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EXECUTIVE SUMMARY

The UK is setting out on the path
of an independent trade policy
at a difficult time. Public interest
in trade policy has never been
greater, with US political rejection
of a trade agreement negotiated
by their government the prime
example of the challenge of suc-
cessfully pursuing a long-term
strategy. The UK has a tradition of
outward-oriented economic policy,
but trade agreements are seen by
many as a problem.

Trade policy always has the poten-
tial for controversy. Domestic and
international interests ask for the
protection or promotion of their
interests, and this is not fully possi-
ble, not least given some are con-
tradictory. Successfully managing
these trade-offs is at the heart of
effective trade policy.

Disappointingly the management
of these trade-offs has scarcely
been discussed by UK politicians
of either government or opposition
parties. Should this situation con-
tinue we can expect a UK trade

policy agenda to run into difficulty.
A new Free Trade Agreement
(FTA) with the US would present
the greatest risk. Likely US asks
in terms of different agricultural
standards have already been
widely discussed and at least as
significant could be any perceived
risk to the NHS from asks such
as transparency in medicine pric-
ing. Even an agreement with New
Zealand could be controversial if it
was thought to threaten UK farm-
ers. It won't be possible to avoid all
controversy, but such controversy
need not stop trade agreements,
as shown by the other signatories
to the Trans Pacific Partnership
(TPP) who kept going after the US
withdrew.

Why did these countries succeed
given in many cases they also
faced significant domestic opposi-
tion? We have identified six pillars
of trade policy which are crucial to
the success of a country's trade
policy, and against which we have
evaluated UK performance to
date. Achieving a degree of con-

sensus in trade policy sufficient
to overcome inevitable controver-
sies is the first of these. Given the
lack of discussion to date this is
the area we judge to require most
urgent attention.

The UK starts with some strengths
in developing trade policy. Most
importantly there is a relatively
strong support for trade in general,
reflected in consistent UK sup-
port for trade liberalisation within
the EU through governments led
by different political parties, and
more recently the relative agree-
ment on maintaining existing EU
trade agreements after Brexit.
A trade policy combining this
with the maintenance of high UK
standards would, for example, be
likely to attract widespread sup-
port, particularly if built upon open,
clear management of the required
trade-offs. But this cannot be
taken for granted; rather the UK
government must engage widely
following best practice.
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Score
Pillar Definition (low, | UK Summary
5 high)
Domestic Degree of consensus politically, The UK government has yet
Consensus geographically and societally to recognise the importance of
about trade policy such consensus in trade policy
Clear, ben- Clear, beneficial and deliverable Work has commenced on ana-
eficial and objectives from trade policy lysing sectors and possible FTA
deliverable and individual agreements partners, but this needs to be
objectives publicly tested
Transparency | Government sharing informa- Transparency has been recog-
and tion with and learning from nised as important, accountabil-
accountability | interested stakeholders openly ity has not, and as can be seen in
and effectively, with evaluation the Trade Bill adequate solutions
mechanisms have yet to be offered for either
Fairness Degree of consideration for The UK has given an early

different sizes of organisation,
trade for development objec-
tives

commitment on development,
consideration of domestic fair-
ness is less advanced

Future focus

Consideration of how trade
policy can support future
industries not just traditional
players

As in many areas work has
started, but little sign that the
UK government yet understands
need to ‘pick winners’

Implementa-
tion

How clear is the government’s
plan to implement the policy?

Early indication of trade
agreement priorities, but overall
programme unclear

We will return to this scorecard at regular intervals to monitor ongoing progress.
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INTRODUCTION

In LeEAVING THE European Union the UK will conduct a fully independent trade policy for the
first time since January 1973. This independent trade policy may come into force gradually, with
an Implementation Period from March 2019 to December 2020 seeing the UK in a continuing
Customs Union with the EU, prior to having full control and the freedom to implement new
Free Trade Agreements (FTAs) from January 2021.

