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PREFACE

On November 18, 1999, the Senate Finance Committee requested the U.S. International Trade
Commission (ITC) to “investigate the impact of including the United Kingdom in a free trade
arrangement with the United States, Canada, and Mexico.” The request was made under the
provisions of section 332(g) of the Tariff Act of 1930. The Committee requested that the
Commission’s report include (i) an overview of the current economic relationship among the
United States, Canada, Mexico, and the United Kingdom (UK); (ii) the identification of all
existing barriers to trade and investment among the United States, Canada, Mexico, and the United
Kingdom; (iii) for the United States and the United Kingdom, the estimated effect of eliminating
these barriers on a number of economic aggregates; and (iv) a discussion of any increase in quality
or selection of goods, or other consumer benefits.

The ITC solicited public comment for this investigation by publishing a notice in the Federal
Register on December 30, 1999 (64 F.R. 250). A public hearing was held on April 11, 2000, and a
telephone survey of industry sources was conducted in April and May of 2000. Members of the
ITC research staff conducted interviews with interested parties during a trip to London, UK, from
March 14 to March 22, 2000. Appendix A contains a copy of the request letter from the Senate
Finance Committee, Appendix B contains a copy of the Federal Register notice, and Appendix H
contains a list of participants in the public hearing.






ABSTRACT

On November 18, 1999, the Senate Finance Committee requested the U.S. International Trade
Commission to “investigate the impact of including the United Kingdom in a free trade
arrangement with the United States, Canada, and Mexico.” The request was made under the
provisions of section 332(g) of the Tariff Act of 1930.

This report begins with an overview of the current economic relationship among the United
States, Canada, Mexico, and the United Kingdom (UK), including an enumeration of the existing
barriers to trade and investment among those four countries. In 1998, UK imports of goods and
services from the North American countries totaled more than $100 billion, and the North
American countries’ imports from the UK were about $65 billion. Services and machinery and
equipment accounted for more than half of this total. The United States is the UK’s largest single
trading partner, accounting for about 12 percent of the UK’s total trade and for 90 percent of its
trade with North America. Trade between the UK and the North American countries is subject to
relatively few trade barriers. The United States and the UK are the two largest global investors and
largest recipients of foreign direct investment, and are also each other’s largest foreign investor.

Because it is unclear under what form the UK would enter a trade agreement with the countries
of North America, all of the quantitative analyses are conducted under two scenarios. In one the
UK remains within the European Union (EU) trade environment, and in the other the UK
essentially withdraws from this trade environment. The Global Trade Analysis Project (GTAP)
general equilibrium trade model was used to obtain quantitative estimates of the effects of a free
trade arrangement between the UK and the members of NAFTA. Data in this model date from
1995, modified to incorporate effects of subsequent trade agreements, so results of the model
should be interpreted as if the contemplated trade agreement were taking place in 1995, and
NAFTA and other trade agreements had already been implemented. Because trade between the UK
and the North American countries is subject to relatively low tariffs, it was found that elimination
of these tariffs would have minimal effects on the economies of the countries in question.
Depending on the modeling scenario, a complete elimination of tariffs on products traded between
the UK and the United States would increase U.S. imports from the UK by 7 to 12 percent, and
UK imports from the United States by 11 to 16 percent. Effects on aggregate output, as measured
by GDP, are insubstantial. U.S. GDP would increase by less than $90 million. Effects on the UK
and the EU are also small. Price levels in the United States would increase slightly, in no case by
more than 0.31 percent. Separate partial equilibrium modeling suggests the contemplated free
trade arrangement would have very small effects on the manufacturing output associated with
bilateral FDI between the UK and the United States. There is no precedent for a member
withdrawing from the EU, so the impact on the UK’s trade relationships with non-EU and
non-NAFTA countries is unclear. This report does not attempt to estimate the potential impact.
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EXECUTIVE SUMMARY

Background and Scope of the Study

On November 18, 1999, the Senate Finance Committee requested the U.S. International Trade
Commission (Commission or ITC) to “investigate the impact of including the United Kingdom in
a free trade arrangement with the United States, Canada, and Mexico.” The request was made
under the provisions of section 332(g) of the Tariff Act of 1930. The Committee requested that the
Commission’s report include (i) an overview of the current economic relationship among the
United States, Canada, Mexico, and the United Kingdom (UK); (ii) the identification of all
existing barriers to trade and investment among the United States, Canada, Mexico (the North
American countries), and the UK; (iii) for the United States and the UK, the estimated effect of
eliminating these barriers on a number of economic aggregates; and (iv) a discussion of any
increase in quality or selection of goods, or other consumer benefits.

Principal Findings

The United States is the UK’s largest single trading partner, accounting for about 13 percent of
the UK’s total trade and for 90 percent of its trade with North America in 1998. Collectively,
however, the other countries of the EU carry on about four times as much trade with the UK as
does the United States. Because trade between the UK and the North American countries is subject
to relatively low tariffs, it was found that elimination of these tariffs would have small effects on
the economies of the countries in question. Model results are based on 1995 data, modified to
incorporate subsquent trade agreements. Results do not simulate the removal of nontariff barriers
or the imposition of retaliatory barriers. Depending on the modeling scenario, a complete
elimination of tariffs on products traded between the UK and the United States would increase
U.S. imports from the UK by 7 to 12 percent, and UK imports from the United States by 11 to 16
percent. Effects on aggregate output, as measured by GDP, are insubstantial. Because of increased
demand for U.S. goods for export to the UK, price levels in the United States would increase
slightly, in no case by more than 0.31 percent. Because present tariffs in the United States on
imports from the UK in many cases consist of high duties against narrowly defined products,
overall tariff reductions are expected to have small aggregate effects, but may increase the
availability of such products at lower prices and thus increase the range or variety of products
available to consumers.

Analytical Approach

Trade and investment between the UK (as a member of the EU) and the North American
countries is subject to relatively few barriers. All countries concerned are members of the World
Trade Organization (WTO), and have reduced their trade barriers in accord with their obligations.
However, some key barriers remain. For much of the discussion in this report, a “key tariff barrier”
is a Uruguay Round bound rate of 15 percent or higher that has not been reduced by subsequent
agreements. Such tariffs are considered “peak tariffs” in the WTO. Key nontariff barriers are those
identified by the European Commission’s Market Access Database (for North American barriers)
and by the United States Trade Representative’s National Trade Estimates on Foreign Trade
Barriers (2000 edition). Additional information on trade and trade barriers, and on the trade
relationships connecting the UK with the North American countries and with the EU, was obtained



from fieldwork undertaken by ITC staff members in March, from a public hearing held on
April 11, 2000, and from a telephone survey conducted during May and June 2000.

The analysis of the effects of removing trade and investment barriers proceeds from the
enumeration of the key barriers. A general equilibrium analysis, using the data and modeling
structure of the Global Trade Analysis Project (GTAP)! was performed, in which the effects of
removing all tariff barriers (not just those in excess of 15 percent) were simulated. A quantitative
assessment of the effects of removing most nontariff barriers was not feasible, due to their
generally small areas of applicability and the lack of quantitative measurements of their scale:
thus, results are likely to understate the effects of eliminating all barriers. Because bilateral
investment effects are not explicitly treated in the GTAP model, an analysis of the effects of the
removal of tariff barriers on direct investment was performed separately, using partial equilibrium
tools. Because it is unclear under what form the UK would enter a trade agreement with the
countries of North America, all of the quantitative analyses are conducted under two scenarios. In
one the UK remains within the EU trade environment, and in the other the UK essentially
withdraws from this environment.

