial diplomacy. Evaluations of
export promotion suggest that DBT's interventions
have a significant effect on various firm performance
indicators, notably firm survival rates, whether a firm
is an exporter or not, and employment.”®

Investment promotion activities are based around
four core pillars: raising the attractiveness of the
UK as an investment destination; identifying new
opportunities; enabling investment; and enhancing
the impact of foreign investment in the UK. The
investment promotion system has been undergoing
a comprehensive overhaul since 2023, to better align
investment promotion to UK strategic objectives
(notably tech, digital and decarbonisation), and

to improve intra-governmental coordination.’
Alongside investment promotion schemes, the UK

provides various incentives for foreign investors.
These include: tax relief for investors in small
businesses, via the Enterprise Investment Scheme
and Venture Capital Trusts; incentives for companies
investing in R&D; and a 10% corporation tax
(compared to the standard 25%) on profits from
inventions patented in the UK.

In sum, the general trend in the UK has been
towards a greater level of industrial policy activism,
under the heading of a missions-oriented approach.
This has involved a substantial mobilisation of
institutional and financial resources. In parallel to
this, the Government has mobilised significant
resources to evaluate whether interventions are
delivering value for money. The Modern Industrial
Strategy 2025 includes a commitment to evaluation,
both of the Strategy as a whole, and of interventions
delivered under it across government. The Industrial
Strategy Advisory Council, an independent,

expert committee has been tasked with the job of
monitoring and evaluating success and reporting
annually, to help embed the Strategy for the longer
term. The applicable evaluation frameworks are set
out, respectively, in the Government'’s Green Book
and Magenta Book.

The application of these principles should ensure
that interventions are designed and implemented
in ways that deliver value for money, in particular
because they target sources of identified market
failures, which is a sensible approach to take. The
evaluation principles do not specifically require
that distortions/ spillovers into international trade
be considered, though the terms of reference for
specific evaluations may set out such requirements.
The fact that the overall thrust of interventions is
related to market failures, and that the Government
has focused on aligning its sector prioritisations
with principles of comparative advantage, might
reduce the scope for trade distortions and improve
the efficiency of interventions. However, this does
not necessarily eliminate the possibility of adverse
effects (in the sense of WTO rules on subsidies) on
partners.
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3.5 Conclusions and
recommendations

The UK’s departure from the EU and the repatriation
of sovereign powers over trade policy have entailed
a series of legislative changes within the UK.

The legislative framework is concerned with the
signing of international treaties such as free trade
agreements, trade remedies and subsidies policy,
as well as the balance of competencies between
Westminster and the Devolved Administrations.
Successive governments have made some efforts
to consult stakeholders and inform Parliament and
relevant parliamentary committees with regard to
trade policy. Nevertheless, the balance of opinion
from parliamentarians, external stakeholders and
experts is that there is insufficient scrutiny of trade
agreements and that consultation processes are
overly ad hoc and lack transparency.

Recommendations

e Trade agreements, including mini deals, should
be made more transparent with regard to what is
being negotiated, with whom, by whom, and with
what purpose and legal effect. They should also
be subject to greater Parliamentary scrutiny than is
the case at present.

¢ There should be greater transparency over
formal and informal consultation processes, and
clear formal consultation processes should be
reintroduced. This would facilitate dialogue and
contribute to improved and more inclusive trade

policy.

® There should be greater consultation regarding
overall trade strategy and trade priorities than
is currently the case. The current Board of
Trade is focused on the voices and needs of the
business community and does not include wider
stakeholders and expert voices, that can also
raise broader societal concerns, for example,
with regard to inclusiveness or sustainability. We
recommend restructuring the Board of Trade as
a non-departmental independent public body
working alongside government and stakeholders.

® The UK Government should publish an annual
report on UK trade policy, with an assessment of
UK trade performance and UK trade agreements)
including their utilisation and performance), as well
as an assessment of the trade barriers faced by UK
firms. Such a report could be the responsibility of a
reformed Board of Trade.

e Westminster should build on progress in
engagement with the Devolved Administrations
made through the Intergovernmental Relations
Review and consider a formal role for Devolved
Administrations in UK trade policy. Without a
constitutional basis, inclusion remains based on
goodwill rather than legal precedent. This should
be supported with standardised data sharing
agreements and disaggregated data collection,
and the publication of trade-related data collected
by the UK and Devolved institutions.

e The independent Trade Remedies Authority should
decide on the need for and level of remedy in
response to imports that are being sold unfairly or
which are causing serious unforeseen disruption in
domestic industries. TRA decisions should not be
subject to political interference by ministers.

e Serious consideration and consultation should be
undertaken regarding the proposed legislation to
expand government powers to respond to unfair
trade practices and deliberate economic pressure
against the UK.

¢ The Industrial Strategy adopts a “missions-
oriented” approach to industrial policy. The
substantial volume of institutional and financial
resources deployed through interventions under
this strategy increase the need for rigorous
evaluation, as well as monitoring of the extent and
nature of spillovers into international trade.

¢ Businesses trading internationally have to deal with
increasing commercial and financial complexity as
well as increased uncertainty / risk. These factors
are particularly challenging for SMEs, and there is
a need for practical and coordinated policy (eg.
advice, finance, taxation policy, trusted advisor,
business mobility) to support SME’s entering
export markets and expanding sales. The single
portal, announced in the Trade Strategy. providing
coherent information and advice for businesses
would be welcome and is much needed.

e Trade promotion activities in embassies /
diplomatic missions abroad can be very effective in
facilitating UK exports and should be maintained.
Their effectiveness needs to be monitored and
evaluated over time.
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Chapter 4: International dimensions

of UK trade policy

Chapter overview

In the preceding chapter, we focused on the domestic institutional and legal frameworks for UK trade

policymaking. In this chapter, we look at the aspects of trade policy that require agreements or coordination with
other countries. We consider the UK's role and position in the World Trade Organization (WTO). This includes Free
Trade Agreements conforming to WTO rules and what may be more loosely described as mini deals, as well as
policy towards developing countries with discussion of the UK Developing Country Trading Scheme (DCTS) and its

Economic Partnership Agreements (EPAs).

Key points

® The UK has been a long-standing supporter of
the rules-based multilateral trading system, as
a founding member of the GATT (1947) and
the WTO (1995). It was a key proponent of the
Uruguay Round and Doha negotiations, and
remains active in WTO discussions, including
current reform efforts.

* A major rationale for leaving the EU was
regaining sovereignty, including over trade
policy. The Conservative Government promoted
a vision of “Global Britain,” as a key proponent
of free trade and the rules-based world trading
system. The UK was the first G7 country to
establish a dedicated trade track.

® On leaving the EU, the UK submitted its
own schedules of concessions for goods and
commitments for services at the WTO for
certification. It implemented its own Most
Favoured Nation (MFN) tariffs, the UK Global
Tariff (UKGT), on 1 January 2021, involving both
simplification and a modest reduction in the
trade weighted average in comparison to the
previous EU tariffs. The UK joined the Multi-
Party Interim Appeal Arbitration Arrangement
(MPIA) in June 2025.

® The UKGT increased the share of imports
coming in duty-free, on non-preferential terms,
to around 70%, relative to 52% under the EU
MFN tariff, with the weighted average MFN
tariff falling from 2.1% to 1.5%.

e Leaving the EU, the assumption was that WTO
rules would offer the UK a stable framework for
its trade relationships. The current strains on
the WTO rules-based system, and the de facto
US withdrawal from multilateral commitments
present a fresh set of challenges to the UK.

e The Trade Strategy reaffirms commitment

to the multilateral rules-based system, while
acknowledging the need for WTO reform. It
proposes a pragmatic approach with more
emphasis on a wider set of trade deals. These
may stretch compatibility with WTO trade rules.
The UK has signed 62 “mini-deals” since 2020.

Since leaving the EU, the UK has signed over 30
‘continuity’ and 7 new FTAs. The FTAs with the
EU and the EEA-EFTA raised barriers to trade.
FTA countries account for 61% of UK imports
and 55% of UK exports of goods and services
in 2024. Government assessments estimate the
five most liberalising FTAs will raise GDP by
0.39% in the long run.

The UK'’s FTAs are comprehensive, with

most chapters subject to dispute settlement,
though some areas - typically Sanitary and
Phytosanitary (SPS), labour, and environment —
are often excluded.

The US-UK Economic Prosperity Deal represents
a departure from standard, WTO-compliant
agreements. It provides a measure of insulation
against US tariffs, but is also weakly enforceable,
subordinated to US perceptions of security, and
risks an erosion of the UK's commitment to core
principles of non-discrimination.

The UK is renegotiating its relationship with the
EU to liberalise trade further than was achieved
in the TCA. Discussions are focused on fisheries,
SPS alignment, Emissions Trading Scheme (ETS)
and energy markets, youth mobility, services,
and mutual recognition.

The UK has a long-standing reputation for support
for developing economies, both directly and
through trade. The principal trade tools are the
reformed DCTS and the EPAs, both of which aim to
facilitate trade in goods from developing countries.
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4.1 UK global positioning on
trade and the WTO

4.1.1 Defining the UK’s formal position at
the WTO

The UK was a founding signatory to the General
Agreement on Tariffs and Trade (GATT) of 1947. The
UK, as a Member State of the European Union, was
also a founding member of the WTO. Its specific
position in goods and services trade was defined via
the schedules submitted by the EU on behalf of its
member states.” Its membership of the plurilateral
Agreement on Government Procurement was also
secured via EU membership.

Following the UK’s decision to exit the European
Union, it submitted its own schedules of concessions
for goods, and on specific commitments and

MFN exemptions on services.? The process was
characterised as a technical process of certification,
i.e. one that needed to be validated by the
Director-General of the GATT. At the same time,

the process also required the UK to define its
position on agricultural subsidies and agricultural
tariff rate quotas, i.e. the UK needed to extricate

its commitments on these matters from the EU’s
position. That process involved negotiations with
other WTO members whose commercial interests
were affected by the changes. The process comes
under the scope of GATT Article XXVIII, and
completion is required prior to the certification of
schedules. At the time of writing, the UK's schedules
on goods and services had not been certified.
However, the UK is still able to give effect to its
schedules of goods and services.?

Separately, the UK implemented its own MFN tariff
schedule, known as the UK Global Tariff, which took
effect on 1 January 2021. The Global Tariff used the
EU’s MFN tariff that had previously applied to its
imports as the starting point, but with some changes.
At the time of its announcement, it was estimated
that around 66% of tariff lines had been modified to
some extent. The changes are summarised in Table
4.1. The changes reflect a combination of measures.
Some tariffs — essentially “nuisance tariffs”, defined
as those of 2% or less — were eliminated altogether.
Others were simplified by means of rounding down
to the nearest standardised band, or by conversion
from specific duties to percentages. Remaining
specific duties were converted from euros to pounds
based on an average exchange rate for the five years
preceding the announcement.*

Table 4.1: Summary of modifications made by UK Global Tariff relative to the previous EU MFN tariff

Change from EU No. of tariff lines  Share of tariff lines Simple average tariff
MFN tariff
Current (EU) MFN New Global Tariff

tariff (%) (%)
No Change 3963 34.0 3.3 3.3
Fully Liberalised 2001 17.0 3.6 0.0
Simplified 4747 40.1 6.8 6.0
Reduced 12 0.1 21.0 10.0
Currency 1105 9.3
conversion
Total 11828 100.0

Source: UKTPO analysis based on data provided by the Department for Business and Trade at the 8-digit tariff level. Averages

exclude non ad valorem duties).
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In terms of products, the largest relative reduction
took place for stone, plaster and cement, where
around 85% of tariff lines changed to some degree,
just under half of which have been fully liberalised.
This is followed by processed food products, where
most of the change was due to conversion of specific
duties, and plastics and rubber products, and
chemical products where the vast majority of tariff
lines were simplified. Overall, the distribution of cuts
reflected a desire to reduce or simplify tariffs on
intermediate goods, perhaps as a way of boosting
the competitiveness of UK exports.® Tariffs on textiles
remained largely unchanged, partly in order not to
erode tariff preferences accorded to developing
countries (the UK's system of tariff preferences is
described in section 4.4).

The tariff changes increased the share of imports
coming in duty-free, on non-preferential terms, to
the UK to around 70%, relative to 52% under the

EU MFN tariff. In trade-weighted terms, the effect
was relatively modest, with the weighted average
tariff falling from 2.1% to an estimated 1.5%. The
changes also represented a degree of administrative
simplification in regard to MFN tariffs.

Since implementation, further changes to the UK
MFN tariff include the temporary suspension of
duties, announced in August 2025, on 89 products to
ease cost pressures on households and businesses.®

The UK has participated directly in WTO dispute
settlement proceedings in a limited way. It has been
a respondent in four cases, three of which predate
its exit from the EU. The cases were EC-Computer
Equipment, brought by the US, and two complaints,
also brought by the US, against the EC in relation
to aircraft subsidies (EC and certain member States
— Large Civil Aircraft). In the first of these cases,
decisions on customs classifications taken by the

UK were part of the matters addressed, and in the
Civil Aircraft cases, the issues were various forms of
state support for the development and manufacture
of Airbus Aircraft. The only case in which the UK
has been involved after its exit from the EU is

one brought by the EU in relation to contracts for
difference in low-carbon generation. That dispute
has not progressed to the panel stage.

The UK joined the Multi-Party Interim Appeal
Arbitration Arrangement (MPIA) in June 2025, five
years after it had been originally established. The
decision was seen as part of the new government’s
emerging trade strategy. Previous governments had
taken the position not to join on the grounds that
the UK's interest was better served by fully restoring
the WTQO's Dispute Settlement Mechanism.

4.1.2 The UK's position on the WTO and
global trade matters

4.1.2.1 The UK as an EU Member State, and after
exiting the EU

As already observed, the UK was a founding
signatory of the GATT in 1947, and indeed was a
key participant in the GATT negotiations. Perhaps
ironically in view of current events, its position

was largely hostile to the US's insistence that
imperial preferences should be scrapped and that
MFN become the guiding principle underpinning
commercial relations.

Following accession to the European Communities
(EC, now the EU) in 1973, the UK's trade policy
competencies were in effect delegated to the
European Commission. Notwithstanding this, the

UK continued to play an important role in global
trade policy, both directly and indirectly through its
influence in the EU. There are a number of examples
of this. The UK was a major proponent, as a member
of the G7, of the launch of the Uruguay Round of
trade negotiations, which took place during the

UK's presidency of the EC. The UK also played a

role as mediator between the competing interests
of the US and the EC, helping to bring the Round

to a conclusion (notably in 1992 by averting a trade
war and pressuring both sides to negotiate on
agriculture).” Following the foundation of the WTO,
the late Sir Leon Brittan, as EU Trade Commissioner,
played a central role in China’s accession
negotiations to the WTO. The former Department
for International Development (DFID) was an early
and influential supporter of Aid for Trade, which

in turn became an important aspect of the Doha
Round of trade negotiations launched in 2001. By
2011, the UK reported that it spent around £1 billion
per year on Aid for Trade.® Following the Global
Financial Crisis, the 2009 G20 summit in London,
chaired by the UK, led to a standstill commitment on
protectionist measures and the initiation of a trade
monitoring mechanism by the WTO.

The UK's decision to leave the EU, in essence,
repatriated trade policy competence from the

EU, and the question of control over ‘sovereignty’
over trade policy was part of the discussions
leading to the referendum. The UK's ability to run
an “independent trade policy” then became an
important matter for proponents of exiting the

EU, in the context of negotiations on the terms of
departure and on future arrangements. In part, this
was driven by a desire for what was perceived as
sovereignty; in part, this was so that the UK could
become a more influential player on the world
stage. It was hoped that the UK could become an
important ally, a key convening power, an important
trading nation and a supporter of the rules-based
trading system.’
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This new orientation was often expressed via the
phrase “Global Britain”. Some examples of this
can be seen in the collection of documents on the
government website under the heading ‘Global
Britain: delivering our international ambition

2016 to 2019’. Jeremy Hunt, Foreign Secretary
under Theresa May, stated in a speech that the

UK must become “an invisible chain linking the
world’s democracies... such an approach will work
because alliances built on shared values are always
more durable than those based on transactional
convenience”."® Support for Global Britain was then
taken up by Boris Johnson, particularly around the
2021 Integrated Review of Security and Defence,
Development and Foreign Policy. In the preface to
that review, Prime Minister Johnson stated that 2021
would be the year of British leadership, setting the
tone for the UK's international engagement in the
decade ahead. A key element of the Global Britain
strategy was to identify the UK as a middle-power
leader of strategic initiatives and one that could
bring other powers together. In so doing, the UK
aimed to be an important advocate for democracy
and the rule of law, and a strong supporter of free
trade. Though, as highlighted above, much, or all
of this, was also possible when the UK was an EU
member state, perhaps in a manner that was less
visible.

Indeed, notwithstanding the change in rhetoric, the
UK's positioning within the WTO largely remained
constant on either side of the referendum to leave
the EU. Its main adjustments were largely in line
with views expressed by major industrial economies,
notably the US, but also the EU, on matters such

as WTO reform and the need to tackle what were
deemed to be distortive practices by China. This

is seen in the speech given by the then Secretary
of State, Liz Truss, on WTO matters in 2020,

shortly after the UK formally left the EU, and which
highlighted three key areas for international trade
cooperation:

¢ To reverse the rise in protectionist measures and
to “lead defence of a free, fair and rules-based
international trade” with a strong commitment to
the WTO.

¢ To provide and lead on support for WTO reform,
and in particular, to enable the WTO to resolve
issues around industrial subsidies, state-owned
enterprises, and forced technology transfer.

® To address trade issues fit for the ‘modern era.’
Specific reference was made to services, digital
trade and cross-border data flows and climate
change — all in the context of the WTO, either
through multilateral or plurilateral agreements,
such as the Joint Statement Initiative on
E-Commerce (JSI). On climate change, the speech
reaffirmed the UK's commitment to becoming
carbon neutral by 2050. In the context of trade,

this meant championing an end to environmentally
wasteful practices, like the use of state subsidies,
and pressing for the successful conclusion of the
fisheries subsidies negotiations.

There are several key examples of UK ‘leadership’ in
international trade within the WTO and beyond. First
is the UK’s involvement in various “Joint Statement
Initiatives” launched at the WTQO's 11th Ministerial
Conference in December 2017. These involved

a large subset of WTO members who sought to
advance negotiations on matters of interest to them,
in the absence of progress under the Doha Round.

One of these was the on E-Commerce JSI."" The
UK was an active participant in negotiations that
concluded in August 2024. Many of the provisions
of the finalised text reflect provisions in the digital
chapters of FTAs signed by the UK (see Chapter
3). In describing the outcome of the negotiations,
the UK noted the importance of digital trade to its
economy and the prospect that the JSI would help
stimulate exports, particularly of SMEs."2

The UK was also an active participant in a separate
Joint Statement Initiative on Services Domestic
Regulation. This was concluded in 2021. At the time
of its conclusion, the UK Government stated that
“The UK has been a strong and vocal participant
throughout negotiations since they were launched
at the 11th Ministerial Conference in Buenos Aires
in 2017, particularly after formally taking up our
independent seat at the WTO last year. As the
world’s second-largest services exporter, the UK is
among the countries positioned to benefit the most
from these terms.” "3

A second area in which the UK has been active is
the relationship between trade, environment and
sustainability, currently pursued in the WTO through
a process known as the Trade and Environmental
Sustainability Structured Discussions (TESSD). The
process is organised across four working groups:
trade-related climate measures, environmental
goods and services; circular economy; and the
negative environmental effects of subsidies. The

UK has demonstrated a particular interest in the
environmental goods and services agenda, which
focuses on facilitating trade in goods and services
that help to meet environmental objectives,
specifically on climate change mitigation and
adaptation. The process itself is a continuation of the
unsuccessful attempt, under the Doha Trade Round,
to negotiate market access commitments in this
area.

A third example relates to women'’s economic
empowerment and trade and gender in the WTO
have become important in the UK'’s international
positioning on trade.' This is also discussed in
Chapter 8 in more detail, but, in summary, the UK
chaired the informal Working Group on Trade and
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Gender along with Cabo Verde and El Salvador (until
October 2025), and this area has been a key initiative
of the UK's activities in the WTO, with several
outcomes including the Buenos Aires Declaration

on trade and women's economic empowerment
(2017). This was the first time that WTO members
collectively committed to a formal framework for
enhancing gender equality in trade by aiming to
increase the participation of women in trade and
removing barriers faced by women in entering

the global market. This was to be achieved by a
combination of analytical work and data collection,
sharing of best practices, collaboration on the
removal of barriers, and support for the participation
of women through Aid for Trade and capacity
building.

Another achievement under the heading of women's
economic empowerment is the compilation of a
compendium of financial inclusion initiatives for
women entrepreneurs. This was launched at the
WTO'’s 13th Ministerial Conference in February 2024
by the WTO Working Group on Trade and Gender,
as well as the WTO Working Group on Micro, Small
and Medium-Sized Enterprises. This database brings
together information on programmes supporting
access to finance for female-led micro, small and
medium-sized enterprises aimed at giving them the
opportunity to scale up and access new markets.

Finally, the UK was the first country of the G7 to
announce a specific trade track for the G7." This was
announced on 31 March 2021 by the then Secretary
of State for International Trade, Liz Truss. Building
on her inaugural speech to the WTO on 3 March
(discussed above) the key issues raised focus on

the risks of the fragmentation of the international
trading system, the failure of the trading system to
deliver for people, and the need to strengthen the
WTO - “if we fail to act, then we risk global trade
fragmenting under the tyranny of the largest... in
which the big players feel they get to set the rules.
That winner-takes-all future would ultimately leave
people across the world worse off”. The speech
highlights another part of the trade track: these
include digital and data, the environment, and
women'’s economic empowerment. Fairness was an
important element of the speech. This was framed
in terms of a reformed and modernised rules-based
international trading system.

Strategically, too, as part of its G7 presidency, the
UK invited international organisations, such as the
WTO, to the talks as well as key ‘middle powers'
like India, South Korea, Australia and South Africa
to participate in the discussions. This can be seen as
the UK positioning itself as an honest broker working
towards being a facilitator of global initiatives.

The emphasis in the final report on the G7 was on
inclusive growth, and the importance of free trade
and collaboration on economic resilience to achieve
that growth."

4.1.2.2 Future directions following the UK Trade
Strategy

At the time of the UK's exit from the EU, the working
assumption was that a secure system of multilateral
rules underpinned by the WTO would provide a
framework within which the UK could deepen its
trade relations with the rest of the world, notably
through WTO-compliant FTAs. At the very least,

it would also provide guard rails against surges in
protectionist sentiment.

Yet, the multilateral rules-based trading system

is currently under considerable strain. There

are numerous factors driving this. They include
technological change and the rise of the digital
economy and Al; the growing awareness of

the imperatives around climate change and
environmental sustainability, rising geopolitical
tensions, notably between the US and China, and the
de facto withdrawal of the US from the rules-based
multilateral trading system under President Trump.
All this has led to increased concerns regarding
national security, economic security and supply chain
resilience.

Many of these issues are taken up in more detail in
Chapters 5, 6 and 7, but it is important to highlight
some key issues here. The long-standing strains on
the WTO and the more recent rise in geopolitical
and geoeconomic tensions present two key
challenges for the UK. First, there is the growing
need for reform of the WTO and the multilateral
rules-based system and the UK's role within those
discussions and reform proposals. Second, and
closely related, is the issue of how to respond to
the actions of the US. There is not the scope within
this report to discuss the challenges and options

for WTO reform, but it is important to identify the
UK'’s stated position and actions with regard to the
rules-based system. With regard to the latter, the key
features of the US's current approach are a rejection
of the MFN principle and hence differentiating
between countries in the terms on which they

trade with the US, and increasingly incorporating
restrictive third-country provisions. The UK will need
to address both how this policy shift impacts its
bilateral relations with the US and its relations with
its other trading partners.

In the Trade Strategy (2025), the UK reaffirmed

its commitment to the WTO and identified the
substantial intangible (“simply (from) being part of

a predictable system”) and tangible (equivalent to a
13.75% drop in tariffs with all partners”'8) benefits to
the UK and to the world economy from membership
of the WTO. The strategy is clear too on the need
for WTO reform: “We recognise that it [reform]

will require strong political will across all nations to
support the WTO to reposition itself for the 21st
Century. We do not underestimate the challenge,
but we urge all WTO Members, both developed and
developing countries, to come together to help both
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preserve and modernise the system on which so
much of our shared trading interests depend. "

The strategy also emphasises Prime Minister Keir
Starmer’s point that the UK intends to strengthen
global alliances and reduce trade barriers with
parties, as this is key to promoting a secure economy
in the UK. This approach draws a direct link between
what the UK does internationally and the benefit

of that international positioning to the UK. At the
same time, the Trade Strategy makes clear that it is
important for the UK, going forward in a multipolar
world where the largest economies are China, the US
and the EU, to undertake a “pragmatic trade policy”
that supports UK business and economic growth

but also facilitates open trade. Pragmatic here

seems to mean supporting adherence to WTO trade
rules, while still recognising the lack of multilateral
progress in WTO reform.

The pursuit of the “pragmatic policy” will require
the UK to manage a tricky balance between various
objectives. These include: respect and advocacy

for the rules of the multilateral trading system, and
support for dispute settlement (joining the MPIA),
while at the same time retaining the option to be
“unashamedly opportunistic in considering deals of
every sort.”?® These “deals” include traditional FTAs,
which have tended to operate within the framework
of WTO rules, notwithstanding concerns that

they may hinder rather than promote multilateral
rules. But they also include more unconventional
arrangements, such as mini deals?' and bilateral
arrangements, such as the UK-US Economic
Prosperity Deal, which may run counter to core WTO
principles such as non-discrimination.?

It is perhaps worth underlining in this context that
in our consultations, roundtables and discussions
with numerous businesses and stakeholders, the
importance of the rules-based trading system under
the auspices of the WTO was repeatedly stressed.

It is also important to underline that the multilateral
rules-based system is still central to global trade
and over 70% of world trade continues under WTO
terms.?® UK support for such a rules-based system,
as stated in the Trade Strategy and in speeches and
statements by successive trade ministers, is therefore
to be welcomed and encouraged.

4.2 The UK’'s Free Trade
Agreements

In this section, we provide an overview of the FTAs
the UK has signed since the decision to leave the EU
was taken in 2016, and since the actual departure
from the EU in January 2020. As well as providing
an overview, because of its importance to the UK,
we also provide a discussion of the UK-EU TCA.

In addition, and in order to illustrate some of the
issues raised in negotiating and signing FTAs, we
also discuss the agreement with Australia, which was
the first FTA the UK signed, and the CPTPP, which
involved accession to an existing FTA.

4.2.1 Overview of UK FTAs

Following the decision to leave the EU, the UK
signed a number of FTAs notified to the WTO. In
the first instance, there was the need to ‘roll-over’
the free trade agreements the UK was part of as a
consequence of its membership of the EU. There
were 34 such continuity agreements covering

over 100 countries or territories. The UK signed

a further seven new free trade agreements - with
Japan, Australia, New Zealand, the EU, the EEA-
EFTA countries (Norway, Liechtenstein and Iceland),
the CPTPP and India.?* Such FTAs are, in principle,
important in opening new markets, providing access
to cheaper imports, incentivising UK exports and
providing valuable opportunities for increasing
resilience, diversification and sustainable trade
growth.

The UK has also signed a number of agreements
which focus on specific areas of policy impacting
trade, ranging from investment, transport, customs
procedures, and access to critical minerals. A term
that is increasingly being used to describe such
agreements is ‘non-binding legal instrument’, or
'mini deals’, and we discuss these in Section 4.3.

The new comprehensive trade agreements include:

e The UK-EU TCA, and the FTA between the UK
and the EEA EFTA countries (Norway, Iceland
and Liechtenstein). What distinguishes these two
agreements from the other five is that they each
involved increasing trade barriers between the UK
and the partners because of the UK'’s exit from the
EU Single Market.

e The FTA with Japan. This largely replicates the
existing deal that Japan negotiated with the EU,
so some commentators consider this to be a
continuity agreement.
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e The FTAs with Australia, New Zealand and India. Figures 4.1 and 4.2 show the share of the EU, the
These are new agreements negotiated from new FTAs, and all other FTAs in UK exports, and
scratch and not based on previous agreements imports, of goods and services in total.?
with the EU.

® The CPTPP. Note, the CPTPP was an existing
agreement that the UK joined and so had to accept
the existing trade terms. The UK already had a
bilateral FTA with most of the CPTPP countries.

Figure 4.1: Share of UK imports of goods & services from current FTA countries?
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Figure 4.2: Share of UK exports of goods and services to current FTA countries
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First, we see that all FTA countries account for 61%
of UK exports, and 71% of UK imports. The seven
new free trade agreements accounted for nearly
10% of UK exports and just over 11% of UK imports
in 2024. From the figure, we see that the share of
trade accounted for by these FTA partner countries
has remained fairly stable over time. While not
shown in the graphs, of the share accounted for by
non-FTA countries (i.e. countries that are trading on
MFN terms) over 26% of UK exports of goods and
services go to the US and China, and these countries
account for 21% of UK imports. Hence, while trade
with FTA partners is important, a substantial portion
of UK trade is undertaken with countries (notably
China and the US) that the UK trades with on MFN
terms.

Second, Figure 4.1 and 4.2 show the significance

of the EU in UK trade. The EU accounts for 41% of
UK exports, and 50% of UK imports. It is important
to underline that, as the UK is a former member of
the EU, the trade agreement with the EU represents
an increase in trade barriers as opposed to a
liberalisation of trade (see more detailed discussion
below). This also applies to the agreement with the
EEA-EFTA countries.

The figures show the stable share of the new FTAs
in both imports and exports over time. Within these
FTAs, there have been some changes in the relative
importance of different countries, with the most
significant changes being with regard to Japan and
India. In 2016, Japan accounted for 2.2% of UK
imports, and India accounted for 1.7%. By 2024,

the respective shares were 1.9% and 2.9% - hence a
decline in the relative importance of Japan and an
increase in the relative importance of India. Similarly,
the export shares of Japan and India in 2016 were
1.9% and 1.1% respectively, and in 2024 they were
1.7% and 1.9%. Other than Japan and India, the
main supplier of imports to the UK was Norway, and
the main destinations for UK exports to this group
were Australia, Norway and Singapore. For all the
remaining countries, their share in either UK imports
or exports of goods and services was less than 1%.

The increased importance of India in UK trade is
interesting and also serves to underline the potential
value of the UK-India FTA. This is the most recent
agreement the UK has signed and is seen by the UK
Government as the most significant and ambitious.
It involves the elimination of tariffs on 99% of Indian
goods exports to the UK. For UK exports to India,
tariffs will be significantly reduced or eliminated on
90% of products, with 85% becoming fully tariff-
free within a decade. Substantial tariff cuts were
achieved on Scotch Whisky, automobiles, as well as
reductions for medical devices, cosmetics, aerospace
components and certain food and drink products.
There are also improvements to business mobility,

a digital trade chapter, and some liberalisation of
Indian Government procurement for UK businesses.

In Table 4.2, we provide summary information on
five of the UK's comprehensive trade agreements
that sought to liberalise trade. The table provides
information on when these FTAs came into force
and the UK Government's estimates of the possible
future economic impact of each agreement.?’ It is
worth noting that mini deals are not covered by
impact assessments, as these are not legally binding
agreements which are required to be laid before
Parliament.

The table shows that each FTA has an extremely
modest impact on UK GDP. The combined effect

of all these agreements is estimated to be 0.39%

of GDP, with the largest projected gains from the
agreement with India. It is worth considering why the
projected impacts are low, and here several factors
are worth mentioning.

First, since these countries account for a small share
of UK trade, it is not surprising that the projected
impacts are low.
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Table 4.2: Projected impacts of UK FTA based on government estimates

Country/Agreement Australia
Year entered into force 2023
Year Projected 2035
GDP (Value £ billion) 2.3
GDP (%) 0.08
Goods & services Imported 4.2
(Value £ billion)
Goods & services Imported (%) 66
Goods & services Exported 6.2
(Value £ billion)
Goods & services Exported (%) 44

Source: UK Government Impact Assessments

Second, the simulated impacts are based on
standard economic models. The UK Government
normally uses a computable general equilibrium
(CGE) model, as well as partial equilibrium (PE)
modelling, supplemented with gravity modelling.
These measure changes in trade and GDP arising
from the reorientation of trade that is likely to occur
as a result of improved market access for goods
(e.g. through lower tariffs) and services (through
reductions in regulatory barriers). To a large extent,
such models are focused on capturing the gains
from changes in specialisation and comparative
advantage that may occur. There are a range of
other factors that the modelling does not capture,
and it is reasonable to assume that these estimates
underestimate the gains from the agreements, and
the longer-run impacts are likely to be higher.? It is
very hard, however, to say how much higher.

Third, as seen in Chapter 1, the highest share of UK
trade is in services. With regards to services trade,
the FTAs the UK has signed have largely focused

on reducing the gap between bound MFN regimes
under the GATS and applied regimes, rather than
seeking new market access, or addressing some

of the practical issues that businesses face, such as
business mobility. The benefits from services barrier
reductions, including those that come from greater
policy predictability when gaps between bound and
applied MFN rates are eliminated, can be harder

to quantify than those in goods. This makes it also
harder to evaluate effects of services commitments.

New CPTPP India Japan
Zealand
2023 2024 2026* 2021
2035 2040 2040 2035
0.8 2 4.8 1.5
0.03 0.08 0.13 0.07
1 2.3 9.8 13
76 4.17 25 79.90
0.7 2.6 15.7 2.6
40 3.56 59 17

Our consultations with stakeholders suggested that
the Government needs to pay more attention to
services trade. That includes stand alone services
exports, but also services that are linked to good
exports through value chains. Sectors, including
pharmaceuticals, automotive, and aerospace,
illustrate how their success in international markets
depends not just on physical goods, but on a wide
array of associated services, such as intellectual
property management, marketing and regulatory
compliance. It is also worth noting that the services
workforce outweighs the production workforce

in many large companies. The rise in the use of
imported services as inputs for exporting activity,
and the rise in the joint bundling of goods and
services exports, for the UK was documented in
Chapter 1, and underlines the importance of treating
trade policy with regard to goods and trade and
with regard to services trade jointly. This is relevant
not only for maximising the economic benefits from
trade liberalisation and trade agreements, but given
the close integration of supply chains, it is also
relevant for economic security.
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4.2.2 Assessment of UK FTAs

The UK's new FTAs can all be considered
comprehensive trade agreements covering an
extremely broad set of largely market access issues.
They each contain core chapters and commitments
which provide for improved market access in goods
(typically with 99% or more tariff liberalisation), rules
of origin to ensure that the preferences are granted
to FTA partner’s originating goods, and a degree

of liberalisation and additional commitments with
regard to services trade, as well as provisions on
areas such as investment protection, intellectual
property rights, digital trade and competition policy.
Many of these chapters also serve as enabling policy,
which can help stimulate trade and investment.
Hence, as well as addressing direct market access
barriers such as tariffs, they can help establish norms
for business, for example, in the form of intellectual
property protection and enforcement.

In considering the possible impact of FTAs in
addition to the reductions in barriers as modelled in
the impact assessment discussed earlier, there are
several factors that it is important to mention:

The first is that the scenarios modelled represent
improvements in market access and coverage of
rules relative to the WTO baseline. For economies
that are relatively liberal, these incremental
improvements will be relatively limited. An
alternative way of conceiving of the benefits of FTAs
is via the added predictability they give relative to
the MFN baseline, and notably assurance against
the possibility of policy reversals — for both goods
and services. This is particularly true in relation to
services, where the scope for policy reversals is
significant, given the large gap that exists between
WTO commitments on an MFN basis and actually
applied levels of restrictions. Similar observations
may also apply where WTO rules are weak or non-
existent (for example, on investment, and certain
areas of regulatory and institutional cooperation).
The results do not capture the gains from avoided
policy reversals, and so may understate an important
benefit of FTAs, particularly at a time of heightened
economic fragmentation.

Secondly, regarding goods trade, the gains from any
given reductions in tariffs in an FTA will depend on
the underlying rules of origin and the consequent
utilisation of preferences. Preference utilisation
refers to the extent to which firms take advantage
of the preferential tariffs that are available to them
under an FTA. The impact assessments, discussed
above, typically assume 100% preference utilisation.
In contrast, if we consider the actual preference
utilisation rates (PURs), we see that in 2022 the
overall preference utilisation rates on UK exports to
the EU, Korea and Canada were 74%, 56% and 52%
respectively.?? There are some sectors where the
PURs appear consistently lower. Hence, for example,

for leather goods, footwear, textiles, and precision
tools the (unweighted) average PUR across the
three agreements with the EU, Korea and Canada, is
40% or less. This indicates that there is a high share
of FTA trade which does not utilise the available
preferences. There are several factors that could

be driving this outcome, and these were raised by
business in our consultations and roundtables. They
include difficulties in meeting the underlying rules of
origin, and simply that the administrative costs and
bureaucratic burdens outweigh the cost of paying
the MFN tariffs. The latter is more likely when the
MFN tariffs are low.

Third, in considering the provisions of FTAs, it is
important to distinguish between commitments

that are enforceable, for example, under the FTA's
dispute settlement clauses, and those which are
merely “best endeavour” clauses. The latter typically
represents a political commitment to try to achieve a
certain objective. In such clauses, the parties typically
agree to cooperate on a set of issues either through
transparency, information sharing, or cooperation to
reduce trade barriers. However, such provisions are
not subject to formal dispute settlement if one party
believes the other has in some way contravened

that clause. Note that FTAs typically envisage that
various committees will discuss issues related to the
agreement, and an aggrieved party may raise issues
related to provisions in such committees, even if
formal dispute settlement is not applicable to such
provisions.

In contrast, many clauses in FTAs are ‘subject

to dispute settlement’. This has a specific legal
meaning. Any dispute regarding compliance with the
provision can be brought to formal, legally binding
dispute settlement proceedings, as set out in the
dispute settlement chapter of the FTA. The general
principle is that all the FTA's chapters are subject to
dispute settlement, unless specified otherwise. It is
also possible for agreements to have other formal
processes for redress, which may not be covered
specifically under the dispute settlement chapter.
Examples of this include the level-playing field and
rebalancing provisions in the UK-EU TCA.3°

Table 4.3 provides a list of the key chapters across
several key agreements and indicates whether

they are covered by binding dispute settlement

or other formal procedures for redress. The table

is informative in several regards. First, it provides

a useful overview of the key areas covered by the
agreements and shows the high degree of overlap
but also some differences. Hence, there is a chapter
on indigenous trade only in the agreement with New
Zealand, and not all the agreements have specific
chapters on subsidies. It also shows that there

are certain chapters/areas which are sometimes
explicitly excluded from dispute settlement — notably
SPS, TBT and good regulatory practice, as well as
chapters with regard to labour and the environment.
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This can be seen, for example, in the most recent of this agreement may have been more on market
FTA with India, where the labour, environment and access and economic growth objectives, as opposed
subsidy provisions are not subject to formal dispute to additional objectives to do with sustainability or
settlement. In turn, this might indicate that the focus inclusiveness.