This paper will assess the UK’s readiness to successfully run a fully independent trade policy. In
the next section we define a measurement framework based around six pillars we have observed
as being crucial to success globally. These are not the specifics of which agreements or policies
should be pursued, but rather a set of criteria that reflect whether a country has a sufficient and
realistic understanding of their priorities and constraints in implementing a trade policy. We
then consider how the UK is currently performing against these criteria, accepting that one
would expect this to be to a degree a work in progress. However, this analysis should inform the
priorities for future work.

We intend to return to the UK performance against these criteria on a periodic basis. Our next
survey is proposed for March 2019, on the eve of the UK leaving the EU. A third survey is
currently planned for Autumn 2020, as the UK prepares to exit the Implementation Period. By
this date it is envisaged that the UK will be on the verge of agreeing independent trade agree-
ments. Given the length of time such negotiations take, they will need to commence soon. First,
though, we consider the legacy of UK trade policy within the EU to provide some insight once
we consider the pillars.

Existing UK Trade Policy

UK trade policy after Brexit won't start from scratch. While a member of the EU not all elements
of the UK’s Trade Policy were run by the EU. A brief summary of UK against EU elements is
outlined below:

a. The EU carried out all trade negotiations, and had exclusive competence over trade
defence initiatives;

b. The UK were active players in trade debates within the EU, pushing liberalisation in
general, and their own priorities such as Scotch Whisky' and increased services market
access — these priorities were informed by domestic consultation;

c. Parliament was informed of trade policy through updates to EU scrutiny committees,
but its only formal power was to be able to block ratification;

d. UK embassies raised various non-tariff barriers both independently and through the EU,
they were also typically strong advocates for particular EU trade agreements;

e. 'The UK is a member of the WTO, but the EU represents all member states;

f. Trade promotion remains an exclusive member state competence, although the UK
sometimes uses EU material to encourage take-up of trade agreements;

g. Mutual Recognition Agreements (MRAs) are largely negotiated by the EU, but agree-
ments in some areas such as professional qualifications can be carried out by member
states;

"In large part the presence of Scotch as a particular if unstated priority of UK Government is due to the strong work of the
Scotch Whisky Association, who monitor potential non-tariff barriers and impersonations in all markets. No other grouping
was as active in pre-referendum UK trade policy
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h. Since the Treaty of Lisbon, the EU have the competence to negotiate investment protec-
tion agreements, however prior to this the UK carried out these negotiations?;
i. Investment promotion has always been a UK competence.

Within this framework, the key points of UK trade policy were as follows®:

a. Successive UK governments across political parties strongly supported trade liberalisa-
tion, within the EU and globally. For example, the UK was one of the strongest sup-
porters of TTIP talks, and supportive articles were published by politicians from each of
the three main political parties®. The UK was similarly enthusiastic for many years about
pushing the Doha Round at the WTO, and strongly opposed moves towards condition-
ing access to EU public procurement on reciprocity;

b. Bilateral Investment Treaties (BITs) tended to be agreed with non-OECD member coun-
tries’;

c. In trade defence the UK were strong supporters of the Lesser Duty Rule, and resisted EU
attempts to make changes to this®

d. A major offensive interest beyond pushing for trade agreements was removing barriers to
Scotch Whisky sales, including protection of the brand and removal of non-tariff barriers.
Other offensive interests included business and financial services, and automotive;

e. 'The UK was particularly defensive on temporary movement of persons (Mode 4) from
2010, indeed this was blamed by some for the failure of trade talks with India (the UK’s
key offensive and defensive interests are virtually a mirror image of those for India)’;

f. Promoting development has been another key focus of UK trade policy.

These positions could be a starting point for future trade policy, noting in particular the consist-
ent support for trade liberalisation. We already see this for example in the support for the aim
of maintaining/replicating existing EU trade agreements. However, caution should be noted.
There may have been some degree of tacit collaboration with other member states in the way
priorities were expressed. For example, it is possible that the UK did not need to be defensive
on agriculture or cultural services as other EU Member States could be relied upon to do this.
Therefore, when UK trade policy is independent of the EU, defensive positions of the UK may
be expressed with greater force.