The North Atlantic Trade Relationship

United Kingdom Trade and Investment with North America

The United States is the UK’s largest single trading partner, accounting for about 13 percent of
the UK’s total trade and for 90 percent of the UK’s trade with North America. The United States
and the UK are the two largest global investors and largest recipients of foreign direct investment,
and are also each other’s largest foreign investor. In 1996, the United States accounted for almost
39 percent of the stock of foreign direct investment in the UK. The share of UK direct investment
in Canada has declined from 5 percent to 2 percent between 1990 and 1996. Canada’s share of UK
inward investment also declined from 4 percent to less than 3 percent between 1990 and 1996.

In 1998, UK imports of goods and services from the North American countries totaled more
than $100 billion, and their imports from the UK were about $65 billion. Services and machinery
and transportation equipment accounted for more than half of this total. The trade relationship is
strongest between the United States and the UK. From 1991 through 1997, the value of UK
exports to the United States increased by about 50 percent in nominal terms and UK imports of
U.S. products rose at a similar pace.

Despite the healthy trade relationship between North American countries and the UK,
however, some trade barriers exist. These are evident for trade in agricultural products;
pharmaceuticals; textiles, apparel and footwear; machinery and equipment; services; and
miscellaneous products.

The following table provides selected highlights of the major sectoral trade flows among the
North American countries and the UK. In addition, selected trade barriers are described. All trade
barriers described here and in other sections of this report are derived from documents provided by
other organizations, notably including the World Trade Organization, the European Commission,
and the Office of the United States Trade Representative (a complete list of sources is provided on
page D-2). The discussion of a “trade barrier” here is not a determination by the ITC of the
existence of a trade barrier.

1 See Thomas W. Hertel (ed.), Global Trade Analysis: Modeling and Applications (New York: Cambridge
University Press, 1997).



Table ES-1

Overview of Trade and Trade Barriers Between the UK and the North American Countries

Sector Overview of Trade Selected Trade Barriers
Agriculture North America imports only small amounts of agricultural Mexican import tariffs are the most significant barriers for the
sector products from the UK, and all three countries have trade | UK and range as high as 260 percent. Canadian nontariff
barriers in this sector. Although the United States imported a import barriers affect the tobacco, alcoholic beverage, fishing,
total of $50 billion in agricultural products in 1998, about meat, poultry, and dairy industries. The UK has high tariffs on
one-third of these were from within NAFTA, and less than 3 meat, fish tobacco, sugar, and dairy products. UK nontariff
percent were from the UK. For the same year, UK imports of | parriers in this sector are sanitary and phytosanitary and
agricultural products were $31 billion, with just 7 percent labeling regulations, delays in approval processes, and price
coming from NAFTA countries. supports. U.S. impediments to agricultural product trade
include sanitary and phytosanitary regulations, environmental
standards, and the administration of tariff quotas. A number of
U.S. tariffs on fish, tobacco, citrus, soybean oil, and vegetable
products exceed 15 percent.
Pharmaceutical The UK accounted for just over 15 percent of the $9 billion in Trade in this sector faces regulatory approval difficulties in the
Products U.S. pharmaceutical imports in 1998, while Canada and UK, Mexico, and the United States and restrictive pricing

Mexico together provided less than 10 percent of U.S. imports.
However, the United States supplied nearly 60 percent of
Canada’s $2 billion in pharmaceutical imports, and about
one-third of Mexico’s $679 million imports. For the UK, 85
percent of its $5 billion in pharmaceutical imports for 1998
were supplied by non-NAFTA countries.

policies in the UK and Mexico. Intellectual property protection
is a trade issue in all four countries.

Textiles, Apparel,
and Footwear

In the textiles, apparel, and footwear sector, each of the four
countries of this study has high tariffs, which create significant
barriers to trade. For the UK, more than 95 percent of its $23
billion in textile, apparel, and footwear imports came from
non-NAFTA countries in 1998, and 85 percent of the $82 billion
in U.S. imports that year were from sources outside North
America or the UK.

NAFTA provisions giving duty preferences to imports of North
American origin spurred trade in both directions between the
United States and Mexico. The EU has cited a number of
regulations, including some NAFTA rules, that impede trade in
this sector.

Machinery and
Transportation
Equipment

The United States supplied more than 70 percent of its NAFTA
partners’ machinery and transportation equipment products in
1998, representing $81 billion in imports to Canada and $48
billion in Mexican imports. But the United States imported less
from its NAFTA partners and from the UK. About 30 percent
($138 billion) of U.S. machinery transportation and equipment
imports came from Mexico and Canada in 1998, and about 20
percent ($30 billion) of UK imports came from NAFTA
countries.

Nontariff barriers in each of the four countries are the most
significant impediments in this sector, and these barriers
pertain primarily to motor vehicle, aircraft, and shipbuilding
products.



Table ES-1—Continued
Overview of Trade and Trade Barriers Between the UK and the North American Countries

Sector

Overview of Trade

Selected Trade Barriers

Services

In 1998, the United States supplied 62 percent of Canada’s
service sector imports and 22 percent of the UK service
imports. The United States itself imported $165 billion in
services.

A large number of barriers have been reported to affect a
variety of service industries in each of the four countries. The
most significant of these affecting trade volumes are in the
banking and securities, insurance, and telecommunication
service industries.

Miscellaneous
Products

Miscellaneous products consist of a diverse mixture of goods
from a number of industries not readily identifiable within other
economic sectors. They include products such as musical
instruments, firearms, furniture, brooms, artwork, and leather
goods. Total imports of these products for the three NAFTA
countries were $62 billion in 1998, and UK imports of
miscellaneous products were $12 billion.

U.S. and Canadian tariffs for certain products in this category,
reference prices in Mexico, and EU regulation presented the
most significant barriers to trade among the four countries.

Energy and Fuels

Trade volumes between NAFTA countries and the UK are at
relatively low levels in some of these sectors. For example, UK
imports of energy and fuels from NAFTA countries were less
than 10 percent of total sector imports of $8 billion in 1998, and
3 percent of NAFTA-country imports of $72 billion in energy
and fuels came from the UK that same year. In contrast, more
than one-third of sector imports for the United States, Canada,
and Mexico came from NAFTA partners.

Few trade barriers exist for energy and fuels.

Chemicals, Plastics,
and Rubber

The United States is the source of more than 10 percent of UK
imports of chemicals, plastics, and rubber, but supplied more
than half of Mexican and Canadian imports of these products
in 1998, for a total of $29 billion. Canada and Mexico provided
more than one-fifth, or $16 billion, of U.S. imports in this sector
in 1998.

For the most part, impediments to trade in this sector are few.
The Uruguay Round harmonization of chemical tariffs and the
elimination of tariffs on pharmaceutical intermediates has
lowered tariff barriers for the sector. The EU feels that
Canadian tariffs on rubber and plastics, which will average 6.9
percent at the end of Uruguay Round reductions, are a barrier
to trade. Mexico prohibits the import of certain chemicals for
health and safety reasons, requires import authorization and
licenses for most chemicals and plastics, and has implemented
reference prices for chemicals. U.S. suppliers consider EU
standards on certain chemicals to be unnecessarily restrictive



Table ES-1—Continued
Overview of Trade and Trade Barriers Between the UK and the North American Countries

Sector

Overview of Trade

Selected Trade Barriers

Forest Products

The United States supplies more than 85 percent of Canada
and Mexico’s forest product imports, and total sector imports
were valued at $8 billion for Canada and $4 billion for Mexico
in 1998. That same year, two-thirds of U.S. imports, or $22
billion, came from Canada. In 1998, the UK imported most of
its $14 billion in forestry products from the European Union,
which has a large and competitive wood and paper industry,
especially in the Scandinavian countries.