Table 4.3: FTA principal chapters and dispute settlement

FTA / Chapter Type UK-EU UK- UK-New  UK-Japan UK-India CPTPP
Australia Zealand

General Scope of DS Art. INST.9 Art. 30.4.1 Art. 31.4.1 Art. 22.4.1 Art. 29.4.1 Art. 28.3.1

Goods (tariffs, quotas) v v v v v v

Rules of Origin v v v v v v

Customs Procedures 4 4 v v v v

Sanitary & Phytosanitary v v*

Tech. Barriers to Trade 4 v

Trade in Services 4 v v v

Inv. (State-to-State) v v v v

ISDS

Digital Trade v

Intellectual Property v

Competition Policy v v

Govt Procurement v v v+ v

Labour v

Environment 4

Subsidies v*

State-Owned Ent. 4 v v v

Anti-Corruption v v* v*

Gender Equality C C C C C C

Indigenous Trade

SMEs (Cooperation) C C C C C C

Source: Own elaboration from Chapters identified from text of the treaty

Notes:

V' indicates that the chapter is subject to dispute settlement

v'* dispute Settlement applicable subject to modification/conditions specified in the Chapter

v'+ dispute settlement obligations not applicable for a period of four years from date of entry into force of the agreement
C indicates that this is characterised as a best endeavour clause, where countries agree to cooperate
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A fourth set of issues is regulatory concerns

and bureaucratic barriers to trade. One specific
example of this relates to rules of origin, discussed
above. However, in the evidence we received and

in our roundtables, a broader set of barriers and
issues were raised. These include ‘red-tape and
administrative burdens’ including customs checks
and SPS controls; regulatory differences across
countries and associated compliance costs (e.g.
increased costs arising from UK Conformity Assessed
(UKCA) marking, which involves duplication of
compliance efforts); regulatory barriers within the UK
and the need for simplification; logistics costs: and
food and animal welfare standards.

In many cases, these are seen to apply in the
context of UK-EU trade (discussed below) but these
issues also have broader relevance. Animal welfare
standards are a good example of this. The UK has
over 40 specific animal welfare and health standards
set out in legislation, 18 on farm welfare.' The

UK is generally seen as having higher legal animal
welfare standards than all the countries, which it
has or is negotiating FTAs, except Switzerland and
New Zealand. However, this may not apply across all
sectors and species. The relative strength of welfare
standards depends on the specific animal (e.g. laying
hens, pigs, cattle) and the issue addressed (e.g.
space allowance, transport duration, or slaughter
practices).

In general, UK animal welfare legislation governs
domestic production and does not impose
equivalent welfare requirements on imported
products (except for the requirement that animals
be stunned prior to slaughter). This feature is not
unique to the UK: several other jurisdictions with
advanced animal welfare regimes - such as the EU,
New Zealand, and Switzerland - also apply most

of their animal welfare measures only to domestic
production. Stakeholders have raised concerns

that FTAs could either lead to an impact on the
standards used by UK farmers and/or undercut UK
farmers because of the lower standards abroad.
Maintaining food standards, and the impact of FTAs
on standards, were also raised as concerns in our
consultation exercise. There are two issues here. The
first relates to the terminology applied in free trade
agreements and whether agreements undermine or
weaken the ‘precautionary principle,’ which the UK
has largely maintained since its departure from the
EU. The second relates to the ability of UK customs
checks to adequately control for food imports that
do not meet UK minimum food standards, such as
pesticide levels.

The issue of standards and regulatory differences
goes beyond food, agriculture and farming.
Standards are needed for a range of public policy
purposes, and evaluation of compliance with the
standards is provided by conformity assessment
bodies, who are in turn assessed by nationally

appointed accreditation bodies. Different standards
and different procedures for the accreditation

of conformity assessment bodies can all create
technical barriers to trade for firms. For example,
differing national regulations may lead to varying
compliance requirements. Such barriers can be
reduced through mutual recognition agreements
between countries, which can be either embedded
within FTAs or as standalone agreements. Our
consultation exercise also revealed the importance
of such technical barriers to trade for UK businesses
trading with the EU and beyond. Relatedly, there was
also some concern regarding the rise of regulations,
especially in the EU, with regard to corporate due
diligence and responsible business conduct, which
increases firms' costs.

4.2.3 UK-EU trade relations

4.2.3.1 The Trade and Cooperation Agreement
Following the 2016 referendum, the UK gave
formal notice to withdraw from the EU under
Article 50 of the Treaty of the European Union on
29 March 2017 and continued to follow EU rules
until formal withdrawal on 31 January 2020. The
EU-UK TCA now governs post-Brexit trade and
economic cooperation.*? Its broad objectives are to
continue the relationship in trade, but also broaden
it to include close cooperation in other areas. The
agreement underscored this cooperation with 100%
tariff liberalisation and some support for trade in
services.

The TCA was signed on 30 December 2020. It
applied to the UK on 1 January 2021, and formally
entered into force on 1 May 2021.3 The TCA
encompasses traditional areas included in an FTA,
such as trade in goods and services, digital trade,
intellectual property and public procurement, and
covers other areas like aviation, road transport,
energy, fisheries, social security coordination and
law enforcement cooperation. The TCA guarantees
tariff-free and quota-free access for UK and EU
goods in each other's respective markets, provided
those goods meet the stringent rules of origin (ROO)
set out in the TCA.

The TCA also commits both sides to maintaining
high standards in environmental protection,
labour rights and state aid. Both parties balanced
the need for sufficient safeguards against future
regulatory divergence to ensure fair competition
with the freedom to set their own rules.® Finally,
the TCA provides for dispute resolution and creates
mechanisms for the enforcement of obligations.
However, obligations related to good regulatory
practices (Title X), competition policy (Title XI,
Chapter 2), weakening of taxation laws (Title XI,
Chapter 5) and the annex on medicinal products
(Annex 12) are not subject to dispute settlement.
The TCA is scheduled for review five years (Article
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776) after its entry into force. How the TCA should
be changed is already subject to debate.®®

The TCA does not replicate the seamless integration
and trade flow that the UK enjoyed as an EU
member.® It introduced new layers of administrative
requirements, including customs declarations,
technical and regulatory checks, such as sanitary
and phytosanitary (SPS) inspections and conformity
assessments, which cause delays and increased
costs. These challenges were exacerbated because
the EU applied its third-country customs and
regulatory regime to goods imported from Great
Britain on 1 January 2021. Although the UK pledged
to introduce new customs formalities, it repeatedly
delayed applying its own third-country customs

and regulatory regime to goods entering from the
EU, with some SPS measures implemented as late
as October 2024.% This discrepancy between the
UK and EU positions on customs checks caused
confusion for businesses and led to calls from UK
business for the UK to level the playing field with the
EU in this regard.®

4.2.3.2 The Northern Ireland Protocol

The Northern Ireland Protocol is formally part of
the EU-UK withdrawal agreement. It addresses

the unique border situation between Ireland and
Northern Ireland. The Northern Ireland Protocol,
which is intended to ensure that there is no hard
border between Northern Ireland and the Republic
of Ireland by applying EU Single Market rules for
goods to Northern Ireland.?” Consequently, this
required checks on goods moving between Great
Britain and Northern Ireland, creating a de facto
customs border in the Irish Sea. This was the case
even for goods remaining in Northern Ireland and
not transported onwards to the EU. This process
deviated from the integrated market arrangement of
the past.

The protocol applied the relevant EU Single Market
rules for goods to Northern Ireland and exempted
from customs duties goods not “at risk” of entering
the EU. It applied EU tariffs to “at risk” goods that
might find their way into the EU customs union

via Northern Ireland. These rules created practical
challenges for implementation.

The Windsor Framework was agreed upon by the EU
and UK to resolve these challenges. It created a new
green-lane/red-lane system for moving goods from
Great Britain into Northern Ireland. Goods staying

in Northern Ireland go under the green lane with far
fewer checks and controls, while goods bound for
Ireland and beyond go through the red lane and are
subject to the full checks and controls by the EU. The
Windsor Framework also creates a ‘Stormont Brake,’
allowing members of the Northern Ireland Assembly
to seek to prevent certain changes to EU laws
applicable in Northern Ireland under the Protocol.

In addition, it commits the UK and the EU to resolve

issues jointly and engage more with stakeholders in
Northern Ireland on the operation of the Protocol.

While the TCA and the Windsor Framework have
maintained critical trade links between the UK and
the EU and provided legal certainty post-Brexit, they
have introduced new administrative barriers that
hinder seamless commerce. Ultimately, cooperation
and targeted reforms remain essential to mitigate
these challenges and support the competitiveness of
UK businesses.

4.2.3.3 The UK-EU reset

The new Labour Government pledged to “reset”
the relationship with Europe, proposing an SPS
Agreement and a broad security pact,*’ while
committing to remain outside the Single Market

and the Customs Union and refusing deals on free
movement of people.*’ The importance of improving
economic relations with the EU and reducing barriers
to trade was repeatedly raised by businesses and
stakeholders in the evidence we received and the
consultations we undertook.

It is therefore welcome that, in May 2025, the EU
and the UK agreed to establish a closer partnership,
including a Security and Defence Partnership. The
“Reset” deal is predominantly a negotiating agenda,
with economic aspects outlined in a “Common
Understanding”, whose title hints at its non-legally
binding nature. Some of the main elements of the
Common Understanding are:

A 12-year extension of the reciprocal rights to
access fishing waters from June 2026 (the deadline
previously set in the TCA) to June 2038.

This was a core EU demand and was implemented

in June 2025 by a decision of the TCA Specialised
Committee on Fisheries. The UK fishing industry

did not welcome this extension, but a longer-

term solution is preferable to the alternative of
annual negotiations, so producers can benefit from
agreements.

An agreement on SPS to reduce trade barriers on
agri-food exports to the EU.

The agri-food sector contributes a sizeable portion
to UK GVA - £147 billion, or 6.5% of GVA in 2022

— and absorbs about 13% of the UK's workforce.*
The share of sole traders and SMEs in employment
in agriculture is over 80%, and the share in the
manufacture of food is 34%.% The EU is by far the
most important agri-food trade partner (57% of
exports and 71% of imports), with Brexit being
among the primary factors responsible for a marked
decline in trade flows since the end of the transition
period.* Since then, the UK, and to a lesser extent
EU traders, have had to familiarise themselves with
new complex processes and comply with enhanced
documentary changes and inspections, in an attempt
to minimise disruptions to the supply chain. Agri-
food trade with the EU is not only important as a
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source of export revenue, but EU-produced food
also accounts for the largest fraction of UK food
consumption (24%) after UK domestic production.*

Therefore, the SPS agreement is set to benefit

a sizeable and strategic part of the UK economy
and many small or sole producers. Reduced
documentation and inspections at the border are
expected to stimulate trade in agri-food products,
including between Great Britain and Northern
Ireland (where EU SPS rules under the Windsor
Framework apply). The size of the benefit will be
proportional to the degree of regulatory alignment
between the UK and the EU.%

In the “Reset” deal, the parties agreed to ‘dynamic
alignment’ of UK SPS rules with SPS rules made

in the EU. The UK can input into the rule-making
process, but it will not be able to vote on the
adoption of rules. This is the maximum degree of
alignment the UK could expect as a non-EU member.
It is a significant departure from the Brexit positions,
and a welcome step in terms of the potential
economic benefit to the agri-food sector, because
UK producers can easily meet EU standards and will
regain easier and cheaper access to a very large
market. This will also help the fishing industry, as
70% of UK fish exports go to the EU.

Linkage of the UK and EU Emissions Trading
Scheme (ETS).

This is also to be achieved through dynamic
alignment with relevant EU rules. Unifying the
markets for carbon allowances will stabilise and align
the price of emissions in the EU and the UK. A key
advantage is that this should guarantee the mutual
exemption from high compliance costs and charges
on trade applied under Carbon Border Adjustment
Mechanisms (CBAMs), which are being implemented
in both regions.*” A linked EU-UK ETS will also
avoid CBAM charges for Northern Ireland, which is
part of the UK ETS. This approach should benefit a
large fraction of the UK economy because the main
sectors covered are energy-intensive industries (oil
refineries, steel, iron, aluminium, glass, cement,
lime, ceramics, pulp, paper, cardboard, acids and
bulk organic chemicals), plus electricity generation,
industrial and domestic heat generation, domestic
and international aviation and maritime transport.
There is also scope for future extension to include
other industries.*

UK participation in the internal EU electricity
market.

Merging the two markets might lead to lower
electricity prices as both sides will be able to
exchange surpluses more efficiently. For example,
UK North Sea plants will be able to send electricity
to either the UK or the EU, depending on demand.
As high domestic energy costs have been identified
as a drag on UK productivity and a burden on UK
consumers, this provision could potentially be very

beneficial to the UK economy.

Whilst the ‘Reset deal’ can be considered an
important achievement, at the same time, there
are areas where more alignment could have been
sought. These include:

¢ Facilitating services trade: This would be in line
with the UK Trade Strategy. The UK has strengths
in these services: services exports exceeded goods
exports in 2024 — £183 billion versus £174 billion.
In addition, there is a lack of deep services-trade
provisions in the TCA.

¢ Reducing regulatory trade barriers: For example,
negotiating an agreement on mutual recognition
of conformity assessment and eliminating the need
for duplicated testing of goods for conformity
with UK and EU rules would be beneficial to UK
manufacturers in several sectors, primarily those
needing third-party conformity assessment, like
machinery.

¢ Greater support for SMEs: The UK could include
UK firms in the EU’s Import One Stop Shop
scheme. This would facilitate online sales of low-
value goods (under €150) to EU consumers by
firms from outside the EU.

4.2.4 Australia

The FTA with Australia is a "deep FTA" drawing on
the CPTPP agreement, but going further in some
areas in terms of coverage and depth of rules. The
overall economic impact is modest. While the
agreement achieved near-total tariff elimination

- covering 99% or more of products - Australia is

not a major UK trade partner. In 2024, the share of
Australia in the UK's total goods exports was only
1.3%, and for goods imports 0.7%. For services,
Australia accounted for 2.3% of UK exports and 1.5%
of UK imports.*? UKTPO simulations suggest that

the UK-Australia FTA may lead to an increase in GDP
for the UK of between only 0.05% to 0.07%. This is
similar to the UK Government's impact assessment of
0.02% to 0.08% reported earlier in this chapter.®

Australia’s services commitments exceed its GATS
obligations, including in the areas of business
mobility and youth mobility. Gains remain limited

as Australia’s market is already open, and UK trade
shares are small. Nevertheless, a potential benefit

is the increased legal certainty regarding those
commitments, which lock in the current autonomous
liberalisation in services trade in terms of major
disciplines. For example, market access and national
treatment obligations, except for measures listed

as reservations. On investment, the number of
reservations indicates that the agreement retains
Australia’s more restrictive approach.
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For the UK, the FTA with Australia reflects a move
towards a more Asia-Pacific style market-driven

and innovation-oriented regulatory approach. For
example, there is a comprehensive digital trade
chapter modelled on the Australia-Singapore
Digital Economy Agreement that prioritises free
cross-border data flows and a market-led digital
economy to promote innovation and technology.
The provisions relating to cross-border data transfer,
such as digital identities, cross-border transfer of
information by electronic means and a ban on data
localisation, are expected to facilitate business. It
should be noted that the provisions of personal
information protection do not provide clear
safeguard solutions to ensure the protection of UK
citizens’ data. For a more detailed discussion of
digital trade and digital trade policy, see Chapter 6.

On SPS, the UK has established high regulatory
standards in these areas based on EU law. In

the Agriculture Act 2020, the UK committed to
maintaining statutory levels of protection around
human, animal or plant life or health, animal welfare
and environmental protection.> While generally

on SPS-related measures, the UK takes a more
cautious ‘precautionary’ approach,? the approach

in the UK-Australia FTA around the role of science
underpinning SPS measures is closer to that of the
CPTPP. The UK Trade and Agriculture Commission,
which scrutinised the trade agreement for its impacts
on the UK’s existing statutory levels of protection
around plant and animal health, animal welfare

and environmental protection, did not regard this
difference as undermining the UK's existing levels of
protection.>® As can be seen from the table, the SPS
chapter in the Agreement is not subject to dispute
settlement.

This is not the case for the environment chapter,
which is subject to dispute settlement. However,
many of the provisions in the chapter are framed as
‘best endeavour’ clauses as opposed to specifying
obligations or commitments. The UK-New Zealand
FTA is also subject to dispute settlement and goes
further, for example, on fossil fuel subsidies, or in
having an agreed list of environmental products.

The FTA with Australia was the first ‘new’ trade
agreement signed by the UK Government and was
much heralded by the government of the time as a
demonstration of the UK's newly found independent
trade policy. However, the agreement was criticised
for being rushed through precisely to demonstrate
the UK government’s ability to sign free trade
agreements, and in so doing, was less favourable to
the UK than would have been the case if more time
had been taken.

Specific areas of concern centred on the
liberalisation of tariffs on agricultural products,
particularly beef and lamb, and the damage this
would do to UK farmers and food security. There

was a concern that the lower costs in Australia,
arising from larger farms, differences in climate,
and production standards, would give Australia a
competitive advantage. Indeed, the government’s
own simulations indicated a small negative impact.
However, it is worth noting that, historically, over
90% of UK beef imports come from the EU, with
only 1% being supplied by Australia, and around
80% of UK domestic final consumption of beef is
from domestic production. Finally, Australia has
rarely filled its existing beef and sheep quotas.
With long phase-in periods, these concerns
appear overstated, though worries remain over
animal welfare standards. Criticism also centred
on weak parliamentary scrutiny and consultation
with stakeholders, the business community and
the Devolved Administrations regarding what was
negotiated.

Overall, the value of the UK-Australia and UK-New
Zealand deals lies more in the policy tilt towards
the Asia-Pacific region, and facilitating accession to
the CPTPP, rather than their overall economic value
(the scrutiny of FTAs is discussed in more detail in
Chapter 3).3

4.2.5 The CPTPP

The CPTPP is a free trade agreement between
Japan, Malaysia, Vietnam, Australia, Singapore,
Brunei, New Zealand, Canada, Mexico, Peru and
Chile. It is one of the biggest trading blocs in

the world, worth 15% of global GDP.>> Originally
conceived as the Trans-Pacific Partnership (TPP),
US participation under President Obama would
have made it the world’s biggest FTA, but President
Trump withdrew on his first day in office during his
first term.% The remaining parties subsequently
signed the agreement after rebranding it CPTPP in
March 2018.

The CPTPP incorporates the 30 original chapters
of the TPP text, including its dispute settlement
mechanism. However, the CPTPP indefinitely
suspended some of the TPP commitments that
were all US priorities. These include enhanced
protections for intellectual property, specific rules
on government procurement and US-proposed
labour plans with specific countries.” The CPTPP
also established new administrative procedures,
such as those governing accession, that replaced
those established under the TPP. In addition, side
letters to the agreement clarify the application of
specific commitments to certain parties, such as,
for example, a five-year exemption from dispute
settlement for data flow commitments and a three-
year exemption regarding certain labour obligations
applying to Vietnam.%®



102 | UK Trade Policy: An Independent Review

The CPTPP mandates unanimous consent

among existing members to begin market access
negotiations for countries wishing to join.> If
discussions progress, the existing CPTPP parties
determine whether the new applicant is qualified

to join based on market access offers, such as tariff
reductions, and the applicant’s ability to adhere to
CPTPP rules. Notably, the UK is the only applicant to
have completed these requirements to date.®°

The UK submitted its formal request to join the
CPTPP in February 2021¢" and signed an accession
protocol on 16 July 2023.2 Following the conclusion
of the CPTPP’s ratification process, the agreement
entered into force for the UK on 15 December
2024.63

The UK is the first European country to join the
agreement, aiming to deepen its access to one of
the world’s largest and most dynamic free trade
areas, ensure the maintenance of high standards and
robust protections for UK consumers and businesses
and safeguard the interests of the NHS.¢*

Concerns about food safety, farming and
environmental standards—particularly conflicts
between the UK's precautionary approach and
CPTPP’s science-based SPS measures —were
dismissed by the UK Food Standards Agency and
Food Standards Scotland, the Trade and Agriculture
Commission, and independent analyses, all affirming
that UK protections remain intact.>

The key question is the benefit to the UK. The UK
already had trade agreements with 9 out of the 11
CPTPP economies, except Malaysia and Brunei.
The UK Government's impact assessment estimated
accession to the CPTPP could enhance long-term
GDP by £2 billion (approximately 0.08%), with the
potential for this figure to increase should more
nations, such as South Korea, join the bloc.®’” This
assessment highlights the uncertainty around such
estimates of potential benefits.

While the economic gains are modest and uncertain,
CPTPP holds strategic value for the UK's post-Brexit
pivot to the Indo-Pacific region. The House of Lords
International Agreements Committee acknowledged
the geopolitical and strategic importance of the
region and recognises that CPTPP, alongside other
strategic agreements such as the Australia-UK-US
defence partnership (AUKUS), strengthen the UK'’s
position in shaping future developments in the
Indo-Pacific.® Looking ahead, the UK would benefit
from advocating CPTPP expansion to maximise

both its economic and strategic importance. Issues
of economic security in regard to the UK's FTAs are
detailed in Chapter 5.

4.3 Other preferential
arrangements — mini deals

The category of mini deals covers a wide range of
possible agreements. There is no clear or recognised
definition of a mini deal. For this report, we take a
broad interpretation and define a trade mini deal

as any form of international trade agreement which
is not a free trade agreement as defined by Article
XXIV GATT and Article V GATS. It is important to
note that mini deals can be sector-specific, are not
necessarily legally binding, and may or may not be
subject to dispute settlement. Mini deals are typically
bilateral and specific, but the term could also cover
plurilateral and/or broader deals. Mini deals may
also comprise specific amendments to existing

free trade agreements, which can be decided by
FTA committees without requiring further treaty
renegotiation.

With the WTO facing challenges to its function

and relevance, particularly in relation to issues like
economic security, supply chain resilience, and the
growth in digital trade, it seems highly probable that
countries will increasingly use mini deals to address
specific issues. Indeed, the UK’s June 2025 Trade
Strategy makes clear that negotiating mini deals will
be a key element of its approach to navigating trade
relationships with other countries going forward.

Given the diverse nature of mini deals, it is perhaps
also not surprising that it is extremely difficult to
obtain accurate information about such deals.

In this report, we have drawn on a variety of
governmental and non-governmental sources to
compile as comprehensive a list as possible of all
agreements signed by the UK since 2020 that might
be considered a ‘mini deal’ (following the UK’s
formal exit from the EU). There are around 170 such
mini deals, however, many of these are not trade-
related and may be concerned with security, defence
cooperation, foreign affairs or taxation.

Our analysis suggests that there are 62 mini deals
that fall into the category of trade, and a further 27
that deal with transport (air, road, or rail) between
countries and are thus likely to materially impact
trade. The majority of the UK’s mini deals regarding
‘trade’ are bilateral in nature. Only 16 of the mini
deals appear to have any form of dispute resolution,
and most of these agreements should largely be
seen as 'best endeavour’ agreements.
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The range of scope of these mini deals can be

seen in Figure 4.3. The first column gives the 27
transport-focused mini deals. The remaining columns
provide more information on the trade mini deals.
Many of these are generic trade and investment
cooperation agreements. A number of these are

the various MOUs which the previous Conservative
Government signed with a range of US states, as

Figure 4.3: UK mini deals

well as the Economic Prosperity Deal (EPD) between
the UK and the US.® For others, it is possible to
identify more of a specific focus — be this investment,
mutual recognition arrangements (ranging from
mutual recognition of driving licences to authorised
economic operators), critical raw materials,
conformity assessment, and digital economy deals,
or with regard to customs cooperation.
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4.3.1 UK-US Economic Prosperity Deal

Under the first Trump administration, and in the
aftermath of the UK'’s exit from the EU, the UK

and the US had set out to negotiate an ambitious
FTA, building on their existing WTO commitments
as a baseline. President Trump had forecast a
“tremendous increase” in trade between the

two countries.”® The UK Government’s modelling
suggested an increase in UK exports to the US of
4.3% and of UK imports from the US of 4.1%.7" In the
event, no FTA was concluded despite five rounds of
negotiations.

On 2 April 2025, the second Trump administration,
elected on a protectionist platform, proclaimed a
range of tariffs on trade partners with Executive
Order 14257 (dubbed the “Reciprocal Tariffs

order”). Under the order, a base rate tariff of 10%
was applicable to imports from the UK to the US.
Separately, the US announced tariffs of 25% on steel,
aluminium, automotives and aerospace products,
under section 232 of the Trade Expansion Act.

Part of the purpose of the Order was to push
partners into negotiating with the US by entering
into commitments on matters of interest to the US in
return for some mitigation of the tariffs the US had
levied. The UK and US thus concluded an Economic
Prosperity Deal (EPD) on 8 May 2025.72

The EPD provided, notably, a tariff rate quota on
motor vehicles (amounting to 100,000 UK-made
cars), which would allow imports of cars to enter at a
lower duty rate of 10%. This provision subsequently
came into force on 30 June 2025, along with a
removal of 10% tariffs that had applied to certain
aerospace products such as engines.”® The EPD also
included a commitment that the US would construct
a tariff-rate quota at MFN rates for its imports of UK
steel and aluminium. This has yet to happen, with
the 25% rate remaining. However, the UK’s exports
of these products have not been subject to a further
increase of duties to 50% that have applied to other
exporters. The EPD also includes a commitment

to negotiate preferential access for UK exports of
pharmaceuticals, once section 232 investigations on
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these products have been completed. In October
2025, the US informally announced a tariff of 100%
on all pharmaceutical imports.

The UK committed to reform its tariff-rate quota for
US beef imports by eliminating the in-quota rate

of 20% and by creating an additional preferential
duty-free quota of 13,000 metric tonnes of beef.
Both countries also committed to tackling non-tariff
measures, including in agriculture; to cooperate on
economic security; and to pursue an “ambitious”
set of digital trade provisions, which would include
services within its scope.

The EPD differs from standard FTAs negotiated
under GATT Article XXIV and GATS Article V,
including the FTA the UK and the US had sought

to negotiate between 2018 and 2020. For a start,
the EPD does not involve, as required by these
WTO provisions, the comprehensive elimination

of duties or restrictions across products and

sectors. Indeed, the opposite is true since the EPD
allows the US to implement duties that exceed its
previous MFN duties. The EPD is also selective in its
sectoral coverage. Secondly, unlike FTAs, including
previous US FTAs, the EPD contains no enforcement
mechanism and can be terminated relatively easily. It
can thus be considered a “handshake” rather than a
contract.

Under the terms of the EPD, the market access
measures granted by the US are conditional on the
UK meeting “US requirements on security of supply
chains ... and on the nature of ownership of relevant
production facilities”. The definition and scope of
such requirements is entirely at the discretion of the
US, which reduces the security of market access the
EPD grants to the UK. The allusion to supply chain
security is taken to be a thinly veiled reference to the
extent to which China participates in value chains
involving UK exports destined for the US.7* As a
consequence, this provision likely further removes
the EPD from the scope of WTO rules (preferential
agreements are required to not raise barriers to third
parties). Moreover, it creates a specific challenge

for the UK insofar as it is actively seeking deeper
integration into the Asia-Pacific, a region in which
China is particularly active (China is also seeking
accession to the CPTPP).

The EPD thus represents a significant departure
from “traditional” approaches to FTAs and mini
deals: even though the latter have a selective
sectoral focus, they are, by and large, focused

on strengthening collaboration using MFN, or
multilateral commitments and rules as a baseline. By
contrast, the EPD reflects the US rejection of such
principles.

The balance of benefits and costs for the UK
is hard to discern at this stage. On the benefit
side, it provides a degree of favourable access

relative to some other exporters (such as the EU)

in products such as steel and aluminium, and
possibly pharmaceuticals. The EPD also provided

a spur to the conclusion of the US-UK Technology
Prosperity Deal in September 2025, which addresses
collaboration in technological sectors and activities
such as Al, quantum computing, civil nuclear energy,
advanced telecommunications (6G) and critical
national infrastructure. The Deal also featured
investment pledges by various private sector
technology companies.

On the cost side are the relatively open-ended
commitments entered into by the UK to meet US
security concerns, the lack of enforceability of the
EPD, and the erosion of the UK's commitment to
core MFN principles. The ramifications of this last
effect could take several forms: it could expose

the UK to action at the WTO, and it could increase
trade frictions and costs with other partners, making
the pursuit of the “Global Britain” agenda more
complicated.

4.4 UK Trade Policy and
developing countries

4.4.1 Trade and the Sustainable
Development Goals

The UK Government's International Development
Strategy (2023) explicitly frames trade as a key

tool in its mission to help partner countries achieve
the Sustainable Development Goals (SDGs). The
strategy’s primary objectives, as stated, have been to
break down trade barriers, support exports, reinforce
sustainable supply chains, and promote inclusive
economic growth and job creation in developing
nations. It emphasises using “transformative trade”
to improve market access for low and middle-
income countries, which sits at the centre of the UK's
development agenda.

Parallel to this, the UK’'s Trade Strategy (2025)
underscores ambitions for “open, free and fair
trade,” and cites the UN Agenda for Sustainable
Development in recognising “international trade

as an engine for inclusive growth and poverty
reduction, and an important means to achieve the
Sustainable Development Goals”. The strategy
points to the role of UK Export Finance in ‘unlocking
such benefits.

I

Parliamentary select committee reports also
reinforce these objectives. The International
Development Committee’s report on “Extreme
Poverty and the Sustainable Development Goals”
(2023) emphasised that trade policy must be focused
on creating inclusive, sustainable growth, supporting
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economic diversification, and should play a central
role in helping countries that face food insecurity
and/or the climate crisis. It also recommended that
the UK’s Overseas Development Assistance (ODA)
should be targeted towards those low-income
countries where there is a clear commitment to
progress and with a measurable effect on reducing
poverty.”

In written evidence relating to UK progress on the
SDGs, civil society organisations have argued that
government trade policy should explicitly adopt
some of the trade-linked SDG targets (for example,
SDG 17 on trade for developing countries, SDG 10
on inequality, SDG 8 on decent work). They also
urged that the Department for International Trade
place conversations about poverty eradication,
sustainable development, and human rights at

the front of any new trade deals or arrangements
including with middle-income countries.”

Trade facilitation and aid for trade remain part of
the government's strategy. Via multilateral fora

and bilateral programmes, the UK has committed
to enhancing customs capacity, reducing non-tariff
barriers, simplifying origin documentation, improving
port/transport logistics in partner countries,

and funding technical assistance tied to trade
schemes. While detailed budget figures for all such
programmes are not always publicly disaggregated,
parliamentary reviews and written evidence make
clear that such support is seen as vital to making
trade preferences effective and equitable.

Trade agreements are one of the principal vehicles
through which the UK can convert SDG-relevant
commitments into binding or semi-binding
mechanisms. This is not only important to drive its
own SDG agenda but to support SDG progress
internationally. Indeed, trade is woven into the fabric
of multiple SDGs. For example, SDG 17 (partnership
for the goals) explicitly identifies international

trade as a means of implementation, calling for an
open, rules-based, predictable, non-discriminatory
trading system. SDG 8 (decent work and economic
growth) embeds targets on productive employment
and decent work, many of which are influenced

by the structure of trade-exposed industries and

the nature of global value chains. SDG 5 (gender
equality) has strong trade linkages, as women are
disproportionately concentrated in service sectors,
SMEs, and export-oriented industries that are
sensitive to trade policy shifts. Similarly, SDG 10
(reduced inequalities) is impacted by the winners and
losers from changes in trade and trade policy. SDG 9
(industry, innovation, and infrastructure) depends on
the capacity of countries to foster innovation-driven
industries that can compete internationally, while
SDG 13 (climate action) creates inherent trade-

offs in balancing economic openness with carbon
mitigation and sustainability standards.

Many UK trade agreements include dedicated
environment or sustainable trade chapters, with
commitments to multilateral environmental
agreements (MEAs), cooperation on environmental
goods and services, sustainable forestry, marine
protection, and commitments not to weaken
environmental regulation to gain a trade advantage.
For example, the UK-Australia FTA includes an
environment chapter with obligations regarding
climate change and biodiversity loss.

The UK's commitment to sustainable trade is further
articulated through its support for the United
Nations’ 2030 Agenda and active participation in
multilateral development frameworks. For example,
the Department for International Development (now
part of the Foreign, Commonwealth & Development
Office — FCDO) has historically integrated trade-
related capacity building into its development
programs aimed at LDCs, focusing on enhancing
trade facilitation, customs modernisation, and
regulatory reforms to maximise the benefits of
market access.””

Notably, the government'’s support extends beyond
tariff preferences to include legal and technical
assistance. The UK has made legal commitments to
maintain development-friendly provisions in its trade
agreements, including clauses on technical assistance,
cooperation on trade standards, and flexibility in
intellectual property rights (IPRs) in its FTAs with
Australia and New Zealand. These provisions aim

to empower partner countries to comply with
international regulations without undermining public
health or environmental priorities, directly linking
trade policy to SDG 3 (Good Health and Well-being)
and SDG 13 (Climate Action).

The main explicit trade tools in the UK's trade

for development policy are the Developing
Countries Trading Scheme (DCTS) and the

Economic Partnership Agreements (EPA). These

two instruments differ substantially: the DCTS is a
unilateral policy offered to all developing countries
satisfying a number of objective criteria, whereas the
EPAs are bilateral development-oriented FTAs with
selected countries. We describe both instruments in
turn.

4.4.2 Developing Country Trading Scheme
(DCTS)

The UK's Developing Countries Trading Scheme
(DCTS) offers non-reciprocal trade tariff preferences,
that is, access at duties lower than the UK Global
Tariff.”® Preferential access is subject to product-
specific rules of origin (RoOs), and the utilisation of
the preferential tariffs is far from complete. Using
HMRC Imports data by preference, the UKTPO has
estimated that in 2022, the preference utilisation
rate of the GSP scheme was 72.4%.
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The scheme applies to UK imports from low and
lower-middle-income countries that do not have a
trade agreement with the UK. The objective is to
support the growth of poorer economies through
improved access to the UK without the strains

of import competition that generally accompany
bilateral agreements. Most developed countries
have similar schemes, and recent empirical studies
have shown positive trade impacts.””

The DCTS was launched in June 2023 and replaces
the UK Generalised System of Preferences

(GSP). The DCTS features three sub-schemes

with increasing levels of preferential market
access. Standard Preferences (SP) offers partial

or full removal of tariffs on about 90% of tariff
lines. Enhanced Preferences (EP), offered to
economically vulnerable developing countries,
extends preferences to about 92% of the tariff
lines and offers zero duties on virtually all of them.
Comprehensive Preferences (CP) is the scheme
dedicated to Least Developed Countries (LDC) and
grants zero duties on all tariff lines except arms and
ammunition.

The Developing Countries Trading Scheme (DCTS)
was introduced to overcome many of GSP’s

limitations. Key features of the DCTS relevant to
SDGs include:

* |t covers 65 eligible developing countries: least
developed, low-income, and lower-middle income,
as per UN/WB classifications.

e |t offers simpler, more generous preferential
access: Under DCTS, there are three preference
tiers: Comprehensive, Enhanced, and Standard.
LDCs (Comprehensive) get 0% tariffs on ~99.8%
of product lines (except arms & ammunition).
Enhanced preferences are ~92% tariff-free lines,
and for standard tier countries, ~65% of lines
are zero tariff, with further lines having reduced
tariffs.®

* The government has introduced an Africa Regional
Cumulation Group, allowing countries in that
group to source inputs regionally without losing
preference, and removing “double transformation”
requirements for certain product lines (notably
garments / textiles). For Enhanced Preference
countries, certain apparel chapters (61 & 62) have
eased cumulation and manufacturing process
requirements.

Hence, relative to its predecessor, the DCTS
introduces a series of novelties aimed at boosting
trade and supply-chain engagement. The main
interventions are: the number of tariff lines eligible
for preferences for SP and EP countries has been
increased from about 80% to 90%. The Rules of
Origin (RoOs), i.e., the rules establishing whether
a product originates in a DCTS country and is
therefore eligible for DCTS preferences, have been

simplified. This only affects LDCs to preserve their
competitive advantage over other developing
countries. Cumulation rules, i.e. the criteria
establishing the degree to which foreign inputs

can be incorporated into DCTS-produced goods
for the latter to be considered as originating in
DCTS countries, have been made more generous.
Access to the more preferential EP sub-scheme as
opposed to the Standard DCTS has been made
substantially easier by eliminating the condition of
ratification of a list of international conventions on
human rights and sustainable development, and by
simplifying the ‘vulnerability’ access criterion. Easier
access to EP preferences will be of relevance for
countries currently benefiting from Comprehensive
Preferences, but who will lose their LDC status in
the coming years (e.g. Bangladesh). Graduation
rules, which remove preferences in specific sectors
where SP DCTS members are considered sufficiently
competitive, have been modified by amending the
way competitiveness is calculated and narrowing the
product groups over which graduations apply.

These interventions are likely to increase UK imports
from DCTS members. They may also stimulate trade
between DCTS countries, especially in intermediate
products used to make final goods destined for the
UK market. The latter point is a likely consequence
of easier RoOs and more favourable cumulation.
Enhanced trade flows and economic activity are
expected to positively affect the livelihood of
households in DCTS countries through better
employment opportunities and higher incomes.
These effects depend, however, on the awareness
in DCTS countries of the working of the scheme and
the opportunities therein.

In so doing, these features map quite directly to
multiple SDGs: for example, SDG 1 (No Poverty),
SDG 8 (Decent Work & Economic Growth), SDG 10
(Reduced Inequalities), and SDG 12 (Responsible
Consumption & Production), via access to cheaper
imports and supply chain adjustments. At the same
time, a few caveats are worth mentioning.

e Graduation: countries or products may be
“graduated” out of certain preferential tiers once
they are judged competitive, potentially reducing
benefits over time. With respect to the SDGs,
there is a risk that such graduation occurs before
local capacities or value chains have matured
sufficiently, undermining longer-term development.

¢ Complexity of rules of origin and cumulation:
while reforms are underway to simplify the RoOs
(for example, for garments, or by allowing for
expanded regional cumulation groups in Africa and
Asia under the DCTS to allow more inputs from
regional neighbours without losing preferences),
these rules remain barriers for many smaller
producers.
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¢ Conditionality and human rights / environmental
safeguards: the DCTS includes some power for the
UK Government to suspend preferential treatment
for countries with serious or systemic violations
of human, labour, gender or environmental
obligations. But the mechanisms, threshold,
monitoring, and enforcement are less clear,
and civil society sources suggest more robust
independent review is needed.