More importantly, the UK did not have to directly evaluate the interests of different sectors
against each other within trade agreements, as this was done at the EU level. The UK put for-
ward priorities, the EU negotiators then considered these against those of other member states
and what was achievable. But implementing an independent trade policy, particularly one focus-
ing on trade liberalisation, requires countries to make trade-offs between sectors, which can
often be controversial. This is at the heart of the trade policy pillars to which we now turn.

2 The UK-Colombia BIT was agreed in 2010, and entered into force in 2014

® See the 2011 UK Government White Paper “Trade and Investment for Growth” — https://www.gov.uk/government/uploads/
system/uploads/attachment_data/file/228941/8015.pdf

* See for example https://www.independent.co.uk/voices/comment/ignore-the-critics-ttip-is-something-the-left-should-fight-
for-9786820.html from John Healey MP and https://www.telegraph.co.uk/news/politics/11173369/This-trade-deal-wi-
th-America-would-have-Churchill-beaming.htm! from Boris Johnson (then Mayor of London)

° For list of UK BITs see http://investmentpolicyhub.unctad.org/IIA/CountryBits/22 1

® For example https://www.walesonline.co.uk/news/news-opinion/lesser-duty-rule-left-government-10874123

" This story of 2010 previews what happened in terms of UK attitudes to EU-India talks https://www.telegraph.co.uk/news/
uknews/immigration/8051349/India-trade-deal-with-EU-will-allow-thousands-of-immigrants-into-Britain.html


https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/228941/8015.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/228941/8015.pdf
https://www.independent.co.uk/voices/comment/ignore-the-critics-ttip-is-something-the-left-should-fight-for-9786820.html
https://www.independent.co.uk/voices/comment/ignore-the-critics-ttip-is-something-the-left-should-fight-for-9786820.html
https://www.telegraph.co.uk/news/politics/11173369/This-trade-deal-with-America-would-have-Churchill-beaming.html
https://www.telegraph.co.uk/news/politics/11173369/This-trade-deal-with-America-would-have-Churchill-beaming.html
http://investmentpolicyhub.unctad.org/IIA/CountryBits/221
https://www.walesonline.co.uk/news/news-opinion/lesser-duty-rule-left-government-10874123
https://www.telegraph.co.uk/news/uknews/immigration/8051349/India-trade-deal-with-EU-will-allow-thousands-of-immigrants-into-Britain.html
https://www.telegraph.co.uk/news/uknews/immigration/8051349/India-trade-deal-with-EU-will-allow-thousands-of-immigrants-into-Britain.html
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SIX PILLARS OF A SUCCESSFUL TRADE POLICY

How should one analyse a country’s trade policy? While experts cannot specifically and unam-
biguously evaluate the impact of the totality of a country’s trade policy, there is clear evidence
showing that trade openness and liberalisation support long-term economic growth®. However,
it is difficult to isolate the specific impact of trade policy alongside other policies in delivering
this result. Success in trade policy is always contingent on the quality of economic institutions
and the general degree of openness in a country to do business — abroad and at home. While
it can be assumed that the UK will continue on its path of a high degree of business openness
and quality of economic institutions, the purpose of this analysis is not to measure and evaluate
market and trade openness but the specifics of trade policy.

There isn’t one obvious benchmark for the evaluation of a country’s trade policy. Within the
UK there has been some focus on how many trade specialists are employed by the government,
and certainly government and stakeholders require sufficient expertise for a country to benefit
from trade. Another proxy measure (widely discussed in the UK given the large number of EU
agreements of various sorts to which the UK is a party) has been the number of Free Trade
Agreements (FTAs), coupled with membership of the WTO®. However, this is problematic as
FTAs vary in scope and depth, and can divert as much trade as they create. Moreover, there are
other agreements covering trade. For example, does an ‘open skies’ agreement count, or a Mutual
Recognition Agreement?