Research has identified few impediments to trade in this
sector. The most significant barriers are the U.S. tariff of 18
percent ad valorem on rattan and bamboo handbags, and
luggage, Mexico’s system of reference prices, and Canadian

and Mexican prohibitions on the importation of printed material.

Minerals and Metal
Products

Because import patterns for minerals and metal products are
affected by transportation costs, the machinery and equipment
assembly industries, and the availability of natural resources,
NAFTA partners have tended to integrate their operations in
this sector. The UK relies primarily on non-NAFTA countries
for trade in this sector. The United States supplies a large
share of sector imports to manufacturing and mining
companies in Canada and Mexico, and more than 85 percent
of the $32 billion in UK imports for 1998 in this sector came
from non-NAFTA countries.

Research has identified few impediments to trade in this
sector. Canadian tariffs on certain products of asbestos or
glass fibers reach 15.7 percent and the EU claims that tariffs
on pottery and china are barriers. U.S. duties on certain
low-value flatware range from 16 percent to 24 percent, on
certain other tableware and glassware from 15 percent to
28.5 percent, and are 15 percent on certain titanium products.
Nontariff barriers in this sector concern burdensome Mexican
testing procedures for ceramic tile imports, Mexican reference
prices for steel, “Buy American” restrictions, U.S. aircraft
fastener regulations, and U.S. subfederal content
requirements.

Source: USITC staff compilation.
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Analysis Results: The Elimination of Existing
Tariff Barriers

General Equilibrium Results

The Global Trade Analysis Project (GTAP) general equilibrium trade model was used to
obtain quantitative estimates of the effects of a free trade arrangement between the UK and the
members of NAFTA. The standard data set (based in 1995) was modified to reflect an
environment in which all policy measures ratified under NAFTA, the Uruguay Round, the
Information Technology Agreement (ITA) and the recent EU-Mexico Free Trade Arrangement are
completely implemented. Thus, all results should be interpreted as if the contemplated trade
agreement were taking place in 1995, all its effects were felt immediately, and the Uruguay Round,
NAFTA, and the EU-Mexico FTA had already been fully implemented. The analysis is conducted
under two hypothetical scenarios. The first scenario (experiment 1) assumes that the UK is able to
form a free trade arrangement with North America while keeping intact all essential features of its
membership in the EU. The second scenario (experiment 2) is based on the assumption that the
UK would sever its relationship with the EU. The results reported below reflect tariff eliminations
and do not, in general, account for the liberalization of nontariff barriers, nor do they take into
account any retaliatory trade measures that the UK may face.

While modeling the information of the FTA itself is a relatively straightforward task, a
challenge in this analysis is to determine the trading relationship that may prevail between the UK
and the EU following implementation of the agreement. This is particularly relevant because, as a
member of the EU, the UK does not have a well-defined competence to deviate unilaterally from
the EU’s common external trade policies. Although the two modeling scenarios may seem
extreme, they are intended to approximate upper- and lower-bound cases for the range of possible
relationships that might prevail between the UK and the EU after the establishment of an FTA
between the UK and the North American countries.

Experiment 1. UK-North American Free Trade Arrangement

The estimated results for experiment 1 indicate that total U.S. exports increase by $1.9 billion
(0.24 percent), while imports increase by $2.9 billion (0.32 percent). There is a substantial
redirection of U.S. exports towards the UK and away from other countries, primarily the rest of the
EU. Agricultural exports to the UK increase by more than 100 percent, while processed food
exports increase by 54 percent. Total UK exports to the United States increase by $2.8 billion
while those to the EU decrease by $1 billion. UK exports of textile products to Canada and the
United States increase by 116 percent and 63 percent, respectively. Total UK imports from Canada
and the United States expand (by $ 638 million and $5.1 billion, respectively) while imports from
the EU drop (by $1.7 billion). UK imports of processed food products from Canada increase by
224 percent and imports of agricultural products from the United States increase by 103 percent.
Overall trade balances in the United States and the UK decrease respectively by $396.6 million
(0.23 percent) and $974.3 million (3.3 percent).

The effects of the contemplated FTA in terms of changes in each country’s Gross Domestic
Product (GDP) are very small. The UK’s GDP increases by less than one tenth of one percent or
$100 million. U.S. GDP increases by $55 million while the EU (less the UK) and Canada’s GDP
decline by $51 million and $42 million, respectively. Changes in domestic production as well as
the shifts in sectoral employment are in general small in percentage terms. For the United States,
the preferential trading arrangement expands production in the agriculture, processed foods, and
machinery sectors and shrinks the remaining sectors. The transportation industry declines by $503
million or 0.02 percent. In the UK, the free trade arrangement expands production in the textiles,
iron and steel, machinery, transportation, and chemical sectors, and shrinks the remaining sectors.
The transportation sector in particular expands by $582 million while agriculture shrinks by $340
million. The price changes triggered by the FTA in both the United States and the UK are positive



but small. The only exception is the small decline in the price of agricultural commaodities in the
UK.

Experiment 2. UK-North American Free Trade Arrangement with

EU Withdrawal

The estimated results for experiment 2 show that U.S. exports to the UK increase by $7 billion
while exports to the other regions decline. This export expansion is larger than that in the first
experiment because in this scenario trade barriers are imposed on UK imports from the EU, which
improves the competitiveness of U.S. goods in the UK market. U.S. imports from the UK and the
EU increase by $4.8 and $1.4 billion, respectively. U.S. agricultural and processed food exports to
the UK increase respectively, by 125 percent and by 85 percent.

UK exports to the NAFTA members increase by $5.8 billion (11.4 percent), while exports to
the EU decrease by $18.8 billion (13.0 percent). UK exports of textile and transportation products
to the United States respectively increase by 68.8 percent and 32.8 percent. Total UK imports
decrease by $13.8 billion (4.6 percent), with those from the EU declining by as much as $25
billion (16.5 percent). Imports of machinery and transportation goods from the United States
increase by $3 billion (21.9 percent) and $1.8 billion (71.6 percent) respectively. The overall trade
balance of the United States decreases by $2 billion while that of the UK increases by $2.9 billion.

As in scenario 1, the changes in GDP for all countries are very small. For Canada, the UK, and
the EU GDP decreased by 0.01 percent ($49 million), 0.02 percent ($173 million) and 0.01 percent
($708 million). U.S. GDP increased by $86 million (0.0 percent). The changes in output and in
sectoral labor demand are also generally low. In the United States, the FTA expands production in
agriculture, processed foods, textiles, machinery and transportation sectors with the machinery
sector expanding by more than $1 billion. For the UK, the agreement expands output in mining,
iron and steel, other manufacturing, and services sectors with the services sector expanding by
more that $2 billion. Similarly, the FTA in general leads to small price increases in the United
States but small price declines in the UK.