¢ Preferential schemes, while beneficial, may
foster dependency or distort trade patterns
if partner countries do not simultaneously
address structural constraints like infrastructure
deficits or weak institutional capacity.®' The
UK Government has acknowledged these risks
in its Integrated Review of Security, Defence,
Development and Foreign Policy (2021), which
calls for a “joined-up” approach combining trade
preferences with targeted development aid and
capacity-building initiatives to ensure sustainable
impact. This integrated approach aligns with the
recommendations from parliamentary committees
advocating that trade policy should not be
considered in isolation but as part of a broader
sustainable development framework (House of
Lords International Relations Committee, 2021).

4.4.3 Economic Partnership Agreements
(EPAs)

Post-Brexit, the UK rolled over a large number of
FTAs it was a member of as part of the EU. These
are the so-called “continuity agreements”, among
which there are the EPAs that the EU had negotiated
with groups of African, Caribbean and Pacific (ACP)
countries. The UK EPAs currently in force are:

e UK-Cariforum EPA (Antigua & Barbuda; Barbados;
Belize; Bahamas; Dominica; Dominican Republic;
Grenada; Guyana; Jamaica; Saint Christopher &
Nevis; Saint Lucia; St Vincent & the Grenadines;
Suriname; Trinidad & Tobago)

e UK-SACUM EPA (Botswana, Eswatini, Lesotho,
Namibia, South Africa, Mozambique)

» UK-Pacific EPA (Fiji; Papua New Guinea; Samoa;
Solomon lIslands)

e UK-ESA EPA (Madagascar, Mauritius, Seychelles,
Zimbabwe. Also Comoros and Zambia have
signed)

e UK-Cameroon EPA
¢ UK-Kenya EPA
e UK-Ghana EPA

e UK-Cote d'lvoire EPA

While being designed to comply with WTO rules,
EPAs, unlike standard FTAs, are development-
oriented. They feature special asymmetries

to facilitate trade in goods from developing
countries, i.e. the UK liberalises access to its

market immediately and more deeply (generally
zero tariff and zero quotas) than the counterpart,
while developing countries commit to a more
gradual, phased, reduction of trade barriers, and
maintain protection for sensitive industries, either
through MFN tariffs or through safeguards (e.g.

in agriculture). EPAs also tend to have lenient
provisions on RoO and cumulation, to make it easier
for products to qualify for preferential market access
under the agreement.

EPAs also aim to contribute to regional integration
between developing countries, with regional
preferences clauses establishing that countries in the
same region provide at least the same advantages to
each other as they do to the UK.

Importantly, the UK provides development assistance
to EPA partner countries to help them implement
the agreements. This comes mostly in the form of
technical assistance and capacity building to meet
UK market standards, utilise trade preferences, and
strengthen their trading institutions.

4.5 Conclusions and
recommendations

The UK's engagement with other countries on
international trade and investment ranges from

its commitments and engagements multilaterally

in the WTO, as well as in other international fora
such as the G7 or the G20. The UK has also signed
FTAs which encompass more than 100 countries
(see Appendix to this chapter for a full list) and is
increasingly engaged in negotiating and signing
more focused mini deals. The UK has also long been
at the forefront of policies and assistance in trade for
developing economies.

This international engagement serves a range of
overlapping functions. The imperative of economic
growth is prominent in recognition of the importance
of the relationship between trade and growth. There
is also recognition that there are global issues, such
as climate change and environmental sustainability,
where the actions of one country have spillover
effects on others and thus require multilateral
solutions. At the same time, there are strong
geopolitical imperatives for closer cooperation and
economic integration between countries. In this
complex world, the UK has long been an active
advocate of the WTO and the rules-based trading
system.
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Recommendations

¢ The rules-based multilateral trading system is
currently under considerable strain. The UK needs
to balance pursuing its interests with regard to
growth, economic security, sustainability and
inclusiveness, while playing by the ‘rules of
the game’. This should involve adhering to the
multilateral rules-based system.

¢ The UK should continue its positive initiatives on
possible reforms of the multilateral trading system.
As a long-time advocate of the rules-based system,
and an economically significant trading country,
the UK has the potential to be an important
convenor and facilitator of such discussions, a role
it played historically, including when it was an EU
Member State.

* With the current strains on the multilateral trading
system posed by intensifying geopolitical rivalry
and the increasing tendency of the US to sign
trade agreements with restrictive third-party
provisions, the UK needs to work closely with ‘like-
minded’ middle-power countries to help steer a
cooperative path which respects the principles of
the rules-based international trading system.

e Closely related, the economic advantages and
disadvantages of the Economic Prosperity Deal
between the UK and the US, and its compatibility
with the multilateral rules based system, need
to be closely evaluated. This applies both to the
existing EPD and the ongoing negotiations about
the next phase or phases.

* The UK should continue to pursue free trade
agreements with partner countries, in part because
this is a means for further trade liberalisation, and
in part because it allows for the inclusion of issues
which go beyond economic growth and market
access but impact sustainability and inclusiveness.
In so doing, the UK should also produce and
publish more detailed impact assessments which
cover the environment, health and inclusiveness.

¢ Given the role played by the EU in UK trade,
reducing the trade costs imposed by the UK's exit
from the EU is an important priority.

e Trade policymaking should recognise the
importance of services trade and the linkages
and synergies between services and goods trade.
Trade policy should address services trade barriers
and consider whether more could be achieved
both in FTA negotiations with sector-specific
commitments, as well as through agreements or
memoranda of understanding between regulators
in specific service sectors, as well as addressing
business mobility.

* More analysis should be undertaken to understand
low FTA preference utilisation rates, and whether
there are policy options for encouraging greater
utilisation, which might range from less restrictive
rules of origin, cumulation provisions, to
simplifying procedures or information provision for
firms.

¢ Collaboration on matters of regulation and
broader policy objectives with partners that differ
widely in their institutional arrangements presents
complex challenges, which the UK will need to
evaluate. It is important that national regulation
does not create technical barriers to trade for UK
businesses, which in turn entails consideration
of the trade effects when introducing new
regulations. The UK should aim for mutual
recognition agreements in order to reduce
technical barriers to trade by decreasing the need
for products to be retested, inspected or certified
for export markets.

e Ensure that UK imports comply with UK import
standards, including animal welfare standards and
food standards, and that customs procedures are
adequately resolved to ensure compliance.

® Mini deals are a potentially promising avenue to
explore. There may be benefit from more focused
issue specific agreements; however it is important
that these remain compatible with the rules of the
multilateral trading system, and do not undermine
that system.

® Where such mini deals are agreed with developing
countries, it is important that the UK takes full
account of the impact of such deals on the
countries concerned and their development.
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Annex 1: UK FTA Countries

The table below provides a list of all the countries with which the UK is trading under the terms of a free trade
agreement.

EU-27

Austria, Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany,
Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal,
Romania, Slovakia, Slovenia, Spain, Sweden

CARIFORUM
Antigua & Barbuda, Bahamas, Barbados, Belize, Dominica, Dominican Republic, Grenada, Guyana, Haiti,
Jamaica, Saint Kitts & Nevis, Saint Lucia, Saint Vincent & the Grenadines, Suriname, Trinidad & Tobago

Central America
Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, Panama

Andean Countries
Colombia, Ecuador, Peru

ESA (Eastern and Southern Africa)
Madagascar, Mauritius, Seychelles, Zimbabwe

EEA (European Economic Area)
Iceland, Liechtenstein, Norway

SACU+M
Botswana, Eswatini, Lesotho, Mozambique, Namibia, South Africa

Pacific States
Fiji, Papua New Guinea, Samoa, Solomon Islands, Tonga

Switzerland & Liechtenstein
Switzerland, Liechtenstein

UK Bilateral FTAs

Albania, Australia, Cameroon, Canada, Chile, Céte d'Ivoire, Egypt, Georgia, Ghana, India, Israel, Japan,
Jordan, Kenya, Korea (Republic of), Kosovo, Lebanon, Mexico, Moldova (Republic of), Morocco, New
Zealand, North Macedonia, Palestine, Serbia, Singapore, Tunisia, Turkiye, Ukraine, Viet Nam

CPTPP
Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, Viet Nam
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Chapter 5: Trade and

Economic Security

Chapter overview

This chapter examines the different ways in which economic security has become an important focus of trade
policy. It highlights the wide range of objectives that come under the umbrella of economic security, the possible
trade-offs that exist between these objectives in and of themselves, and in relation to economic growth. It then
examines how economic security is addressed in the UK through its policy positioning and legal frameworks, and
how economic security questions are addressed in trade agreements.

Key points

® Economic security is a multifaceted and still-
evolving concept. The wide-ranging concerns
it captures include defence and national
security, resilience to external shocks, and the
management of geopolitical risks and economic
interdependencies.

¢ Because trade and investment linkages are by
definition sources of such interdependencies,
economic security has become a key part of the
trade policy landscape, globally and in the UK.
It is a key concern of the UK’s twin industrial and
trade strategies

e Economic security concerns have underpinned
a greater degree of policy activism in UK
industrial policy, with spillovers in trade policy. It
has also prompted a greater interest in the use
of restrictive measures, such as trade remedies.

5.1 What is economic
security and why is it a
concern?

The UK's positioning on economic security

The UK Government has identified productivity

and growth as its key economic priorities. But it
recognises that the pursuit of these objectives needs
to take into account other objectives and policy
concerns. Featuring prominently amongst these is
“economic security”. The concept is addressed in
both the Trade Strategy and the Industrial Strategy.

® Free Trade Agreements and other international
arrangements are seen as supporting
commercial opportunities, growth and
economic security. However, there may be
significant tensions and trade-offs between
trade and growth objectives, on the one hand,
and economic security objectives on the other.
Moreover, there may be trade-offs between
national security objectives promoted through
preferential trading relationships, and resilience
objectives that require diversification of trade
linkages.

® The position taken by the US on national
security and on trade more generally poses
significant challenges to the UK in terms of both
its pursuit of economic growth via trade, and
economic security.

The Trade Strategy has an entire chapter devoted
to “secure and resilient trade”. The Trade Strategy
also announced the establishment of an Economic
Security Advisory Service. The Industrial Strategy
also refers to economic security in relation to
resilience, while also having an important focus on
national security and defence. The Industrial Strategy
also announced the establishment of a Supply Chain
Centre. Our textual analysis in Chapter 2 also found
that references to economic security and resilience
occurred relatively frequently in official documents
prepared by different UK Governments in recent
years.

The focus on economic security notwithstanding,
successive UK Governments have not provided
a specific definition of economic security, unlike
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some of its trade partners, such as the EU (see
below). Parsing the UK Trade Strategy document
yields some insights into a range of concerns that
arise in connection with economic security. The
Trade Strategy thus defines secure and resilient
trade as the “safe and reliable movement of goods,
services and capital across borders which is able to
be maintained through/withstand and respond to
difficulties and disruptions”.' The Trade Strategy
also asserts that “A robust economy underpins
national security, with sustainable growth dependent
on stability and resilience to global disruptions.

The investments and innovation that will deliver
growth must also safeguard the UK's national
security.”? In a similar vein, the Trade Strategy also
asserts that “As a trade-reliant nation, the UK must
balance economic openness with addressing risks
and vulnerabilities. Our reliance on global supply
chains, foreign investments, and overseas markets is
crucial for growth but also exposes us to threats.”
Finally, the Strategy makes frequent references to
critical sectors, technologies and products (examples
include medicines, semiconductors, minerals,

steel, energy, digital and cybersecurity) and how
supply chain resilience in these areas relates to
economic security. Specifically in relation to steel,
the Trade Strategy identifies global overcapacity (i.e.
production significantly in excess of demand), which
threatens the viability of steel production in the UK.
That concern echoes submissions from the steel
sector, and findings reported by the OECD, which
attribute the problem to distortive policies pursued
globally, and especially in China.*

The direction taken by the Trade Strategy largely
reflects and builds on the Critical Imports and
Supply Chains Strategy published in January 2024
by the previous government.’ That document also
highlighted the balance that needed to be struck
between integration into global value chains and
the risks created through interdependencies.

The risks were attributed to a combination of
geopolitical trends and patterns of concentration in
the production of goods and technologies that were
important to the functioning of the UK economy
and its pursuit of public policy goals. This continuity
of policy discourse across governments serves to
underscore the degree to which the notions of
economic security, resilience and related concepts
have become embedded in trade policy in the UK.

The Industrial Strategy, for its part, states that the
Government will strengthen economic security
through “uplift in defence spending, international
collaboration, strategic investments in critical
supply chains, technologies, and energy security,
and support to businesses in understanding and
mitigating risks”.® The focus on economic security
explains in part the selection of specific sectors

- steel, ceramics, cement, paper and glass — as
foundation industries on the grounds that they

supply critical inputs to other sectors.

While there are points of resonance with the Trade
Strategy, the Industrial Strategy also places a
significant emphasis on national security. This is seen
especially through its focus on the defence sector,
which is one of the priority sectors identified by the
plan.

The Defence Industrial Strategy, developed

by the Ministry of Defence, takes as one of its
starting points the Government’s commitment to
increasing spending on defence to 3% of GDP

by the next parliament, and 5% of GDP by 20357
Having asserted that national security is a condition
for economic growth, the plan also highlights a
number of interdependencies between national
security strategy, trade, and economic activity.

First, that security objectives are reliant on resilient
supply chains in strategic sectors, identified as
steel, construction, energetic material, batteries,
semiconductors and rare-earth elements.® Secondly,
that increased investment in defence capability

can help support current or potential sources

of comparative advantage in technologies and
subsectors that are specifically military in nature, or
ones that have dual commercial and military use.
Examples of the former include air combat, complex
weapons, directed energy weapons and next-
generation land and maritime capabilities. Examples
of dual-use technologies and subsectors include
quantum technologies, drones and autonomous
systems, space, artificial intelligence, cyber security,
engineering biology, and advanced connectivity
technologies. Many of these are also covered by
other sector plans under the Industrial Strategy.’

The approach taken in the Industrial Strategy is also
echoed to some extent in the National Security
Strategy. The latter highlights the importance of
building the defence industrial base, and specifically
emphasises the role of new technologies such as

Al and quantum computing in building defence
capability. In doing so, it cross-refers to plans set
out for these technologies in the Industrial Strategy.
The National Security Strategy also highlights

the importance to the UK’s national security of
multilateral institutions, including the WTO.® Finally,
the UK’s National Protective Security Authority has
published a list of 13 sectors that come under the
heading of Critical National Infrastructure (CNI).
Several of these come under, or are closely related
to, the sectors prioritised by the Industrial Strategy
(chemicals, energy, communications, defence, space
and finance)." The purpose of the CNI classification
is less to do with economic performance, and more
to do with identifying sectors where vulnerabilities
can have a detrimental social or economic impact by
compromising essential services, national security or
the functioning of the state.
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In sum, what we observe in the UK context is that
economic security is defined principally in relation to
concepts of national security and resilience. National
security is primarily a matter of addressing threats,
which could take a variety of forms, including military
threats, economic coercion, and malicious acts,
including cyber attacks. But the posture is not solely
defensive; the Industrial Strategy makes clear that
national security can be bolstered by developing
industrial capability in various activities where the
UK may have a comparative advantage. National
security is connected to resilience insofar as it can
be jeopardised by disruptions to the supply of
technologies and products required for national
security.

“Resilience” is primarily about mitigating risks

of disruptions to economic activity from external
shocks and enhancing the UK's ability to withstand
and respond to these shocks. The potential range
of shocks is broad, ranging from geopolitics, war
and coercion to climatic phenomena and diseases.
Concerns about resilience are often expressed in
relation to supply chains and cross-national linkages,
particularly in relation to inputs and technologies
deemed “critical”, and in terms of effects on
industrial organisation and economic activity, or the
delivery of public goods, such as sustainable growth
or public health (see next section below). Again,

as with national security, the posture is not purely
defensive or reactive. Resilience can be addressed
by responding to existing interdependencies or, as
highlighted in the Trade Strategy, by negotiating
new partnerships and linkages with partners.

Pulling these different strands together suggests
that, in the context of trade policy, economic security
involves managing interdependencies. This is not
new. The UK, like many industrialised economies,
has a long-standing concern about technologies and
products that potentially have dual uses: commercial
as well as military/ strategic. These concerns have
been reflected domestically in export control and
investment screening frameworks. Internationally,
WTO provisions also allow for the pursuit of national
security objectives, and non-trade objectives that
include ones that resonate with economic security
concerns.

What is perhaps newer is the expansive set of
concerns that come under the umbrella of economic
security, including the sense that the UK needs to
balance gains from trade linkages (whether in terms
of market access or access to foreign products and
capital) with the development of domestic capacity.
We shall return to these matters in subsequent
sections.

As already observed, although the UK does not have
a definition of economic security, others do; and it is
useful to consider these definitions to contextualise
the UK'’s position. The European Union, for example,
has an Economic Security Strategy that consists of
three pillars: “promote”, “protect”, and “partner”.
The “"promote pillar” is defined as focusing on
“enhancing the Union’s competitiveness and
industrial base, as well as investing in research and
innovation for strategic and dual-use technologies”.
The “protect pillar” is one that “requires a more
assertive deployment of the tools we have to protect
the EU’s economic security interests, including by
developing economic security standards for key
supply chains”. While the “partner pillar” has to do
with “strengthening dialogues and working together
with partners across the world”."? The definition of
economic security should be read in conjunction with
the EU’s approach to critical technologies, i.e. ones
deemed central to economic security, which defined
a list of 10 technologies.™

Japan's approach to economic security is governed
by a specific Act (“Act on the promotion of national
security through integrated economic measures”),
which, in a manner similar to the EU's approach,
defines four pillars of economic security. These

are: (i) supply chains for critical materials; (ii) critical
infrastructure; (i) promotion of critical technologies;
and (iv) a system for patent secrecy (non-disclosure
of patents for security reasons).™

In contrast to the EU and Japan, but like the UK, the
US does not have a definition of economic security.
References to economic security can be found in
specific instruments, most recently and visibly, in
the Executive Order on reciprocal tariffs. This Order
states that persistent deficits are a threat to national
security. The US has tended to rely more on notions
of national security or emergencies, as these can

be used to trigger specific trade measures under
US legislation (notably section 232 of the Trade
Expansion Act, or the International Emergency
Economic Powers Act (IEEPA)).

The product focus of recent section 232
investigations (e.g. into pharmaceuticals, copper,
medical equipment, semiconductors, and processed
critical minerals) resonates with the product

focus seen in discussions surrounding economic
security in other countries. The US administration
also highlighted dependencies in supply chains

for defence, advanced computing, and secure
communications.’ The wide scope of section 232
investigations also highlights the expansive and
expanding definition given to national security. The
sense that the current US administration is willing

to expand the concept of “national security” at

will, can also be seen through its recourse to IEEPA.
Traditionally applied to block transactions or to
freeze assets of foreign adversaries, its proposed use
to impose import tariffs was unprecedented.' By
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declaring a national emergency, the administration
argued that the persistent US trade deficit
constituted an “unusual and extraordinary threat” to
national security and the economy,

While the UK resembles the US in not having a set
definition of economic security, UK policy statements
relating to economic security suggest that its
approach is closer to that of the EU (and Japan)
than it is to that of the US. This comes out in the
range of issues covered, and also in the fact that

the combination of domestic policy responses to
strengthening international commercial partnerships
resonates with the “pillar” approach followed by the
EU, even if that language is not specifically adopted
by the UK. Moreover, as pointed out in subsequent
sections of this chapter, the approach taken by

the UK, EU and Japan to promoting partnerships

is still largely anchored in the framework of FTAs
negotiated on a “WTO plus” basis. By contrast,

the approach taken by the US rejects binding
commitments and also involves an explicit reneging
of past commitments (whether under the WTO or in
FTAs).

What all positions on economic security seem to
have in common, though, is that they reflect an
increased perception by governments that, left to
their own devices, the private sector and markets
are not sufficiently able to manage trade and its
interdependencies in a manner that responds to
the range of policy concerns that come under the
umbrella of economic security. In economic terms,
market failures lead to an under-provision of a
socially desirable good. It is that market failure that
policy frameworks and interventions are intended to
correct.

5.2 Interactions between
economic security and trade
are complex

The overview of policy statements and arrangements
points to a complex web of interactions between
economic security and trade. A clear concern to
emerge is that international interdependencies that
have arisen through global value chains — which
have driven growth in trade and investment over

the last three decades — can result in tension with
economic security. This concern is usually expressed
primarily in relation to specific products, sub-sectors
or technologies, and has several strands.

One relates to the security and stability of access
to products that are required to deliver public
policy or economic growth objectives. The

Covid-19 pandemic highlighted concerns about the
availability of vaccines and protective equipment,
and how the supply chains for these products were
organised. Disruptions to production and value
chains in manufactures, resulting from lockdowns,
also highlighted how transient shocks could be
propagated through value chains (while also
highlighting the benefits of diversifying sources

of supply).” Similar concerns about the effects of
external shocks on supply chains are also observed
in relation to transport linkages, most recently

in relation to the Suez and Panama canals. The

UK’s Critical Minerals and Supply Chain strategy
reported that 19.2% of UK imports, by value, passed
through the Suez Canal.”® Concerns have also been
expressed in relation to the effects of war and
climatic shocks on Taiwan’s capacity to produce
advanced semiconductors in sufficient volumes."?

A second, related, strand is the concern that
interdependencies could leave a nation exposed
to strategic/adversarial behaviour by others,

based on current or future geopolitical rivalries.
These concerns apply to a broad range of
products and technologies that are critical inputs
into modern economic activity, particularly

those required to sustain digital and low-carbon
transitions. For example, “rare earths” and other
elements are required as inputs into low-emission
technologies and into advanced technologies (from
semiconductors and computing infrastructure that
supports Al and quantum computing, to batteries
and biotechnology). As seen in the UK's Defence
Sector Strategy, the concerns are amplified by the
fact that many of these are dual-use (commercial and
military) technologies, or inputs into these. Concerns
are not limited to risks of supply restriction, but
also include the possibility that foreign providers
may exercise control (e.g. because of reliance on
maintenance and upgrades, or ownership of assets
through FDI), threatening autonomy of action.

None of these concerns are new in and of
themselves. The transmission of external shocks has
been a subject of policy analysis for decades, as
evidenced by episodes such as the oil price shocks
of the 1970s or the global financial crisis of 2007 to
2009. Similarly, concerns about strategic exposure
created by interdependencies explain long-standing
policy instruments such as export restrictions and
investment screening. What is new is the range of
products and technologies that come under the
scope of such concerns.

This is partly related to the fragmentation of supply
chains as businesses have sought cost advantages.
But it is also related to technological change, which
has led to profound changes in the organisation

of production. A clear example is found in the
economies of scale and network effects that
characterise a number of digital activities. These
favour concentration and first-mover advantages.
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Some of these effects are also visible in advanced
manufacturing, which has a high embodied services
content. Activities include low-emission technologies
that are important to meet industrial transformation
and decarbonisation objectives. These concentration
and first mover advantage effects increase exposure
risk — or perceptions thereof. These effects may

also exacerbate the risks associated with the
concentration of upstream inputs, notably control
over raw materials (as witnessed in relation to
concerns over critical minerals).

The range of products involved, and the multiple
connections these involve across both sectors and a
range of wider policy goals, undoubtedly reinforces
the perception of market failures that motivate
policy frameworks in relation to economic security.
They also explain the broad range of policy measures
contemplated in any one field. For example, the
sole Defence Sector plan includes commitments —
beyond defence spending and procurement - to
support for innovation; the development of regional
industrial ecosystems/ clusters; skills programmes;
the development of international business
partnerships; export finance; and collaboration

with industry to assess risks and threats. Similarly,
they also explain why the Trade Strategy identifies
the role of trade provisions and collaborative
arrangements as contributions to economic security.

These approaches also highlight how far thinking on
the relationship between security, whether economic
or national, and trade has changed from where it
was even a decade ago. The traditional consensus
had been that deepening trade and investment
relationships could reduce geopolitical stresses by
rewarding cooperative behaviour and increasing

the costs associated with conflict. The new thinking
is more predicated on the notion that geopolitical
rivalry should be taken as a given, and hence that
interdependencies can increase risk by increasing the
leverage of geopolitical rivals. This does not mean
that the trade linkages that create interdependencies
should be rejected, rather, countries should seek

the “right” linkages and interdependencies, where
the criteria for what is “right” go beyond sole
considerations of efficiencies.

This last point also suggests that, notwithstanding
the framing of security concerns (whether economic
or military) as being part of the growth agenda, there
are likely trade-offs between growth objectives and
economic security. These trade-offs reflect the gains
from specialisation, and from the flow of knowledge
and ideas that take place within linkages embodied
in value chains, and from scale and network effects.
The gains from specialisation include “Ricardian”
gains, i.e. that come from specialisation in the
activities in which a country is more productive;

and “Smithian” gains, that is, cost efficiencies that
come from economies of scale (and reflecting Adam
Smith’s finding that the extent of specialisation is
limited by the size of the market). Reconfiguring or
restructuring value chains on criteria other than pure
economic efficiency can therefore come at a cost to
productivity and growth, which in turn would need to
be considered in policy design.

5.3 Patterns of
interdependencies and
implications for the UK

The interaction between trade and economic
security is complex because of the number of
channels of interaction and the many tiers of
concerns that underpin the notion of economic
security. Chapter 1 provided data on the structure
of UK trade, providing some insights into patterns
of specialisation and interdependencies. That initial
overview can be expanded in various ways.

Table 5.1 is based on 2024 HS 6-digit imports by
the UK. The countries selected are the top three EU
countries supplying the UK, plus the top seven non-
EU countries from which the UK imports. Between
them, these countries account for nearly 58% of

all UK imports (total under column 4). The table is
based on identifying the number of products, and
the shares of trade, for which the partner country
accounts for more than 50% of UK imports: we call
these ‘high dependency imports’. Thus, for example,
column 1 tells us that there are 562 product lines

at the HS 6-digit level for which China accounts for
more than 50% of UK imports. Column 2 tells us
these collectively accounted for just over $40 billion.
That total represented a little under 42% of imports
from China (column 3), whereas China accounted for
close to 13% of all UK imports.
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Table 5.1: Patterns of UK import dependencies

High dependency  Imports $ Billion Share of high Share of the

imports - numbers
of product lines HS

dependency country in the total
products in total UK total imports

6 digit UK imports from
the country

Partner 1 3 4
China 562 40.67 41.61% 12.86%
USA 191 23.07 25.45% 11.92%
Canada 13 0.31 1.29% 9.81%
Germany 179 4.79 6.41% 5.01%
France 88 2.48 6.52% 4.16%
India 76 0.92 6.04% 3.81%
Italy 115 3.53 11.16% 3.15%
Norway 36 13.78 47.58% 2.52%
Switzerland 41 2.04 10.63% 2.42%
Turkey 70 1.56 8.47% 1.99%
Total 1371 93.13 n.a. 57.65%

Source: Calculations based on Comtrade data

In total, these high dependency imports amounted
to around $93 billion, and around half of these were
supplied by China. The US is also an important
supplier of these high dependency imports. The
shares of UK high dependency imports from both
are also significantly higher than these countries’
shares in total UK imports. That ratio is even higher
for Switzerland, Italy and Turkey; Norway's position is
largely explained by one product: fish.

Table 5.2 and 5.3 build on Table 1.2 (Chapter 1) and
provide data on how value chain linkages work in
the UK in comparison to the rest of the world. Table
5.2 reports data on backward linkages — how much
foreign value added goes into exports from the

UK and other partners, by sector. Table 5.3 reports
forward linkages, i.e. the extent to which the UK
and other partners contribute to the value added in
exports of their partners.
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Table 5.2: Share of foreign value added in gross exports, by exporting area and exporting sector

Exporting sector

Total
Total manufacturing

Chemicals and
pharmaceuticals

Electronic
equipment

Transport equipment
Business services

Information and
communication
services

Financial and
insurance

Professional services

Administrative and
support

UK

15.7%
28.0%
21.7%

21.3%

33.1%
11.7%
11.1%

11.0%

10.2%
12.2%

Source: analysis based on OECD 2025

EU27

16.3%
18.7%
20.6%

19.3%

17.9%
14.0%
19.2%

25.1%

9.7%
8.4%

us

7.8%
13.9%
10.3%

6.7%

16.0%
3.6%
3.2%

2.7%

3.1%
3.6%

Other
OECD

21.9%
30.7%
27.9%

32.8%

34.4%
12.2%
13.3%

9.0%

11.4%
8.1%

China

16.1%
18.3%
18.0%

24.0%

16.3%
7.1%
6.8%

1.5%

11.7%
1.9%

India

18.6%
29.2%
20.7%

26.6%

23.6%
8.1%
6.7%

6.0%

9.7%
8.8%

Rest of
World

20.9%
30.9%
29.8%

41.2%

39.0%
19.1%
27.8%

15.0%

14.9%
14.1%

Table 5.3: UK's share of foreign value added in gross exports, by exporting area and exporting sector

Exporting sector

Total
Total manufacturing

Chemicals and
pharmaceuticals

Electronic
equipment

Transport equipment
Business services

Information and
communication
services

Financial and
insurance

Professional services

Administrative and
support

UK

11.3%
8.7%
9.4%

6.8%

9.3%
15.2%
10.5%

26.9%

18.0%
16.9%

Source: analysis based on OECD 2025

EU27

4.4%
3.2%
4.5%

3.1%

3.8%
7.7%
6.7%

16.2%

7.3%
7.4%

us

2.2%
1.7%
2.8%

1.3%

1.8%
4.0%
4.9%

9.0%

5.2%
4.0%

Other
OECD

1.4%
1.3%
1.7%

1.1%

1.9%
2.0%
1.9%

2.8%

1.8%
2.0%

China

1.7%
1.1%
1.4%

2.1%

2.0%
4.0%
5.8%

4.4%

4.3%
3.6%

India

2.3%
1.6%
1.9%

1.3%

2.5%
3.5%
3.1%

8.7%

3.8%
3.6%

Rest of
World

11.3%
8.7%
9.4%

6.8%

9.3%
15.2%
10.5%

26.9%

18.0%
16.9%
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Certain patterns seem to emerge. On the whole,
the UK’s backward linkages display more foreign
involvement in manufacturing than in services. In
manufacturing, foreign contributions to UK exports
are higher than they are for the UK’s two largest
trade partners, the EU-27 and the US, and are
highest in transport equipment (which includes
motor vehicles, a sector in which the UK enjoys

a comparative advantage). In regard to forward
linkages, the UK plays a significantly stronger role in
services, notably financial services and professional
services, than it does in relation to manufacturing.

The patterns reflect the UK's comparative advantage,
notably in services (see indices of revealed
comparative advantage in Chapter 6 on digital
trade). This underscores the observation about how
these interdependencies contribute to comparative
advantage. The question they raise is the extent to
which they also give rise to vulnerabilities?

Since geopolitical risk is currently the main
motivating factor underpinning discourse around
economic security, one approach would be to
consider the importance of different partners in the
UK's linkages. Figure 5.1 reports the breakdown

of foreign value added in UK exports by region of
origin.

Figure 5.1: Sources of foreign value added in UK exports
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The EU accounts for the largest share, usually
followed by the US. On this basis, the main
vulnerability to the UK is exposure to increased
trade costs with the EU, which in turn are largely a
reflection of decisions by both parties on how closely
(or not) they choose to pursue economic integration
following the UK's withdrawal from the EU. The
next main source of vulnerability is adverse policy
decisions in the US. China, which has been the main
focus of attention in relation to geopolitical risk,
accounts for a relatively small share of value added
in exports.

The “rest of the world” component is also relatively
significant, at close to 25% across all activities. This
group, within the OECD's statistical nomenclature,
includes partners such as Singapore, the ASEAN
region, and the Gulf States. The share of these
regions underscores the potential role played by
FTAs that the UK is negotiating, or has concluded,
with countries in these regions.

Aggregate figures may obscure risks in particular
sectors or activities, which are considered important
or critical because of their role in the economy and/
or dual-use functions. Moreover, particular products
can exhibit pronounced patterns of concentration.
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Semiconductors offer one particular example that
has acquired a high profile because of their criticality
to modern economic functions and strategic
activities, and because of the exposure of supply

to both idiosyncratic shocks and geopolitical risk.
Analyses of the semiconductor value chain highlight
the role of China in manufacturing and assembly.
Around 41% of semiconductor imports into the UK
originated in China in 2024.2°

Overall, the various data points presented above
point to mixed patterns emerging in relation to
the UK’s interdependencies. In particular, they
highlight that the UK will need to navigate between
the triad made up of the US, EU and China, and
the way in which the diverging economic security
concerns of these three spill over into trade.
Negotiations between the UK and the US in
relation to exemptions from tariffs are an example
of this phenomenon. The Economic Prosperity
Deal agreed between the UK and the US requires
that the UK address dependencies on China that
may pose a security threat to the US. In practice,
the dependencies of concern are likely to be in
technological sectors, in which we have seen that
China has an important role to play vis-a-vis the UK
and others, such as steel.

5.4 Summing up - the
evolving challenge of
economic security

The concept of economic security has emerged as

a key part of trade policy discussions in the UK and
globally. Recent policy positions, and notably the
Trade Strategy, underscore this. As an economy that
is both open to trade and integrated into a web

of interdependencies via value chains, economic
security poses various challenges to the UK. These
challenges reflect the varied layers of concerns that
underpin the concept of economic security. They
also reflect the tensions and trade-offs that exist
between economic security and the overarching
goal of promoting economic growth. And finally,
they reflect that in an interdependent world, the UK
needs to manage the spillover effects of economic
security concerns of its trade partners, whose
characteristics and priorities may differ from those of
the UK.

The challenges faced by the UK are amplified by
the fact that the system of trade rules underpinning
the WTO has steadily eroded over the last decade.
Even prior to the reciprocal tariffs imposed by the
US and its decisive rejection of principles of non-
discrimination in trade, international rules have
been weakened by the non-operational nature of

the WTO dispute settlement system, following

the non-appointment of judges to the Appellate
Body. Admittedly, the development of alternative
procedures for dispute settlement under the MPIA
and the UK's decision to join it (see Chapter 4) may
offer some mechanisms to bring disputes created by
concerns of economic security to orderly resolution.
But the fact that the US has refused to be party to
the MPIA potentially raises complications for the UK
(see further below).

5.5 Domestic instruments
and arrangements for
managing economic security
and trade policy interactions

As observed in the preceding section, economic
security is a multifaceted concept. Perhaps for that
reason, there is no single instrument that addresses
the range of concerns that come under the umbrella
of economic security. No instrument in the UK is, for
example, the direct equivalent of the Section 232 of
the US Trade Expansion Act (which confers powers
to the US president to restrict imports deemed to be
a threat to national security). Nor does the UK have
the equivalent of the EU’s anti-coercion instrument,
which enables it to take action against coercive
actions by third parties.

In considering which instruments to focus on in

this section, we have taken into account that a
common thread running through policy discussions
on economic security is the need to manage
interdependencies and the risks associated with
them, while pursuing overarching growth objectives.

5.5.1 Subsidies

Subsidies encompass a wide range of public support,
including grants, tax concessions, loans, guarantees,
equity investments, debt waivers, below-market
purchases of goods or services, and provision of
publicly owned facilities at below-market prices. A
number of these instruments are identified in the
Industrial Strategy and related sector plans as means
through which priority sectors will be supported. This
brings the implementation of the Industrial Strategy,
and its objectives relating to growth and economic
security, within the scope of the UK'’s framework (and
through that, global rules) on subsidies.

Chapter 3 of this report details the functioning of
the UK Subsidy Control Act 2022, and the changes
this brought to the UK's subsidy regime, compared
to when subsidies in the UK came under the scope
of EU rules. The fundamental difference between
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the old and new regimes is the switch from the
EU’s ex ante notification regime to one based on
self-assessment. Under this approach, subsidies

are assumed to be lawful so long as the awarding
authority has conformed to the requirements of the
Subsidy Control Act. The intention is to give the UK
greater flexibility in the use of subsidy instruments.
While the initial impetus for this lay in the 2017
Industrial Strategy and its focus on place-based
growth, the scope for greater flexibility is also
consistent with the economic security objectives
sought by the new Industrial Strategy.

As discussed in other chapters of this report, the
overall thrust of domestic policy interventions
based on subsidies is to correct market failures,
principally in areas in which the UK has a
comparative advantage. The main sources of market
failures identified in strategy documents relate to
innovation: research and development, scale-up
and commercialisation. Such an approach to the
use of subsidies is in line with optimal policy design
and could stimulate growth while also addressing
economic security concerns. But they will also have
international spillovers, which are likely to raise the
concerns of trade partners.

5.5.2 Trade remedies

Chapter 3 provided a detailed description of the
UK's framework for trade remedies and observed
that they are protective measures designed to
counteract international trade practices perceived
to be “unfair” and provide relief to domestic
industries suffering injury. While there is no explicit
reference to economic security in the legislative
framework for trade remedies, the Trade Strategy
explicitly highlights the role that trade remedies
play in the UK’s approach to economic security. The
Strategy thus cites as an example the case of the
steel industry, described as “essential for a modern
and secure economy” and highlights the role recent
measures, including 15 anti-dumping and two anti-
subsidy measures on steel imports, plus a global
safeguard measure?!, have played in protecting it
from what it described as “unfair” competition.

The Economic Interest Test applied as part of the
current framework provides one route through
which economic security matters may be taken into
account. The call for a greater level of ministerial
discretion that resulted from the review of the
functioning of the Trade Remedies Authority (see
Chapter 3) also suggests scope to impose measures
on economic security grounds. That would be
consistent with past experience: the one case to
date in which the government overrode the TRA's
determination, by continuing safeguards on steel,
is in a sector identified by the government as

one that raises economic security issues. At the
same time, the wider scope for discretion adds

to unpredictability in the way trade remedies are
administered, which creates costs to businesses.

The Trade Strategy also expresses the view that

the existing approach to trade remedies is to be
adapted to the current global trade environment and
what it describes as “the new geopolitical reality”.

It therefore commits to seeking new legislation

to enable the authorities to adopt more assertive
responses to unfair practices by partners, and
reduce the costs to businesses of accessing and
using the trade remedies framework.?? The reference
to geopolitics underscores the extent to which
economic security concerns are being internalised
within the trade remedies framework.

Compared to subsidies, trade remedies are a higher-
cost way of pursuing economic security objectives.
The steel sector has been a dominant for focus
trade remedies in the UK, partly as a reflection

of the issues of overcapacity alluded to earlier in

this report. Globally, the other sectors identified

as foundational sectors in the Industrial Strategy
(cement, glass, ceramics, paper) have also featured
prominently in trade remedy cases. While distortive
policies may be a factor, the UK’s lack of comparative
advantage also explains the competitive challenges
of these sectors. To the extent that UK-based
production in these sectors is deemed central to
economic security, the deadweight economic costs
associated with trade remedies thus need to be set
against the putative economic security gains, and
compared to alternative means of attaining these.