The major difficulty with measuring trade policy is that it is so broad ranging, with multiple
purposes and tools. Take as a starting point the common perception that a country’s trade policy
should increase the exports of goods. A trade agreement can facilitate this by for example seek-
ing to eliminate tariffs, reduce border procedures and align regulations with a trading partner.
However, none to date has eliminated all tariffs and aligned all regulations. Indeed, very few
trade agreements can be said to have aligned a substantial amount of trade-relevant regulations.
Given this situation, a government has to prioritise, immediately picking winners and losers
among exporters.

In a trade negotiation, the other party will also have such interests, which may mean reduc-
ing your tariffs, or changing your own regulations. For example, US trade agreements typically
require other countries to recognise their approach to agricultural products such as chickens and
beef. Sometimes this will be straightforward, for example where there are tariffs but no domestic
production. It is more likely that there is a domestic interest being protected by the tariff, and
the alignment of regulations such as those related to food is controversial even though there are
long standing WTO rules around this. If an offensive sector interest can only be achieved by
being ‘traded off’ against a defensive one this can again create perceived winners and losers, and
possibly wider controversy.

There is a strong argument that encouraging imports is a valid trade policy priority™ because
they improve consumer benefits and lower the cost of inputs for producers. This often raises
further questions, either related to perceived vulnerable domestic producers or supposed unfair

8 www.oecd.org/trade/whyopenmarketsmatter.htm
° The WTO has a useful tool here - https://www.wio.org/english/tratop_e/region_e/rta_participation_map_e.htm
'° For example this is formally a part of New Zealand's Trade Policy — see https://www.mfatgovtnz/en/trade/nz-trade-policy/


http://www.oecd.org/trade/whyopenmarketsmatter.htm
https://www.wto.org/english/tratop_e/region_e/rta_participation_map_e.htm
https://www.mfat.govt.nz/en/trade/nz-trade-policy/
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competition. For example, it is often argued that removing barriers to imports could threaten
the continuity of domestic producers, particularly if they are thought to be cheaper due to com-
ing from countries with lower labour standards or because they dont meet stringent safety
standards. These arguments can be politically popular even if economically sub-optimal, and
encourage the inclusion in trade agreements of wider provisions aimed at ‘levelling the playing

field".

That is just goods. Services and regulations introduce further complexity and sources of con-
troversy. The question of whether a country’s public services could be run by companies from
other countries, even possibly outsourced geographically, is inherently political. Similarly, there
are often arguments that certain sensitive services should only be provided by companies based
in the territory. Then there are broader rules such as the protection of intellectual property and
disciplines against distorting competition through state aid, which return us to the question of

‘levelling the playing field’"".

This brief survey shows why trade policy frequently leads to controversies, and that is without
considering issues such as the proposed investor state dispute settlement mechanisms in the
Trans Pacific Partnership (TPP) and Transatlantic Trade and Investment Partnership (TTIP)
which were the focus of significant protest. In recent years politicians may have been guilty of
simply assuming that trade agreements such as these would deliver economic benefits and will
therefore be almost universally popular. This was not even the case when trade agreements just
covered tariffs, and it is certainly not the case now. Governments have to work hard to persuade
their populations that trade agreements deliver positive results and find that a struggle, especially
given the difficulty of providing an economic ‘proof” for the benefit of a proposed trade agree-
ment ™.

Assuming the UK wishes to maintain a commitment to trade liberalisation, what is the way
through such controversy? We can learn from countries that have been successful in delivering
trade openness and trade liberalisation such as some of the TPP countries who continued after
the departure of the US. Analysing their approach, we can see a set of foundations or pillars of
a country’s trade policy which when in place allow negotiators and stakeholders to manage the
trade-offs and potential controversies with confidence:

Domestic consensus on the long-term goals of trade policy;
Clear, beneficial and deliverable objectives;

Transparency and accountability of process;

Fairness both domestically and internationally;

A focus on goals of the future rather than the past;

moe a0 o

Implemented with impact.

Below we run through a more detailed definition of these pillars, prior to an assessment of the
UK’s performance against them.