Effects on FDI: Partial Equilibrium Results

A UK-NAFTA FTA, under the experiment 1 scenario, would cause only a modest expansion
of the manufacturing output associated with bilateral FDI between the UK and the United States.
Partial equilibrium modeling suggests that the expansion would be about 0.41 percent for UK FDI
in the United States and about 0.27 percent for U.S. FDI in the UK. A UK-NAFTA FTA combined
with imposition of the EU’s common external tariff between the UK and other EU countries would
induce modest contraction of the output associated with U.S. manufacturing FDI in the UK, by
about 0.56 percent. Staff analysis of the results suggests that the primary channel through which
tariff decreases or increases affect FDI is by lowering and raising the cost of imported intermediate
inputs.
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CHAPTER 1
Introduction

Background

This study was undertaken in response to a request
from the Senate Finance Committee, made in a letter?
received by the U.S. International Trade Commission
(ITC or Commission) on November 18, 1999. In that
letter the Commission was asked to “investigate the
impact of including the United Kingdom in a free trade
arrangement with the United States, Canada, and
Mexico.” The request was made under the provisions
of section 332(g) of the Tariff Act of 1930. The
Finance Committee requested that the Commission’s
report include (i) an overview of the current economic
relationship among the United States, Canada, Mexico,
and the United Kingdom (UK); (ii) the identification of
all existing barriers to trade and investment among the
United States, Canada, Mexico, and the UK; (iii) for
the United States and the UK, the estimated effect of
eliminating these barriers on a number of economic
aggregates; and (iv) a discussion on any increase in the
quality or selection of goods, or other consumer
benefits.

The UK is a member of the European Union
(EU).2 Because the EU requires its members to main-
tain common external tariffs, it is not clear how the UK
could entere into an FTA and provide zero tariffs to
imports from North American countries, while main-
taining its obligations to the EU. However, many com-
mentators believe that a variety of arrangements could
be worked out, should the UK enter into a North Amer-
ican FTA. Outcomes range from a complete retention
of free trade, labor, and capital mobility among the EU
states (including the UK) to severing the UK’s ties to
the EU. Perhaps the more probable outcome lies within
the broad middle range, in the form of an attenuated
attachment of the UK to the EU. Many such arrange-

1 See Appendix A for the request letter.

2 Material cited in this and later sections of this chapter
draws heavily on conversations held between members of
the ITC staff and various parties conducted in London during
the period of March 14 to March 22, 2000. Most parties to
these discussions were assured of anonymity, at their re-
quest.

ments are enjoyed by the current non-EU members of
the European Economic Area (EEA). In the longer
term, another possible outcome might be the relaxation
of trade restrictions between the North American econ-
omies and the EU as a whole. In his testimony before
the ITC in the public hearing on this investigation,
Senator Gramm of Texas stated that he would like to
see that eventuality, when he said, “I want the United
States to take the lead in calling for a free-trade agree-
ment with Great Britain to break down protectionist
barriers, to open up markets, to spread prosperity. And
I believe that with our leadership that we can see the
EU open for world trade.”3

Approach and Organization
of the Report

For the purposes of this study, it has been assumed
that the contemplated free trade arrangement between
the UK and the North American trading partners would
follow the lines of the current North American Free
Trade Agreement (NAFTA). Among other things, it
would include an elimination of tariffs between the UK
and the North American countries, and it would
eliminate most nontariff barriers that are imposed at
the border. The arrangement would not, by assumption,
eliminate all measures claimed to be trade barriers. Not
all such measures were eliminated under NAFTA.4 For
the sake of simplicity the analysis assumes that all
trade-barrier elimination would take place at once, with
no gradual phase-in provisions. This analysis uses two
distinct sets of background assumptions. The first
scenario assumes that, in essence, the UK would form

3 USITC, The Impact on the U.S. Economy of Including
the United Kingdom in a Free Trade Arrangement with the
United States, Canada, and Mexico: Hearing Before the
Commission, April 11, 2000, p. 15.

4 Chapter 3 of this report details the tariff and nontariff
barriers to trade between NAFTA members and the UK
which have been identified by various parties. See the Euro-
pean Commission, Market Access Database, at
http://mkaccdb.eu.int/ (retrieved in March 2000) and Office
of the United States Trade Representative, National Trade
Estimates on Foreign Trade Barriers: 2000.

1-1



a free trade arrangement with North America while
keeping intact all essential features of its membership
in the EU. This scenario reflects a simple interpretation
of the analysis requested by the Senate Finance Com-
mittee. The second scenario is based on the assumption
that the UKwould sever its relationship with the EU,
enter a free trade arrangement with North America, and
that its subsequent trade relationships with the rest of
the world would be the same as it now enjoys as a
member of the EU. In other words, by assumption the
UK would continue to be a party to the preferential
trade relationships that the EU has formed with other
countries.

The remainder of this report discusses the current
conditions of trade among the four parties to the con-
templated free trade arrangement among the UK, the
United States, Canada, and Mexico and the potential
effects of the proposed trade liberalization. The current
chapter presents a background discussion on the posi-
tion of the UK as a member of the EU. This discussion
draws heavily on opinions expressed to members of the
ITC study team during a trip to the UK in March 2000,
and on selected items from the popular press and spe-
cialized reports, mostly in the UK. Chapter 2 contains
an overview of recent trends in trade between the UK
and North America, as well as a discussion of the UK
and European trade with non-EU countries. Chapter 2
also provides a more detailed discussion of the foreign
investment relationship between the UK and the United
States. Chapter 3 provides a more detailed discussion
of trade in key industries, with a preliminary compila-
tion of barriers to trade and investment. Chapter 3
draws on data from the European Commission and the
Office of the United States Trade Representative, pre-
viously cited, as well as on a telephone survey con-
ducted for this study by ITC staff. Chapter 4 discusses
the likely effects on the United States and the UK of
eliminating tariff and selected nontariff barriers to
trade between the UK and North America.

United Kingdom and the
European Union

The present EU (heir to the European Coal and
Steel Community, European Economic Community
and European Atomic Energy Community) has been
shaped by numerous decisions, regulations, directives,
legal judgments, and additional treaties.> At its found-
ing, the European Communities adopted among their

5 The EU member states are: Austria, Belgium, Den-
mark, Finland, France, Germany, Greece, Ireland, Italy, Lux-
embourg, the Netherlands, Portugal, Spain, Sweden, and the
United Kingdom.
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main goals the provision of “four freedoms” of move-
ment within their area: goods, services, workers, and
financial transactions. These basic freedoms have been
augmented over the years, and today the “Acquis Com-
munitaire,” or total body of law contained in EU trea-
ties, legislation and interpretation, profoundly affects
many commercial and social areas of the European
common market. Many domestic laws are shaped by
EU membership, which increasingly regulates busi-
ness, social, health, safety, and other norms in Western
Europe. In 1993, the European Communities became
the European Union, defined by three pillars of coop-
eration: commercial policy, foreign and security policy,
and justice and home affairs. Since 1999, 11 of the 15
EU member states have functioned as a single currency
area as well, adopting a common currency, the Euro.®

In addition to its extensive commercial, political
and social roles, the EU is a customs union. All EU
member states engage in foreign trade agreements as a
bloc, coordinated by the European Commission.

The EU’s Common External Tariff (CET) is based
on an arithmetical average of the previous national du-
ties of member states before they joined the Union, and
is subject collectively to GATT and WTO commit-
ments. Beyond the CET, the EU has concluded a vari-
ety of trade agreements with different countries. Most
nations in the world (with a few exceptions, notably
the United States and Japan) are included within com-
prehensive trade arrangements with the EU. The EU’s
most preferential foreign-trade arrangements are the
concessions granted multilaterally to former colonies
and dependent territories in the Cotonou Agreement
(formerly Lome Convention).” Other foreign-trade
agreements range in degrees of reciprocity and in-
scope. For many years, those agreements offered by the
EU to the Mediterranean region have been most com-
prehensive, though in recent years association agree-

6 Austria, Belgium, Finland, France, Germany, Ireland,
Italy, Luxembourg, the Netherlands, Portugal, and Spain
have adopted the Euro.