5.5.3 Investment screening and national
security

Investment screening refers to government review of
foreign direct investment transactions to assess their
impact on national security, public order, or other
strategic interests. Unlike trade remedies and other
restrictive trade interventions, investment screening
focuses specifically on national security implications
rather than general industrial policy or employment
considerations.?® Moreover, unlike trade remedies,
the screening regime (formally at least) does not
differentiate between foreign and domestic entities.

The UK'’s National Security and Investment Act
2021 (NSI Act) establishes comprehensive powers
to scrutinise and potentially block or impose
conditions on investments that could harm national
security.?* The regime aims to balance maintaining
the UK’s position as an attractive investment
destination while protecting against acquisitions
that could compromise critical capabilities, sensitive
technologies, or strategic assets. The NSI Act was
intended as an overhaul of the UK’s approach to
investment screening. Its enactment was in keeping
with broader trends towards more investment
screening measures across countries.?® In 2025, the
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UK Government announced various measures to
streamline the operation of the NSI Act in order
to alleviate burdens on investors, particularly with
a view to ensuring that measures taken to uphold
national security were proportionate relative to
economic growth impacts.

Legal Framework and Scope

The NSI Act creates a dual-track system combining
mandatory and voluntary notification pathways.?
Mandatory notification applies to acquisitions of
control (25%, 50%, or 75% thresholds) in entities
operating within 17 sensitive sectors:?’

¢ Advanced materials, artificial intelligence, civil
nuclear, communications

e Computing hardware, critical suppliers to
government, cryptographic authentication

e Data infrastructure, defence, energy, military and
dual-use technologies

® Quantum technologies, satellite and space
technologies, suppliers to emergency services

e Synthetic biology, transport

Voluntary notification allows parties to seek
clearance for transactions outside the mandatory
scope, but potentially raising national security
concerns. The regime applies to both domestic
and foreign investors, making it formally “country
agnostic,” though practical application may vary.?

The Act extends to entities that “carry on activities

in the UK or supply goods or services to persons in
the UK,"” creating effects-based jurisdiction that can
capture transactions with limited UK nexus.?’ This
broad approach reflects the interconnected nature of
modern economies and supply chains.

Review process and criteria

The Investment Security Unit within the Cabinet
Office administers reviews through a two-stage
process that involves an initial assessment over
30 working days and, if unconditional clearance
is not granted, a more detailed investigation
over 45 working days. The outcome of the latter
could be clearance, possibly with conditions, or
blocking.®® The review process takes into account
various factors, including the characteristics of
the investment “target”, investor profile, and
implications of the investor’s control over the asset.

However, the regime faces challenges in balancing
security with investment attraction. Industry
analysis suggests that the broad mandatory
notification scope captures many transactions with

minimal national security implications.' Recent
government consultation on reforms aims to improve
proportionality in the sense of balancing economic
growth with national security objectives (see
below).3?

Investment screening serves potentially several
economic security functions:

¢ Technology protection: The regime prevents
acquisition of UK companies developing critical
technologies, including artificial intelligence,
quantum computing, and advanced materials
that could enhance foreign military or surveillance
capabilities.®® This addresses concerns about
technology transfer through investment routes.

e Critical infrastructure security: Investment
screening protects control over essential
infrastructure in energy, communications,
transport, and civil nuclear sectors. This ensures
the continued operation of systems vital for
economic functioning and national resilience.3

e Supply chain integrity: By reviewing acquisitions
in critical supplier sectors, the regime addresses
risks of supply chain manipulation or disruption
that could compromise UK economic security or
defence capabilities.

¢ Data and information security: The regime covers
entities handling sensitive government data or
operating critical data infrastructure, preventing
potential intelligence gathering or cyber
vulnerabilities through investment channels.?®

e Deterrent effect: The existence of comprehensive
screening powers may deter potentially
problematic investments while providing assurance
to allies about the UK’s commitment to protecting
sensitive capabilities.

Implementation: recent trends and policy
developments

Annual reports published by the authorities provide
data on the implementation of the NSI Act. The most
recent (July 2025) reports that in the financial year
2024-25, some 1,143 notifications were received,
representing an increase of 25% over the previous
financial year. Of the notifications reviewed, 4.5%
were “called in” for further review, roughly the
same proportion as in the previous financial year.

Of the 56 cases called in, 36% were described as
“defence”, 29% as “military and dual use” and 27%
as "advanced materials”. Of these 56 cases, the
48% involved acquirers associated with the UK, 32%
with China, and 20% with the US. A total of 16 cases
were allowed to proceed subject to conditions, and
one was blocked.3
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The government has emphasised the need to review
and streamline the implementation of the NSI Act

in order to ensure that it strikes a correct balance
between safeguarding security concerns, on one
hand, and promoting economic growth on the other.
This comes in the wider context of a drop in landed
FDI projects of around 11% between financial years
2023-24 and 24-25.3” The main reforms announced
by the government were: loosening the scope of
the Act in regard to certain transactions that are
deemed unlikely to create security risks (e.g. certain
parts of Al and energy activities); reflect areas where
there were new risks, specifically in relation to critical
suppliers to government and suppliers to emergency
services; and improving clarity by creating specific
schedules for critical minerals and semiconductors.®

5.5.4 Dual-use goods and export controls

Dual-use goods are items that have both civilian
and military applications and could contribute

to weapons of mass destruction development,
conventional weapons programs, or other security
threats.*® Export controls regulate the transfer of
dual-use goods, along with military equipment, and
related technology to ensure they do not reach
undesirable end-users or contribute to activities
contrary to UK security interests.

The regime operates under the Export Control Act
2002 and Export Control Order 2008, supplemented
by retained EU legislation and ongoing EU provisions
applicable in Northern Ireland under the Windsor
Framework.*® The Export Control Joint Unit housed
in DBT manages licensing through the SPIRE system,
processing applications for dual-use, military, and
other controlled goods.*!

UK Strategic Export Control Lists define controlled
items, derived from international regimes. These
include the Wassenaar Agreement (dual-use goods
and technologies); the Australia Group (chemical
and biological weapons-related items); the Nuclear
Suppliers Group; and the Missile Technology Control
Regime (missile-related technologies).*

The export control regime performs multiple
strategic, public policy and commercial objectives
that are often intertwined. In particular, they seek
to stop technologies strengthening the military
capabilities of potential adversaries and/ or their
potential to suppress human rights. They also
seek to maintain global stability by preventing

the proliferation of weapons of mass destruction.
And finally, they seek to preserve supply chains
from disruption, either by mitigating the scope for
malicious activity or through the loss of control over
sensitive technologies.

Challenges to export control regimes include
adaptation to rapidly evolving technologies, which
increase the scope for potential threats and their
unpredictability. Moreover, the regime must balance
security on one hand, with trade facilitation and
sectoral development on the other. In particular,
export controls impose trade costs (by definition),
which in turn can impede the scale of up of
industries that produce them. This is of particular
relevance to the UK, which sees defence-related
technologies as sources of export growth and
industrial development.

5.6 International agreements
and arrangements

5.6.1 Multilateral and other international
arrangements

5.6.1.1 The WTO and security provisions

Various provisions under WTO agreements are
relevant to the broad sweep of concerns that

come under the heading of economic security. In
particular, GATT Article XX provides for general
exceptions for measures aimed to achieve specific
public policy objectives, including those “necessary
to protect human, animal or plant life or health”,
subject to the condition that measures are “not
applied in a manner which would constitute a means
of arbitrary or unjustifiable discrimination between
countries where the same conditions prevail, or

a disguised restriction on international trade”.

The analogous provision for trade in services is
found in GATS Article XIV. National security, more
specifically, comes under the scope of GATT Article
XXI and GATS Article XIV bis. Both provide scope
for Members to take “any action which it considers
necessary for the protection of its essential security
interest” in relation to specific sets of concerns
identified in the articles, as well as (e.g sanctions) in
pursuance of its obligations under the UN Charter.*?

The UK's Trade Strategy emphasises both the
value of the WTO but also its limitations; and that
these limitations would prompt the UK to pursue
approaches that secured its interests, including on
matters of economic security, outside the WTO's
framework via a variety of approaches (see below).
Some of these could conflict with core WTO
provisions, in which case the cover provided by the
exceptions described above may be relevant.

In relation to national security exceptions, the
jurisprudence emerging from recent disputes
(themselves reflecting a more aggressive appeal
to national security as a basis for restrictive trade
measures) may be relevant. For much of the WTO
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era, members exercised restraint in invoking Article
XXI, and panels very rarely had to confront its

scope, and consequently, the provision’s practical
boundaries remained ambiguous and contested in
legal literature and practice.** However, a 2019 WTO
panel ruling found that even if a Member appealed
to national security as cover for a measure, this did
not put the measure in question beyond scrutiny,
and a Panel may objectively assess whether the
factual circumstances fall within the scope of the
listed exceptions.* The same ruling also articulated
a working definition of “emergency in international
relations” as covering armed conflict, latent armed
conflict, heightened tension or crisis, and general
instability surrounding a State, a formulation that
anchors the term to defence, military, or public-order
concerns rather than ordinary political or economic
disputes.*

This jurisprudence has several potential implications
for the UK. One is that any appeal to security
concerns as cover from deviating from core WTO
principles, such as MFN or national treatment,
would need to be justified on grounds that would
survive scrutiny as to whether, in fact, the measure
was necessary to meet the national security
objectives required. A second is how the UK deals
with partners that have taken an aggressive stance
on matters of national security, in particular the

US. The US has long held to a position that WTO
panels cannot assess responses to national security,*
notwithstanding the fact that panel rulings have
found that certain US measures violate or potentially
violate Article XXI.*® Moreover, as already observed,
recent tariff measures taken by the US have been
heavily grounded in an appeal to security interests.

The challenges these implications create for the

UK lie in how it responds to the US’ positioning,
both in terms of dealing with the effects of the
measures taken by the US, but also in acceding to
US demands that the UK take measures that are
potentially discriminatory, and that align with the US’
security concerns, as a condition of market access
(see below). The non-operational state of the WTO's
Dispute Settlement Mechanism might insulate the
US from cases undertaken by members. On the
other hand, the UK’s participation in the MPIA, which
it sees as a signal of its support for rules-based
trade, affords other members an opportunity to
challenge actions taken by the UK.#

5.6.1.2 The Wassenaar Arrangement and UK
export control policy

The Wassenaar Arrangement on Export Controls

for Conventional Arms and Dual-Use Goods and
Technologies serves as the cornerstone of UK export
control policy. Established in 1996 in Wassenaar,
Netherlands, this multilateral regime succeeded

the Cold War-era ‘COCOM’ and now includes 42
participating states, with the UK a key member. The
Arrangement aims to “contribute to regional and

international security and stability by promoting
transparency and greater responsibility in transfers
of conventional arms and dual-use goods and
technologies”.®

The UK's participation in Wassenaar directly
shapes its Strategic Export Control Lists, which

are “routinely updated in line with changes to the
control lists administered by the multilateral export
control regimes”.52 However, recent developments
demonstrate growing limitations in the multilateral
system. Russia’s membership has created “growing
disfunction” in consensus-based regimes, as
“Russia has consistently vetoed additions to the
control list at the multilateral level” since 2022.5
This dysfunction has prompted the UK to pursue
unilateral controls alongside like-minded partners.

The Export Control (Amendment) Regulations 2024
introduced controls on emerging technologies,
including quantum computing, semiconductors, and
cryogenic technologies.> These measures reflect
the UK's commitment to “strengthen the national
controls and address weaknesses in the multilateral
system”.%® The UK's approach increasingly involves
“Wassenaar Minus One” coordination, where
partners develop “harmonized controls that
previously would have been agreed under the
Wassenaar Arrangement” .56

The UK Export Control Joint Unit has explicitly
stated that these unilateral measures aim to bring
UK controls in line with ‘like-minded countries’,”
demonstrating how bilateral and other cooperation
now supplements multilateral frameworks. A
principal contemporary challenge for the Wassenaar
Arrangement is to calibrate export controls and
classification criteria and decision-making procedures
so they meaningfully encompass fast-moving,
inherently dual-use technologies, including advanced
Al, high-performance computing and quantum
systems, while preserving the Arrangement'’s
consensus-driven legitimacy and institutional
integrity in the face of Member States’ recourse

to faster, unilateral or coalition measures amid
intensifying strategic competition.

5.6.1.3 UK economic security and G7 coordination
The UK's economic security policy operates
increasingly through G7 coordination and bilateral
partnerships, particularly as traditional multilateral
frameworks face constraints. The UK's alignment
with G7 economic security priorities became evident
in coordinated responses to Russia‘s invasion of
Ukraine, where “the UK, US and other partner
countries” implemented “harmonized controls”
outside traditional multilateral frameworks.>® These
provide an example of coalition-based approaches
that enable rapid policy responses without
consensus requirements from all multilateral regime
members.
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The UK has developed strengthened coordination
mechanisms with like-minded partners on economic
security. The Export Control (Amendment)
Regulations 2024 introduced controls “which the
UK, along with a number of like-minded countries,
has committed to implement”.% Similar measures
were adopted by Japan, Spain, the Netherlands, and
France, with the US implementing parallel controls
through interim final rules.®® This coordination
reflects what sources describe as growing
cooperation among allies implementing “equivalent
controls”.*!

The UK'’s approach reflects broader trends toward
what can be described as “national export controls,
either by unilateral and national action or in other
multilateral formats”,%? demonstrating how economic
security governance is evolving beyond traditional
treaty-based frameworks toward more flexible,
partnership-based approaches that enable rapid
responses to emerging technological and security
challenges.

5.6.2 Free Trade Agreements and other
arrangements

5.6.2.1 Free Trade Agreements as economic
security instruments

Historically, FTAs have built on the legal framework
provided by WTO rules, usually with a view to
increasing the depth and security of market access
commitments, and the coverage of rules relative to
the WTO baseline (an outcome sometimes referred
to as “WTO plus”). Provisions relating to security
and non-trade objectives have usually borrowed, or
at least adapted, the language of GATT and GATS
exemptions. This has been the case for both cross-
cutting provisions, as well as provision relating to
specific provisions. For example, provisions aimed
at securing the free cross-border flow of data have
sought to balance that liberalising objective with
concerns regarding the security of personal data.

The primary motivation for concluding FTAs,
particularly on a WTO-plus basis, has therefore been
the deepening of commercial relations, notably
because of the lack of progress in WTO negotiations.
In the case of the UK, the need to diversify trade
relations in response to the higher trade costs in UK-
EU trade, resulting from Brexit, provided an added,
specific motivation.

Having said that, FTAs have also historically blended
economic and geopolitical concerns. Part of the
original impetus for the Trans Pacific Partnership

- now the CPTPP — was the US's objective of
increasing its leverage in the Asia-Pacific vis a vis
China, through the process of developing trade
rules and institutional cooperation around these.
For smaller countries such as the UK, FTAs can meet
some of the concerns that come under the umbrella

of economic security through mechanisms that

are closely related to those delivering commercial
benefits that come from the "WTO plus” nature of
FTA commitments.

For example, in describing the recently concluded
FTA with India, the Trade Strategy states that

in addition to the usual benefits ascribed to

FTAs (security of market access, cooperation

on regulation), the FTA “create frameworks for
discussing sensitive issues” and that they can be

a “stabilising factor in a mercurial geopolitical
environment”.%® In a similar vein, when explaining
its approach to its proposed FTA with the Gulf
Cooperation Council, the government stated that,
“An FTA with the GCC supports the prosperity
pillar of HMG's Regional Strategy as part of the
2021 Integrated Review (IR) (...) Improving trade
and investment with the GCC will advance our
commercial linkages with strategic partners and
support the diversification of UK supply chains,
furthering the UK'’s IR objectives on economic
resilience.”®*

In relation to the UK’s accession to the CPTPP, the
government highlighted the various commercial
gains related to market diversification and market
access, and access to cheaper imports. It then
highlighted the expected benefits of the agreement
in terms of different dimensions of economic
security. Specifically, it stated that “The CPTPP
offers new opportunities to diversify supply chains,
which could support greater economic resilience by
deepening our trading links across the Asia-Pacific
and Americas”. It also noted that “The UK will help
shape [the CPTPP's] development to fight unfair and
coercive trading practices that threaten the future
of international trade. British businesses will benefit
from enhanced access to more markets while trading
under fair rules that allow them to compete and
thrive on the global stage.”%®

Economic security matters are also addressed
through non-binding forms of cooperation that
supplement FTAs. Two examples of this are the
digital partnerships that the UK concluded with,
respectively, Japan and Korea, pursuant to the

FTA the UK has in place with these countries. Both
address resilience and economic security issues via
a focus on specific issues or technologies, including
data flows, cybersecurity, semiconductor value
chains, and telecoms.

These statements and arrangements underline the
view that preferential trade agreements can “de-
risk” economic linkages, through a realignment of
value chains between partners that can be trusted
by virtue of their commitment to share rules, and a
common approach to geopolitical challenges. The
dividends in terms of economic security that are
ascribed to these agreements are therefore primarily
ones relating to resilience, in the sense of reducing
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exposure to external shocks and to adversarial
behaviour. This, in turn, underscores the points made
earlier in this discussion, that countries are trying

to manage risks created by interdependencies by
developing new or deeper linkages with the “right”
partner.

Other aspects of economic security, linked to
national security, conflict and protection against
malicious acts are addressed to a more limited
extent. One exception is the UK-EU TCA, which
contains a range of provisions relating to energy
security, cooperation on cybersecurity and
counter-terrorism, criminal justice and policy, and
cooperation on global health. Building on this, a
separate Security and Defence Partnership was
agreed between the EU and the UK in 2025.

The partnership is wide-ranging, and it includes
provisions relating to cooperation on emerging
disruptive technologies, resilience of critical
infrastructure, and external aspects of economic
security. Arguably, the TCA is an outlier since, unlike
every other FTA in the world, it did not evolve from
a WTO/ MFN baseline but rather from a close,
pre-existing preferential economic and political
relationship.

Cybersecurity matters are an example of an issue
that lies at the intersection of both national security
and supply chain resilience (see also Chapter 6 of
this report on digital trade). The CPTPP contains

a limited set of provisions on cybersecurity.
Provisions on cybersecurity are more expansive in
the UK's bilateral agreements. The UK-Singapore
Digital Economy Agreement (UKSDEA), in
particular, contains an extensive set of provisions
on cybersecurity cooperation, which extend to the
principles both parties will follow in responding to
threats: they “recognise that risk-based approaches
may be more effective than prescriptive, compliance-
based approaches in addressing [cybersecurity]
threats”. The language is significant since, even
though the agreement is bilateral in nature,
regulatory principles will by necessity apply across
the board. That leaves open the question as to

how the UK would reconcile this approach with the
approach taken by other partners, such as the EU,
which may be different (see also Chapter 6 on digital
trade).

This last point highlights an overarching issue left
unresolved in the strategy of using preferential
arrangements to pursue economic security interests.
Namely, how does the UK manage cases where
the interests of various partners do not align,
potentially leaving the UK with difficult choices.
The most vivid example of this may be the UK-

US Economic Prosperity Deal. This is not an FTA,
as explained below, and is predicated on the UK
meeting US security concerns regarding supply
chains. At the same time, the UK'’s accession to the
CPTPP increases its integration with countries that

are themselves closely integrated (through separate
FTAs), to China, which is the prime source of US
security concerns. China has also applied to accede
to the CPTPP. The reality of FTAs with partially
overlapping memberships gave rise to concerns
about a “spaghetti bowl” of tangled commercial
relations, and the risk is that this effect could
replicate itself in regard to security issues.%

Finally, it is worth dwelling on public perceptions
of the government’s pursuit of FTAs for both
market access and economic security objectives. As
observed in Chapter 2, survey responses suggest
that the public is much less in favour of the UK
signing FTAs with GCC countries than it is with,

for example, the US or India. This suggests that
there may be some tensions between what the
government may think is important in terms of
economic resilience and public perceptions.

5.6.2.2 Other types of agreement

Digital trade agreements

In addition to digital chapters in trade agreements
(see Chapter 6 on digital trade), the UK has
concluded bespoke Digital trade agreements with
Singapore and Ukraine. Digital trade provisions

seek to promote commercial interests through
“WTO plus” arrangements, and also have important
interactions with economic security. Some of these
interactions are about managing trade-offs, most
notably in the area of data flows, where the objective
is to balance freedom of cross-border data flows
(which reduce trade costs) with concerns about
privacy and national security. Others are to do with
enhancing cooperation on critical technologies, such
as Al, to bolster both commercial and economic
advantages. Provisions on cooperation in the area

of cybersecurity, as seen in the UK's agreement with
Singapore, can also help to mitigate vulnerabilities in
relation to digitally intensive value chains.

Critical minerals partnerships

Critical minerals partnerships seek to address
vulnerabilities in supply chains for materials essential
to the clean energy transition, digital infrastructure,
and defence applications. Critical minerals such

as lithium, cobalt, nickel, and rare earth elements
are increasingly central to modern economies.®’
They underpin the production of clean energy
technologies, digital infrastructure, and advanced
manufacturing. Yet, their supply chains are highly
vulnerable, often concentrated in a small number

of countries, exposed to geopolitical tensions, and
prone to price volatility.®® Moreover, processing
capability is also highly concentrated, notably in
China or through Chinese-controlled operations.
Against this backdrop, critical minerals partnerships,
typically structured through non-binding MoUs,
action plans, or compacts, have emerged as vital
instruments to safeguard economic security.*’
Although unenforceable in the strict legal sense,
these arrangements provide a flexible framework for
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cooperation that extends beyond the constraints of
multilateral trade institutions, particularly the WTO.”°

The UK has partnership arrangements with South
Africa, Saudi Arabia, Canada, Australia, Kazakhstan,
Zambia, Japan, Mongolia and Indonesia. The
ultimate objective of the partnership is security

of supply to the UK through the diversification of
supply chains to reduce exposure to geopolitical
risks and exogenous shocks. How this objective is
achieved depends on the partner, as does the nature
of mutual benefits that are sought.

With “resource-rich” developing countries, the quid
pro quo usually lies in enhancing the access of these
countries to investment and technology to develop
their supply chains, and in particular to increase
their processing facilities.”" This could represent a
win-win in the sense that it increases value capture
for the developing countries concerned, while
increasing the range of options for “resource-
hungry” countries like the UK. Agreements with
resource-rich advanced economies (such as Australia
or Canada) provide opportunities for the latter to
diversify export markets and commit them and the

UK to joint investments in supply chain development.

The UK’s agreement with Japan commits both sides
to cooperate on research and innovation, as well as
supporting critical mineral projects and infrastructure
in developing countries. How far these partnerships
reduce China’s control over processing in practice

is unclear since, as a major investor in resource
processing, its likely response would be to invest
further.

Critical minerals partnerships can also be used to
support other objectives, such as compliance with
Environmental, Social and Governance standards
and the decarbonisation of supply chains. This may
have further spillover benefits in terms of security of
access if it helps meet standards set by importing
markets or reduces exposure to mechanisms like
CBAM.”2

Other trade agreements outside the scope of
standard FTAs

Chapter 4 highlighted agreements that do not
come under the scope of WTO rules governing
preferential trade agreements, notably GATT
Article XXIV and GATS Article V, which both require
comprehensiveness of coverage. The Trade Strategy
has highlighted the UK'’s intent to pursue such
arrangements as part of its toolkit. Critical minerals
partnerships could be considered an example of
such arrangements.

The US-UK Economic Prosperity Deal is

another example of an arrangement that differs
significantly from FTAs in that its basis does not

lie in the framework provided by WTO rules; the
commitments in the EPD are “WTO-minus” rather
than “WTO-plus”. Indeed, the EPD’s genesis lies in

efforts to mitigate the effects of the US deliberately
departing from the framework of WTO rules, partly
on the basis of broad-ranging appeals to national
security. Moreover, the EPD is not a legally binding
agreement, but more of a “handshake”.

Given the role played by the US in the UK's trade
structure, the unconventional nature of the EPD
creates particular challenges. In addition, while

the EPD provides a degree of insulation from US
tariffs, this is entirely predicated on the UK meeting
the US's assessments of the effects of trade on
national security. For example, paragraph 1(c)
states that “The United States intends to provide
certain key UK imports with modified reciprocal
tariff treatment, based on our balanced trading
relationship and shared national security priorities.
Any such modifications will be consistent with

those shared national security priorities, including
priorities identified in future U.S. Section 232
investigations” (emphasis added). Moreover
Paragraph 1 (c) (iv) addressing approaches to tariff
reductions in products subject future US section 232
investigations (i.e. ones relating to national security),
states that “Any such approach is contingent on

the United Kingdom ensuring the security of supply
chains, using appropriate measures, of products

intended for export to the United States and on the
findings of related U.S. investigations of, or other

tariff measures related to, such sectors” (emphasis
added).

The EPD also contains - largely aspirational -
statements on economic security through, inter

alia: (i) coordination to address the non-market
policies of third countries; (ii) investment security
measures, export controls, and ICT vendor security
(iv) the implementation of government procurement
processes and (iv) measures to combat the
circumvention and evasion of duties levied on traded
goods.

The risk for the UK is that any insulation against
tariffs may be reversible depending on expanding
US perceptions of national security,” and also

on how the UK manages its value chain linkages

with the rest of the world. This can complicate the
UK’s pursuit of both commercial and economic
security objectives set out in the Trade Strategy;
specifically, there will be a trade-off between security
of access to US markets and the UK’s objectives

of diversifying its trade relationships with a view

to increasing resilience. Furthermore, while the
economic security benefits ascribed to arrangements
such as the CPTPP or the TCA reflect a shared
commitment to a specific set of rules enshrined in
treaty arrangements, the EPD has no such anchoring.
Indeed, the approach taken by the US is entirely
based on the premise that its “deals” are non-
binding and involve no commitment to anything as
constraining as rules.
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Given the links to cooperation on matters of security,
the operation of the EPD can also be understood

in relation to the “AUKUS"” agreement concluded
by Australia, the US, and the UK. This is primarily a
military cooperation agreement, but one that has
implications for trade and defence-related supply
chains (a priority Industrial Strategy sector for the
UK).”* The trade implications of AUKUS are most
apparent in export control arrangements, where
specialised licensing frameworks enable technology
sharing while maintaining export control safeguards
against diversion to unauthorised end-users. Through
AUKUS, the UK secured a landmark exemption from
the International Traffic in Arms Regulations (ITAR)
of the US. The US exemption covers the majority

of ITAR-controlled technologies, which previously
required licensing, providing for significant
facilitation of technology while also reducing cost
and compliance procedures.” The exemptions
could help stimulate UK defence sector growth

and exports, with payoffs in terms of industrial

and defensive capability, and economic growth. At
the same time, the UK would need to manage its
dependence on US defensive technologies.

5.7 Conclusions and
recommendations

“Economic security” has become a significant

part of policy discourse in international trade and
global economic governance more broadly. The
concept is multi-faceted and evolving. It includes
concerns relating to defence and national security;
the resilience of value chains to external shocks and
geopolitical risks; and the management of economic
interdependencies that characterise trade and
investment linkages. These interdependencies are a
source of economic growth — but are also exposed
to actions taken by geopolitical rivals.

Some jurisdictions, such as the European Union
and Japan, have set out explicit policy positions
and definitions of how they understand economic
security. The UK has not done so, but economic
security nevertheless features prominently in recent
policy documents, notably the Industrial Strategy,
the Trade Strategy and the National Security
Strategy. These documents highlight a more activist
industrial policy stance, notably through support
interventions in sectors deemed to be of strategic
importance to the UK. Many of these sectors are
ones in which the UK has a comparative advantage.
Hence, support measures can be construed as
supporting both security objectives and growth
objectives that come from exploiting sources of
comparative advantage.

Similarly, in relation to the Trade Strategy, economic
security concerns have prompted a reconsideration
of instruments such as trade remedies, with a view
to making their use easier for the purposes of
defending strategic sectors. Economic security is
also seen as a key driver for trade arrangements.

In regard to trade arrangements, FTAs are seen to
promote both commercial interests through their
WTO-plus characteristics, and by the same token,
are seen to promote economic security because they
create new and/or deeper linkages with partners that
are "trusted” because they commit to a set of shared
rules and aspirations. FTAs typically have fewer
limited provisions dealing with aspects of economic
security relating to national security, conflict and
malicious activity. The UK-EU TCA is a possible
exception, along with specific provisions relating to
cybersecurity matters.

The UK has also concluded a variety of agreements
outside the scope of standard FTAs, notably in

the area of critical minerals. The US-UK Economic
Prosperity Deal is also a unique arrangement,
notably for its “WTO-minus"” characteristics and its
explicit linking of security of market access to the US
to the UK's ability to meet US perceptions of national
security, including those that arise as a result of the
UK's value chain linkages.

The Industrial and Trade strategies take the view
that economic security and growth are mutually
supportive. The emphasis on domestic interventions
that correct market failures in areas of comparative
advantage is consistent with this. Setting aside the
issue of trade remedies, the UK has, by and large,
rejected the more restrictive forms of intervention
chosen by the US that impose high domestic
deadweight costs. The tensions between economic
security and growth for the UK may lie more in
relation to how its policy stance translates into its
positioning internationally. For a start, domestic
interventions, even optimal ones, can have trade
spillovers that raise partner concerns. Beyond that,
what may create trade-offs between economic
security and growth is the focus on greater selectivity
and discrimination with respect to trade partners, in
order to manage interdependencies. Most of our
recommendations centre around these various trade-
offs and the questions they raise.
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Recommendations:

® Produce a policy position explaining its approach
to economic security. This could be a follow-
on to the National Security Strategy, and could
explain overlaps and differences between the two
concepts.

e Part of such a policy paper could address the
question of trade defence, including whether
the UK needs instruments similar to the EU'’s
Foreign Subsidies Regulation or the Anti-Coercion
Instrument. In doing this, the Government should
consult stakeholders on the costs and benefits of
trade defence mechanisms, including the extent to
which ministerial discretion can add to uncertainty.

* Assess the extent to which preferential trade
arrangements (such as FTAs and mini deals)
compare to established WTO rules that allow
countries to selectively deviate from non-
discrimination. The UK has reaffirmed its
commitment to multilateral rules while reserving
the right to deviate from these. The Government
should clearly state how it will reconcile these
statements and assess the balance of risks and
benefits.

* Assess whether addressing economic security
through preferential trade arrangements has the
potential to worsen trade-offs between economic
security and growth. A body of economic evidence
now underscores how geopolitical fragmentation
and the emergence of rival blocs can reduce
growth significantly. This is because selectivity in
trade relations may also create frictions to trade
and, therefore, reduce the productivity that comes
from gains from specialisation and scale.

* Assess the impacts of measures taken in response
to economic security on the trade prospects of
developing countries.

* Assess whether a more selective approach to
linkages and interdependencies on national
security grounds worsens resilience by reducing
diversification and increasing exposure to external
shocks.

¢ Arguably, business is more vulnerable to the
actions of state-backed actors, transnational
crime, natural disasters, and geopolitical tensions
than was previously the case and are increasingly
subject to supply chain regulatory requirements.
This is likely to lead to more communication,
information exchange and closer partnerships
between the state and the private sector. It also
leads to a greater need for governments to help
businesses (especially SMEs) with regulatory
compliance, managing risk and understanding
underwriting risk.

e Trade policy instruments, such as subsidies and
border taxes, can be used effectively to address
domestic policy goals such as economic security,
However, the Government should recognise that
these measures should conform to WTO rules
and that using trade policy instruments in this way
can increase costs to business, which in turn may
adversely impact economic growth, as well as on
other public policy objectives.

¢ For the UK, many of these different trade-offs are
crystallised in its dealings with the US, specifically
the extent to which the US has made access to its
markets subject to meeting its security concerns.
The US may run counter to the objectives sought
by the UK through closer integration with the
Asia-Pacific region (notably via the CPTPP). The
UK may also face pressure from partners who
may deem such selectivity contrary to WTO rules.
The Government must manage these different
pressures.

® The ex-post evaluation of policies should include
an explicit focus on the issue of economic security,
and the effectiveness of policies in this regard. As
also recommended elsewhere in this report, the
Government should publish an annual report on
UK trade policy which also addresses the issue of
economic security.
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Chapter 6: Trade and the digital
transformation

Chapter overview

This chapter explores the complex relationship between the digital transformation and international trade. We
focus both on how trade has influenced digitalisation, and on how digitalisation, by reshaping trade and economic
activity, can contribute to productivity and economic growth. We explore the domestic policy challenges that arise
from the specific characteristics of digital technologies, and how these interact with trade policy.

We first scope out the various dimensions of digital and trade interaction and provide a background to the UK's
digital trade trends and comparative advantage. In section 6.4 and 6.5 we explore the policy and regulatory
settings that impact digital trade in the UK. In 6.6, we consider trade policy measures and arrangements
internationally, including Free Trade Agreements, digital agreements and other forms of cooperation as well as
through the WTO. We end with some conclusions, ultimately underscoring digital trade’s potential to transform
productivity while requiring coherent, well-sequenced policy design domestically and internationally.

instruments. At the same time, the selected
instruments are likely to have trade policy
spillovers.

Key points

¢ Digital trade includes digitally ordered but
physically delivered trade in goods and services

UK trade policy priorities include negotiating

and digitally-delivered trade. Moreover, a provisions on digital sectors that cover,
number of sectors (primarily services) are digital notably, data localisation and the free flow of
in the sense that they rely heavily on information data; the avoidance of duties on electronic
and communication technology (ICT) inputs, and transmission; trade facilitation; and regulatory
also form the bulk of UK exports. cooperation. The UK has negotiated relatively
deep commitments on digital trade through its

* ICT sectors themselves are heavily engaged in accession to the CPTPP and through bilateral
trade. Emerging technologies such as Al and arrangements, notably its Digital Economy
quantum computing simultaneously represent Agreement with Singapore.

trade and commercial opportunities, while also
transforming the organisation of production and e Deep provisions on digital trade have the

stimulating productivity. potential to yield substantial development
payoffs, but also involve navigating complex
* The UK has a revealed comparative advantage trade-offs between trade policy objectives and
across digital services sectors. Digital trade other policy goals. Digital trade provisions may
in the UK has been growing faster than trade be negotiated bilaterally, but in many cases, by
as a whole, and the “take-off” of digital trade necessity, they can be applied on an across-the-
happened earlier in the UK compared to the board basis.
rest of the world. For these reasons, digital
sectors and trade are a central part of both * Various aspects of digital policy, notably in
the UK's 2025 Industrial Strategy and Trade relation to emerging technologies such as Al,
Strategy. have been the subject of trade commitments
prior to the publication of domestic policy
* Industrial policy interventions in relation to positions. This raises issues of sequencing and
digital sectors and technologies largely focus also parliamentary scrutiny.

on addressing barriers — whether related to
market failures or past policy failures — to exploit ~ ® The UK has followed a pragmatic approach both

sources of comparative advantage. These in terms of digital regulation and in negotiations
include commitments on specific subsidies to with partners. On regulation, it has largely

R&D and supporting infrastructure, regulatory attempted to steer a middle course between
reform, and skills. This reflects a preference for the US and the EU. On trade, it has adapted

using domestic policy, rather than trade policy its approach to the specificities of partners.
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6.1 Introduction

The concepts of “digital” and the “digital economy”
are key elements in policy discourse globally. In the
UK, the Government's Modern Industrial Strategy
identified “digital and technologies” as one of

its eight priority (“frontier”) sectors." Under this
heading, it includes technologies such as artificial
intelligence, and products such as semiconductors.
Most of the other seven priority sectors, such as
financial services, professional business services,
creative industries, life sciences and advanced
manufacturing, are "digitalised,” in that they

rely heavily on information and communication
technologies, as well as data, for inputs and/or
delivering products and conducting commercial
transactions. Building on the Industrial Strategy, the
UK's Trade Strategy also highlights the importance
of these sectors to the UK’s trade and economic
prospects and emphasises the role that digitalisation
can play in reducing the costs of international trade.?

The primary reason for this heightened focus on
digital sectors and activities is their potential to drive
productivity and, through that, economic growth.
For example, the International Monetary Fund

(IMF) has estimated that artificial intelligence (Al)
adoption could boost productivity by 1.5 percentage
points per year over a ten years,? a result cited by
the Trade Strategy as evidence of what it calls the
“transformative” effects of emerging technology.*
Note that the effects relate to Al adoption. They

do not take into account any additional effect that
may arise from the UK securing a position in the
development of these technologies, i.e. via the value
added captured from the UK's participation in the

Al value chain. As observed later in this chapter,
securing the UK's positioning in the Al value chain

is a major focus of policy. This highlights a broader
point: interest in digital stems from the possibility
that the development of these technologies can be
both sources of growth in and of themselves, and
also by virtue of the fact that they can stimulate
technical change, and productivity increases across
sectors in the economy.

While the UK's focus on digital is primarily driven by
the effects on productivity, this is not the only aspect
of policy interest. The framing of both the Industrial
Strategy and the Trade Strategy also highlights

the interactions between the digital economy and
broader policy objectives, such as decarbonisation,
economic security and inclusiveness. Because these
two issues are treated in specific chapters of this
report, the primary focus of this chapter is the nexus
between digital, trade and productivity and growth.

The interactions between digital and trade are
therefore multiple and complex, not least because
of the range of activities and issues that come under
their heading. In this chapter, we first establish the
scope of these interactions, and related UK trends.
We then consider key policy issues, and the way
these interact with UK trade policy and positioning in
relation to global trade policy.

6.2 Scoping digital and trade
interactions

The OECD proposes that digital trade consists of
“digitally ordered but physically delivered trade in
goods and services (e.g. the purchase of a book
through an on-line marketplace or booking a stay

in an apartment through a matching application)
and digitally delivered trade (e.g. movie or music
streaming services or receiving architectural designs
from foreign providers)”.* These may be considered
“digitally-enabled trade”, and includes e-commerce
and the streaming of digital content.

But policy discourse in relation to digital trade
extends beyond the definition of digital trade as
presented above. For one, digital technologies, such
as Al, and their inputs (such as computer hardware
and components) are produced through value chains
that operate on a cross-border basis. Therefore, as
demonstrated in both the UK’s Industrial and Trade
Strategies, an important focus of contemporary
policy discussions is on enhancing the role of the

UK in these value chains in order to capture more

of the value added that they generate. Secondly, as
observed above, in relation to Al-related productivity
gains, the interest in digital technologies also lies

in their transformative potential, notably in sectors
that are intensive in their use of digital technologies.
These sectors include financial, professional and
technical services, and advanced manufacturing.
They are also organised in the form of global value
chains and play an important role in the structure of
the UK's trade. Technologies such as Al can reshape
trade in these sectors, at the same time, these
sectors can be seen as "off-takers” for Al developers
and hence shape the development of Al.®

It is, therefore, appropriate, especially in the
context of the UK, to build on the initial definition
of digital trade provided above to include also the
activities and sectors that fall under the heading
of ICT goods and services. In addition, we also
consider the activities of sectors that are intensive
in their use of ICT goods and services as inputs

i.e. sectors such as finance, insurance, professional
and business services, other technical services, and
audio-visual services. This approach is consistent
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with the definitions used in work published by

the OECD, which uses as a criterion of digital
intensity the extent of linkages with ICT sectors.’
The advantage of that approach is that it steers
clear of binary definitions of what is digital or not,
which is appropriate given the degree to which ICT
technologies are transforming economic activity and
the way in which it is organised.