" For contrasting views on including Intellectual Property in trade agreements see the EU's case for http://trade.ec.europa.
eu/doclib/docs/2012/november/tradoc_150081.pdf and a case against http://wealthofthecommons.org/essay/intel-
lectual-property-rights-and-free-trade-agreements-never-ending-story

12 Economic modelling is typically used to estimate the possible benefits of trade agreements, but this approach is not without
critics, for example https://www.globalpolicyjournal.com/blog/08/02/2016/expert-knowledge-global-trade-big-bad-num-
bers-computable-general-equilibrium-modelin


http://trade.ec.europa.eu/doclib/docs/2012/november/tradoc_150081.pdf
http://trade.ec.europa.eu/doclib/docs/2012/november/tradoc_150081.pdf
http://wealthofthecommons.org/essay/intellectual-property-rights-and-free-trade-agreements-never-ending-story
http://wealthofthecommons.org/essay/intellectual-property-rights-and-free-trade-agreements-never-ending-story
https://www.globalpolicyjournal.com/blog/08/02/2016/expert-knowledge-global-trade-big-bad-numbers-computable-general-equilibrium-modelin
https://www.globalpolicyjournal.com/blog/08/02/2016/expert-knowledge-global-trade-big-bad-numbers-computable-general-equilibrium-modelin
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Domestic Consensus

There are three important elements of consensus required in a successful trade policy:

a. Dolitical, between key parties;
b. Regional, between different parts of a country;
c. Societal, among stakeholder interests.

Take the TPP as an example of the merits of consensus. Successful trade policy needs to be able
to survive elections and change of governments. Once TPP negotiations finished, the final agree-
ment needed to be ratified by participating governments. In New Zealand, that part came soon
after a change of governing party. In the United States, there was an important change in the
White House before the US Congress had passed the relevant legislation. The new government
in New Zealand passed the TPP bill. One of the first moves of President Trump, however, was to
sign the US withdrawal from the TPP.

If a country is to achieve their trade policy objectives in agreements with others, it needs to
ensure there is sufficient support for these across party lines, particularly given that trade agree-
ments often take longer to negotiate than a single political cycle. Some limited renegotiation
of a trade agreement after an election is typical®, but if this is a complete restart the time of
negotiators has been wasted and more significantly trade policy aims not achieved. It is therefore
important that different political parties, especially those aspiring to lead governments, have a
sufficient degree of commonality in their approach to trade policy. Beneath surface rivalries there
should be shared goals and strategies that will prevent a change of government from fundamen-
tally derailing trade agreements and key elements of trade policy.

It is in the nature of political debate to emphasise differences and underplay agreements. But
on the main issues — such as which countries we should negotiate with, the relative importance
of different sectors, and the role in trade agreements of wider non-trade objectives such as the
protection of labour and the environment — a broad political compact is needed *.

To a large degree the political consensus depends on achieving success in the other two areas. We
can expect elected representatives to be lobbied by campaigners for various causes touched by a
trade agreement, and of course by businesses concerned they are being insufficiently protected or
promoted in the agreement. If these elected representatives dont get satisfactory responses from
their leaders, concerns will only mount, something the UK previously saw with campaigners
raising the NHS in the context of TTIP negotiations.

Starting with the regional dimension, trade negotiators know the importance of ensuring all sub-
stantive regions are able to point to some clear successes from a trade policy, and that no region
seems to unequivocally lose out. In the case of the UK there was pressure during TTIP negotia-
tions to be able to show possible benefits for Scotland (for example lifting the US ban on haggis)
and Wales (allowing Welsh lamb to once more be sold in the US). In the US, the importance
of agriculture in trade agreements can be ascribed at least in part to equal senate representation
from all states, for many of whom agriculture is the most significant industry. The political
importance of agriculture could also become an issue for UK trade policy. If New Zealand lamb

'3 In the case of New Zealand and TPP there was limited renegotiation see http://www.nzherald.co.nz/nz/news/article.cfm?c_
id=18&objectid=11943127