7 Participants with the EU in the Fourth Lome Conven-
tion included: Angola, Antigua and Barbuda, Bahamas, Bar-
bados, Belize, Benin, Botswana, Burkina Faso, Burundi,
Cameroon, Cape Verde, the Central African Republic, Chad,
Comoros, Congo-Brazzaville, the Democratic Republic of
Congo, Djibouti, Dominica, the Dominican Republic, Equa-
torial Guinea, Eritrea, Ethiopia, Fiji, Gabon, Gambia, Ghana,
Grenada, Guinea, Guinea Bissau, Guyana, Haiti, the Ivory
Coast, Jamaica, Kenya, Kiribati, Lesotho, Liberia, Madagas-
car, Malawi, Mali, Mauritania, Mauritius, Mozambique,
Namibia, Niger, Nigeria, Papau New Guinea, Rwanda, St.
Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines,
Sao Tome and Principe, Senegal, the Seychelles, Sierra
Leone, the Solomon Islands, Somalia, South Africa, Sudan,
Suriname, Swaziland, Tanzania, Togo, Tonga, Trinidad and
Tobago, Tuvalu, Uganda, Western Samoa, Vanuatu, Zambia,
Zimbabwe.



ments with Eastern European countries, known as “Eu-
rope Agreements,” have superseded the Euro-Mediter-
ranean Association Agreements in scope and reciproci-
ty.8 The EU also has concluded preferential coopera-
tion agreements with many nations, but these are more
limited in scope than association agreements.® Tradi-
tionally, three mechanisms have existed for the EU’s
trade with non-member European countries: the
pre-1994 European Free Trade Area (EU-EFTA ) rela-
tionship, the European Economic Area (EEA), and,
since 1990, the association agreements (Europe Agree-
ments) concluded with formerly Communist Central
and East European countries.

United Kingdom as European
Union Member

The United Kingdom has been a member of the EU
since 1973. At times the UK has been slower than
other members to adopt the voluntary aspects of EU
policy, most notably the 1992 Social Chapter (adopted
by the UK only in 1998), and, more recently, the Single
European Currency. However, both private sector
commercial and Government leaders in the UK note
that the UK implements EU directives with alacrity,
more fully and stringently than other EU member
states. In fact, one businessman interviewed by the ITC
in the course of this study characterized UK
implementation of EU policy as “gold plated.” Despite
the presence of a long-standing debate on the merits of
EU policy in the UK and the presence of strong
“Eurosceptic”, or critical views on the EU, the
certainty of UK membership in the EU is generally not
considered in political debate.

In the nearly 30 years that the UK has been a
member of the European Community and the European
Union, UK commercial and legal structures have
evolved significantly as a result of this EU member-
ship. One UK official estimates that two thirds of
current UK laws reflect or implement EU policy. The

8 Countries with which the EU currently has some sort
of Association Agreement include: Algeria, Bulgaria, Cy-
prus, the Czech Republic, Egypt, Estonia, Hungary, Israel,
Jordan, Latvia, Lebanon, Lithuania, Malta, Mexico, Moroc-
co, the Palestinian Authority, Poland, Romania, Slovakia,
Slovenia, Syria, Tunisia, and Yugoslavia.

9 Countries with which the EU currently has (a very
wide range of) Cooperation Agreements include: Argentina,
Armenia, Bolivia, Brazil, Cambodia, Chile, Colombia, Costa
Rica, El Salvador, Ecuador, Georgia, Guatemala, Honduras,
Kazakhstan, the Kyrgyz Republic, Laos, Macau, Mexico,
Moldova, Mongolia, Nepal, Nicaragua, Pakistan, Panama,
Peru, Russia, San Marino, Singapore, South Africa, South
Korea, Sri Lanka, Thailand, Turkmenistan, Ukraine, Uru-
guay, Uzbekistan, Venezuela, Vietham, and Yemen.

EU’s “four freedoms” have transformed the UK econo-
my and commercial structures. Although UK trade
with and investment in the other EU member states ac-
counts for more than half of UK external trade, this
figure had lagged behind other EU member states. As
the UK and the EU evolve closer together, however, an
increasing percentage of the UK’s overall trade and in-
vestment is taking place within the EU. Nearly all UK
business leaders and all UK Government officials con-
tacted by the ITC in this investigation note the perva-
sive feeling that, politically and commercially, the
UK’s future is in Europe.

Thus, the scenario examined here, that the UK
would negotiate a free trade arrangement with Canada,
the United States, and Mexico, remains purely
hypothetical both in the context of the UK’s EU
membership, and in practical thinking within the UK.
Certain key aspects of the UK’s relationship with the
EU are examined next and are discussed in terms of the
hypothetical scenario in which the UK was free to
enter into bilateral free trade agreements.

Possible Uncertainty in the UK-EU
Relationship

The hypothetical formation of a free trade
arrangement between the UK and the North American
countries raises questions as to the legal and economic
nature of the subsequent UK-EU relationship. Most of
the UK commercial and Government officials
contacted by the ITC during this investigation
expressed their opinions that a substantive alteration in
the UK-EU relationship might be harmful to the UK.10
The commercial uncertainty resulting from any
alteration in this relationship might result in currency
volatility and investment flight.

Were the UK to have a different relationship with
the EU, the UK might not only face uncertainty in its
trade and investment with the rest of the EU, but might
also face uncertainty in its trade relationships with the
rest of the world. Since 1973, the European Union has
defined and negotiated the United Kingdom’s external
trade relations. Were the UK to alter its relationship
with the EU, UK Government officials, business lead-

10 A number of UK business leaders suggest that any
attempt to change the UK-EU relationship might prompt the
EU to apply punitive tariffs and NTBs to UK goods and ser-
vices. Sectors facing the largest potential for punitive action,
according to UK business leaders, include financial services,
public procurement, agriculture, and trade in basic goods and
services. Some UK academic trade specialists, however,
report that the EU would be unlikely to discriminate against
UK goods and services, given the EU’s high volume of trade
and investment with the UK. It is not clear that the EU could
impose tariffs or erect other barriers on the UK in excess of
its WTO-bound rates and commitments.
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ers, and trade specialists note that the UK might face
having to renegotiate all its external trade relations.
UK business leaders feel that this would be extremely
harmful to the UK, as the UK would not be able to
renegotiate these relations from a position as strong as
that of the EU as a whole.

Several UK business leaders noted that the
adjustment period following any alteration in the UK-
EU relationship, particularly before any hypothetical
UK-US/Canada/Mexico FTA would become effective,
could be extremely damaging to the UK economy.

Foreign Direct Investment

According to UK Government officials, trade
specialists and business leaders contacted in this
investigation, changes in inward investment would be
one of the most dramatic results of any alteration in the
UK-EU relationship. A small number of trade
specialists said that investment in the UK would rise
were the UK to alter its relationship with the EU and
decrease the UK’s regulatory burden. However, most
academic trade specialists and UK business leaders,
and all UK Government officials interviewed, said that
FDI would suffer if any changes were to occur in the
UK-EU relationship. Many UK Government, business,
and union contacts reported that evidence exists from
static inward investment figures for 1998 and in highly
publicized remarks of Japanese automobile
manufacturers that the UK stands to lose inward
investment if it does not join the Single European
Currency. UK business leaders and Government
officials noted that if the UK can lose investment by
not adopting the Euro, then it can certainly lose
investment through any alteration of the UK-EU
relationship. In contrast, other UK trade specialists said
no evidence exists that joining the Single European
Currency is necessary to attract investment into the
UK.