Beyond specific sector activities, the interaction
between digital and trade includes how digitalisation
has reshaped the way trade “works”. Digitalisation
can reduce trade costs, i.e. the additional costs
borne by suppliers when they seek to sell across
borders rather than to domestic markets. This can
happen through a number of mechanisms. Digital
technologies can increase the speed of customs
and administrative processes by substituting manual
completion and verification processes with online
ones. An important part of the UK’s policy agenda
has been to support the use of digital technologies
to reduce administrative and compliance costs on
trading businesses, and to encourage the use of
these technologies to facilitate market entry. Digital
technologies can also reduce the cost of entry

into markets, whether on a business to consumer
(B2C) or business to business (B2B) basis, through
better access to market information, by facilitating
customer search and acquisition (e.g. via platforms)
or reducing language barriers.

Underlying the different types of digital/trade
interactions are data flows, which are central to
online transactions and the cross-border provision

of services. Restrictions on cross-border data flows
can add to trade costs; they are notably treated as
elements of trade costs in the OECD's Services Trade
Restrictiveness Index (STRI). Various research using
such indices of restrictiveness have found significant
effects on international trade and growth.®

For these reasons, the question of data flows has
become an important part of UK trade policy, and
the UK'’s positioning on trade policy at a global level
(see below). At the same time, data is a key policy
issue in its own right. This is partly because, beyond
trade, it has a central role in economic activity, and
notably the growth of new technologies such as Al,
and is, therefore, seen as a driver of productivity and
growth. But it is also because data — and specifically
personal data - raises broader policy concerns
relating to privacy, security, and the extent to which
citizens and businesses that generate data, or are
the subject of data, have rights over the use of
data. These broader issues, in turn, have complex
interactions with the role of data in trade.

Finally, as already observed, the present structure
of digital activities owes much to international
trade, with many activities organised in the form

of international value chains. In particular, the
growth of activities like Al and sectors like high-end
semiconductor manufacturing owes much to the
liberalisation of trade and investment flows. Hence,
reducing trade costs can stimulate trade in these
sectors and their contribution to growth. For the
same reason, policy fragmentation can constrain
these sectors and negatively affect their contribution
to growth.

6.3 UK background

6.3.1 Digital trade trends in the UK

There are various challenges associated with the
measurement of digital trade and quantifying

digital trade interactions described above. If we
define digital trade here as the trade of digitalised
sectors (as defined in Section 6.2 of this chapter,) we
observe that digital trade is dominated by services.
Chapter 1 reported trends in digitally-delivered
services trade. It showed, in particular, that the share
of total UK services trade that is digitally delivered
was, at around 70%, one of the highest in the world.
The results reported are consistent with those
reported by the OECD in a study of digital trade,
using a slightly different definition of digital that
includes ICT inputs embodied in non-digital sectors.
That research found that acceleration of digital trade
growth, relative to other trade, began around the
start of the millennium in the UK, whereas in the rest
of the world, the acceleration of digital relative to
other trade happened around a decade later.’

The growth of digitally-delivered services trade
seems to be closely correlated to the growth of
services that are intensive in their use of digital
technologies. Data on both exports and imports
underscores the rapid growth of trade in digital
services sectors, which, in turn, is increasing the
“digitalisation” of UK trade. Between 2016 and
2023, digital services exports grew at an annualised
rate of 9.1% (compared to 4.6% for other services
and 4% for all goods). While digital services
imports grew at an annualised rate of around 10%,
(compared to 6% for other services and 4% for all
goods).
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Figure 6.1: Trends in UK digital services trade
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In terms of employment, a study published by the
OECD found that in 2019, around 3.2 million jobs in
digital services sectors were embodied in exports.'
That number is likely to have risen given trends

in digital services export growth relative to other

sectors.

Chapter 1 of this report also showed that financial
services and professional services account for the
bulk of digitally-delivered services.
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6.3.2 Comparative advantage confirm that the UK has a comparative advantage
In additi dsi de f ‘ in digitally-intensive sectors." There are various
n aadition to trends In trade flows, one way o drawbacks to the traditional RCA index, however,

assessing the UK's relative position in digitally
intensive sectors is through measures of comparative
advantage. Indices of Revealed Comparative
Advantage (RCAs) are a traditional method for
doing this. The UK Government has published
various estimates of RCA and, by and large, these

which particularly reduce its suitability for cross-
country comparisons. We therefore compute an
alternative index, which represents an improvement
over traditional measures of revealed comparative
advantage.'> We report a range of results for the UK
and some of its principal trading partners.

Figure 6.2: RCAs for IT and other information services

B Australia B Brazil @ Canada B China BFrance @ Germany Bindia B Japan B Mexico MNew Zealand BSingapore
W South Africa B Switzerland B UK @ United States

Austratia
brazil |
canada N
china.
France I
Germany

india.
g Japan
S o i —
o

New Zealand [NNENEE

singapore |
south Africa |
switzertand |
uk
United States
0 0.2 0.4 0.6 0.8 1 12 14 16 18 2 2.2 24

RCA Index

Source: Analysis based on OECD 2022 data

Figure 6.3: RCAs Financial and insurance services
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Figure 6.4: RCAs for other business sector services
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The results underscore the strength of the UK in
both ICT services sectors specifically, and in its two
largest downstream “digitalised” sectors, financial
services and business services. This has particular
policy implications given the complementarities
that exist between ICT sectors and the downstream
sectors (with the former being an input in the
latter). Specifically, the complementarities highlight
that breakthroughs in ICTs will have a direct effect
on those sectors and stimulate the performance

of downstream sectors. Similarly, innovation and
expansion in the downstream sectors can increase
demand for the outputs of ICT sectors and spur
innovation there.

What overall measures — such as indices of
comparative advantage — do not always capture
are the relative strengths of the UK and other
countries, in particular, activities that are organised
in the form of cross-border value chains. For
example, computing services include a myriad

of different activities and technologies. A more

granular mapping of value chains can help to identify

particular areas of strength.

5 1.2 14 16 18 2
RCA Index

Consider Al, for instance (Figure 6.5). The UK has
relatively advanced strengths in the “application
end” of the value chain, thanks to a combination of
its strong science base and corresponding skills set,
ability to raise venture capital, and the strength of
its services sectors (finance, professional services,
computing) that are major users of Al application
and sources of innovation. The UK has more

limited strengths in the foundation segment and
manufacturing hardware, but is a rapidly expanding
location for data centres. The Government has also
earmarked funds for investment in the “compute”
segment as part of its Al opportunities action plan.’®

As discussed in subsequent sections, positioning in
value chains, amongst other things, requires a view
on what barriers may impede the UK'’s ability to
exploit sources of comparative advantage, and what
types of measures are appropriate in response to
these barriers. That also conditions the approach to
trade agreements, and highlights possible tensions
that may exist between domestic policy responses
and spillover effects on trade.
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Figure 6.5: Al value chain map
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6.4 Policy settings

6.4.1 Industrial Strategy

As observed in the introduction to this chapter,

the UK’s Modern Industrial Strategy identifies
eight priority sectors, one of which is “Digital

and Technologies”. This heading includes the
following technologies or products: artificial
intelligence; engineering biology; advanced
connectivity technologies; quantum technologies;
semiconductors; and cybersecurity. As already
observed, the other sectors are digitally intensive
in that they rely heavily on ICT inputs. The Strategy
thus focuses both on the development of specific
technologies in the UK as well as sectors that stand
to benefit from the adoption of these technologies.

Each of the eight priority sectors also benefits from
specific sector plans or strategies. While a detailed
analysis of the Industrial Strategy and supporting
materials is outside the scope of this chapter,

the following trade policy interactions can be
highlighted.

First, the sectoral prioritisation builds on previous
analysis by the Government that sought to identify
the UK's sectors of comparative advantage.' There
is also a degree of overlap between the sectoral
prioritisation set out in the Industrial Strategy

and our analysis of comparative advantage. This

is consistent with the Government's productivity
and growth strategy, given the connection
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between comparative advantage and productivity.
Consequently, we can see the interventions in the
strategy as following a logic of addressing market
failures and related barriers that might impede the
extent to which the UK can exploit actual or, in the
case of emerging activities, potential sources of
comparative advantage. On those instances in which
sector prioritisation in the Industrial Strategy departs
from what would be predicted by a pure analysis of
comparative advantage, the main explanation for
such a deviation seems to be the pursuit of other
goals. These include economic security, an issue we
address in Chapter 5 of this report.

Secondly, in terms of interventions, a primary
objective is to secure the UK's position in digital
technologies by enhancing its ability to achieve
technological breakthroughs and then ensuring
scalability and commercialisation. Public funding

is one of the main policy instruments, though it is
not the only one. The main focus of public funds is
spending on Research and Development (R&D): the
Digital and Technology Plan notes that annual R&D
spending is to reach £22.6 billion by 2029/2030. The
ambition is that such spending will stimulate private
R&D spending to the tune of £3 for every £1 of
public investment. Technology-specific commitments
include notably £1 billion earmarked to scale up the
UK'’s Al Research Resource.

Besides funding R&D, other elements in the
Industrial Strategy aimed at stimulating the
development of new technologies include
investment in “hardware” (e.g., computing power),
enhancing access to data, attracting skills, and
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supporting the adoption of new technologies. In
relation to data, the Industrial Strategy identifies
data as a “resource” that underpins innovation and
productivity growth, notably through the role that
data plays in the development of Al. In this context,
an important intervention is therefore the creation
of a National Data Library. In relation to computing
infrastructure, as already observed, the UK
historically has not specialised in this end of digital
(and specifically Al) value chains. The attention given
to this may reflect concerns about economic security
and also a sense that economies of scope may, in
the future, mean that the development of emerging
technologies will take place in locations in which
physical infrastructure is sufficiently established.

Plans for sectors other than digital also reflect,

by and large, the tenor of the overall Industrial
Strategy. Thus, the sector plan for professional and
business services includes a commitment to spend
£150 million to facilitate technology adoption for
these sectors, and £2.8 billion for R&D in advanced
manufacturing. There are also trade-related elements
in the sector plan, which include a commitment to
negotiate Mutual Recognition Agreements (MRAs).
For financial services, the Government intends to
make the process for accrediting managers more
flexible, which should reduce barriers to entry

to foreign service providers. The sector plan for
advanced manufacturing announces a targeted
export support programme directed at the sales of
high growth potential technologies in key markets.

The interventions identified under the Industrial
Strategy and sector-specific annexes follow on
from efforts undertaken by previous governments
(see also the discussion in Chapter 2, which lists
the previous policies / stragies and their sectoral
focus). These include the 2017 Industrial Strategy,
which included “sector deals” in relation to specific
digital activities or sectors such as Al and creative
industries. Subsequently, there have also been
national strategies or plans on, respectively, Al,
quantum computing, semiconductors and advanced
manufacturing.

While the details of interventions (e.g. funding,
institutional arrangements, time horizons) have
varied across documents produced by various UK
governments, there appears to be a large measure
of continuity in industrial strategy in relation to
digital sectors, at least as far as trade-related aspects
are concerned. As a whole, interventions largely
focus on correcting market failures and delivering
public goods, and in turn, to deliver productivity
and growth benefits that come from exploiting
sources of comparative advantage. The chosen
interventions, such as the use of public funds for
R&D, regulatory reform, skills development, the

provision of infrastructure and public goods, are
generally ones that would be considered less likely
to generate distortions to trade than, for example,
local content requirements or tariffs. While there are
trade spillovers from these interventions, the general
thrust of the strategy is consistent with theories of
policy frameworks that favour interventions that
address distortions at source.™

6.4.2 Trade Strategy

The Trade Strategy published in 2025 echoes parts
of the Industrial Strategy in relation to digital, by
highlighting the growth of digital sectors and trade
globally, and their importance to the UK. The Trade
Strategy focuses on the reduction of trade costs
relating to these sectors, and also on the use of
digital technologies to reduce trade costs for all
sectors. The Strategy highlights the role of trade
agreements, and notably bespoke agreements on
digital trade, as instruments that can address sources
of trade costs affecting digital activities, such as
regulatory fragmentation and data localisation.

The Strategy also emphasises the role of mutual
recognition agreements in reducing trade costs
affecting specific digital sectors, such as professional
and financial services.

The Trade Strategy places particular emphasis on
the role digital technologies can play in reducing
trade costs generally, and especially for SMEs. This
includes easier access to trade-related information
and trade support (including export finance) through
trade tools (though submissions made by industry to
this report pointed to the need to strengthen export
promotion directed specifically at digital sectors).
The Strategy also highlights the potential gains

from digitalising administrative processes related to
trade, including through the transmission of supply
chain information to authorities. These aims are

in line with the motivations behind the Electronic
Trade Document Act of 2023 which passed under a
previous government.

Indeed, by and large, the 2025 Trade Strategy aligns
with the positions taken by previous governments
on digital trade. The 2021 Digital Trade Strategy,
for example, set out the following priorities: (i) open
digital markets: (ii) data flows; (iii) consumer and
business safeguards; (iv) digital trading systems: (v)
international cooperation and global governance.
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6.5 Regulatory and public
policy settings

As noted Chapters 3 and 4 of this report, a variety of
policy frameworks and measures are not specifically
focused on trade, but may have trade spillovers. In
the case of digital sectors and issues, spillovers arise
primarily from regulation and related policy settings
geared to addressing market failures associated with
digital activities. These are wide-ranging and include
issues related to competition in markets and issues
of market dominance; privacy and individual rights,
notably in relation to data; economic security; and
ethical issues, including equity, raised by new and
emerging technologies such as Al. While these broad
themes are not necessarily specific to digital sectors,
they raise particular challenges in relation to digital,
reflecting the characteristics of digital activities.
Notably, these include the presence of economies
of scale and network effects, the role played by
personal data in enabling digital technologies,

and the rapid and unpredictable nature of their
development and extent of their use. Policy and
regulatory responses generate non-tariff measures
that then have effects (not uniformly negative) on
trade.

It is beyond the scope of this chapter to provide a

full analysis of broader regulatory and policy settings
relating to digital in the UK economy. We, therefore,
focus on selected aspects that have particular
relevance for trade policy. In considering these aspects,
it is also important to bear in mind that the UK has
been negotiating with trade partners on specific
regulatory matters through digital trade chapters either
in parallel to the enactment of domestic legislation,
and sometimes in advance of it (notably on some
matters related to pro-competitive regulation, and to
Al). We return to this issue in section 6.6.2 when we
consider trade agreements in more detail.

6.5.1 Digital Markets, Competition and
Consumers (DMCC) Act 2024

The purpose of the DMCC Act is to address
market power issues that may arise in connection
with large digital platforms. The Act empowers

the Competition and Markets Authority (CMA)

to designate firms that have a Strategic Market
Status (SMS). The designation is based on whether
the firm in question has activities with a link to the
UK, turnover in excess of designated thresholds,
substantial and entrenched market power, and

a position of “strategic significance”." For any
designated SMS, the DMCC enables the CMA to
develop bespoke codes of conduct to prevent anti-
competitive practices, and to implement broader
measures to address structural market problems that
may impede competition.

The DMCC reflects the view that digital markets
have characteristics that require a bespoke approach
to competition policy and enforcement that goes
beyond existing competition law. In particular, it
mandates ex-ante interventions to prevent anti-
competitive conduct and outcomes, rather than
purely via ex-post remedies. The Act also aligns
consumer protection with competition policy
enforcement, notably by enabling the CMA to
directly impose fines and mandate compensation for
breaches of consumer protection laws.

The DMCC is often compared to the EU’s Digital
Markets Act (DMA). Both reflect a concern that the
specific nature of digital markets requires a bespoke
approach. Differences include, notably, that the
EU’s DMA enables the designation of businesses
providing a gatekeeper function' that are then
subject to regulation contained in the DMA itself,
whereas the Digital Markets Competition and
Consumers Act allows the Competition and Markets
Authority to develop bespoke codes of conduct for
an entity with designated Strategic Market Status.
This flexibility could, in principle, allow the CMA

to weigh, on a case-by-case basis, the efficiencies
linked to economies of scale and innovation, versus
the potential for competitive detriment.

6.5.2 Data regulation and policy

As already observed, data is identified in both the
Industrial Strategy and the Trade Strategy as an issue
of central importance to the UK. The UK's approach
to data reflects several priorities. In particular:

(i) Enabling the use of data to facilitate economic
activity and technological progress. This reflects the
importance to the UK of sectors that rely on the
utilisation of data (whether core ICT sectors or ICT-
dependent sectors). It also reflects the role played
by data in enabling breakthrough technologies such
as Al.

(i) Facilitating cross-border flows of data. This partly
reflects the fact that restrictions on cross-border data
impose trade costs, i.e. they are a form of non-tariff
barrier to trade. It also reflects the fact that, as an
economy with a comparative advantage in data-
intensive activities, the UK benefits from access to
data at scale. Scale is a constraint for a medium-sized
economy and removing barriers to cross-border
trade can help to alleviate this constraint.

(iii) Creating trust in the data regime. “Trust” is
related to perceptions of security and privacy. Trust
can be considered a public good in the technical
sense of the word in that it is difficult to provide it to
one user without providing it to all, and a particular
user benefiting from it does not detract from the
benefits enjoyed by others. Trust is valued as an end
in and of itself, but also has wider benefits in that it
can, to some extent, facilitate data sharing, which in
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turn has further benefits reflecting the use of data at
scale (see above).'®

There are, therefore, multiple objectives that
policymakers need to manage, and trade-offs that
go with these. The “trust” — “free flow of data”
issue is one example. As with all regulations that
deal with market failures, measures to improve

trust can improve economic outcomes. In particular,
supporting economic value creation by increasing
the scope for data sharing, including across borders.
At the same time, regulatory measures in relation to
data can introduce trade costs, particularly if they
differ across jurisdictions, and impose a degree of
restriction that is not proportionate to the expected
benefits.

In practice, the evolution of UK data policy reveals
attempts to navigate these different trade-offs. The
UK General Data Protection Regulation (UK GDPR)
and Data Act of 2018 sought, in broad terms, to
create a high level of trust while mitigating the
possibility of impediment to cross-border flows,
particularly with respect to the EU. The 2024

Data (Use and Access) Bill sought to introduce
some changes to facilitate the use of data relative
to the GDPR baseline. In particular, it broadens

the degree of consent that can be obtained for
research purposes and also modifies approaches
to international transfers by, notably, giving

the Secretary of State powers to consider the
“desirability” of making transfers to third countries.

6.5.3 Approach to Al and Al regulation

In contrast to the EU, the UK did not (at the time

of writing) have a bespoke Act regulating Al. The
Government had foreshadowed, in both 2024 and
early 2025, the introduction of bespoke legislation.
However, partly in response to changes to
approaches to Al regulation in the US following the
2024 Presidential Election, the development of new
legislation was put on hold.

At present, the framework for Al derives to a

large extent from the Al White Paper of 2023.

This sets out a “principles-based” approach, i.e.

it requires regulators to uphold the following

five principles: safety, security and robustness;
appropriate transparency and explainability; fairness;
accountability and governance; and contestability
and redress. The aim is to enable regulators to
develop bespoke approaches to Al that respond to
sector specificities and impose requirements that are
proportionate to the benefits pursued. The intention
is that a principles-based approach will balance

the need to preserve incentives for innovation with
remedies for market failure, and in so doing ensure
the UK's global position in the development of Al.

In parallel to the principles-based approach, the UK
Government has also emphasised the role of the Al
assurance market (which it expects to grow to over
£1 trillion by 2035) in increasing the trustworthiness
and reliability of Al." The Government sees its role
in relation to Al assurance as providing an enabling
framework, the intention being to stimulate a
particular industry (Al assurance) in which the UK is
seen to have strengths, and in so doing promote
broader policy objectives (e.g. trust). The approach
is consistent with a light-touch approach to Al
regulation, which is seen as important for stimulating
investment in these activities.

Consistent with this philosophy, the Al Opportunities
Action Plan (presented in 2025) underscored the role
of a principles-based approach to Al regulation and
identified three central pillars for the development
of Al in the UK. These are: infrastructure and
investment, notably via an investment in “compute
capacity” and through the establishment of Al
growth zones; data access, notably via the creation
of a National Data Library to make public sector data
more accessible for Al innovation and support ethical
data usage; and the attraction of skills, through
scholarships, fellowships, upskilling the workforce,
and reviewing immigration rules to attract global
talent. All three planks have potential spillovers into
trade policy. For example, investment in compute
capacity involves the use of specific subsidies; the
creation of a data library touches on issues of cross-
border movements of data; and the skills mandate
raises issues of mobility in relation, amongst other
things, to services trade.

6.5.4 Digital Services Tax

The UK introduced a digital services tax in 2020,
levied on operators of search engines, social media
services and online platforms based on revenues
generated through UK-based users. Businesses

are liable to a Digital Services Tax (DST) when the
group’s worldwide revenues from these digital
activities are more than £500 million and more than
£25 million of these revenues are derived from UK
users. The tax rate is set at 2% of revenue from UK
users. Tax revenues in the first year of operation
amounted to around £360 million and were
reportedly around £800 million in 2024.

The DST reflects concerns about the extent to which
digital operators are able to earn abnormal profits
because of network effects and economies of scale.
It also reflects broader concerns about the extent
to which multinationals pay tax in the countries in
which they operate. The tax was initially intended
as a temporary measure pending the finalisation

of a multilateral solution, under the auspices of

the OECD, on the taxation of multinationals,
including digital sector businesses. However, such a
multilateral solution did not eventuate.
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The US has argued that the tax falls
disproportionately on US businesses, and that it is
therefore de facto discriminatory and in violation of
GATT Article lll. The US has threatened retaliation if
the tax is not rescinded.?

6.6 Trade policy measures
and arrangements

6.6.1 UK trade policy measures affecting
digital sectors

As measured by the OECD's Services Trade
Restrictiveness Index (STRI), the UK has, on the
whole, more liberal regimes in digitally-intensive
sectors compared to other industrialised (OECD)
countries and the EEA. This is particularly

visible for core ICT sectors (computing and
telecommunications), and the principal exception is
accounting.

Restrictions on foreign entry (notably local presence
requirements) are one significant source of
restrictiveness (in banking and broadcasting) in the
UK. While restrictions on the movement of people
are visible in core ICT sectors and on engineering.
This is particularly true in computer services. Given
the emphasis placed by both the industrial and trade
strategies on access to skills in the development of
technologies such as Al, liberalising these restrictions
may stimulate growth of these sectors in the UK.

Recognition of the benefits of such liberalisation may
explain why recent trends in the UK seem to point

to a reduction in restrictions, in contrast to other
comparable partner countries.

The OECD’s digital trade restrictiveness index

also suggests that on specific digital policy issues
affecting trade, the UK is more liberal than OECD
and EEA counterparts. The main outstanding
element of restrictiveness relates to barriers that
may affect the framework for electronic transactions.
According to the OECD’s methodology, this

is because the UK is not party to the United

Nations Convention on the Use of Electronic
Communications in International Contracts prepared
by the United Nations Commission on International
Trade Law.

Figure 6.6: Restrictiveness in selected digital sectors in 2024, UK compared to EEA and OECD
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Figure 6.7: Changes to restrictiveness, UK compared to OECD and EEA, 2020-2024
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Figure 6.8: Digital trade restrictiveness 2024, UK compared to OECD and EEA (OECD 2025)
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6.6.2 International positioning

The Trade Strategy, having noted the UK'’s
strengths in digital sectors and trade, highlights
the importance of negotiating trade disciplines to
reduce trade costs affecting these sectors. The UK
has sought to pursue this agenda through FTAs,
bespoke digital agreements, and through WTO
processes.

6.6.3 FTAs and digital agreements

6.6.3.1 Comparisons of different agreements
FTA chapters on digital trade and bespoke
agreements on digital trade focused in the first
instance on the narrower definition of digital trade,
i.e. trade that is digitally ordered but physically
delivered or digitally delivered. More recently, FTA
digital chapters and digital trade agreements have
addressed a broader range of policy and regulatory
questions, particularly in relation to emerging
technologies. The trade of digitally-intensive sectors
is left to commitments on specific sectors (e.g.
computer services and telecommunications, and
financial services).

The table overleaf (Table 6.1) provides an overview
of the main categories of provisions in selected
agreements negotiated by the UK. The categories
draw on a classification developed by the UK
Board of Trade.?' The agreements are: the UK-
Singapore DEA , the UK-Australia FTA, the UK-Japan
Comprehensive Economic Partnership Agreement
(CEPA), the CPTPP and the digital chapter of TCA.
By way of comparison, we also provide information
on the Australia, New Zealand, Chile, and Korea
Digital Economy Partnership Agreement (DEPA),
accession to which the UK is reportedly exploring.??
The UK has also signed a digital trade agreement
with Ukraine, largely along the model of the DEA,
supplementing the UK-Ukraine FTA.

The table allows some comparisons to be drawn
across agreements, with the caveat that information
for the UK-EU TCA needs to be interpreted in the
broader context of UK-EU relations. Notably the fact
that certain matters are addressed by EU legislation
that had been transposed into UK legislation

before the UK left the EU and were retained after
departure. This includes, for example, the elDAS
regulation, which established a framework for
electronic identification and trust services.

All agreements listed include commitments to

free movement of cross-border data flows and
prohibitions of data localisation requirements,

while allowing scope for parties to take measures
necessary for legitimate public policy objectives. The
UK's FTAs with Japan and Australia, respectively, and
the UK-Singapore DEA can be read in conjunction
with the CPTPP, since Australia, Japan, Singapore
and the UK are also parties to the CPTPP. The UK’s
accession to the CPTPP became effective after the
entry into force of the bilateral arrangements. The
UK-Australia and UK-Singapore DEA go beyond
CPTPP commitments; while in the case of Japan, the
CPTPP covers issues not addressed in the bilateral
UK-Japan FTA. Bilateral dealings with Japan,

Korea and Singapore are also covered by further
frameworks for digital partnerships (see below).

The UK-Singapore DEA was negotiated pursuant to
the UK-Singapore FTA, which itself was a “roll-over”
of the EU-Singapore FTA the UK had been party to
prior to exiting the EU. The DEA reflects a desire
by both parties to deepen collaboration on digital
matters. The DEA is substantially deeper in breadth
and depth of coverage than the other preferential
digital trade provisions to which the UK is party, and
this is especially visible in relation to category five,
which goes beyond digital trade matters per se to
address deeper digital economy issues.

The treatment of category five issues in the DEA is
more comprehensive than that found in the four-
country DEPA, which had been the initial benchmark
for digital cooperation set by countries that wish to
expand on existing commitments. For example, the
DEA explicitly covers a wider range of emerging
technologies and digital sectors, and also deals

with broader issues such as decent work conditions.
Moreover, the scope of provisions is deeper and
more specific in the DEA than DEPA. This is notably
the case on matters of cybersecurity and on
governance and policy frameworks regarding Al and
other emerging technologies.

As highlighted in section 6.3.2, both the UK and
Singapore score highly on indices of revealed
comparative advantage in digital sectors. This

could explain the depth of the DEA. The traditional
view of trade agreements is that the benefits of
trade and mutual liberalisation are stronger when
economies are dissimilar i.e have different sources
of comparative advantage. However, the specific
aspects of digital economies, such as economies of
scale related to data access, specialisation in value
chains, and network effects relating to platforms,
could explain why economies with similar patterns
of comparative advantage may find it beneficial to
closely integrate. Both parties also see themselves
as digital hubs in their respective regions. Given that
context, and the baseline provided by the CPTPP,
the conditions were therefore in place for the UK
and Singapore to negotiate extensive commitments.
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Table 6.1: Comparison of digital trade provisions — selected digital agreements and FTAs

DEPA DEA UK- CEPA CPTPP
Australia

Category One: provisions for open digital markets

Non-imposition of customs duties on  Art3.2 Art 8.59 Art14.3  Art8.72 Art14.3
electronic transmissions and digital
products

Non-discriminatory treatment of Art 3.3 Art 14.4
digital products

Core principles for Information and Art 3.4 Art 8.61- Art19 Art 8.86
communication technology products J
that use cryptography

Generally applicable domestic Art 8.73
regulation affecting e-commerce

Category Two: Provisions that promote digital trade facilitation

Domestic electronic transactions Art 2.3 Art8.60 Art14.4 Art 14.5
framework
Electronic invoicing Art 2.5 Art 8.61- Art14.9
A
Electronic authentication and Art8.61 Art145 877 Art 14.6
electronic signatures
Paperless trading Art 2.2 Art 8.61- Art14.8 Art 14.9
B
Electronic payments Art 2.7 Art 8.54- Art 14.8
A
Efficient cross-border logistics Art 2.4 Art 8.61-
C
Express shipments Art 2.6

Category Three: Provisions that promote cross-border

Free cross-border data flow Art4.3 Art 8.61- Art 14.10 Art8.84 Art14.1
F

Personal data protection Art 4.2 Art 8.61- Art14.12 Art8.80 Art14.8
E

Ban on data localisation requirements Art 4.4 Art 8.61- Art14.11 Art8.85 Art14.3
G

Category Four: Provisions for safeguarding consumer and business

Ban on disclosure of source code Art 8.61- Art14.18 Art8.73 Art14.7
K

Online Safety and Security Art 5.2 Art 8.61-
@)

Online consumer protection Art 6.3 Art 8.61- Art14.16 Art8.79 Art14.7
M

Unsolicited commercial electronic Art 6.2 Art 8.61- Art14.17 Art8.81 Art14.4

messages M

Cybersecurity cooperation Art 5.1 Art 8.61- Art 14.20 Art 14.16
L

EU-UK
TCA

Art 203

Art 206

Art 201

Art 202

Art 201

Art 207

Art 208

Art 209

Art 703-
707
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DEPA

DEA CEIRE EU-UK

TCA

UK-
Australia

CEPA

Category Five: Cooperation and provisions that aim to promote inclusion in digital trade and regulatory
cooperation of emerging technologies and innovation

Digital Identities Art 7.1
Cooperation on specific tech sectors Art 8.1
(fintech, law tech etc) (fintech)
Art 8.53 (fintech and Regtech)
Artificial Intelligence
- General provisions and recognition Art 8.2
of importance of ethical, trusted,
safe and responsible development
- Specific provisions on cooperation
and reference to principles
underpinning common frameworks
Other emerging technologies (loT,
Digital twins, distributed ledger,
immersive tech)
Data Innovation Art 9.4
Open Government Data Art 9.5
Open Internet Access
SMEs Art 10.1-
4

Standards and conformity assessment
for digital trade

Submarine telecommunications cable
systems

Stakeholder engagement

Digital inclusion and decent work
conditions

Source: Own elaboration from texts of the agreements

A point of contrast with the extensive commitments
under the DEA with Singapore is the more recent
FTA concluded between the UK and India, which
also includes a digital chapter. The analysis in section
6.3.2 highlighted that, like Singapore, India had

a comparative advantage in core digital sectors.
However, whilst the commitments under the chapter
are the most extensive undertaken by India, they are
relatively limited compared to the provisions of other
FTAs. In particular, there is no binding commitment
in favour of freedom of cross-border data flows

or avoiding data localisation, nor refraining from

Art 8.61-
S

Art
8.61-T
(lawtech)

Art 14.7

Art 8.61-

Art 8.61-
R(2). 3)

8.61-R

Art 8.61-I

Art 8.61-
H

Art 14.14

Art 14.13 Art 210

Art 14.15

Art 8.61- Art 14.21

Q

Art 14.15

Art 8.61-
D

Art 8.38

Art 8.61-
\

Art 8.61-
P

imposing duties on electronic transmissions. This
reflects long-standing “red lines” for India that

the UK was willing to accept in return for having

a chapter on digital trade that includes, notably, a
commitment not to require source code disclosure.

A further point of contrast lies in the difference

in density between, on one hand, commitments
between the UK and the EU under the TCA, and
on the other, commitments between the UK and
its partners in the Asia-Pacific region (even with the
caveats mentioned above in relation to the TCA).
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This contrast is even starker given the context of the
previously high level of integration between the UK
and the EU, and the importance of bilateral UK-EU
trade to the UK’s overall trade structure (see Chapter
1). The specific characteristics of the digital activities,
and the challenges associated with digital regulation
all point to the potential for gains from deeper
UK-EU integration. Perhaps in recognition of this,
there have been calls for a UK-EU Digital Dialogue,
building on the existing bilateral dialogues on
Cybersecurity that have taken place under the TCA.2

6.6.3.2 Other forms of cooperation

The UK has supplemented its treaty commitments
under FTAs and the DEA with other arrangements for
bilateral cooperation that are not legally binding. The
UK has thus concluded separate digital partnerships
with, respectively, Korea and Japan. Both follow a
similar structure, in that they are each based on four
“pillars” that each cover a specific thematic area of
collaboration. Collaboration covers a wide range of
matters, including products such as semi-conductors,
technologies (notably Al and quantum) and policy
matters such as data, cybersecurity, and standards.
Both agreements also contain references to linkages
between geopolitical concerns and specific digital
economy issues (see also chapter 5).2 There are also
differences in emphasis: the UK-Japan agreement has
a greater emphasis on certain broader issues such as
the digital transformation and regulatory cooperation,
while the UK-Korea agreement has an entire pillar
related to cybersecurity.

The DEA between the UK and Singapore is
supplemented by two MoUs on, respectively,
Emerging Technologies, and on Data Cooperation;
and a separate Memorandum of Cooperation

(MoC) on Al Safety Collaboration.?® The MoUs
provide additional detail on matters identified in the
DEA. The one on emerging technologies focuses
specifically on Al and the promotion of business
opportunities and collaboration on regulation and
policy matters (including specifically the role of Al in
health systems). The MoU on Data commits parties,
inter alia, to various knowledge sharing activities and
on “working to a new set of standards on publishing
anonymised government datasets to improve global
cooperation”. The MoC focuses on collaboration
between the institutions responsible for Al safety in
both countries.? It reflects in part the commercial
interest that the UK has in the Al assurance market
(see discussion in section 5.4.2 in relation to Al).

Finally, pursuant to the Economic Prosperity Deal
(EPD) concluded between the UK and the US, and
announcements of large-scale US investments in
technology in the UK (the “UK-US Technology
Prosperity Deal”) both parties announced in
September 2025 a MoU addressing various
aspects of technology. The areas covered include
Al, Quantum and what the MoU describes as the
“Foundations of Frontier Innovation”. The MoU

says both parties “intend to collaborate” on these
different issues, including through cooperation
between government agencies, the development of
“pro-innovation” regulatory and policy frameworks,
and through the mutual development of exports.

6.6.3.3 Potential benefits and interaction with
domestic policies

With the enthusiasm for digital trade provisions,

an obvious question concerns the effectiveness of
these different provisions in stimulating trade. Given
the recent entry into force of these arrangements,
assessments need to draw on policy simulation.
Studies that have modelled the effects of FTAs
suggest that “deep FTAs"” are able to boost bilateral
trade significantly. Deep FTAs are typically ones that
include provisions on regulatory and institutional
cooperation, are comprehensive in their coverage
(notably through a “negative list” approach) and
have standstill or ratchet clauses.?” The CPTPP, plus
the UK's agreements with Australia and Japan,
would qualify as deep agreements; and likewise,

the provisions of the DEA and DEPA are “deep in
relation to digital”. The TCA is also deeper than
conventional FTAs, but also represents a much lower
standard of integration compared to membership of
the EU, or participation in the single market. Recent
analysis published by the OECD suggests that digital
provisions concluded by the UK are indeed deeper
than those signed by other OECD countries.? The
range of estimated effects of deep agreements is
uncertain — put at between 15-65% increase to
bilateral trade — but tends to underscore the merits
of entering into these agreements.

Granted that FTAs with deeper provisions are trade-
enhancing, they nevertheless raise further questions
as to how the intersection between trade and
broader issues of digital governance is managed.
The issue arises because of a conjunction of factors:
the role that provisions relating to institutional
cooperation play in “deepening” trade agreements;
the fact that good institutional and regulatory design
is highly context-specific (reflecting, for example,
different social attitudes to risk); and, largely as a
consequence of context-specificity, significant global
divergences in approaches to the governance of
digital matters.

This is seen perhaps most clearly in relation to data
flows and Al In relation to data, as already observed,
the Trade Strategy articulates the notion of data as a
resource and sees policy towards data as a key plank
of trade policy. The partners with which the UK has
entered into trade agreements differ considerably

in their approach to data governance. There is a
general recognition of a tripolar world in relation to
data governance, centred around, respectively, the
US, the EU and China.? There are various nuances
across other countries.
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In relation to Al, the UK's approach favours sector-
specific regulation based on five core principles,
rather than the horizontal approach favoured by

the EU. The latter is influenced by the rights-based
approach to regulation. The asserted rationale for
the UK’s approach is that it is deemed to be pro-
innovation, partly because it is seen as a “lighter”
touch than the EU’s horizontal approach. At the
same time, the UK's approach is less laissez-faire
than the approach adopted by the US, following the
2025 Executive Order entitled “Removing Barriers to
American Leadership in Artificial Intelligence,” and
provisions of the One Big Beautiful Bill (May 2025),
which leaves Al regulations to states and localities.

In practice, the UK's approach to provisions on
digital trade has demonstrated a degree of flexibility
in relation to broader issues of digital governance.
For example, the TCA between the UK and the

EU contains specific provisions that balance

trade liberalisation objectives with broader policy
objectives, particularly via a reference upholding

the “right to regulate” for legitimate public policy
objectives. Agreements with Australia, Japan and
Singapore do not refer to the right to regulate but
do include references to creating trust and consumer
confidence or a secure digital environment.*®

More broadly, as can be inferred from the discussion
of various aspects of digital regulation, the UK’s
approach seems to steer a middle course between
the EU and the US. This approach, coupled with
case-by-case approaches to negotiations, may be
considered pragmatic. However, a question that
arises is how far this approach may be replicable

on a larger scale, given global divergences in
approaches to digital governance issues, and thus
the extent to which commitments undertaken in
relation to a subset of parties can be reconciled with
commitments to another subset? For example, the
recent UK-US “Economic Prosperity Deal” commits
both parties to negotiate “an ambitious set of digital
trade provisions that will include within its scope
services”. As observed above, the MoU between
the US and UK on technology also addresses
regulatory and policy frameworks. How far these
bilateral arrangements, and the practices that follow,
can be reconciled with, for instance, commitments
undertaken in relation to the EU remains uncertain
(especially in light of US hostility towards EU
approaches to digital regulation). Signs that the
UK's regulatory philosophy may be more inclined
towards that of the US may be seen in the UK's
decision to join the US in refraining from signing an
international declaration on Al safety at a summit in
Paris in February 2025 on the grounds that doing so
could constrain both Al growth and national security.
Moreover, a desire to avoid US tariffs could push
the UK into a more laissez-faire approach to digital
regulation and taxation.