1% See, for example, the 2007 bipartisan agreement on trade in the US https://ustr.gov/sites/default/files/uploads/factshe-
ets/2007/asset_upload_file127_11319.pdf


http://www.nzherald.co.nz/nz/news/article.cfm?c_id=1&objectid=11943127
http://www.nzherald.co.nz/nz/news/article.cfm?c_id=1&objectid=11943127
https://ustr.gov/sites/default/files/uploads/factsheets/2007/asset_upload_file127_11319.pdf
https://ustr.gov/sites/default/files/uploads/factsheets/2007/asset_upload_file127_11319.pdf
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exports appeared to threaten the sustainability of the Welsh lamb sector, for instance, UK gov-
ernments may well issue promises of trade protection to the sector, particularly if the liberalisa-
tion of lamb imports wasn’t balanced with benefits of particular value to Wales. The alternative
would be the possible withholding of support for a final agreement from a large number of MPs.
Finally, the possible impact on different regions in the priorities of the other party also needs to
be taken into account. For example, recognising the importance of US states in the TTIP talks,
the UK government commissioned a study to show how each state of the US would benefit”.

While trade negotiators are aware of the need to monitor regional issues carefully, they have
until recently been less attentive to dissatisfaction among broader stakeholders. What is making
trade policy more challenging now is the power held by these dissatisfied stakeholders to attract
the attention of politicians and the wider public. Alberto Alemanno puts the threat well: “it
has become clear that making decisions without the public’s backing can lead to confrontation,
disputes, disruption, boycotts, distrust and public dissatisfaction'.” For many years there has
been a core group of anti-trade activists, but what changed with the TPP and TTIP negotiations
was their ability to command public and political attention by working with others, including
businesses concerned they may lose out, trade unions, and consumer organisations. It is already
clear that this could affect UK trade policy with the pro-trade agreement International Chamber
of Commerce and the anti-trade NGO Global Justice Now working together to propose trans-
parency mechanisms in UK trade agreements. To avoid such coalitions damaging support for
trade agreements in the future, the UK government is going to have to ensure that as many of
these interests as possible are broadly happy with the direction of travel. This will not be straight-
forward, and continuing societal support for trade liberalisation cannot be taken for granted.

Consensus is needed early in the negotiation process. Negotiators of trade agreements know they
must put forward a final agreement which can gather sufficient support, but they won’t get that
far if the politics of the agreement is charged. Then the government won’t be able to formulate
a strategy for a trade negotiation that is coherent, attentive to own priorities and those of the
negotiation parties, and that invites trust from key stakeholders. Ultimately, the government
could be stoking opposition to the trade deal under negotiation rather than putting itself in a
position where it can be eflicient.

A final point: domestic consensus is not just relevant to trade agreements. There are also other
important parts of trade policy. Trade defence measures, given they involve the protection of
domestic producers (potentially against the interest of consumers or producers using raw materi-
als) are inherently controversial ”. These are often handled in a quasi-judicial manner to remove
some controversy, but this must be grounded in an agreed approach. Given the controversy when
UK embassies have been alleged to be helping UK tobacco companies, even the kind of trade
diplomacy that involves raising specific cases requires some consensus'®.

'® https://www.gov.uk/government/publications/ttip-and-the-fifty-states-jobs-and-growth-from-coast-to-coast

16 Alberto Alemanno, Lobbying for Change (2017) p82

" For example https://www.odi.org/comment/7681-ec-neo-protectionism-threatens-european-producers-and-consumers
'8 https://www.theguardian.com/business/2018/jan/27/british-embassies-promote-tobacco-abroad-hypocrisy


https://www.gov.uk/government/publications/ttip-and-the-fifty-states-jobs-and-growth-from-coast-to-coast
https://www.odi.org/comment/7681-ec-neo-protectionism-threatens-european-producers-and-consumers
https://www.theguardian.com/business/2018/jan/27/british-embassies-promote-tobacco-abroad-hypocrisy
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Clear, Beneficial and Deliverable Objectives

The next pillar, to have clear aims of a trade policy, follows naturally from the need for con-
sensus. While negotiators will want some room for manoeuvre, they must know the essential
contours of trade policy and what objectives that politicians have attached to specific choices
of action. These objectives have to be realistic, which is to say capable of being delivered, and
beneficial, economically and with regard to any other agreed aims of trade policy. The idea of
having clear and beneficial aims which can be delivered may sound easy. However, once we
get down to details, it can be difficult to define such aims. Importantly, what is most bene-
ficial may not be realistic, or vice versa, whether because of internal politics or the stance of
negotiating partners.