UK Government officials and business leaders
agreed that foreign companies invest in the UK for a
variety of reasons, including favorable tax and
regulatory structures, low wages (relative to the EU as
a whole), linguistic preference, the UK’s geographical
location, and its business-friendly legal structure. UK
business leaders and trade specialists are divided on the
importance of EU membership, given these
independent factors, however. Some reported that the
UK would remain an attractive investment destination
no matter what its relationship with the EU. Others
said that these factors make the UK an attractive
destination for investment only as an EU member.
According to this view, shared by all UK Government
officials contacted, foreign companies invest in the UK
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to be within the Common External Tariff, and to allow
companies access (as a European subsidiary) to
political decision makers within the EU. All UK
Government contacts felt that EU membership was an
important factor in the UK’s ability to attract foreign
investment. One official noted that were the UK to
alter its relationship with the EU, foreign investment
might move to neighboring Ireland, another
English-speaking EU member with relatively low
taxes.

Regulatory Burden

Some UK economists reported that the EU imposes
a heavy regulatory burden that harms UK
competitiveness. Other economists, however, and most
UK commercial figures and all UK Government and
union officials interviewed, reported that the
EU-mandated regulatory burden does not impose a
significant cost. One area of disputed regulatory
burden is the EU’s concern with social policies.
According to union officials, the main burdens
stemming from EU social regulation are the Collective
Redundancies Directive concerning redundancy
payments, EU mandates requiring companies to meet
with unions in certain circumstances, and the EU
Acquired Rights Directive protecting the rights of
employees when their companies are taken over. One
union official noted that when a UK Government
department recently undertook a study of the business
costs of implementing the EU Social Charter, which
addresses a broad range of workplace rights, it was
forced to conclude that all of its results were highly
speculative because of the difficulty in isolating and
measuring the costs of social regulations.

Other economists commented on the regulatory
burden posed by the EU’s liberalization in various
markets, such as aviation, agriculture, cultural services,
financial services, banking, telecommunications, and
energy. Some economists reported that the UK would
liberalize faster and more extensively in these sectors if
it had a different relationship with the EU. Many
specialists interviewed acknowledged the UK’s liberal
outlook in these sectors, but concluded that the UK is a
liberalizing influence on the EU. Some UK business
leaders and Government officials reported that the EU
is now more liberal in these areas than it was 10 years
ago, and some UK leaders explained this change by
citing the UK’s liberalizing influence. Some
economists reported that the UK does not have a strong
influence in the EU, but this view was disputed by
other industry and Government officials. A number of
UK Government contacts reported that the UK’s
liberalizing influence in the EU ultimately benefits the



United States by creating additional markets for
foreign goods and services in the EU.

Agriculture

Many UK business leaders, union officials,
Government officials and trade economists reported
that UK agriculture would be particularly affected by
any alteration in the UK-EU relationship. Agriculture
in the EU is governed by the Common Agricultural
Policy (CAP). The CAP regulates agricultural prices
using three methods: price supports, achieved by
creating tariff barriers, providing export subsidies and
purchasing excess supplies; taxpayers’ support,
channeled directly to farms, based on the number of
animals held and land acreage; and a series of price
controls-price supports or direct payment. The EU is
currently in the middle of its second reform in 10
years, called “Agenda 2000.” This program entails
price reductions and increases compensation given to
farmers for lost production.

The reported result of these agricultural policies is
artificially high food prices in the EU and a distorted
agricultural sector. There is virtual consensus among
those interviewed that if the CAP or similar price
supports were not in place in the UK, very few sectors
of UK agriculture would be able to supply world
markets at world prices. Some UK economists and
Government officials report potential exceptions where
UK producers might remain competitive; these
exceptions, including some dairy sectors, luxury
agricultural goods like whiskey, and organic food.

The UK is a net contributor to the CAP, and some
UK trade specialists conclude from this fact that the
UK would benefit from altering its relationship with
the EU. Some asserted that if the UK could apply a
percentage of its CAP contribution to support UK
agriculture  directly, producers might remain
competitive even outside the CAP. Others, who
advocate an alteration in the UK-EU relationship,
however, indicated that an inherent part of such an
alteration would be a rationalization of UK agriculture.
Some economists pointed out that even if UK
agriculture suffered profoundly as a result of an
alteration in the UK-EU relationship, there would be
UK benefits in the form of lower food prices.

UK/EU - North American Trade
Barriers

Most UK business and Government officials
contacted by the ITC believe there are no significant

trade barriers between the UK and Canada, Mexico,
and the United States. Several UK Government
officials noted that the 1999 EU-Mexico Association
Agreement has eliminated many tariffs between the
UK and Mexico. A minority of UK business and
Government contacts reported that while trade is
generally open between the UK/EU and Canada, the
EK/EU and Mexico and the UK/EU and the United
States, some sectors still face barriers. They were
uncertain as to whether these barriers would be
lowered by an FTA.

Some reported barriers included differing
standards, different capital requirements for insurance
companies, government regulation and agricultural
subsidy regimes, the U. S. Jones Act regulating
shipping between American ports, the U. S. “Open
Skies” policy regulating foreign airlines’ access to
American routes, tariff peaks in protected industries,
and health and safety rules.!

Ability of an FTA to Address
Trade Barriers

Many of those interviewed for this investigation
reported that close cultural links between the UK and
Canada and the UK and United States enhance trade
and investment. They cited similar business cultures,
the English language, similar law and tax structures,
and shared liberalization in telecommunications,
financial sectors, and energy as stimulants to trade
between the UK, United States and Canada. A minority
of UK academics contacted by the ITC reported that,
due to these similarities, UK business would benefit
from further trade liberalization with Canada, Mexico
and the United States.

Many UK Government and union officials,
however, noted that an FTA might not eliminate many
trade barriers because peak tariffs might remain and
because many existing trade disputes might fall outside
of the provisions of an FTA. One UK Government
official noted that such an FTA would impose
additional regulatory burdens on UK industry,
struggling to meet both EU and North American
regulations. A minority of UK economists, however,
reported that UK industry could easily meet all
regulatory requirements, regardless of the UK’s trade
status.

11 One UK Government official felt that if the UK were
able to enter a bilateral FTA, it might take a stronger line on
genetically modified organisms than it does at present.
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CHAPTER 2
North Atlantic Trade and
Investment Relationship

This chapter provides an overview of the trade and
investment relationships among the United Kingdom,
United States, Canada, and Mexico during the 1990s.
First, the UK’s trade and investment flows with North
American partners are examined, with a special em-
phasis on the U.S.-UK bilateral relationship; this dis-
cussion addresses both the trade relationship and the
strong bilateral investment positions the two countries
hold with respect to one another. Second, the UK’s
relationship with and membership in the EU, which
collectively forms its largest trading partner, is also
presented to provide perspective on the UK’s relation-
ship with North America. The chapter concludes with a
discussion of the EU’s extensive array of preferential
trade relationships with other parties, as an indication
that such liberal trade connections are not limited by
the EU to its membership alone.

United Kingdom Trade and
Investment with

North America

The United States is the UK’s largest single trading
partner, accounting for 13 percent of UK trade and
nearly 90 percent of UK trade with North America.
The United States is an even more significant invest-
ment partner, accounting for 27 percent of UK direct
investment abroad and 39 percent of foreign direct in-
vestment in the UK, as of 1998.

Trade

Overview

From 1990 to 1998, UK exports to the world in-
creased 46 percent to $289 billion, and UK imports
rose 48 percent to $323 billion (see table 2-1).1 In ev-

1 Statistics Canada is the principal source of the trade
data presented in this chapter. The most recent year for

ery year except 1991, the UK registered a global trade
deficit.