A final observation is that the UK's negotiation of
digital provisions under FTAs has often run in parallel
to, and sometimes in advance of, the development
of its domestic policy framework, For example, DEA
Article 8.61-R 2(b) commits the UK and Singapore

to “utilising risk-based approaches to regulation [of
Al and other emerging technologies] that are based
on industry-led standards and risk management
best practices”. This is a substantive commitment

on the nature of regulation, applicable as of June
2022 when the DEA came into force. The UK's White
Paper on Al regulation was presented to Parliament
in March 2023. While the DEA is a bilateral
agreement, provisions that deal with overarching
regulatory principles, by their nature, will tend to
apply across the board and therefore shape the
general direction of regulation. Similar observations
may apply to other matters, notably provisions
relating to source code disclosure.

The issue here is not to debate the merits of a
particular approach to regulation or to assess the
consistency of the White Paper with DEA provisions.
Rather, it is to highlight a broader point about

the processes underpinning policy development,
including the sequencing between domestic policy
development and international commitments.

This has implications for the effectiveness of
parliamentary input into key areas of policy, given
that the extent of parliamentary scrutiny of the

UK'’s trade deals has been limited.3' Various written
submissions to Parliament have also observed

that digital trade provisions may not reflect the
concerns of non-business stakeholders adequately,
notwithstanding commitments in digital trade
agreements on effective stakeholder engagement.?

6.6.4 The WTO and related processes

The UK has been an active proponent of the

WTO Joint Statement Initiative on e-commerce.
Negotiations on the latter achieved a stabilised

text in June 2024. The contents of that text reflect
many of the provisions the UK has included in the
digital chapters of its FTAs. Notable exceptions
include provisions on cross-border data flows and
on source code, which were excluded from the

text following the withdrawal of support for such
provisions by the US. Separately, the UK has also
supported the continuation of the WTO moratorium
on duties applicable to electronic transmissions,
which is now due to lapse at the latest by 31 March
2026. The prospect of the moratorium ending may
further stimulate the negotiation of such provisions
in preferential agreements, though, as observed with
the UK-India FTA, countries that are not supportive
of the moratorium at the WTO are unlikely to

enter into preferential arrangements regarding its
continuation.
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6.6.5 Concerns over fragmentation and its
costs.

By “fragmentation”, we mean policy and regulatory
interventions that raise trade costs. While the
pursuit of legitimate policy and regulatory objectives
is recognised by trade law and agreements, the
intent has been to ensure these do not introduce
unnecessary costs, in particular, by ensuring
cooperation. Recently, the phenomenon of
fragmentation has been driven explicitly by a desire
to reduce interdependencies between countries,
notably in relation to sectors that we have described
in this section as being “digital”.

Fragmentation comes at a cost. The IMF estimates
these as ranging from 0.2% to 7% of global GDP.3
A recent joint report by the WTO and OECD points
to significant costs from data localisation alone

- these could amount to GDP losses of close to
4.5% globally.* The estimates are in line with those
calculated for the UK, which estimated GDP losses
of between 1.2% and 2.3% from data localisation
scenarios.®® These costs may well be underestimates
since the underlying modelling strategies do not
account for lost opportunities for breakthroughs in
technologies, such as Al, that are heavily dependent
on cross-border flows of data.

The drivers of fragmentation include the pursuit of
broader public policy objectives, such as personal
data security and economic security. Hence, research
revealing the costs of fragmentation serves to
highlight the need to assess the trade-offs between
these costs and the value attached to some of these
broader objectives. How far the UK’s pursuit of
ambitious digital trade provisions helps to manage
these trade-offs for the UK, and how far they can
foster collaborative approaches to managing these
trade-offs, remains to be seen.

6.7 Conclusions and
recommendations

Digital sectors are central to the UK’s trade and
economic performance, and the UK also plays

an important role in the development of these
sectors globally. UK policy towards these sectors is
largely geared to enhancing the contribution these
sectors make to productivity and growth. Policy
interventions can be characterised as those that
seek to address market failures that may impede

the UK's ability to exploit its comparative advantage
in these sectors. The instruments chosen for these
interventions are largely consistent with principles of
good policy design in that they seek to tackle market
failures at source. These instruments will, at the same
time, have trade spillovers.

The UK has also sought to foster digital sectors
through the conclusion of trade provisions, notably
through chapters of FTAs and bespoke agreements
in digital trade. By and large, these provisions

are consistent with those found in “deep trade
agreements” that are observed to have a significant
effect on stimulating trade between participating
countries. The provisions of the DEA with Singapore
are among the most extensive negotiated to date
globally in the digital area. The pursuit of deep
provisions on digital issues is consistent with patterns
of comparative advantage for the UK, and indeed,
for a number of its trade partners.

Because many of these “deep” provisions include
matters of institutional and regulatory cooperation,
the UK faces the challenge of navigating a

world characterised by significant divergences in
approaches to regulation and digital governance.
By and large, the UK has attempted to steer a
middle course between jurisdictions that follow a
more prescriptive approach, such as the EU and
ones that are more laissez-faire, such as the US.
The intention is to ensure that regulation does

not constrain investment and innovation in digital
sectors, while ensuring that there is sufficient trust
and stability in these sectors to meet societal
expectations regarding personal data protection and
cybersecurity, and also economic security concerns
arising from control and dependencies related to
data flows. Increased fragmentation in the global
economy and the strain imposed on multilateral
institutions by unilateral actions are likely to
increase the difficulties faced by the UK in charting
this “middle course”. The negotiation of deep
trade commitments on digital matters has usually
happened in parallel to, and often in advance of,
domestic policy, raising issues of policy design and
sequencing, and of parliamentary scrutiny.

Recommendations:

o Further data collection by UK authorities and
international institutions is needed on digital
trade issues, including data flows and firm-level
participation in digital trade.

Further data collection by UK authorities and
international institutions is needed on how value
chains in emerging technologies work, such as Al
and quantum.

® The UK should establish evaluation frameworks
to understand how far interventions under the
Industrial Strategy have helped the UK exploit
sources of comparative advantage in digital
sectors.
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¢ In collaboration with trade partners and
international institutions , the UK should
evaluate the effects of digital trade provisions
on businesses, notably small and medium
enterprises, and society generally, to enhance an
understanding of which types of provisions matter.

® The UK should evaluate how digital trade
provisions interact with domestic policy
formulation.

¢ The UK should evaluate how specific matters of
digital policy (such as cybersecurity, data flows,
market concentration in technologies and service
providers) interact with economic security.

¢ The UK should evaluate public preferences and
value attached to matters such as Al safety and
trust, and the protection of personal data, to
enable policymakers to value trade-offs between
trade policy objectives and broader objectives.

* Improve parliamentary scrutiny and opportunities
for effective engagement of stakeholders beyond
business in the formulation of policies and
commitments.
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Chapter 7: Trade and sustainability

Chapter overview

This chapter reviews the relationship between trade and sustainability in UK trade policy. It highlights the

UK Government's core goals and objectives relating to trade and sustainability, and the relevant trade policy
instruments proposed and adopted; what trade-offs between sustainability and trade are addressed in UK trade
policy; and how the Government's core goals, objectives and trade policy instruments align with business and UK
consumers’ priorities.

. ¢ A challenge, which is not addressed in the
Key pOIﬂtS policy documents, is that different sectors
will be accorded a different priority in trade

e Sustainability has a considerably lower priority in policymaking depending on the issues being
the ‘trade corpus’ documents than the goal of discussed and which government department
economic growth, but has a similar level to the is leading those discussions. The trade-offs
goals of resilience, economic security, and the between sectors, and between core government
promotion of trade. goals and objectives and thus policy cohesion

. . . becomes much more difficult.
® The terms “sustainability”, “sustainable”,

“sustainably” and “sustainable development” ® The UK Government's ability to introduce policy
are used interchangeably throughout tools to address trade and sustainability does
government documents to cover a wide range not take place in a regulatory vacuum. Instead,
of contexts and overarching goals. the UK operates within a complex global

regulatory environment that prescribes the
policy space in which government can or must
act in relation to sustainability and the tools it
can use to address the interconnection between
sustainability and trade.

e Sustainability and growth are seen as mutually
reinforcing within government trade discourse,
but with little recognition that there may
also be trade-offs between, for example,
economic growth, social cohesion, economic

development, and climate change impacts. e The UK is displaying leadership in some
multilateral forums such as the WTO. However,
there is still some disconnect between the
UK'’s multilateral leadership in fossil fuel
subsidy reductions and the reality in the UK,
even though the UK Trade Strategy indicates

a shift away from reliance on fossil fuels as an
important trade policy objective.

* Trade policy instruments, like subsidies, tariffs,
or supply chain requirements, can be used
to address domestic policy goals, but some
instruments can also increase costs to business,
which, in turn, may adversely impact economic
growth.

¢ The circular economy, energy and biodiversity
are key priority areas within UK trade policy
aimed at sustainability. The complex trade-offs
between energy production and climate change
receive less attention in government strategy
documents than the positive impacts of clean
energy technologies and the energy transition
on sustainability.

¢ The UK's free trade agreements demonstrate
a strong commitment to sustainability in areas
like emissions reductions and elimination of
biodiversity loss, retaining high food standards,
animal welfare protections, and animal and plant
health standards. The level of ambition and
obligations differs among the trade agreements,
with the UK-TCA and UK-New Zealand FTA
having the most extensive commitments on
sustainability.




157 | UK Trade Policy: An Independent Review

7.1 Introduction

This chapter reviews the relationship between trade
and sustainability in UK trade policy. Section 7.2
focuses on what the UK Government means by the
term “sustainability” for the purposes of UK trade
policy. This section evaluates the extent to which
the Government'’s understanding of “sustainability”
is coherent across its core trade policy goals and
how trade-offs between sustainability and trade are
addressed. Section 7.2 also considers the objectives
/ key priorities for UK trade policy and sustainability
and identifies the sectors the UK is prioritising and
the challenges around that choice. Section 7.3
highlights the key trade policy tools used by the UK
Government to address sustainability. This analysis
concentrates on policy outcomes, effectiveness,
and coherence between the UK’s multilateral and
domestic policy goals, together with coordination
challenges experienced by government departments
charged with overseeing the implementation of
these policies. Section 7.4 sets out the challenges
that arise.

We focus on sustainability in this chapter because of
its importance in public policy discourse. The Trade
Strategy (2025) states that “we must remember,
too, our commitments to the international rule of
law and environmentally sustainable trade”.' The
Government's report, as part of the WTO Trade
Policy Review process, has a chapter devoted to
sustainable and inclusive trade, and affirms that

the Trade Strategy “is aimed at achieving long

term sustainable, inclusive, and resilient growth
through trade”.? Issues of sustainability, such as high
food standards and high environmental standards
especially around pesticide use in food production,
were also rated by participants in the citizens jury
work we commissioned as a high or very high policy
priority for the UK Government. These issues have
been consistently highlighted among the top five
priorities for citizens in the Public Attitudes to
Trade Tracker Survey (PATT) commissioned by the
Department for Business and Trade.? Our call for
evidence and roundtable discussions with business
and civil society also identified sustainability as a
key objective and at the same time a key strategic
challenge for businesses operating along complex
supply chains where sustainability requirements
impact cross-border trade flows.

Throughout our analysis, we draw a distinction
between: UK trade policy instruments that are
designed to ensure the UK is trading sustainably;
other policy instruments that are directed to
sustainability goals but which have an indirect effect
on trade; and trade policy instruments not explicitly
designed to address sustainability but which
nevertheless have impacts on sustainability. Within
these three broad categories, we further highlight

that the UK Government uses trade policy tools to
address sustainability in the UK and that such tools
can have trade effects; that the UK is a signatory

or participant to other multilateral policy tools that
have effects on trade beyond the UK, whether or
not these are legally binding on the UK or not; and
that the UK adopts unilateral policies that align with
multilateral goals that have trade effects.

7.2 Scope of sustainability in
UK trade policy

Our topic modelling and textual analysis of the
trade corpus indicate that economic growth is the
Government's dominant goal for UK trade policy. It
shows that “environment and sustainability” shares
the same relative importance to UK trade policy as
“resilience and economic security.”* This data was
presented Chapter 2 earlier, and is replicated in
Figure 7.1.

To understand in more detail how environment and
sustainability fit into UK trade policy, we undertook
a manual textual analysis to identify what the UK
Government means by the term “sustainability” in
the context of its trade policy.

We started with the 11 core strategy documents
relating to trade that form our ‘trade corpus,’ as
discussed in Chapter 2 of this report, together with
the current Labour Government's Industrial Strategy
and Trade Strategy issued in June 2025.5

We noted from the textual analysis of the

trade corpus that there is no fixed meaning

of “sustainability” for the purposes of the UK
Government's trade policy. Instead, the terms
“sustainability”, “sustainable”, “sustainably” and
“sustainable development” are used interchangeably
throughout these documents to cover a wide range
of overarching goals. These range from guaranteeing
the continued success of supply chains, despite
disruption caused by conflict or pandemics;®

to ensuring that financial support given by the
Government to businesses in important areas, like
manufacturing, enables businesses to continue in

the long term;” how resource allocation should take
place within government to ensure levelling up in the
regions of the UK;® as well as how resources should
be allocated to support low-income countries;’

and the ways that the UK should pursue economic
growth and other important policies in the face of
accelerating climate change and biodiversity loss.™
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Figure 7.1: Core goals related to trade within the trade corpus

7.1 Goals underpinning the trade corpus

B Text Analysis B Topic Modelling

15

RPI Score

0.5

Source: Own calculations using the trade corpus

We found too that a number of key strategy
documents that refer to sustainability, such as

the Net Zero Strategy and Climate Change
Strategy 2021-2024, were issued under the
Conservative Government during the premiership
of Boris Johnson." Whilst the Conservative
Government under Prime Minister Theresa May
made commitments towards net zero and the
circular economy, the Johnson administration was
especially focused on sustainability issues in general,
particularly commitments around the environmental
aspects of sustainability.

For example, Boris Johnson's administration

set targets for increases in the sale of electric

cars and energy generated from off-shore wind

to accelerate the UK’s shift to net zero carbon
emissions, introduced domestic targets for halting
biodiversity loss with the slogan, “build back
better,” and changed the way trade policy tools,
such as subsidies, were used to support domestic
agricultural production in England.’ Over the
period 2021-2022, the UK held the Presidency of
COP26, which helped to focus public attention,
but also that of government and policymakers

on the climate and environment. This was also a
period where geopolitical tensions were much less
pronounced and so were not competing with the
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Government led by Rishi Sunak, who championed

continued reliance on fossil fuels and suffered from
accusations of backsliding on government policies
aimed at preventing further climate change.™

The Industrial Strategy and Trade Strategy, issued
by the Labour Government in June 2025, use
“sustainability” in multiple ways too. A theme
returned to repeatedly in both documents is the
need to link sustainability to the Government's

core objective of economic growth, with the

term “sustainable growth / sustainable economic
growth” used in both strategies. For example, the
Industrial Strategy connects “sustainable growth”
to “economic resilience” to signify that economic
growth should be able to continue long term without
interruption and that it should also not exacerbate
climate change. It states explicitly that: “[t]here can
be no plan for economic stability or sustainable
growth that does not include a plan for net zero.”"®
The Trade Strategy mirrors this approach, linking
sustainability to environmental issues, particularly
climate change and resilience, noting that the
Government's “trade priorities and climate ambitions
must mesh together” to enable UK businesses to
take advantage of the growing international market
for green technology.

The Trade Strategy also emphasises how the UK
should connect trade and sustainability in multilateral
forums focused on trade, such as the WTO. For
example, that the UK should show leadership in
championing environmental sustainability.
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The Trade Strategy adopts the term “sustainable
growth” in a different way too, emphasising the
economic aspects of sustainability. For example, it
focuses on the way policy tools that support non-
trade goals which have an indirect effect on trade,
such as international investment agreements, should
enable more UK business participation in global
value chains, create new market opportunities for UK
businesses, especially for SMEs, and enable business
to work efficiently.'®

What is significant about these approaches is the
way sustainability and growth are seen as mutually
reinforcing within the trade discourse, rather than
as involving trade-offs between multiple potentially
conflicting objectives: low carbon technology
exports, energy transition cooperation with partner
countries and efforts to decarbonise supply chains
are framed as both sustainability objectives and as
economic opportunities.

Both the protection of the environment and society
are key pillars of “sustainability,” as recognised

by the United Nations SDGs in addition to
economic prosperity for all.”” Despite this ambition
by the Government, trade-offs are inevitable in
policymaking. For example, Al is heralded in the
UK Trade Strategy as “transformative,” with the
potential to contribute over £47 billion to the UK
for the next ten years. The Trade Strategy does

not say how the Government intends to address

the negative climate impacts of large data centres
necessary to power that technology, or how the
impact on social cohesion from the potential loss of
jobs taken up by Al will be dealt with. As a 2021 PwC
Report indicates, over 18% of UK jobs are estimated
to be subject to a “high degree’ of automation over
the next ten years, with that figure rising to 30% over
the next twenty years, from a 2021 baseline.?

7.2.1 Priorities for sustainability in UK
trade policy

We turn now to identifying the UK Government's
stated priorities for sustainability and trade policy.
Our analysis of the trade corpus shows that
“environment and sustainability” is an important
core goal for UK trade policy as illustrated in Chapter
2, Figure 2.2, and as stated earlier, sustainability was
highlighted in the UK Government's recent report to
the WTO.

We then undertook further topic modelling and
textual analysis of the trade corpus to identify the
Government's objectives and priorities within that
broad “environment and sustainability” goal. We
found four clear identifiable objectives using this
method, as well as a residual ‘other’ category. These
are illustrated in Figure 7.2. Further details of the
methodology for isolating objectives from core goals
is set out in Chapter 2.

Figure 7.2: Sustainability objectives within UK the trade corpus

7.2: Sustainability objectives within UK the trade corpus

B Textual Analysis ™ Topic Modelling

08
0.6
L
o
O
w
T 04
[=
02
, I = s [ —
1T & S & £
&S & 3 &€ &
IS @ & S &
L @ & S
&5 F $ &
o & 5
LS e (3]
T (&) v
&5 $)
S5

Own calculations from the trade corpus



160 | UK Trade Policy: An Independent Review

Figure 7.2 shows that energy, climate change, the
circular economy and biodiversity are all important
objectives under the broader sustainability goal, and
that climate change and energy emerge as priorities
both in frequency and in the depth of policy
articulation.?” The ‘energy’ objective we identify,
refers to stated government objectives concentrated
on developing clean energy sources and other
forms of renewable energy that are necessary for
decarbonisation.

Their prominence is unsurprising given the UK’s
legal commitment to achieving net zero by 2050,
which effectively compels government departments
to align their strategies with reduction targets for
greenhouse gas emissions set by the 2015 Paris
Agreement to which the UK is a signatory. Fossil
fuels are a major driver of greenhouse gas emissions
so a switch to alternative energy sources is a logical
next step towards achieving these net zero targets.??

What is significant, however, is the way climate,
energy and economic growth are again only treated
as mutually reinforcing within the trade discourse:
low-carbon technology exports, energy transition
cooperation with partner countries, the shift to
electric vehicles and efforts to decarbonise supply
chains are framed as environmental and economic
objectives, resulting in positive opportunities for
growth and new jobs.

For example, the Trade Strategy highlights how net
zero sectors, like offshore wind and hydrogen, are
growing much faster than the rest of the economy,
with Scotland’s net zero economy estimated to have
grown by 21.3% since 2022. This success is framed
within the strategy as both an important economic
opportunity for UK businesses, with estimates
suggesting benefits to UK clean energy industries
of up to £1 trillion by 2030, and as key to the UK
reaching its emissions targets by 2030.

Both these objectives are then fused into a general
ambition for the UK to become a “clean energy
superpower” by 2050. The role of trade in this vision
is to facilitate the flow of inputs into the energy
sector, like batteries and critical minerals, increase
employment in these industries, and to support UK
exports of finished goods, like electric vehicles.?
This ‘'economic opportunity-positive climate change
and social impacts’ narrative is reiterated in the
Industrial Strategy: here clean energy industries?* are
singled out as one of the eight priority sectors by the
Government and as key to driving the UK's economic
growth going forward.?

Our analysis of the trade corpus and our textual
analysis of the latest Trade Strategy and Industrial
Strategy show that there is limited consideration

of the trade-offs between economic growth and
social cohesion, economic development, and climate
change impacts. For example, electric vehicles

may reduce carbon emissions and increase job
opportunities in the UK, but mining critical minerals
essential for the batteries in those vehicles may
negatively impacting habitats and drive greenhouse
gas emissions overseas, where those minerals are
sourced. Sourcing critical minerals from low-income
countries may result in biodiversity loss and further
compound existing environmental challenges

like climate change, as well as impact on the
development in low-income countries.?

Indeed, the trade-offs between the positive
economic, social and climate impacts in the UK
and the negative impacts in third countries of this
policy are not addressed. Neither is the complex
trade-off in the UK between positive impacts on
climate in the electric vehicles sectors and, for
example, the possibility of job losses depending
on the competitiveness of UK, or of greater
consumer indebtedness from the higher costs of the
electric vehicle, which can put further pressure on
jobs.# Whilst the Trade Strategy stresses that the
“Government’s goals for trade and for sustainable
growth can and must be mutually reinforcing,” this
is framed as the need to address a challenge to
UK businesses from the impacts of climate change
on global value chains, rather than as a direct
consequence of the UK's actions in promoting
emissions reduction in its own economy.

Where the Trade Strategy does recognise the need
for balance between growth on the one hand and
achieving domestic targets for reductions in climate
emissions and biodiversity loss on the other, is
framed more in terms of the UK giving financial
support to low-income countries coping with climate
change and meeting its multilateral initiatives to
deliver sustainable development under the UN
SDGs. There is less recognition that the UK may

be contributing to those problems. This is because
the focus is on technological innovations to combat
climate change and biodiversity loss that require
critical minerals.?® The UK’s ambition seems to be
instead that any balance between the Government'’s
core goals of economic growth and sustainability,
and the balance between the Government's

key objectives, trade and climate change and
biodiversity protection, should be met through other
domestic policy tools rather than through trade
policy per se. The Trade Strategy separates out the
Government's support for low-income countries into
a distinct ‘sustainable development’ policy to be
delivered through Economic Partnership Agreements
and a simplified Developing Country Trading Scheme
(DCTS),? rather than through domestic policies
balancing the trade-offs between impacts in the UK
and in third countries.®
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7.2.2 Sectoral focus for trade and
sustainability in UK trade policy

From our textual analysis and topic modelling of the
trade corpus we were able to identify 18 sectors that
feature strongly in government thinking about trade
policy. These sectors and their relative importance
were discussed in Chapter 2 (Section 2.9).

From the trade corpus, the critical minerals sector
was given the greatest prominence by successive
UK governments in trade policy. This is perhaps not
surprising given governments’ ongoing focus on
technological innovation as a driver for economic
growth and the key role that imports of critical
minerals play as an important input for other sectors
reliant on technology, like automotive industries,
digital trade, clean energy and Al. With the strong
focus on “sustainable growth” in both the trade and
industrial strategies, the UK’s legal commitment to
net zero by 2030 in the 2008 Climate Act and the
Government's continued emphasis on the key role
for technology in driving that change, we expected
to see greater emphasis in the Government strategy
documents on green industries and energy. But as
the range of topics addressed in these trade strategy
documents stretches beyond sustainability, we
observed that, while important, these sectors do not
receive greater attention than others, like services or
defence.

To understand which sectors might feature

strongly in government strategy around trade

and sustainability, we undertook a further textual
analysis and topic modelling of government strategy
documents focused predominantly on climate

change, the energy transition and environmental
protection — all key areas of sustainability addressed
in this chapter. We identified nine core government
strategy documents focusing on sustainability — five
with a focus on climate change, and four with regard
to biodiversity. One document — the New Zero
Strategy — also forms part of our trade corpus. These
documents form our sustainability corpus:

—_

The 25-year Environment Plan

The UK Export Finance Climate Change Strategy
The UK Battery Strategy

The UK Net Zero Strategy

The Industrial Decarbonisation Strategy

UK Hydrogen Strategy

Government Food Strategy

International Climate Finance Strategy

W o N~ e

Strategic Framework for International Climate
Action

We evaluated how these documents linked
sustainability and trade and what sectors were
accorded the greatest priority for government policy
action. To do this, we used the same methodology
as for the trade corpus and as detailed in Chapter 2.

In Figure 7.3, we combine both sets of information.
The height of the blue bars gives the importance of
each sector from the trade corpus; and analogously,
the red bars indicate their importance from the
sustainability corpus. Importance here is measured
by the number of documents in which any given
sector was mentioned.

Figure 7.3: Sector identified from the sustainability corpus

7.3 Sector priorities for sustainability and trade (trade corpus documents compared to sustainability strategy documents)
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Overall, there are 26 sectors, and out of these,
there are 12 that only appear in the trade corpus,

5 that only appear in the sustainability corpus and
nine sectors that appear in both — but with different
relative prioritisation as given by the frequency
count.

The sector with the highest priority in the
sustainability corpus is agriculture and food,

which appears in seven of the documents. This is
followed by automobiles (which includes electric
vehicles) and chemicals, which appear in five of the
documents. At the other end of the scale, service,
transport, construction, and aerospace only appear
in one of the documents in the corpus. Noticeably
agriculture and food and chemicals have significantly
higher prioritisation in the sustainability corpus

than the trade corpus. The converse is true for
services, aerospace, critical minerals, and maritime/
shipbuilding. This is likely to be the case because the
activities of companies in these sectors inevitably
interact with issues like climate change (greenhouse
gas emissions) and biodiversity more closely than
sectors, like finance and services, which are more
closely associated with trade.

Figure 7.3 reveals a deeper challenge at the heart
of UK Government policymaking in trade. Namely,
that different sectors will be accorded greater or
lesser priority in trade policymaking depending on
the specific dimension of trade policymaking at
issue — whether that is trade and economic security
or trade and sustainability, for example. The trade-
offs become more complex because decisions where
to allocate government efforts and funds must be
made between priority sectors like manufacturing
and agriculture, and between different aspects of
those priority sectors, like prioritising manufacturing
exports over UK food standards. To the extent that
sectors that are important to sustainability require a
supportive trade policy, their lack or prioritisation in
trade policy may cause problems of coherence.

Responsibility for policymaking for specific
objectives and for different trade priorities might
also be allocated to different departments within
Government. This division of responsibility has the
potential to create a lack of coherence between
policies and a lack of coordination between
departments, an issue not addressed in the trade
corpus, nor in the Trade Strategy which looks less
at policy coherence.®' Inter-department liaison is

a feature of UK government trade policymaking
and the role of the Cabinet Office is to smooth any
coordination problems. However, this does not
negate the wider issue that trade-offs are inevitable
between objectives wherever the policies are
located in government. These trade-offs and issues
of institutional coherence may be more likely to arise
where areas of overlapping policy responsibility are
across different departments.

The implementation of the Industrial Strategy
exemplifies this challenge, as more than one
government department has responsibility for the
implementation of the economic growth plans for
the eight priority sectors. For example, the Clean
Energy Industries Sector Plan is led by Department
for Energy Security and Net Zero (DESNZ), which is
prioritising shifts to the wind power, nuclear fission
and hydrogen sectors. In contrast, the Advanced
Manufacturing Sector Plan is led by the Department
of Business and Trade and is prioritising aerospace,
manufacturers of agri-tech, and manufacturers

of zero emission and connected vehicles.®® The
Industrial (and Trade) Strategy have focused on
identifying sectors of comparative advantage — which
is sensible, but it is not clear how that is reconciled
to prioritisation from the sustainability corpus.

The connection between the sector plans for

the Industrial Strategy and trade policymaking
underscores the difficulties of coherence when

there are multiple calls on government to use

trade and industrial policy tools (such as trade
agreements, or subsidies) to enable the growth

of domestic businesses in sectors that support
sustainability (like wind power) and in sectors that
potentially accelerate greenhouse gas emissions, like
aerospace. Trade-offs between potentially conflicting
government core goals and objectives and between
the priorities of different government departments
become inevitable in such cases; a concern raised by
the House of Commons Environment Food and Rural
Affairs Committee in its questioning of the then
Minister for Trade Policy, Greg Hands MP in 202434

Between 2019 and 2025, successive UK governments
have relied on a number of policy tools to deliver
sustainability in trade policy. In the following

section we concentrate on key aspects of free trade
agreements and domestic policy instruments to
illustrate the challenge for embedding sustainability
into trade policymaking.

7.2.3 UK policy space for trade and
sustainability

The UK Government's ability to introduce policy
tools to address trade and sustainability does not
take place in a regulatory vacuum. Instead, the UK

is operating within a complex domestic and global
regulatory environment that prescribes the policy
space in which the Government must act in relation
to sustainability and what tools it can use to address
the interconnection between sustainability and trade.

7.2.3.1 Circular economy

There is neither, the scope nor the focus of this
report to undertake a comprehensive review of

the landscape of UK domestic policy with regard

to sustainability. However, one of the sustainability
objectives in the trade corpus in Figure 7.2 identified
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the importance of the circular economy. This is also
raised (once) in the Trade Strategy, which states that
“transitioning to a global circular economy, deriving
the maximum possible value from resources before
they become waste while also reducing emissions,
is also a government priority”.3®> A Circular Economy
Taskforce was established in 2024, and the Industrial
Strategy points to the publication of a Circular
Economy Strategy due to be published in the
Autumn of 2025, but at the time of writing this has
not yet appeared. There are also circular economy
strategies published by the Scottish and Welsh
Governments.

The framework around the circular economy in the
UK is largely based on the Resource and Waste
Strategy for England (2018) and the Environment
Act (2021). The aim of these policies was to double
resource productivity, and eliminate avoidable
waste, especially plastic waste by 2050 and to
focus on the principles of re-use, remanufacture,
repair and recycle. There are now obligations on
producers to pay for the cost of disposal for their
packaging (Extended Producer Responsibility), and
to separate waste for recycling, and obligations on
Local Authorities with regard to recycling and waste
collection. The Act also allows government to set
resource efficiency standards for products, and clear
labelling for consumers with regard to durability,
repairability and recyclability.

Policy is still in the early stages of moving towards
a circular economy and so the impact on trade

and sustainability is difficult to ascertain. With
regard to trade policies, such as the Extended
Producer Responsibility, introduce compliance
costs for imports and thus a potential technical
barrier to trade. Similarly the introduction of such
policies in export markets, such the EU’s Packaging
and Packaging and Waste Regulation introduces
additional costs for UK businesses. The Plastic and
Packaging Tax (2022) applies to plastic packaging
manufactured in or imported into the UK that
contains less than 30% recycled plastic content.
This also impacts costs and demand for UK-derived
recycled plastic content. Future regulation with
regard to the circular economy may impact on
design and material standards, which may act as
non-tariff barriers.

7.2.3.2 Multilateral commitments on sustainability
On the sustainability side, multilateral environmental
agreements (MEAs), to which the UK is a signatory,
oblige the Government to meet legally binding
targets, such as contributing to the global objective
of limiting the rise in global average temperatures to
1.5°C above pre-industrial levels by 2050, set out in
the 2015 Paris Climate Agreement.

Under the Paris Agreement, the UK is required
to submit its climate action plan to the United
Nations Framework Convention on Climate Change

(UNFCCQC) setting out how it is reducing greenhouse
gas emissions (the UK'’s Nationally Determined
Contribution, or NDC). The UK is one of the
leading economies consistently implementing its
decarbonisation commitments, with greenhouse
gas emissions reducing by over half since 1990 and
the pace of reduction speeding up significantly
since the introduction of the UK Climate Act in
2008.3¢ To meet its commitments towards Net Zero,
the Government sets a legally binding cap on the
maximum level of emissions for a period of five
years through its Carbon Budgets. The UK has set
6 carbon budgets that have covered the period up
to 2037.% The government also publishes a Carbon
Budget Delivery Plan that sets out the approach to
meet targets set in subsequent carbon budgets.

As the UK Climate Change Committee reported in
June 2025, the UK set an ambitious target of 68%
reduction in greenhouse gas emissions from 1990
levels by 2030 and is “in reach” of achieving this
due to significant shifts towards renewable energy
sources. The Committee states that more will need
to be done in the future, especially in regard to
changing the UK's reliance on oil and gas, despite
the Labour Government’s commitments to refuse
future licences for oil and gas exploration in the
North Sea.®

The Climate Change Committee reports, however,
that only 61% of the Government's current emissions
targets are covered by “credible plans” and that

the remaining 39% of government plans are either
subject to “significant risks” or have “insufficient or
unquantified plans.”*?

The UK Government is also a signatory to the UN
Convention on Biological Diversity (CBD).* Adopted
at the 1992 Earth Summit, the Convention requires
its signatories to conserve biological diversity,
ensure the sustainable use of its components, and
promote the fair and equitable sharing of benefits
from genetic resources. In addition, under the
framework of the CBD, the Cartegena Biosafety
Protocol regulates biotechnology, including safe
handling of transboundary movements of “living
modified organisms” resulting from biotechnology
processes,*' and the Kunming-Montreal Global
Biodiversity Framework (also known as GBF, agreed
at COP15 (Conference of the Parties) in 2022),

sets out a new set of global goals and targets for
biodiversity for the next decade.*

The UK ratified the CBD in June 1994. The
implementation of the CBD and the GBF in the

UK is guided by the UK Biodiversity Framework.*
This Framework is overseen by the environment
departments of all four governments of England,
Wales, Scotland and Northern Ireland working
together through the Four Countries’ Biodiversity
Group. Although environmental policy is a devolved
matter, the Framework highlights key areas, where
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coordinated action across the UK is advantageous
and necessary, enabling a unified approach to
meeting shared biodiversity goals and international
commitments. These key areas include frameworks
for sharing assessment indicators, coordination on
achieving UK targets, and coordination to inform and
develop the UK's international position to deliver
specific environmental outcomes.

Despite these efforts, the Climate Committee
reported in 2024 that the UK was “significantly off
track” in terms of woodland creation and peatland
restoration,* echoing the earlier House of Lords
Science and Technology Committee findings in 2022
that the Government'’s ambition for nature-based
solutions (especially for agriculture) were ambitious
but at “serious risk of failure”.%

In addition to the UNFCCC and the CBD, the

UK is a signatory to other major multilateral
environmental treaties including (but not limited to)
the Montreal Protocol on Substances that Deplete
the Ozone Layer (1987),% the UN 2030 Agenda

for Sustainable Development (2015) and its SDGs
and the Convention on International Trade in
Endangered Species (1973),% all of which include
commitments requiring positive policy action by the
UK government.

7.2.3.3 Multilateral commitments in the WTO
On the trade side, the UK is an independent
member of the WTO following its exit from

the European Union. Since then, successive UK
governments have shown significant engagement
in new WTO initiatives focusing on trade and
sustainability, including the WTO Dialogue on
Plastics Pollution, the Agreement on Fisheries
Subsidies, and Environmentally Sustainable Plastics
Trade, where the UK is one of 83 participants.*

The UK was also one of the original group of WTO
members leading on Fossil Fuel Subsidies Reform
to phase out and eliminate fossil fuel subsidies
either through the use of existing legal mechanisms,
or through new pathways to reform.® The UK's
multilateral leadership here chimes strongly with

its ambition to reduce reliance on fossil fuels
domestically. There still seems to be a disparity with
this core goal in both domestic and trade policy and
the UK's actual situation on fossil fuel reliance. It
should be noted that whilst the UK announced that it
does not provide fossil fuel subsidies, this has been
challenged by the non-governmental organisation,
Global Justice Now.>

The UK'’s membership of the WTO is important
because WTO rules covering goods, services and
intellectual property curtail not only how the UK
might use border measures, like tariffs, but also
how the UK can use trade policy tools, like food
standards, subsidies, labelling, and free trade
agreements to deliver domestic policy objectives,
such as sustainability.

This means that any trade remedies investigation
must be carried out in accordance with WTO rules
set out in the Agreement on the Implementation

of Article VI of GATT 1994 (the Antidumping
Agreement).>2 For example, the UK's ability to use
import restrictions to bring about changes to animal
welfare standards in key trading partners is subject
to WTO rules too, namely Article XX(a) GATT, as the
Trade and Agriculture Commission highlighted in

its report on scrutiny of the UK-Australia Free Trade
Agreement.®

This means that the line between what constitutes
domestic policy and trade policy is blurred when
trade policy instruments, such as subsidies, are used
to meet domestic objectives. WTO rules recognise
that countries will use domestic instruments such

as subsidies, and seek to limit their international
spillovers. The challenge for the Government,
therefore, lies in using instruments that achieve
domestic objectives, and help it meet international
environmental obligations, but that also limit adverse
effects imposed on partners. It is not clear how far
this challenge has factored into policymaking.

For example, the Government intends to provide
£10 billion in financial support between 2025

and 2029 to UK exporters in renewable energy
technologies, hydrogen, offshore wind and heat
pumps through schemes like the Industrial Energy
Transformation Fund (operating from 2020-2028)>
and the Clean Growth Direct Lending Facility.> The
compatibility of both schemes with WTO rules is
beyond the scope of this report, but what is clear is
that the UK’s Export Finance Sustainability Strategy
positions UK exporters and suppliers “at the heart
of the global low-carbon transition” without any
specific consideration in the strategies themselves of
how this might funding might fit with the UK's WTO
commitments.

This blurring of the line between domestic policy
and trade policy in sustainability is not only limited
to current trade policymaking. Previous Conservative
Governments also did not take into account the
close relationship between large domestic subsidy
programmes for the agriculture sector and their
WTO commitments and, as a result, to their trade
policy; a position that is made more complex in
agriculture, where policy is devolved to the four
nations in the UK but trade policy is not.>

The UK reaffirms its commitments to the WTO's
multilateral rules-based trading system in the 2025
Trade Strategy as a matter of principle, and there
is a welcome appreciation of the closer relationship
between global commitments to sustainability in
multilateral environmental agreements and the

use of trade policy tools to implement the UK’s
international commitments and domestic policy
ambitions to sustainability.”’
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The Trade Strategy also suggests that different
forms of agreement between the UK and its trading
partners may be necessary to achieve its key policy
objectives in trade and sustainability. This suggests a
pragmatic approach to trade policymaking, although
WTO compliance may not always be at the forefront
of the UK Government's mind in trade policymaking
going forward.>®

7.2.3.4 The Agreement on Climate Change,

Trade and Sustainability

The Agreement on Climate Change, Trade

and Sustainability (ACCTS) is an international
agreement signed by Costa Rica, Iceland, New
Zealand and Switzerland. It aims to liberalise trade
in environmental goods and services, eliminate

fossil fuel subsidies and provide guidelines for
eco-labelling. The agreement has been seen as a
groundbreaking and innovative agreement but, to
date, the UK has refused to join. The reasons appear
to concern certain tariffs the UK wishes to retain as
well as the commitments to fossil fuel subsidy reform
/ elimination.