Table 2-1 and figure 2-1 show UK trade (exports
and imports) with North America and with the other 14
members of the EU (EU14).2 The majority of the UK’s
trade is accounted for by the EU14. In 1998, seven of
the UK’s top ten export markets and seven out of the
UK’s ten leading import sources were EU members.3
During 1990-98, the EU accounted for, on average, 55
percent of the value of the UK’s exports and 57 percent
of the UK’s imports. This trade represented an increase
of more than 5 percent for UK exports and 2 percent
for UK imports from the average shares recorded dur-
ing the previous decade. However, between 1990 and
1998, UK exports to and imports from the EU14 grew
less rapidly than total UK exports and imports. During
that period, UK exports to the EU grew 46 percent and
imports by 37 percent. The shares of both UK exports
and imports accounted for by the EU fluctuated errati-
cally through the entire period.

The North American share of UK trade remained
fairly constant during 1990-98, but one percentage
point below the average share recorded during 1980-89
(see table 2-2). Between 1990 and 1998, UK exports to
North America rose steadily by 47 percent to $42 bil-
lion, after an initial decline in 1991. Such exports fluc-
tuated between 12 percent and 15 percent of total UK
exports throughout the period. This share declined
steadily in 1994-96, and climbed in 1997 and 1998.

1 __Continuned
which data are available is 1998. Statistics Canada collects
export and import data reported by individual countries.
These data generally are not consistent for a variety of rea-
sons, including timing differences, valuation differences, and
the handling of transshipments. Statistics Canada ensures
that the trade data are consistent; for example, UK exports to
the United States are equal to U.S. imports from the UK.

2 The 15 member states of the EU are: Austria, Belgium,
Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, the Netherlands, Portugal, Spain, Sweden, and
the UK. Austria, Finland, and Sweden joined the EU on Jan.
1,1995.

3 International Monetary Fund (IMF), Direction of
Trade, 1999.
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Table 2-1
United Kingdom trade with the United States, Canada, Mexico, and EU14, 1990-98
(Million dollars)

Item 1990 1991 1992 1993 1994 1995 1996 1997 1998
Exports:
World ............... ... 197,600 205,599 210,827 210,117 229,930 265,369 281,067 291,120 288,845
North America . ........... 28,577 24,451 26,258 30,276 32,385 34,485 36,318 40,994 42,011
United States .......... 23,657 20,140 22,072 25,823 27,766 29,989 31,329 35,721 36,626
Canada ............... 4,418 3,765 3,589 3,783 3,893 3,967 4,338 4,327 4,363
Mexico ................ 502 547 597 670 725 529 650 946 1,021
EUL4 ... ... L 108,377 115,950 118,690 107,832 125,331 149,167 155,461 157,941 157,511
Imports:
World ............... ... 217,432 205,587 219,703 222,343 236,200 275,204 289,788 308,263 322,733
North America . ........... 29,581 27,689 28,507 32,100 31,245 34,909 38,483 43,129 46,216
United States .......... 25,744 24,323 25,234 29,146 28,242 31,260 34,688 39,256 42,314
Canada ............... 3,553 3,122 3,023 2,701 2,685 3,177 3,300 3,257 3,274
Mexico ................ 285 244 250 253 319 472 495 616 628
EUL4 ... ... L 127,212 118,888 127,811 123,530 137,750 160,695 164,953 173,972 181,924
Trade balance:
World ............... ... (19,832) 11 (8,876) (12,226) (6,269) (9,834) (8,721) (17,143) (33,888)
North America . ........... (1,004) (3,238) (2,249) (1,824) 1,139 (424) (2,165) (2,135) (4,205)
United States .......... (2,086) (4,183) (3,163) (3,323) (476) (1,271) (3,359) (3,534) (5,688)
Canada ............... 865 643 566 1,082 1,208 790 1,038 1,070 1,089
Mexico ................ 218 302 347 417 407 57 156 330 394
EUL4 ... ... L (18,835) (2,938) (9,121) (15,698) (12,419) (11,527) (9,491) (16,031) (24,413)

Source: Statistics Canada, World Trade Analyzer, CD-ROM, 1999 and 2000.



Figure 2-1
UK trade with North America and the EU14, 1990-98
Billion dollars
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Source: Compiled from official statistics of Statistics Canada, World Trade Analyzer, CD-ROM, 1999

and 2000.

Table 2-2

UK and EU14 trade with North America, share of total, 1990-98

(Percent)

Year UK Exports EU14 Exports UK Imports EU14 Imports
1990 ... 145 7.4 13.6 7.5
1991 ... 11.9 7.0 135 7.8
1992 ... 125 7.0 13.0 7.2
1993 .. 14.4 7.7 14.4 6.9
1994 ... 14.1 7.8 13.2 6.8
1995 ... 13.0 7.0 12.7 6.7
1996 ... 12.9 7.2 13.3 6.7
1997 oo 14.1 8.1 14.0 7.2
1998 ... 145 8.7 14.3 7.2

Source: Statistics Canada, World Trade Analyzer, CD-ROM, 1999 and 2000.
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UK imports from North America increased 56 percent
to $46 billion between 1990 and 1998. Such imports
have risen steadily since 1991, except in 1994 when
there was a 3 percent decline. The North American
share of UK imports fluctuated during 1990-98 be-
tween 13 percent and 14 percent. The share increased
in each year during 1996-98 compared to 1995, which
was the lowest share recorded since the 1980s.

The UK trades more with North America, as a per-
cent of total trade, than do the other 14 EU member
states as a whole. Table 2-2 shows that during 1990-98,
the UK traded almost twice as much with North Amer-
ica as did the other EU member states together (as a
percent of total trade). This relationship between the
UK’s and the EU’s respective levels of trade with
North America remained fairly constant throughout the
1990-98 period.

The United States is the UK’s largest single trading
partner in terms of the value of both exports and
imports.# Throughout the 1990s, the United States has
accounted for a growing share of both UK exports and
imports with North America, reaching a high of 87
percent of UK exports to North America in 1998 and
92 percent of UK imports from North America in
1998. In 1998, Canada was the UK’s 16t largest
export market and 15" largest source of imports,
whereas Mexico ranked outside the top 30 traders.
Thus, trends in UK trade with North American partners
taken together largely reflect UK trade with the United
States.

In 1998, the United States accounted for 13 percent
of the value of the UK’s exports as well as the UK’s
imports. UK exports to the United States increased
gradually over 1990-98 by 55 percent to $37 billion.
UK imports from the United States climbed erratically
between 1990 and 1998 by 64 percent to $42 billion in
1998. Over the same period, total UK exports and total
UK imports grew more slowly-by 46 percent and 48
percent, respectively. The U.S. share of total UK trade
fluctuated during 1990-98 between 11 and 13 percent,
reaching a high of 13 percent in 1998. The UK regis-
tered a trade deficit with the United States in each year
during 1990-98.

In 1998, the UK was the United States’ sixth larg-
est trading partner and its second largest trading part-
ner within the EU, following Germany. That year the
UK ranked as the fourth largest destination for U.S.

4 Ibid. However, according to the UK’s own statistics in
British pounds sterling, Germany has been the UK’s largest
source of imports in each year during 1992-99.

5 IMF, Direction of Trade, 1999.
6 IMF, Direction of Trade, 1999.
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exports and the sixth largest source of U.S. imports.”
Between 1990 and 1998, U.S. trade with the UK in-
creased 60 percent, slower than the 79 percent increase
in total U.S. trade (figure 2-2). During that period, the
UK share of total U.S. trade remained fairly stable,
fluctuating between a high of 5.3 percent recorded in
1990 and a low of 4.3 percent in 1995.