7.3 Policy tools used in UK
trade policy

7.3.1 WTO agreements and processes

Paragraph 31 (iii) of the Doha Ministerial Declaration
of 2001 called for “the reduction or, as appropriate,
elimination of tariff and non-tariff barriers to
environmental goods and services”. Negotiations
on environmental services began in 2000 as part of
broader negotiations on services that commenced
under the “built-in agenda”.%? Both sets of
negotiations were inconclusive, mirroring a broader
failure of the Doha Round of negotiations.

As noted in Chapter 4, the UK has been an active
proponent of goods and services liberalisation,

both before and after its exit from the EU. As an EU
member state, it supported an initiative launched by
a subset of WTO members, after the failure of the
wider Doha Round, to negotiate an Environmental
Goods Agreement. The negotiations took place
between 2014 and 2016 without concluding.

On services, where negotiations continued beyond
the suspension of the Doha Round, the UK, along
with several other WTO Members, including the
EU, submitted proposals to expand the definition
of environmental services.®® The main argument
was that the existing definition of environmental
services under the GATS was too narrow. Under
the GATS, trade in environmental services were
defined as those coming under Central Product
Classification (CPC) category 94; a relatively limited

range of conservation and pollution management
activities.®' Proponents pointed out that a range

of other services were complementary to the CPC
94 services, and/ or played significant functions

in activities that were in turn central to achieving
environmental goals. Examples include professional
services such as engineering and architecture,
consulting, and repair and maintenance services.
Addressing barriers to these could, in turn, reduce
the costs of meeting environmental objectives.

Many of these activities are ones in which the UK
has a comparative advantage, as are others, such

as green finance, computing and IT services, and
legal services that are not listed but which are clearly
important inputs into activities serving environmental
functions. The UK’s intent was to secure commercial
advantage while promoting the delivery of global
public goods.

With no further progress achieved through the
Council for Trade in Services, the UK and other WTO
Members initiated a process known as the Trade and
Environmental Sustainability Structured Discussions
(TESSD), already referred in Chapter 4. This includes
a track on environmental goods and services.
Beyond WTO processes, FTAs also offer a possible
route through which the UK can address trade in
environmental goods and services. We discuss this in
the following sections in relation to specific FTAs.

7.3.2 Free Trade Agreements

The UK's sustainability obligations vary significantly
across its free trade agreements, reflecting different
levels of ambition and enforcement. These are
discussed below.

7.3.2.1 UK-Australia FTA

In the UK-Australia FTA, both countries reaffirm
their commitment to the Paris Agreement and
sustainable development under Article 22.3. The
agreement emphasises cooperation in areas such as
clean energy and low-carbon technologies (Article
22.5) and includes a commitment not to weaken

or reduce environmental laws to encourage trade
or investment (Article 22.4.3). There is also an
emphasis on public participation and transparency
in environmental decision-making (Article 22.8, 22.9,
22.10 and 22.18). However, these obligations rely
largely on cooperation and dialogue, with limited
binding enforcement mechanisms.

The UK retains the right to regulate in key areas

like maximum residue levels for pesticides on food
imported into the UK, and the regulatory position on
the UK’s ban on the import of hormone-treated beef
remain unchanged (Article 6.4). A separate chapter
on antimicrobial resistance and animal welfare is
included in the FTA, but this is not subject to formal
dispute settlement (Article 25.3).
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Article 22.6 addresses trade in environmental goods
and services and commits parties to facilitating trade
and investment in these goods and services. There
is no definition given to what constitutes such goods
or services, even though both parties have been
active proponents of these negotiations in the WTO.
Article 22.6 also commits parties to addressing
barriers raised by each other.

7.3.2.2. UK-New Zealand FTA

The UK-New Zealand FTA contains some of the
most advanced environmental protection, including
climate change provisions, among the UK’s FTAs.
Article 22.4 reaffirms both parties’ commitment to
the Paris Agreement, and Article 22.5.1 includes

a clear pledge to implement or maintain carbon
pricing mechanisms.

Significantly, Article 22.5.2 commits both countries
to phase out inefficient fossil fuel subsidies, a
strong and rare obligation in trade agreements.
This provision aligns with the UK’s overarching
ambition regarding fossil fuels, although, as noted
above, whether the UK is achieving this ambition
domestically is still debated.

Additionally, Article 22.6 supports trade in
environmental goods and services. Both parties
committed to eliminating duties on a range of goods
listed in a specific Annex (Annex 22A). Environmental
goods are defined as “goods which can positively
contribute to the clean growth and sustainable
development objectives of the Parties, including
climate change mitigation and adaptation, and
wider environmental goals”. These include goods
that embody low-emission technologies, such as
electric vehicles and solar panels. They also include
specific inputs that are required for products or
applications that have end-uses that can further
environmental objectives. For example, Annex

22A includes chemicals used for semiconductors,
semiconductors and integrated circuits, electrolysers
and components for trains on the basis of their
function furthering environmental objectives (e.g.
electrolysers are used for hydrogen production;
trains can encourage modal substitution away from
road transport).

There is no analogous schedule of environmental
services. There is a general commitment to facilitate
trade and investment in environmental services,
along with goods. The parties also commit to
cooperate on trade in environmental goods and
services in relation to ten thematic areas (e.g.
renewable and low-carbon energy, sustainable
financial services, climate change adaptation). The
focus on thematic areas and the function of services
in relation to them suggests a broader conception of
environmental services than that followed in GATS
schedules (see previous section on WTO processes).

The agreement places a clear focus on climate
urgency and sustainable trade, with enforceable
dispute settlement mechanisms available for certain
environmental obligations (Article 22.13.1-2). Like
the UK-Australia FTA, the UK-New Zealand FTA
protects the UK's right to regulate in areas of food
standards (Chapter 5 of the FTA) and contains

a separate chapter covering animal welfare,

but neither chapter is subject to formal dispute
settlement; a position welcomed by the House of
Lords International Agreements Committee in its
scrutiny of the FTA.¢2

7.3.2.3 UK-EU Trade and Cooperation Agreement
The EU-UK Trade and Cooperation Agreement
(TCA) includes stringent and enforceable climate
change obligations. Under Article 400, the Paris
Agreement is deemed an "“essential element”,
meaning withdrawal or non-compliance could trigger
the suspension of trade benefits. A robust non-
regression clause (Article 391) prevents either party
from weakening climate protection standards below
those in effect at the end of the transition period.
Furthermore, both parties commit to maintaining
carbon pricing systems, including emissions trading
schemes (ETS) (Article 392), and the agreement
outlines mechanisms for resolving disputes on
environmental matters, including a panel of experts
(Articles 394-396).

The TCA does not include specific commitments

in relation to environmental goods or services. It
includes a general commitment to cooperation that
includes initiatives that work to address tariffs and
non-tariff barriers. Originating goods that serve
environmental functions would face zero tariffs under
the TCA's general market access commitments on
goods. In relation to services, the EU has specified

a limited number of reservations to cross-border
trade. The formulation of the services reservations
highlights that the TCA has retained a definition of
environmental services that follows that of the GATS
schedules, notwithstanding the fact that both have
promoted a broader definition of environmental
services.

The first five-year review of the TCA sees the UK
seeking an SPS Agreement with the EU, which is
expected to include dynamic regulatory alignment,
including between the EU and UK’s emissions
trading schemes. This means the UK will align its
domestic SPS rules aimed at the protection of a wide
range of sustainability issues, including protection
of human, animal and plant life and health, with
those of the EU, even though there has been some
divergence since Brexit.®®* The UK agri-food sector
employs around 13% of the workforce and the UK-
EU SPS Agreement is expected to provide a boost
to UK exports to the EU by 22.5%.%
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7.3.2.4 The Comprehensive and Progressive
Agreement for Trans-Pacific Partnership

The CPTPP, which the UK joined in 2023, contains
more flexible and cooperative sustainability
provisions. Under Article 20.4, parties commit

to implement their obligations under MEAs,
including the Paris Agreement. The agreement
encourages, but does not require, the promotion
of low-emissions economies and acknowledges
the importance of climate change (Article 20.15).
It contains a general obligation not to weaken
environmental laws for trade purposes (Article
20.3.4), but these commitments are framed in soft
language and lack binding enforcement. Public
submissions are allowed (Article 20.9), yet the
mechanisms are less stringent compared to those in
the EU-UK TCA or the UK-NZ FTA.

Article 20.18 contains a general recognition

of the importance of trade and investment in
environmental goods and services in addressing
global environmental challenges. It also includes a
commitment that parties will endeavour to address
barriers to trade in environmental goods and
services that another party may identify.

Despite widespread concerns that the SPS chapter
in the CPTPP would require a shift away from a
precautionary approach to regulating risks from
pests and diseases to animal and plant health

and the environment, the Trade and Agriculture
Commission found that the UK’s existing rights
under the WTO rules were not affected.®®> We find
that despite these concerns, the UK is gradually
shifting towards a more risk-based approach to
Sanitary and Phytosanitary (SPS) checks in any event,
although whether this shift will continue following
the requirement for dynamic regulatory alignment
with the EU regime under the forthcoming UK-EU
SPS Agreement is in doubt.®®

7.3.2.5 UK-India CETA

The Comprehensive Economic and Trade Agreement
between the UK and India includes a specific
chapter on trade and environment. This is itself
significant given long-standing scepticism by India
on the inclusion of environmental issues in the WTO
agenda. Both parties affirm their commitments

to Multilateral Environmental Agreements (Art

21.4) and separately to the UNFCCC and the Paris
Agreement on climate change (Art 21.5). Article

21.6 covers trade in environmental goods and
services, and states that parties “shall endeavour”

to facilitate trade and investment in goods and
services; and that they shall cooperate “to address
matters of mutual interest on ways to enhance trade
in environmental goods and services, subject to
national circumstances”. Notwithstanding the various
qualifications that reduce the binding nature of these
commitments relative to similar provisions in other
FTAs concluded by the UK (e.g. with Australia and
New Zealand), the existence of such commitments
represents an advance in the sense that India had

generally been reluctant to engage on these matters
in the WTO. Separate provisions also refer to the
conservation of biodiversity (Art 21.13) and the
Circular Economy (Art 21.14)

7.3.2.6 Challenges for trade and sustainability in
UK FTAs

How the UK should address sustainability in its

free trade agreements has been the subject of
considerable debate since the UK's exit from the
EU. Concerns around the UK's right to regulate

to protect sustainability led to calls from non-
governmental organisations and the House of
Commons Environment Food and Rural Affairs
Committee (EFRA) for the UK to develop a set of
core environmental and food standards. Trading
partners would be required to meet these core
standards as a condition of preferential access to the
UK market.*’

We find that this is not a position the UK
Government adopted following parliamentary
scrutiny of the UK's first FTA with Australia, and there
is no indication from the 2025 Trade Strategy that
this position will change. It is more likely that the

UK will seek to retain its high SPS standards while
securing as many concessions on environmental
protection as the other trading partner will agree
to.%®

This pragmatic approach to the inclusion of
environmental protection in UK trade agreements
has been challenged by civil society in the context
of the UK-Australia FTA under the UN Aarhus
Convention — an international treaty requiring
signatory countries to secure adequate public
participation in decision-making impacting on the
environment, guarantee environmental justice and
access to information about the environment.*’

The UK Government won this case on appeal on

a procedural technicality and there has been no
further court decision on whether the Government
did adequately consult on or consider environmental
issues in the UK-Australia FTA.”? Although the
Aarhus Convention could offer a further route

for adequate scrutiny of UK FTAs in light of the
challenges with the current scrutiny process under
CRAQG, it should be noted that the UK Government
has recently announced that it may withdraw from
the Convention, which would remove this route for
further scrutiny by civil society.”!

In its scrutiny of the UK-Australia FTA, the House

of Commons EFRA Committee also observed that
the Government should set out its negotiating
objectives more clearly in relation to sustainability,

in particular, and should identify the precise impacts
on the environment so that the relationship between
negotiating objectives, outcomes and possible
impact of the proposed FTA might be better
scrutinised by parliament.”? The Committee argued
that this was key to ensuring transparency.
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Whilst the then Conservative Government under
Boris Johnson published a “strategic approach”
to the UK-Australia negotiations, this contained
limited information about what the UK's negotiating
objectives were around sustainability. Information
was limited to a general exhortation to uphold the
UK's high food, animal and plant health standards,
and a reaffirmation of the UK’s commitment to
existing international and domestic environmental
rules. It stated the UK would seek to apply
"appropriate mechanisms” for the implementation
and maintenance of these sustainability standards
but did not say how it would operationalise that.”®

In contrast, subsequent documents issued by

the Department for Business and Trade for later
FTAs, such as CPTPP accession, contain more

robust language detailing the specific aspects of
sustainability to be addressed - such as provisions
prohibiting FTA parties from waiving, derogating
from, and failing to enforce, environment and labour
laws to encourage trade or investment, protection of
biodiversity, fisheries, and workers rights, — and how
the UK will position itself in the negotiations.”*

Despite this positive step forward, the House

of Commons International Trade Committee
highlighted that there is still a need for the
Government to include an assessment of the
cumulative impact of all the UK’s FTAs on UK food
standards, biodiversity and the environment for
new FTAs. It recommended that an environmental
impact assessment be undertaken alongside

the Department of Business and Trade Impact
Assessments. The DBT Impact Assessments only
highlight certain environmental impacts at present
and sidestep others. For example, the DBT Impact
Assessment for the UK'’s accession to the CPTPP
stated only that the impact of UK accession on
carbon leakage “was uncertain”.”

The UK Trade Strategy states that it is the
Government's intention to extend the period of
parliamentary scrutiny of FTAs from the publication
of the Government's report in response to the Trade
and Agriculture Commission and the Food Standards
Agency and Food Standards Scotland reports to the
start of the CRAG process from 10 days to 20 days.
However, there is no indication in the Trade Strategy
that additional assessments around the impacts of
the FTA on sustainability will be undertaken or that
more detail about the Government's negotiating
strategy around such issues will be available.”

The process for parliamentary scrutiny of the UK’s
FTAs is addressed in Chapter 3 of this report.

Key issues raised concern whether the CRAG is
sufficient and whether parliamentary committees
are sufficiently resourced, have time to undertake
the detailed analysis of the scope and potential
impacts of the agreements on sustainability in the
UK and in the UK'’s trading partners and whether

the government provides them with sufficient
information.”” As discussed in Chapter 3 the
committees themselves have suggested that the
current processes and levels of transparency are
inadequate.

This issue was especially acute following the change
in name and scope of the House of Commons’
‘International Trade Committee’ to the ‘Business
and Trade Committee’ to align with the change of
emphasis within the Department of Business and
Trade. Following the name change, the Business
and Trade Committee announced that it would no
longer be undertaking detailed scrutiny of specific
provisions of the UK FTA but would instead only
look at broad thematic issues.”® This has wider
implications for parliamentary scrutiny, but it means
that most of the detailed impacts on sustainability
of UK FTAs are now left primarily to the House

of Commons Environment Food and Rural Affairs
Committee. This raises concerns about time and
resourcing for that Committee to undertake these
tasks.

Despite these limitations, scrutiny by parliamentary
committees of the UK’s FTAs raises some

important issues regarding trade policymaking and
sustainability. For example, the House of Commons
International Trade Committee interrogated the
relationship between DBT and DEFRA to ascertain
how different parts of government worked together
in trade negotiations regarding sustainability,
including the formation of an inter-ministerial
group.”? The EFRA Committee also undertook a
wide-ranging review of public participation, internal
government working especially in the context of
negotiating FTAs, and external accountability,
together with the impacts of UK FTAs on food

and trade®® When these internal workings of
government are not always publicly available
through government department websites, this work
provides an important transparency function.

The pressure on FTA scrutiny through CRAG

and the parliamentary committees in relation to
sustainability provisions is alleviated to some extent
by the creation of the independent UK Trade and
Sustainable Development Domestic Advisory
Group (TSD DAG). The TSD DAG is composed

of representatives of business, civil society and
academia. Its range of activities include monitoring
and discussing issues around UK trade and
sustainability, civil society engagement and providing
recommendations to the UK government on the
implementation of the sustainable development,
labour and environment chapters of the UK's non-
EU FTAs. The TSD DAG was created in 2022 and
renewed in 2025 (see also the discussion in Chapter
3). Since its inception, it has carried out numerous
activities, including sub-committee discussions with
UK trading partner governments outside the EU,
held civil society forums and provided policy input
on a range of issues.®!
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Key challenges raised by the TSD DAG, for example,
include ensuring that appropriate pathways for TSD
DAG input into ongoing implementation discussions
in the CPTPP are created; that there needs to be
improved communication between the DAG and
DBT on implementation priorities; and concerns
about TSD DAG resourcing to carry out these
essential tasks.®? Due to its role in providing further
transparency around the relationship between
sustainability and trade in the UK's non-EU FTAs, it
is important that the TSD DAG remains adequately
resourced going forward.

7.3.3 UK border measures governing trade
and sustainability

The UK signalled its intention to introduce two key
border measures designed to ensure the UK meets
its international commitments under the UNFCCC
Paris Climate Agreement and the Convention on
Biological Diversity. These measures are the UK
Carbon Border Adjustment Mechanism (CBAM) — a
border tax aimed to price carbon leakage embodied
in imported goods like steel and fertilisers;® and
the UK Forest Risk Commodity Regulations — a
restriction on the import and export of goods, like
soya and cattle, linked to deforestation in key areas
like the Amazon rainforest.?* Both measures are yet
to come into force.

7.3.3.1 Carbon Border Adjustment Mechanism

A Carbon Border Adjustment Mechanism or CBAM
is a mechanism implemented by governments

to avoid the risk of “carbon leakage”. That is

the concern that emissions-intensive production

will move from the UK to other countries where
emissions are less well regulated, meaning that
global emissions would not fall (or may even rise)
while leaving countries with more stringent emissions
reduction schemes facing the costs of these without
any of the benefits. The ultimate aim of the measures
is to reduce greenhouse gas emissions and support
global progress towards net zero while protecting
UK firms’ competitiveness.

Under the UK's CBAM, importers of certain carbon-
intensive goods from countries with a lower or no
carbon price will be required to pay on imports a
levy reflecting the difference between the carbon
price paid in the country of origin (if any) and the
price that would be paid under the UK ETS. The
CBAM would be levied on specific product groups,
and certain types of direct and indirect emissions
that arise from their production. The CBAM would
also involve measures to remove the effects of
domestic emissions pricing on UK exporters at the
point of export. The specific mechanism for this
“export leg” has not yet been decided.

The Government will implement the UK CBAM from
1 January 2027. It will initially cover iron and steel,
aluminium, fertilisers, cement, ceramics, glass, and
hydrogen — sectors identified as being at greatest
risk of leakage due to their high emissions intensity
and exposure in the UK market to international
competition. The sectors within the initial scope

of the UK's CBAM are the same as under the EU’s
CBAM. The UK CBAM will not apply to imports of
electricity, as the UK only imports electricity from
the EU and those imports are already covered by
the EU’s emissions trading scheme.® The CBAM
charge will be calculated based on the embodied
greenhouse gas emissions in the imported product,
multiplied by the average UK ETS allowance price in
the previous quarter. Importers will be required to
report both direct and indirect emissions associated
with the production of the imported goods. From
this value, any explicit carbon price paid in the
country of origin (such as a carbon tax or emissions
trading cost) may be deducted.®

In May 2025 the UK and EU announced a plan to
link their respective ETSs as part of the UK-EU TCA
five-year review.®” This will also serve to provide

UK exporters with a de facto exemption from the
EU’s CBAM. This should allay concerns about firms'
ability to meet the EU’s bureaucratic requirements
for CBAM compliance and address any problematic
border issues.

The precise effects of CBAM on trade, economic
activity and emissions are not yet known. Most
existing estimates are based on simulation modelling
of the EU CBAM and focus on measures dealing
with imports (rather than the “export leg” of the
CBAM). They suggest that the CBAM does lead to
a reduction in global carbon emissions by reversing
carbon leakage.® But that the overall effects are
relatively limited. Simulation estimates also suggest
that developing countries, which are typically more
emissions intensive and/ or do not have formal
emissions pricing mechanisms, are more exposed to
the effects of the CBAM.® Moreover, because the
CBAM is predicated on the price of ETS certificates,
the actual duty faced by importers may fluctuate
with emissions prices.” These fluctuations may be
significant as a result of various exogenous shocks.
This uncertainty adds to trade costs.

Results for the effects of the UK's CBAM are more
limited. Work carried out for the UK Commission

on Carbon Competitiveness shows that, as could

be expected, imposing a CBAM increases domestic
production of the covered sectors at the expense of
imports, which would lead to a reduction in overall
emissions. At the same time, the CBAM reduces
exports in these sectors, because production for the
domestic market is more profitable than exports,
and also reduces exports in other sectors, notably
services and motor vehicles. This is because the
CBAM introduces a change in relative prices that
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shift resources away from other sectors, that are

not within the CBAM's coverage, and also can
increase the costs of inputs into these sectors (motor
vehicles especially).” These results are in line with
the standard results observed in the modelling of

ad valorem tariff experiments, and reflect the fact
that a tax on imports is a tax on exports. Aspects of
the CBAM, therefore, may be in tension with some
of the wider objectives of UK trade policy. As with
the EU version, the UK CBAM is also likely to have
disproportionate effects on developing country
exports, which has prompted calls for exemptions to
be given to at least the poorest of these.?

The WTO compatibility of the CBAM is not yet
known. Various WTO members have expressed
scepticism, if not hostility, to the CBAM. In May
2025, the Russian Federation initiated WTO dispute
settlement proceedings against the EU, alleging
that the CBAM violated, amongst other things, core
WTO commitments on non-discrimination. Assessing
whether or not the CBAM is WTO-compatible

is outside the scope of this report. The central
questions that arise are: (i) whether the CBAM

can be treated like other border tax adjustments
(such as those on indirect sales taxes) that have not
been deemed to be in violation of WTO rules; (ii)
and whether the CBAM can be characterised as a
measure taken for legitimate public policy purposes
as envisioned by GATT Article XX.

7.3.3.2 Deforestation regulations

The Forest Law Enforcement, Governance and Trade
(FLEGT) initiative in the UK is a regulatory framework
aimed at combating illegal logging and promoting
sustainable forest management. Originally part of
the European Union’s FLEGT Action Plan launched
in 2003, the UK has retained and adapted these
regulations post-Brexit to align with its domestic
legal framework.

Under the UK’'s FLEGT regulations, which came

into effect on 1 January 2021, timber imports

from countries that have entered into Voluntary
Partnership Agreements (VPAs) with the UK must be
accompanied by a FLEGT licence. These VPAs are
bilateral agreements that establish a licensing system
to verify the legality of timber exports. Partner
countries commit to developing Timber Legality
Assurance Systems (TLAS) to verify the legality of
their timber from harvest to export. Once a VPA
partner country has a fully operational TLAS, it can
begin issuing FLEGT licenses. A FLEGT license is a
document that confirms a shipment of timber has
been legally produced according to the laws of the
exporting country. To date, and to our knowledge,
only one country (Indonesia), has entered into a VPA
with the UK.

Timber shipments with a valid FLEGT license are
automatically considered to meet the requirements
of the UK Timber Regulation (UKTR) (which is the

UK'’s equivalent of the EU Timber Regulation), which
prohibit the placing of illegally harvested timber on
the EU market and require operators to exercise due
diligence in their supply chains). This means that UK
importers of FLEGT-licensed timber do not need to
conduct further due diligence to ensure its legality.
This provides a “green lane” for legal timber from
VPA countries.

DEFRA oversees the enforcement of FLEGT in

the UK. DEFRA has appointed the UK’s Office for
Product Safety and Standards (OPSS) for enforcing
the UKTR and the FLEGT regulations. They verify
FLEGT licenses and can prevent the entry of
unlicensed timber from VPA countries.

Schedule 17 of the UK’s Environment Act 2021
establishes a legal framework to prevent the use of
"forest risk commodities’ in UK commercial activities
when those commodities are produced on land
illegally occupied or used, to halt deforestation. This
aligns with international pledges such as the COP26
Glasgow Leaders’ Declaration.

A 'forest risk commodity’ means a commodity
specified in the regulations. The Secretary of State
for the Environment, Food and Rural Affairs has
indicated that initially, cattle products (excluding
dairy), cocoa, palm oil and soy will be covered
under these regulations. The regulations may apply
only to a commodity that has been produced

from a plant, animal or other living organism and
only if the Secretary of State considers that forest

is being or may be converted to agricultural use

for the purposes of producing the commodity.
Regulated persons using forest risk commodities

in UK commercial activities will be subject to due
diligence requirements, including setting up a due
diligence system and submitting annual reports. The
due diligence system established under Schedule
17 would prohibit the use of illegally produced
commodities with reference to compliance with local
laws. However, this approach is limited in scope, as
it does not address commodities produced through
deforestation that is lawful under local legislation.

Deforestation regulations provide an example of
the use of regulatory requirements which define
the conditions under which inputs into production
processes are to be managed. With rising concerns
regarding sustainability, future years may see
increased interventions of this sort — for example,
with regard organic agriculture, the sourcing of
critical mineral inputs, or indeed plastic inputs, as
with the Plastic and Packaging tax discussed earlier.

7.3.3.3 Border Target Operating Model

The Border Target Operating Model (BTOM) is the
UK Government's framework for managing how
goods enter Great Britain, with particular emphasis
on compliance with safety, security and SPS
controls. Since the UK's exit from the EU, the import



171 | UK Trade Policy: An Independent Review

regime for goods into Great Britain has undergone
substantial reform. The Government has moved from
a system of essentially free movement of goods from
the EU to a differentiated risk-based model covering
safety and security (for all imports) and SPS controls
(for animals, plants and their products). Published in
its final form in August 2023, the BTOM replaces and
refines earlier border-control proposals.” The model
introduces a risk-based approach, categorising food
imports as low, medium, or high risk to determine
the level of checks required and aims to use digitised
systems (including the UK'’s Single Trade Window)
with the aim of balancing efficient trade flows and
protection.?

The new model also replaces the import checks with
a targeted inspection regime. Under the BTOM,
importers are required to classify their consignments
into one of three risk categories — low, medium, or
high, based on the type of goods, country of origin,
and associated biosecurity risks. This classification
determines the degree of scrutiny a product faces
when entering Great Britain. Under this system,
low-risk goods (for e.g., processed plant-based
products) may be exempted from routine checks

or eligible for reduced frequencies of inspection.

In contrast, medium-risk goods, such as most fresh
produce or dairy products, face periodic identity

or documentary checks. For medium- and high-risk
goods, importers must complete a series of new
procedural steps that were not required under the
EU single market regime.” These include obtaining
an Export Health Certificate for products of animal
origin or a Phytosanitary Certificate for plant and
plant-based products.” These certificates must

be issued by the exporting country’s competent
authority and accompany the goods to their
designated Border Control Post (BCP).”

Importers are also required to pre-notify the UK
authorities of incoming consignments through the
Import of Products, Animals, Food and Feed System,
a digital platform designed to centralise import data
and facilitate risk targeting.”® This pre-notification
ensures that relevant border agencies, such as the
Animal and Plant Health Agency and port health
authorities, can prepare to conduct any required
physical or documentary inspections.”” The BTOM
also simplifies these procedures compared to
pre-existing non-EU rules by reducing the number
of mandatory data fields from 37 to 20.'® The

stated intent is to streamline data submission and
eventually integrate these processes into the UK
Single Trade Window, a central digital portal that will
allow traders to submit all import-related data once
rather than multiple times across different systems.

Overall, the BTOM has formalised, digitised, and
risk-classified the import process, moving away from
undifferentiated EU-style free movement to a system
with more checks, more paperwork, and more
potential cost and delay for higher-risk goods. In

practice, the new system’s introduction has created
considerable uncertainty for many businesses. This
is particularly true for those importing perishable
goods such as food, plants, seeds, or live animal
products, who now face greater costs and longer
delays than they had anticipated.’”' Further, food
and drink export volumes from the UK declined
significantly in recent years,'* with the 2024 data
showing volumes down 12.6% year-on-year.'® There
have been delays in introducing the BTOM itself'®*
and operational challenges at the border persist
with industry bodies reporting delays (often multiple
hours or days) at BCPs, particularly for plants, seeds
and live animal/plant product flows.'® Significant
financial and logistical issues have become major
concerns, with businesses facing unpredictable
inspection schedules, ambiguity over cost
responsibilities, and new certification fees.'® Industry
bodies such as the British Chambers of Commerce
and the Food and Drink Federation note that, while
BTOM'’s simplifications are welcome, the cumulative
effect of new documentary and inspection
obligations has been to slow down clearance times

and increase the administrative burden on importers.
107

7.4 Conclusions and
recommendations

The UK Government's commitment to address
sustainability through its trade policy is highlighted
throughout the trade corpus, and in the 2025
Industrial and Trade strategies. Precisely what

is meant by the term “sustainability” in these
documents is unclear, although successive
governments make strong connections between the
general idea of sustainability and economic growth.
Throughout these strategy documents, there is little
recognition of the complex trade-offs between the
UK Government's core policy goals, objectives and
priorities over time, nor how coordination between
government departments might be managed.

There has been a strong commitment to embedding
sustainability in trade policy instruments, like the
UK's FTAs, with the UK pressing for obligations in
some FTA environment chapters to be enforceable
through formal dispute settlement mechanisms.

The UK Government is increasingly recognising the
critical role that trade policy instruments, like CBAM,
can play in helping the UK meet its multilateral
obligations under the Paris Climate Agreement

to deliver net zero by 2050. How the Government
intends to balance its desire to deliver sustainability
through trade policy with the rising costs to business
from the increase in government bureaucracy and
documentation requirements and the potential
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adverse impact on economic growth is less clear.
Whilst UK consumers may welcome the focus on
sustainability, business may be less enthusiastic.

Recommendations

¢ The Government should ensure connection
between the UK’'s multilateral leadership in trade
policy and sustainability, for example, with regard
to fossil fuels, and policy in and for the UK.

* Trade policy instruments, such as subsidies and
border taxes, can be used effectively to address
domestic policy goals related to sustainability,
However, the Government should recognise that
these measures should conform to WTO rules.
The UK Government should recognise too that
using trade policy instruments in this way can
also increase costs to business, which in turn may
adversely impact economic growth.

* An interdepartmental Committee or the Cabinet
Office should be tasked with coordinating activity
between government departments and managing
trade-offs between competing goals, objectives
and priorities in the relationship between trade
policy and sustainability (as well as economic
security and inclusiveness) to address such
cohesion and coordination challenges.

¢ As also recommended elsewhere in this report,
the Government should publish an annual report
on UK trade policy. That report should include
an explicit discussion of sustainability, with an
assessment of UK trade performance and UK
trade agreements (including their utilisation and
performance), as well as an assessment of the
trade barriers faced by UK firms.

® The Government should undertake an assessment

of the cumulative impact of all the UK's FTAs on UK
food standards, biodiversity and the environment.
We also recommend that environmental impact
assessment should be undertaken alongside

the Department of Business and Trade Impact
Assessments.

Improve transparency and consultation processes
with businesses and stakeholders on issues of
sustainability. This should occur both with regard
to the negotiation of trade agreements and in their
subsequent operation, discussions of amendments
and further provisions.

Closely related, an evaluation of public preferences
and values attached to trade and sustainability

is desirable. Understanding and taking on board
public attitudes to trade matters for the legitimacy
of policymaking and to enable policymakers to
assess the trade-offs and the priorities.

Greater parliamentary scrutiny of FTAs and other
trade agreements would be desirable. While
extending the period of parliamentary scrutiny of
FTAs under the CRAG from 10 days to 20 days is
an improvement, this should also come with more
detailed information regarding the Government's
negotiating strategy.
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Chapter 8: Trade employment

and gender

Chapter overview

In this chapter, we examine how trade policy impacts two dimensions of inclusivity: employment and gender
outcomes in the UK. We recognise that these are also closely related to other dimensions of inclusivity — such as
impact on small and medium-sized enterprises and regional disparities — but those topics fall outside the scope
of this report. We first consider the overall framing of trade and labour market outcomes, and trade and gender
outcomes respectively, and then move on to a discussion of their inclusion and treatment in UK FTAs.

Key points

e Defining inclusiveness is inherently complex in
countries with a diverse economic geography
and political structure. However, as trade has
distributional consequences, it is important to
adopt an inclusive approach to analysing and
reviewing trade policy.

® In the immediate post-Brexit period, the UK
Government made a clear commitment to
pursue ‘inclusive trade’ in strategy documents

and ministerial speeches. Yet in terms of relative

ranking of goals of trade policy in our trade
corpus, inclusiveness does not have a high

priority. Where inclusiveness is mentioned in the
corpus it is ‘jobs’, ‘migration’, and ‘labour rights’

which emerge as the primary concerns.

¢ In government policy documents, support
for employment / jobs is closely intertwined
with support for businesses, notably with

increasing exports. There are also commitments

to upholding labour standards, including fair
wages, safe working conditions, and gender
equality. This alignment is largely aspirational,

lacking in binding commitments or measurable

labour-related performance indicators.

¢ In the UK, the share of female workers linked
to exports is considerably lower than the
share of males. This is particularly the case
in manufacturing (22%), but it is also true
in services (39%). Women-led firms are also
under-represented in export markets; face

disproportionately greater barriers in accessing
trade finance; are disproportionately clustered
in low- and medium-trade-intensity sectors;
and unpaid care burdens continue to limit their
mobility and flexibility.

e The UK addresses gender issues in part through
a set of programmes and delivery tools to target
women's participation in trade. These mainly
target capacity building, trade promotion for
women-led firms and women's participation in
global value chains.

¢ The UK has been an active and prominent
supporter of women and trade at the WTO. It has
been a convenor of the informal Working Group
on Trade and Gender, sent delegations to present
national practices and commitments, and has
recognised the need for evidence-based decision
making and monitoring, thereby attempting to
establish itself as a ‘leader’ to convene discussions
around women in trade at the multilateral level.

e The UK’s Free Trade Agreements also promote
inclusiveness objectives through the inclusion
of labour standards, labour rights, human rights
and chapters on gender and women’s economic
empowerment. There is a large degree of
commonality of issues across the agreements,
relating to various aspects of labour rights and
employment. These include fundamental rights
at work, gender equality, modern slavery and
mechanism for stakeholder input.

¢ Despite the UK's narrative of alignment between
trade, labour and gender goals, with policy
statements presenting trade as a route to
better jobs and inclusive growth, there is limited
evidence of a systematic framework to measure
and ensure the outcomes of the various policy
initiatives.

e Skills shortages limit the UK's trade ambitions
and reduce the potential gains in productivity
and competitiveness from new trade deals. The
Government has taken some domestic measures
to address this by creating new visa entryways
to mitigate labour supply-side constraints.
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8.1 Introduction

Inclusiveness in trade policy refers to understanding
how trade policy instruments impact different
constituents of a domestic and global economy.
These constituents encompass a broad range of
social, economic and spatial actors from gender,
labour, SMEs, consumers to regions, =developing
and least developed countries, the environment
and international partners. Defining inclusiveness

is inherently complex. This is primarily because

the objective of inclusiveness is to avoid excluding
any given interest group from consideration, and
any ‘list’ inevitably does so. Inclusivity should not
be understood as a fixed endpoint but should

be understood as a form of engagement that
evolves as social priorities, global conditions and
institutional arrangements change. Inclusive policy
involves taking into account the constituent parts of
any given economy, engaging with those affected
by policies in the formulation of policy, having an
appropriate process for the scrutiny of policy, and
evaluating ex post the impacts of the policy choices
made.’

The need to examine trade policy through an
inclusive lens comes from the recognition that trade
has distributional consequences. In knowing how and
where these consequences manifest, policymakers
and businesses can respond proactively to the
potential challenges faced by workers, industries,
communities or other actors. Following the Brexit
referendum, an early recognition of inclusive trade
is found in a speech delivered by the then Secretary
of State for International Trade, Liam Fox ,in 2018,
in his statement to the Parliament, entitled ‘creating
a transparent and inclusive future trade policy’.? The
Levelling Up Agenda (2022) is yet another instance
of the government'’s effort to link trade with issues
of inclusiveness.® The strategy recognises that

the benefits of international trade and investment
need to extend beyond London and the Southeast
to other parts of the UK in order to raise living
standards.

8.2 Employment, labour
rights and trade policy

We saw from the discussion of the trade corpus in
Chapter 2, that inclusiveness was seen as a lower
priority in the trade corpus documents in comparison
to growth, sustainability or economic security. In
contrast, it was given considerably higher priority
when considering public views. This was reflected

in our Citizens' Jury, where a high weight was given
to human rights and labour standard. A similar

trend was also observed from the Government'’s
PATT survey, where ‘protecting existing jobs in the
UK’ was deemed the second-highest priority for
the UK in negotiating free trade agreements, and
‘creating jobs and higher wages across the UK" was
the seventh-highest priority out of fifteen other
objectives.

This is not to say that inclusiveness has not been
considered important by successive governments.

In the recent (September 2025) report by the UK
Government, as part of the WTO trade policy
review process, the UK has a chapter devoted to
‘Sustainable and Inclusive Trade’. The discussion
therein covers gender, SMEs and employment. From
the trade corpus there are also several elements

of inclusiveness which emerge. This can be seen

in Figure 8.1 which shows that the predominant
concern was regarding jobs, followed by labour
rights and migration. Interestingly, gender and trade
issues do not emerge from the corpus. The focus on
jobs, is probably largely because government trade
policy in the post-Brexit period frequently positioned
itself as a tool to expand high-quality employment
and increase national productivity. Indeed, across the
strategy documents and official speeches, there is

a commitment to aligning trade policy with labour-
related objectives such as increasing the number of
jobs and expanding employment opportunities.

This ambition was articulated in the Department for
International Trade’s Export Strategy: Supporting
and Connecting Businesses to Grow on the World
Stage (2018), which continued to guide thinking into
the 2019-2021 period. The strategy emphasised
that exporting firms tend to be more productive, pay
higher wages, and create better-quality jobs. The
Secretary of State for International Trade, Liam Fox,
in launching the strategy, argued that “exporters
account for some 60% of our productivity growth”
and that firms engaging in international markets
offer “better-paid jobs and higher skills”.* There is
clear recognition across the trade corpus that the UK
faces acute labour and skills shortages, particularly

in high-growth sectors, and much emphasis is placed
on creating new job opportunities, underpinned

by the implicit logic that more economic growth
equates to more jobs.
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Figure 8.1: Inclusiveness in the trade corpus

Figure 8.1 Inclusiveness in the Trade Corpus

0.8

06

RPlscore

o
»

0.2

Migration Labour rights

Source: Own calculations using the trade corpus

The Trade Strategy (2025) includes provisions

under “Standing up for labour rights,” committing
to support the lowest paid, improve working
conditions, and seek good employment
opportunities. It also promises to push for strong
labour provisions in trade agreements and engage
in multilateral forums (G7, G20, International Labour
Organisation (ILO)) to raise labour standards. The
strategy frames trade not just as growth or export
expansion but also as a vehicle for inclusive growth.
In contrast, while labour rights receive repeated
mention, women and gender inequalities are often
subsumed under broader equality or inclusion goals,
rather than being treated as discrete policy goals.