Between 1990 and 1998, U.S. trade with the EU15
increased 57 percent, just slightly below the 60 percent
growth in U.S. trade with the UK. Accordingly, the
UK’s share of U.S. trade with the EU15 remained
fairly constant over the 1990-98 period. The UK
represented more than one-fifth of U.S. trade with the
EU15 in each year between 1990 and 1998.

Canada, the UK’s second largest North American
trading partner, accounted for less than 2 percent of
UK trade during 1990-98, and its share is steadily
declining. UK exports to Canada fell from a 1990s
high of 2.2 percent of all UK exports in 1990 to 1.5
percent in each year during 1995-98. Likewise,
Canada’s share of UK imports declined from a high of
1.6 percent in 1990 to a low of 1.0 percent in 1998.
The UK registered a trade surplus with Canada
throughout the period.

The UK was Canada’s third largest export market
and fifth largest source of imports in 1998.8 However,
with the United States accounting for the overwhelm-
ing portion of Canadian trade, the UK share remains
small and declining; the UK’s share of Canadian ex-
ports steadily declined from 2.6 percent of Canadian
exports in 1990 to 1.4 percent in 1997 and 1998. Like-
wise, the UK’s share of Canadian imports fell steadily
from 3.6 percent in 1990 to 2.1 percent in 1998.

Mexico accounts for an even smaller portion of UK
trade. UK exports to Mexico accounted for 0.3 percent
of total UK exports in all years during 1990-94,
declined to 0.2 percent in 1995-96, and then rose
gradually to 0.4 percent in 1998. UK imports from
Mexico rose from 0.1 percent of total imports in
1990-94 to 0.2 percent in 1995-98. UK trade with
Mexico fluctuated during 1990-98, largely due to the
Mexican peso crisis, which resulted in a 27 percent
decline in the value of UK exports to Mexico in 1995.
Otherwise, UK exports and imports with Mexico
increased gradually and resulted in a trade surplus for
the UK throughout the period.

The UK ranked as Mexico’s 6th largest export mar-
ket and 12th largest source of imports in 1998.9 How-
ever, like Canada, the United States accounts for the
vast majority of Mexico’s trade. As a result, the UK

7 1bid.
8 |bid.
9 IMF, Direction of Trade, 1999.



Figure 2-2
U.S. trade with the United Kingdom, 1990-98
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and 2000.

has accounted for 1 percent or less of Mexico’s exports
and imports since 1992.

Investment

Aggregate Investment Stocks and
Flows

In 1998, the UK was the second largest global
investor after the United States and the second largest
recipient of foreign direct investment after the United
States.10 In addition to their important global
investment role, the UK and the United States are each
other’s largest foreign investor. Each country’s share of
the other’s inward and outward investment positions
far outweighs its share of the other’s total trade.

10 United Nations Conference on Trade and Develop-
ment, World Investment Report 1999, New York, 1999,
tables B.1, B.2, B.3, and B.4, pp. 477-500.

The stock of U.S. direct investment abroad!! and to
the UK increased significantly from 1990 through
1997, although the share of total U.S. outflows to the
UK declined during that same time period. In 1997, the
UK accounted for 16 percent of U.S. direct investment
abroad (table 2-3). Between 1990 and 1997, the stock
of U.S. direct investment in the UK grew by 91 percent
to nearly $139 billion. Over the same time period, the
stock of U.S. direct investment abroad grew

11 There are three components of foreign direct invest-
ment (FDI): equity capital, reinvested earnings, and intra-
company loans. FDI flows are reported annually and com-
prise capital provided by a foreign direct investor to an FDI
enterprise, or capital received from an FDI enterprise by a
foreign direct investor. FDI stock generally refers to the cu-
mulative investment position over time of the value of the
share of capital and reserves attributable to the parent enter-
prise, plus the net indebtedness of affiliates to the parent
enterprise. Changes in the investment position do not direct-
ly reflect changes in the flows due to a variety of reasons,
including depreciation, drawing down of inventories, and
measurement differences.
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Table 2-3
United States investment stocks, 1990-97

(Billion dollars)

1993 1994 1995 1996 19971

564.3 640.3 717.6 777.2 860.7

85.1 94.2 101.4 111.2 125.3
69.9 78.0 85.4 91.3 99.9
15.2 16.2 16.0 19.9 254

2445 266.0 3154 337.2 369.0
109.2 121.3 122.8 122.7 138.8

467.4 480.7 535.6 594.1 681.7

Item 1990 1991
Outward position:
Total .............. 430.1 467.8 502.1
North America . .. ..... 79.8 83.2
Canada ........... 69.5 70.7
Mexico ............ 10.3 125
EU ... 183.9 203.3 213.8
United Kingdom . ... 72.7 79.8
Inward position:
Total .............. 394.9 419.1 423.1
North America ... ..... 30.1 375
Canada ........... 295 36.8
Mexico ............ .6 7
EU ... 228.5 236.4 235.2
United Kingdom . ... 98.7 100.1

41.6 43.3 47.5 56.2 65.7
40.4 41.2 45.6 54.8 64.0
1.2 21 1.9 14 17
261.6 267.0 302.2 334.7 381.9
98.7 98.7 116.3 121.3 129.6

1 Preliminary.

Source: OECD, International Direct Investment Statistics Yearbook, 1998.

100 percent, to an estimated $861 billion in 1997. As a
result, the UK’s share of the U.S. outward investment-
position declined very slightly over the period, from an
average of 18 percent over the period 1990-93 to an
average 17 percent over the 1994-97 period. The UK
represented 38 percent of the U.S. outward direct in-
vestment position in the EU in 1997, a decline from the
high of 46 percent recorded in 1994 and the 40 percent
share recorded during 1990-92.

The UK accounted for 20 percent of the U.S.
inward investment position in 1996, and 19 percent in
1997, according to preliminary statistics. Total foreign
direct investment in the United States grew by 73
percent from 1990 to 1997 to an estimated $682 billion
in 1997. Over the same period, the stock of UK direct
investment in the United States grew just 31 percent, to
almost $130 billion in 1997. Accordingly, the UK
share of U.S. inward investment declined gradually
during the period, from a high of 25 percent in 1990 to
a low of 19 percent in 1997. The UK’s share of EU
direct investment in the United States also declined,
falling from a high of 43 percent of EU direct
investment in the United States in 1990 to 36 percent
in 1996 and 34 percent in 1997. The share of total U.S.
investment outflows to the UK declined between 1990
and 1997, from 20 percent (1990-93) to 16 percent
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(1994-97) (table 2-4).12 Over the same period, the
EU’s share of total U.S. outflows grew from 40 percent
to 47 percent. The share of total U.S. inflows from the
UK increased between 1990 and 1997, from 15 percent
(1990-93) to 17 percent (1994-97). Over the same peri-
od, the share accounted for by the EU also grew, from
54 percent to 58 percent.

The United States is the largest destination for UK
direct investment abroad, although the U.S. share of
UK outflows has declined in recent years.13 In 1996,
the United States accounted for over 27 percent of the
UK’s outward investment position (table 2-5). Howev-
er, the U.S. share of the UK’s outward position has
steadily declined during the 1990s, from a high of 38
percent of total UK direct investment abroad in 1990,
to a low of 27 percent in 1996. Over the same time
period, the EU14’s share of the UK’s outward position
increased steadily, from a low of 27 percent in 1990 to
a high of 43 percent in 1996. Until 1993, the UK’s
direct investment 