The Industrial Strategy 2025 also aims to create more
high-quality jobs and boost business investment by
doubling investment in eight high-growth sectors,
such as life sciences and advanced manufacturing

by 2035, and uplift skills investment to support
apprenticeships and technical colleges. In parallel,
the Trade Strategy aims to create job opportunities
in “crucial sectors such as car manufacturing” and
ensure that opportunities produced are “well-paid”
and “secure”. However, in all this, there seems to be
little acknowledgement of the fact that trade creates
winners and losers and that government policy
should aim to provide appropriate support for those
that lost and may need to transition to other jobs.®

Human ESG

Consumer Reduce Living Jobs
protection inequality standards
Objectives

8.2.1 Government policy on trade and
employment

In government policy documents, support for
employment / jobs is very closely intertwined with
support for businesses and, notably, exporters. The
focus on exports under successive administrations
has led to the provision of trade advisory services,
funding for export promotion, and the identification
of sector-specific trade opportunities. In practice, this
has taken the form of regional export champions,
trade missions, export finance support, and the
reduction of non-tariff barriers through regulatory
cooperation. These supply-side interventions aim to
stimulate firm-level export activity, especially among
SMEs, and to promote participation in global value
chains. The assumption is that by increasing exports,
firms will expand employment, enhance wages, and
upgrade skill profiles.

The UK's evolving trade strategy has also
increasingly incorporated themes of sustainability
and responsible business conduct. In the Trade
Strategy, the Government reiterates its commitment
to ensuring that trade supports environmental
sustainability, labour rights, and inclusive growth.
The strategy includes commitments to uphold
labour standards in line with OECD Guidelines for
Multinational Enterprises, particularly in relation
to corporate responsibility and human rights

due diligence. Here, labour rights are situated
within a broader framing of ethical trade and
sustainability and the policy language signals a
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conceptual alignment with labour-related goals,
including fair wages, safe working conditions, and
gender equality. However, this alignment is largely
aspirational, lacking in binding commitments

or measurable labour-related performance
indicators. The emphasis is on values-based

trade, but concrete policy mechanisms such as
employment impact assessments, sector-specific
labour adaptation support, or targeted funding are
missing or underdeveloped. There is also little direct
engagement with the complexities of how trade
policy affects labour markets across sectors and
regions. While the Trade Strategy acknowledges the
importance of good jobs and economic inclusion, it
does not disaggregate labour impacts by geography,
gender, or skill level, nor does it recognise and
address potential negative shocks arising from trade
liberalisation.

Labour productivity is often cited as a key
determinant of export performance and international
competitiveness has been largely stagnant in the UK
over the past decade, as noted earlier in Chapter

1 of this report. UK output per hour grew by just
0.4% annually between 2008 and 2023, compared
to pre-financial crisis growth of approximately 1.9%.¢
Though trade policy seeks to reverse this trend by
exposing firms to larger markets and incentivising
investment, this mechanism is only effective if firms
have access to the human capital necessary to
upgrade processes and products.

Firms require a workforce with the appropriate
skills and the technical and managerial capabilities
to innovate, adopt new technologies, and improve
production processes. Indeed, both human capital
(skills) and physical capital (plants, machinery,
equipment) are necessary for productivity growth.
The importance of an appropriate skills base was
clearly addressed in the Industrial Strategy with a
detailed discussion of a number of interventions
focusing on the UK skill base.” These range from
investing in appropriate skills-focused higher
education programmes, programmes for lifelong
learning and reskilling, and some discussion of
appropriate migration policies, There are proposals
for sectoral strategies, with a focus on the IS-8, and
specifically on high-technology sectors, construction,
defence, and engineering.

Addressing skills in the Industrial Strategy is to

be welcomed, and the interventions proposed

are sensible and represent a targeted focus.
However, there are two caveats. The success of
such interventions will depend on the level of (new)
resources invested in these programmes. On this,
there is little information and there is clearly the risk
that while the intentions and focus may be sensible,
there will be issues of implementation and a lack

of proper resourcing. That can only be judged

after the event which in turn requires monitoring
and evaluation of the skills-focused policies. The

strategy does call for monitoring and evaluation by
the Industrial Strategy Advisory Council. It is hoped
that this includes the skill-based policy interventions.
The second caveat is that there does not appear to
be much connection with the Trade Strategy, such as
addressing skills shortages particularly in sectors like
agri-food, creative industries, and logistics. Evidence
suggests that firms in these sectors, as well as other
sectors, have faced considerable challenges in
sourcing skilled labour following post-Brexit changes
to immigration policy and the end of free movement
with the EU.8 The rise of both servitisation and
servicification (see also the discussion in Chapter

1), raises the importance of not simply of labour
migration, but the movement of workers for business
purposes, and the mutual recognition of professional
qualifications which get scant attention in the
Industrial Strategy.

8.3 Trade and gender

To understand how UK trade policy intersects with
gender, it is first necessary to understand how
women's participation in trade (as workers, business
owners, exporters, or within value chains) differs
from that of men, and how structural constraints
shape these differences.

In the UK, women-led firms are under-represented
in export markets;’ face disproportionately
greater barriers in accessing trade finance; are
disproportionately clustered in low- and medium-
trade-intensity sectors; and unpaid care burdens
continue to limit their mobility and flexibility.

Women's participation in trade-related activities in
the UK remains markedly constrained relative to
men'’s. According to OECD estimates, in 2020-2021,
women occupied about 41% of “trade-supported
jobs” in the UK, that is, estimates of employment
sustained by exporting activities. More recent

data from our Jobs in Trade data set (see also the
discussion in Chapter 1) suggests that the share of
female versus male workers in exporting firms was
22% in manufacturing and 39% in services. Evidence
from Scotland suggests that women in trade-related
roles on average earned nearly 20% more than in
non-trade-supported jobs (though this differential
may be driven by the sectoral composition of traded
and non-traded sectors)."® In 2023, just 15% of SMEs
in the UK were women-led, while 44% were men-led
(i.e. the remainder were mixed or other structures)."

Among women-led firms, the share of businesses
exporting is lower. Evidence from Scotland shows
that male-led SMEs are 2% to 9% more likely to
export compared to female-led ones; the output
growth consequent to entering export markets also
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tends to be smaller than for male-led counterparts.'?
The same study estimates that equalising export
participation rates could generate an additional £3.4
billion to £10.3 billion in turnover over two years

in Scotland alone, suggesting untapped potential
linked to gender under-participation.’

Underlying these disparities are structural barriers
in access to finance and credit, capacity-building,
networks, and norms around care work. The Alison
Rose Review of Female Entrepreneurship (2019)
found that women, on average, start with about
50% less capital than men, face greater difficulty

in securing finance or equity, express greater fear
of going it alone, and bear 60% more childcare
responsibilities.’ The government'’s response to the
report committed to initiatives such as the “Investing
in Women" code and expansion of mentorship

and networks."” That differential in starting capital
and financing access is not trivial when entry into
export markets typically requires upfront investment
in compliance, logistics, certification, marketing,
and credit to bridge payables. Because women
frequently have less collateral, more fragmented
credit history, and less ownership of tangible
assets, they may find accessing trade-related

credit and insurance more difficult relative to male
entrepreneurs.'

This gap in access to financial instruments intersects
with a weaker presence in or exclusion from business
and export networks. Women entrepreneurs are

less likely to belong to dense trade networks, have
fewer trade contacts, and may have weaker market
intelligence, particularly in foreign markets. The
literature underscores that relational capital and
networking are critical for firms to identify overseas
opportunities, adapt products to foreign standards,
and navigate logistics and regulatory hurdles.” While
both men and women engage in unpaid domestic
and care responsibilities, women continue to carry

a disproportionate share — limiting their ability to
travel, to participate in trade missions, to attend
international fairs, or to devote time to scaling
export logistics or certification processes. The UK
Women's Budget Group, in their 2019 “Gender

and Trade” brief, argued that trade policy tends to
treat labour as a fungible resource and ignores the
differentiated time budgets of men and women,
which can exacerbate gender inequality. Thus, even
if market access is symmetric, women may be less
able to capitalise on those opportunities due to time
poverty.

From a normative standpoint, these disparities
represent missed economic and equity
opportunities. If trade policy fails to engage with
gendered constraints, it may exacerbate inequality
and underutilise potential.

Empirical data on women'’s access to export
finance and trade-specific credit in the UK is thin.

UK Government materials suggest that DBT and
UK Export Finance are engaged in programmes
that are inclusive to women (for instance, offering
trade-credit instruments for all firms), but they do
not routinely publish gender-disaggregated data
on uptake or outcomes.'® Similarly, the “Improve
Gender Diversity When Trading with the UK"
guidance mentions support for African businesses
that commit to women'’s economic empowerment
but does not provide systematic evidence of UK
women's participation in export finance schemes."
This underscores a key challenge: the lack of
transparent metrics means that evaluation of
whether women are benefiting proportionally from
trade-oriented finance or insurance is limited.

The gap in actionable data is, itself, part of the
problem. Without reliable, sex-disaggregated
data on exporters, credit uptake, and outcomes,
trade policymakers cannot design or adjust
targeted interventions. Numerous gender-trade
analyses underscore that gender chapters in trade
agreements or gender-sensitive trade policies must
be paired with robust gendered data collection
and monitoring mechanisms.?® The UK’'s own
commitment to maintain gender-sensitive metric
collection in future trade agreements is sometimes
included in clause language as a “should” rather
than a binding “shall” (e.g. in the UK-India CETA)
reflecting caution in operational commitment.?!

8.3.1 Government policy on trade and
gender

In the UK's Trade Strategy, as well as the Industrial
Strategy, gender issues are not identified as a stand-
alone objectives and indeed gender is scarcely
mentioned except for in the context of developing
countries.?? These are interesting and perhaps
telling omissions. Nevertheless, this does not mean
the Government does not recognise the issue.
Indeed, the “Portal for Women in Trade" allows
individuals to report perceived trade barriers due to
gender (e.g. financial barriers, unfair regulatory or
customs treatment, digital or technology barriers,
or exclusion from networks). Such a mechanism
may serve both as an objective (to collect data and
understand obstacles) and as a potential lever for
identifying policy adjustments.Z

Complementary to this, the UK has developed a

set of programmes and delivery tools that target
women's participation in entrepreneurship, as well
as their participation in trade. With regard to the
former, the UK launched the Investing in Women
Code in 2019, with the aim of “improving female
entrepreneurs’ access to tools, resources and finance
from the financial services sectors”.?*

With regard to the latter, programmes range from
targeted capacity building and trade promotion
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for women-led firms to broader initiatives in
development cooperation where the UK seeks to
promote women's participation in global value
chains in partner countries.?® Government portals
provide guidance and programmes, such as tailored
trade missions, women-focused trade-promotion
events, SheTrades Commonwealth+ and FCDO-
supported supplier development programmes that
include gender components. In addition, the UK
Government and Devolved Administrations have
trialled targeted export training and mentorship
(e.g., pilot programmes and “export academies” that
explicitly invite women entrepreneurs), recognising
that information, networks, and capability constraints
are among the main barriers to export entry for
women-led SMEs. Where programmes exist, they
typically adopt a “market facilitation” model training,
mentoring, B2B matchmaking, export readiness
modules and sometimes subsidised attendance

at trade fairs rather than transformative financial
engineering (e.g., gender-sensitive lines of credit or
trade-finance quotas).

On the international stage, in a speech delivered on
8 July 2020, Julian Braithwaite, the UK Ambassador
to the WTO and UN in Geneva, explicitly connected
future trade agreements with provisions to advance
women’s economic empowerment. In the same
speech, he pledged that the UK would support the
creation of an Informal Working Group on Women's
Economic Empowerment at the WTO, underscoring
that gender equality in trade is not to be a
peripheral concern but one subject to institutional
multilateral work.2

Indeed, a distinctive strand of UK activity has been
multilateral leadership principally via the WTO's
women and trade agenda. The UK has acted as a
convener and a contributor to the WTO Informal
Working Group on Trade and Gender, and UK
delegations have presented national practices and
commitments in WTO gender seminars and at the
World Trade Congress.?” The UK Government's WTO
presentation on gender shows that it recognises that
only around 3% of UK equity investment goes to all-
women founder teams, emphasises that trade policy
should “leverage trade policy to promote gender
equality and empower women economically,”

and calls for evidence-based decision-making and
monitoring.?

UK engagement at the WTO is twofold in its
ambition: (a) to push for better data and analysis at
the multilateral level (recognising that good policy
requires gender disaggregated trade statistics); and
(b) to promote the mainstreaming of gender into
trade policy instruments across member countries.
On data, the UK has advocated for improved
measurement (exporter registries, disaggregated
firm-level data, and inclusion of gender questions
in business surveys) to make gendered trade
impacts visible.? The UK is also a contributor to

the WTO's database on gender-responsive trade
agreements, indicating awareness and positioning
within multilateral trends. While the WTO platform
has generated useful research syntheses and
increased political salience of the women and trade
agenda, translating these into compulsory reporting
obligations or a binding multilateral standard has
not been forthcoming. The UK’s multilateral strategy
therefore looks to promoting values and shared
expectations related to gender rather than hard
multilateral legal obligations. This is consistent with
the broader international politics of the WTO and
the limited appetite among many members for legal
obligations tied to gender.*

UK trade diplomacy often refers to women'’s
economic empowerment in the context of global
development and aid-linked trade programmes
(e.g. to “Improve gender diversity when trading
with the UK,"” which links UK trade policy to support
for women in developing country supply chains).’
This dual posture (domestic trade agreements

plus globally framed gender/trade aid) suggests
the UK is attempting to balance its domestic and
development-facing gender commitments within its
trade diplomacy.

In the International Development Strategy published
in 2022, women and girls are one of the stated
priorities. However, critics noted that the strategy
has little detail on how the trade and investment
agenda will contribute to tackling gender inequality.
The lack of specificity in the trade dimension of
investment/trade in that document perhaps suggests
that while gender was recognised as a priority, the
translation into trade policy (export promotion, trade
finance, trade treaties) was underdeveloped at that
stage.®

In sum, gendered constraints in finance, networks,
time use, and sectoral placement systematically
impede women'’s participation in UK trade. These
constraints manifest in fewer women-led exporters
and underutilised potential for inclusive growth.
The absence of gender-disaggregated trade data
further hampers visibility and policy responsiveness.
For policymakers and business stakeholders, the
concern is economic opportunity. Each percentage
of improved gender parity in trade could leverage
growth, innovation, and resilience in UK exports. But
realising that requires trade policy to consciously
engage with gendered structural constraints rather
than assuming a neutral baseline.

The UK's commitments and actions at the global
level appear to be somewhat different to its
statements and actions at the domestic level. For
example, in its FTAs with Australia, New Zealand and
now India, chapters on trade and gender commit
parties to analyse and collect sex-disaggregated
data and adopt a gendered analysis to trade policy.
However, neither the Trade Strategy nor subsequent
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government-supported initiatives to have reflected
this commitment. If the collection and dissemination
of sex and gender-disaggregated data were to be
made pubilic, it would enable greater transparency
and allow researchers and policymakers alike to
adopt a nuanced approach to understanding

how women and individuals of other genders are
differentially affected by trade policies.®

8.4 Inclusiveness in free trade
agreements

8.4.1 Labour provisions

In addition to promoting employment through the
promotion of exports, the other main policy area
relating to jobs is the increasing inclusion of labour

Table 8.1: Comparison of labour provisions in UK FTAs

standards and labour rights in modern free trade
agreements. As discussed in Chapter 3, the UK
also has an informal consultative group, the Trade
and Labour Forum, where civil society can engage
with the UK Government in discussions on labour
provisions in trade agreements.

Labour standards and labour rights are included in
the seven new FTAs the UK has signed since Brexit.
These provisions are typically concerned with labour
standards and human rights, but they also ensure
that neither party uses changes in labour rights as a
means for gaining competitive advantage. In some
cases, there are explicit chapters dealing with labour,
in other cases, it is discussed within other chapters.
Across the FTAs, while there is some variation in the
nature of the obligations (see Table 8.1), overall,
there is commonality with most of the types of issues
concerning labour rights included in most of the
agreements.

Provisions Australia New
Zealand

Right to regulate 4 4

Commitment to ILO v v

Declaration*

Forced labour & child

labour**

Non-discrimination/ Gender v v

equality in workplace

Promote decent work v

Modern slavery 4

Non derogation 4

Corporate Social v

Responsibility

Consultation v

Promoting public
awareness

Commitment to cooperate v
Sub-committee/Council e

Dispute resolution 4

EU EEA- India CPTPP Japan
EFTA
v
v v
v v
v v
v v v
v
v
v
\/*

Source: Labour related provisions identified from the text of the treaty

Notes:

*International Labour Organization Declaration on Fundamental Principles & Rights at Work & its Follow-up, 1998

v'* - Committee/Subcommittee only consider matters of cooperation.
** Only CPTPP and India agreements have a standalone provision. However, the prohibition of forced labour and child labour is
also already covered under ILO declaration and modern slavery provisions for the other agreements, as captured in other rows of

this table.
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For example, the Australia-UK FTA (2021) includes
a chapter on labour (Chapter 21), which contains
provisions that relate to maintaining high labour
standards. The chapter commits both nations to
maintain high levels of labour protection in law
and practice, consistent with their international
obligations, and to not weaken or reduce such
protections in a manner affecting trade or
investment.? It also reaffirms their commitment to
internationally recognised labour rights, including
the elimination of forced labour, child labour,

and discrimination in respect of employment

and occupation, as well as the promotion of
responsible business conduct.®® The chapter also
includes protections against gender discrimination
in employment.? In addition, there is a separate
chapter on Trade and Gender Equality (Chapter
24), with objectives that include ensuring women
as business owners, entrepreneurs, and workers
can fully benefit from the FTA, and that gender
perspectives are incorporated in trade and
investment relations.%

The UK-New Zealand FTA (2022) contains a

chapter on labour (Chapter 23), which commits to
international labour standards and to not derogate
from these to encourage trade and investment.® It
includes provisions for the effective enforcement of
labour laws while preserving the right to regulate.
The text also addresses gender equality in trade and
the workplace, tackling modern slavery in supply
chains, promoting quality employment and decent
working conditions and mechanisms for stakeholder
participation in implementation. All the provisions
in the chapter on Trade and Labour are binding

and subject to dispute settlement. According to
the “inclusive trade explainer” published alongside
the agreement, labour protections are a standalone
chapter, demonstrating the UK's and New Zealand's
shared commitment to maintain high labour
standards.*® The agreement contains a specific non-
derogation clause, prohibiting either country from
reducing labour standards to attract investment

or trade, obligations to enforce domestic labour
law, and mechanisms for domestic stakeholders to
provide input on implementation.*!

The UK formally acceded to the CPTPP in July 2023.
The CPTPP includes a chapter on labour (Chapter 19)
with binding obligations requiring parties to maintain
statutes and regulations governing acceptable
labour standards, respect for the ILO Declaration

on Fundamental Principles and Rights at Work, and
obligations concerning minimum wages, working
hours, occupational safety and health.*? The UK's
accession protocol highlights that the labour chapter
is not expected to require changes in UK labour

law (i.e. that current laws are deemed sufficient to
meet the standards), but that accession will bind the
UK to continue enforcing, not weakening, labour
protections, and to engage in cooperation and
dialogue with other parties on labour issues.*®

A few common features observed across the UK's
FTAs:

e Fundamental rights at work (as defined by
ILO conventions) are invoked explicitly in all
agreements. The UK has already ratified ILO
fundamental conventions, so this serves as
confirmation and a legal constraint going forward.

e Gender equality, modern slavery, and supply
chain obligations have increasingly become
standard features. All agreements embed non-
discrimination, gender equality, modern slavery
prevention, and corporate social responsibility to
some degree.

e Each agreement includes some mechanism
for stakeholder input (public submissions,
consultations), cooperation committees, and some
form of dispute settlement (though with varying
strength).

None of the FTAs reviewed impose legal
obligations to produce specific labour outcomes
(e.g. increasing employment in sectors, wage
growth, contract security, reducing gender wage
gaps). While job quality is mentioned, it is not
quantified or tied to trade liberalisation metrics.

Terms such as “acceptable conditions of

work,” “decent working conditions,” “effective
enforcement,” and “non-derogation” are legally
vague. This vagueness allows flexibility, but also

for differing interpretations. For coherence,
policymakers would need clarity on how these will
be operationalised via regulatory bodies, oversight,
inspections, or in labour court jurisprudence.

As seen in Chapter 1, there are a large number

of jobs associated with trade, and thus changes

in trade are likely to have different impacts on
workers, be this across sectors, regions, or by
worker type, e.g. by gender. The government
impact assessments also consider the impact on
employment across sectors and regions. Perhaps
not surprisingly, these employment effects align
closely with the impact on net trade across sectors.
Hence, for example, the UK-Australia FTA Impact
Assessment predicted that gains are likely in
services (wholesale and retail; business services;
public services) and in advanced manufacturing
(machinery, motor vehicles) driven by tariff cuts,
regulatory liberalisation and competitiveness. It also
foresees losses (or contraction relative to baseline)
in some sectors: agriculture, semi-processed foods,
fishing and forestry. The impact assessment also
includes estimates for employment by region and
for “protected characteristics” (gender, ethnicity,
persons with disabilities).*

Based largely on the predictive (ex ante) evidence in
the government’s impact assessments, we can draw
several observations about how labour provisions in
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trade agreements may address UK labour objectives,
for example, with regard to job creation, job quality,
or protection of vulnerable workers.

® The FTAs with Australia and New Zealand are
predicted to generate an increase in exports and
hence employment growth, especially in services
and advanced manufacturing sectors, which tend
to have relatively higher wages. As these sectors
expand, there may be scope for job creation in
areas aligned with UK high-value sectors. This
suggests some coherence: trade policy seems able
to support job creation in sectors that already align
with the UK'’s labour strategy (high-skill, high-
productivity jobs).

® The demographic and regional breakdowns in ex
ante impact assessments (for example, from the
Australia assessment) show that job gains are likely
to be regionally dispersed, with some regions
(West Midlands, North East, North West, and the
South East) potentially benefiting more in terms
of value, though not always evenly in employment
counts. This has implications for aligning trade
policy with regional “levelling up” goals.

® Some of the ex ante impact assessments predict
small positive overall wage effects, but are modest
in percentage terms and tend to be model-
sensitive.

® Some of the impact assessments include impacts
by worker characteristics, but often with limited
precision or robustness. For example, although
the UK-Australia FTA impact assessment estimates
employment share among people with protected
characteristics in affected sectors, whether
their wages, job stability or quality differ, is not
assessed.

There is limited evidence on the subsequent impact
of trade agreements on employment outcomes.

As discussed in Chapter 1, there is some evidence
from the UK-EU TCA that raising trade barriers has
negatively impacted those UK firms more exposed
to trade with the EU by reducing their employment
levels following the 2016 referendum, such that

by 2022, exporters had reduced employment by
13% and importers by 10%. However, at the time
of writing, there is no publicly available evidence
that measures ex post how labour provisions in, say,
the Australia-UK or New Zealand-UK FTAs, which
have liberalised trade, have changed employment
outcomes, be this overall, in specific sectors or
across regions. This includes employment growth,
wage progression, job security and contract types
attributed to the labour chapters in those FTAs.
The lack of ex post studies is driven by both
methodological and practical challenges.

Many trade agreements have only recently
entered into force; measurable labour effects (on
employment levels, wages, contract forms) often
take several years to materialise. This delay limits
ex post evaluation to the near term.

Sectoral employment data is often not fine-grained
enough to isolate the parts of a sector affected

by the trade agreement versus those that are

not. Further disaggregation (by firm size, region,
worker demographics) is often missing.

* Trade agreements interact with immigration law,
labour regulation, skill-formation policy, and
domestic investment. Measuring the isolated effect
of the FTA's labour provisions (e.g. non-derogation,
forced labour clauses) is challenging because many
effects are mediated via broader economic and
regulatory policy.

8.4.2 Gender provisions

The UK Government has negotiated several

trade and gender equality or women’s economic
empowerment chapters or provisions in recent FTAs
(see Table 8.2). Alongside standalone chapters,

and from the UK’s business guidance pages,

the UK “seeks to integrate women'’s economic
empowerment through mainstreaming gender
provisions across our free trade agreements in
chapters where there are known impacts or barriers
for women in trade.”* This indicates that gender is
meant to be an overlay in trade rules and integral to
trade agreements rather than a disconnected issue.

According to the UK’'s “How the UK is Advancing
Gender Equality through Trade"” portal, the UK has
successfully included trade and gender equality
chapters with Australia, New Zealand, India and a
‘'women'’s economic empowerment in trade chapter’
in the UK-Japan CEPA.% In addition, the UK-EEA
EFTA agreement contains gender-related articles
within a broader Sustainable Development Chapter.

The UK-Australia FTA contains a specific chapter
on Trade and Gender Equality that acknowledges
the importance of advancing gender equality

for inclusive growth and sets out cooperation
commitments to support women workers and
entrepreneurs (e.g. joint activities, information
sharing, and capacity building) rather than strict
enforceable obligations. The UK-New Zealand FTA
and the UK-Japan CEPA likewise include gender-
sensitive language (mainstreamed provisions and

a women’s economic empowerment chapter,
respectively). These inclusions are noteworthy for
diplomatic signalling: they change the rhetorical
baseline of UK FTAs and provide institutional entry
points (e.g., joint working groups, cooperation
projects) that can be used for downstream
programming. However, the legal character is
consistently softer than market-access commitments.
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Most obligations take the form of cooperation,
encouragement, and information-sharing rather than
binding rights or enforceable remedies.

Most of the agreements do not specifically address
and contain gender focused policies with regard
export facilitation, credit access, women-specific
logistical support, or dismantling barriers tied to
time use or care burdens. The UK-India agreement,
while referring to such obstacles, fails to implement
mechanisms to address them. Typically, the
provisions on gender in the FTAs lean heavily on
economic empowerment and non-discrimination
rhetoric but shy away from the binding regulatory
or financial instruments that could counter structural
disadvantages (for example, trade facilitation waiver

Table 8.2: Gender Provisions in the UK'’s FTAs

for women-led firms, gender-differentiated trade
finance quotas, or subsidised compliance assistance).

In many cases, gender provisions lack monitoring,
reporting, or penalty mechanisms.*” Even when
joint working groups are mandated (Table 8.2),
there is little clarity about the resourcing, timeline,
or independent oversight. Without periodic review
and accountability, such provision risk being window
dressing rather than operational levers. For example,
the Overseas Development Institute (ODI) has
criticised the UK-India chapter for the absence of

a requirement that the Trade and Gender Equality
Working Group include women or civil society
members, nor robust metrics for measuring
progress. 8

Australia New
Zealand

Provisions

Women's economic v v
empowerment, gender
equality

Implementing and 4 v
enforcing domestic laws

Recognition of SDG Goal 5

Recognising other
International Commitments

Analysis of sex or gender 4
disaggregated data

Reference to WTO Joint v v
Ministerial Declaration

Digital Inclusion v v
Access to Finance

Support for women 4 4
entrepreneurs and women-
led SMEs

Consultation Pathways 4 4

Public awareness of gender
equality laws

Commitment to cooperate v 4
and undertake activities

aimed at promoting

cooperation

Implementation Committee v

Dispute Settlement

EU EEA- India CPTPP Japan
EFTA
v v v v
v
v v
v v
v
v v
v v v v
v v

Source: Gender related provisions identified from the text of the treaty
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8.5 Policy coherence

Despite a broad narrative of alignment between
trade and, primarily, exports and labour or gender
goals, there are several inconsistencies and gaps.
While the policy statements present trade as a route
to better jobs and inclusive growth, there is limited
evidence of a systematic framework to measure or
ensure these outcomes, and no assessment of the
policies aimed at impacting such outcomes. Most
notably, the UK lacks a set of employment-related
performance indicators whose mention was absent
from our trade corpus and the government’s Trade
Strategy.

The political economy of trade liberalisation
introduces inherent trade-offs. While reduced

trade barriers can increase efficiency and consumer
welfare, they may also exacerbate inequalities,
erode bargaining power, gender composition of the
workforce or lead to offshoring in certain industries
with consequences for levels of employment in
those industries. One illustration of this is the UK's
trade deal with the EU (the TCA). Post-Brexit, new
frictions in goods trade were introduced and, as
discussed in Chapter 1, impacted negatively UK
imports and exports of goods and services — and
thus jobs. Indeed, the figures in Chapter 1 reveal

a decline in employment among exporting firms

in manufacturing by nearly 50,000 jobs and only a
modest rise in services exporting firms.*’ This comes
in comparison to a much larger rise in services
employment in non-exporting sectors.

Effects from increased trade barriers are likely to

be more pronounced on another dimension of
inclusivity relating to SMEs. Hence, the impact of
Brexit was particularly felt by small exporters and
labour-intensive sectors such as fisheries, agriculture,
and manufacturing, where the employment decline
was higher than in other sectors such as services.®® A
survey by the BCC (British Chambers of Commerce)
indicates that for many small firms, customs and
regulatory overheads introduced by the TCA (or

in adapting to EU regulation divergence) have
increased costs, delays, and uncertainty.5! For smaller
exporters, these fixed costs are disproportionately
burdensome relative to firm size. Yet the Trade
Strategy neither subsequent government policy
documents explicitly models or projects these job
losses by firm size or region, nor do they commit

to labour adjustment measures in sectors heavily
impacted. Most of the discussion around SMEs,
though necessary, has been limited to reducing
barriers to access to international markets and
guidance for exporting. Discussion around providing
training and upskilling SMEs designed for the export
market is absent from both the trade and industrial
strategies.

The intention here is not to criticise the negotiation
process or outcomes of the agreement but to
highlight a real-world example of the trade-offs that
accompany changes in trade policy. Such outcomes
are to some extent unavoidable — indeed, the
purpose of trade policy is to change outcomes - the
inevitable concurrent negative consequences can
be managed through timely acknowledgment and
appropriate mitigating measures.

In this context, government policy has largely
focused on facilitating new trade opportunities
rather than mitigating these sector-specific
employment risks in the same space as trade policy.
The result is a disjointed approach in which trade
policy advances in some isolation from domestic
policies that might address the social or economic
adjustment costs. It is important to emphasise

that addressing sector-specific employment risks

is traditionally the remit of domestic or labour
policy rather than trade policy. However, genuine
policy coherence requires, at a minimum, an
acknowledgment within the Trade Strategy of the
fact that trade agreements may generate such
outcomes which need addressing. Without this
recognition, there is no mechanism to anticipate or
respond to the consequences of trade liberalisation,
leaving affected sectors vulnerable.

There is also a potential mismatch between trade
policy’s requirement for labour to deliver promised
growth and the immigration and labour market
policies that limit supply as discussed earlier in
Section 8.2.1. In sectors where labour is essential,
trade expansion cannot succeed unless labour supply
(in terms of numbers, skills, immigration settings) is
aligned.

Many sectors that would otherwise benefit from
increased export activity, such as agri-food in the

UK, have faced acute labour shortages due to
tighter immigration controls. Without a coordinated
approach between trade and migration policy, the
government risks creating conditions where trade
opportunities outpace domestic labour supply,
leading to production bottlenecks or an over-reliance
on precarious, under-protected labour.

Sectoral case: Agriculture, food processing,
and farming

Agriculture and food production were among
the sectors most exposed to changes in trade
frictions and regulatory divergence following the
UK's withdrawal from the EU. Du et.al., (2025)
report that even before the UK introduced
reciprocal checks at the border, EU imports of
UK agri-food products declined by 14.3% in
value. Similarly, Tamberi and Gasiorek (2023) find
significant declines in UK exports of food and
beverages to the EU. The implementation of the
TCA introduced additional checks at the border
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in the form of SPS requirements. Du et.al., (2025)
find that imports to and exports from the EU,
experienced a significant decline both in value
and quantity. Consistent with this, Lucio et al.,
(2024) also report that imports of products
subject to SPS requirements declined by 43%
compared to non-SPS imports that declined by
27%.

Additionally, post-Brexit, the removal of the

free movement of labour from the EU has

meant that many of the low- to medium-skilled
jobs in seasonal picking, food processing,
butchery, and abattoirs have been left with an
insufficient workforce. Because agriculture and
food production have been among the most
trade-affected sectors, as noted above, labour
shortages have particularly serious consequences
for recovery.

An Institute for Government report, Agriculture
after Brexit (2021), documents that just 1% of the
seasonal agricultural labour before Brexit was
carried out by British nationals, highlighting the
dependency on EU labour. After free movement
ended, many EU nationals who held settled
status or pre-settled status left during the Covid
pandemic and have not returned in comparable
numbers. Farmers report crops left unpicked,
output losses, inefficiencies in production and
processing.

Moreover, the EFRA Committee in Parliament
has warned of risks of “permanent damage” to
UK food production if labour shortages are not
addressed: rising labour costs, competitiveness
loss, and increased food prices.>

A 2022 report by the Food and Drink
Federation estimated that labour shortages in
food manufacturing led to production losses
exceeding £1.5 billion, with downstream
impacts on exports and trade reliability (FDF,
2022). Similarly, export-facing hospitality and
tourism businesses have struggled to hire
workers capable of meeting foreign consumer
expectations, particularly in international events,
travel, and cultural services.

Ultimately, labour shortages deepen the trade
challenges facing UK agriculture and food
production. As these sectors lose productive
capacity, they become less able to compete

in export markets or meet domestic demand,
leading to greater import dependence and
heightened vulnerability to global price shocks.

According to the UK Government's 2022 report,
Assessment of Priority Skills to 2030, several sectors
identified as priorities for future export growth,
such as digital technologies, clean energy, life
sciences, and advanced manufacturing are also
facing acute skills shortages. The report estimates
that employment demand in these priority sectors
will rise by approximately 15% between 2025 and
2030, with over two-thirds of that demand requiring
qualifications at Level 4 and above (i.e. higher
technical and academic education).>® As discussed
earlier, the Industrial Strategy also recognises that
the current system to enhance and accelerate skills
development is not sufficient for the IS-8 sectors
identified. This presents a critical constraint on

the UK'’s trade ambitions: if firms in high-potential
export sectors cannot source skilled labour either
domestically or through migration, then the
productivity and competitiveness gains anticipated
from new trade agreements (such as UK-Australia
and UK-New Zealand) may fail to materialise.>

There is little evidence that UK trade policy
documents between 2019 and 2023 have
meaningfully integrated or accounted for these
labour market trends. Not surprisingly, the UK's trade
agreements post-Brexit, particularly the UK-EU Trade
and Cooperation Agreement (TCA), UK-Australia
FTA, and UK-Japan CEPA, have emphasised tariff
reductions and regulatory cooperation. In these
references to labour are primarily in the context

of labour standards as opposed to labour force
development, upskilling, or capacity building — which
is more the remit of domestic policy interventions.
Interestingly, and in contrast, the CPTPP chapter on
Labour (Ch 19) commits to cooperation to promote
“creation of quality and productive employment
linked to skills for development for jobs in emerging
industries”. Typically, in the UK FTAs, where skills are
acknowledged, the emphasis has been on mutual
recognition of professional qualifications rather

than systemic alignment between trade strategy

and human capital policy. That linkage between the
industrial strategy, skill, and trade is also absent in
the Industrial Strategy.

Trade openness is likely to incentivise firms

to become more productive by learning from
international competitors, adopting new
technologies, and attracting foreign investment.>
Yet this also presumes the existence of a workforce
capable of implementing these improvements.

A deficit in skills, whether digital, managerial,

or technical, means that productivity-enhancing
channels of trade are obstructed. The government's
Skills and Productivity in the UK report (2023)
acknowledges that human capital remains a “binding
constraint” on productivity, particularly in export-
intensive industries. The lack of recognition of skill-
focussed supply constraints in the trade strategy is
thus somewhat surprising.
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8.6 Conclusion and
recommendations

Trade policy generates labour outcomes that are
uneven and fragmented. Export opportunities do
not automatically translate into accessible jobs if
labour supply is constrained. High-value service
exports may create quality employment but leave
behind regions dependent on lower-skilled work.
Gendered dynamics risk widening inequalities,
while public scepticism can threaten the legitimacy
of trade policy itself. The overarching problem,
therefore, is not whether trade creates or destroys
jobs in aggregate but whether the structure of
trade policy is coherent with the government’s
declared goals for the labour market and its gender
dimensions.

Recommendations

While the Trade Strategy acknowledges the
importance of good jobs and economic inclusion,
it does not disaggregate labour impacts by
geography, gender, or skill level, nor does it
recognise and address potential negative shocks
arising from trade liberalisation. More attention
should be given to both the winners and losers
from changes in trade and trade policy.

A major practical gap with regard to trade and
gender is the limited availability of gender-
disaggregated metrics within UK trade support
institutions. Without the data, it is difficult to
evaluate whether programmes are reaching
women equitably or whether trade policy
instruments (loans, guarantees, export credit
insurance) are structurally biased toward larger
or male-dominated firms, and it is hard to design
instruments to remedy gendered gaps in uptake.

While there are gender-focused support
programmes in the UK, gender issues are not
mentioned in either the Trade or the Industrial
Strategy, which implies a low level of prioritisation.
This also reveals a discrepancy between the UK's
international commitments and work in the WTO
and its domestic practices. We recommend that
gender outcomes and gender policies receive a
higher policy priority.

There should be increased clarity about resourcing
dedicated to joint working groups that are
mandated in FTAs, timelines for achieving
objectives set out in the FTA chapters, and robust
metrics for measuring progress.

¢ There is an absence of ex post assessments of

UK trade policy and notably FTAs in particular
with regard to the dimension of exclusivity. We
recommend that there should be periodic ex post
assessments. The issue of inclusivity should also be
addressed in the annual report on UK trade which
we have recommended elsewhere in this report.

There needs to be greater explicit recognition of
the linkages between trade policy, industrial policy,
and migration policy, as well as an appropriate
skills base to meet the Government's sectoral and
growth objectives. Thus, there is a need for greater
policy coherence.
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GBF
GDP
GDPR
GVA
GvVC
HGV

Digital Markets Act

Digital Markets, Competition and
Consumers Act

Digital Services Tax
European Economic Area

European Economic Area — European
Free Trade Association

Environment Food and Rural Affairs
Committee (House of Commons)
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operation and Development

OIM Office for the Internal Market
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