We define three ways to measure the clarity of a country’s trade policy aims:

a. Economic benefit, including sectoral considerations;

b. Broader aims, required for the delivery of societal consensus;

c. International deliverability, in the selection of tools such as trade agreements or global
standards to deliver those aims, taking into account the position of other countries.

Given the economic benefits that trade brings, clarity in this area may be thought of as the
most straightforward. However, assessing the potential benefits from a trade agreement can be
complicated. Tariff reductions should be purely economically beneficial, though noting the pos-
sible political difficulties outlined above on the need to achieve consensus. Other areas could
be more marginal. For example, services trade is a particular strength for the UK, but that does
not necessarily mean that services should get priority over everything else. It is first necessary to
know whether it is realistic to achieve liberalisation in a particular area, and then to evaluate the
degree to which the potential liberalisation would have an economic impact. Malta’s restriction
on pharmacy services is not economically important, but EU restrictions on postal services and
US restrictions on maritime transport are. The two latter examples however will be extremely
difficult to achieve while negotiating access in the first example is more realistic. These poten-
tial complications do not remove the contribution trade liberalisation can make to economic
growth, they just make it more important that there are clearly beneficial aims for trade policy
as a whole and, ahead of starting negotiations, for specific agreements. Alongside this, the UK
government should make a robust commitment to measuring emerging trade policy and indi-
vidual trade agreements. There should also be a commitment to deepening understanding about
the opportunities that trade agreements create for the competitiveness of firms and job creation.

Trade policy cannot just focus on the purely economic aims. There must be equal clarity on
the broader political purpose of an agreement and to provisions in trade agreements that seek to
‘level the playing field’. For example, the US and EU have both recognised the importance of
labour and environment provisions in trade agreements, but with differing approaches to date.
The UK will come under pressure from those who want to see strong provisions in this area, such
as adherence to all International Labour Organisation (ILO) core conventions', and those who
feel such provisions could restrict the opportunities available from trade policy. Such questions
require early resolution.

There is a range of possible trade policy tools to take forward the aims of trade policy once
defined. To list the most significant there are bilateral, plurilateral and multilateral trade agree-
ments, other agreements such as investment protection or mutual recognition, initiatives to
agree new global standards, trade defence measures, and trade diplomacy to remove market
access barriers. Even a well-resourced country can't focus on all countries and all tools at the same

19 See for example http://www.ier.org.uk/sites/ier.org.uk/files/TTIP%20and%20Labour%20Rights%20January%2020 15.pdf
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time. Choices have to be made. An FTA with the US will deliver greater benefit than one with
Chile, but the latter should be more flexible on content, while US asks of the UK may be diffi-
cult to accommodate particularly if the UK remains close to the EU regulatory system. A new
WTO round looks unlikely, even plurilateral agreements like the Trade in Services Agreement
(TiSA) are currently stuck, but the latter could open up more economic benefits than a number
of individual agreements®. Producing a top ten or similar list of realistic and beneficial targets is
therefore essential — while not completely ignoring all other countries in particular as exporters
may require assistance with unfair barriers in any country.

Transparency and accountability

“There should be more transparency” is an easy argument to make, and hard to dismiss. Key
planks of the ambition with a new trade agreement, including the trade-offs at stake, need to
be openly discussed. However, having a running commentary about each and every aspect of a
trade negotiation reduces the chances of reaching agreement (mostly because negotiators must
often finely balance the different interests, and presenting that fine balance at the end is the best
chance of success). One of the best efficiency arguments for a reasonable degree of transparency
is to ensure that stakeholders with genuine concerns do not join forces with those who merely
want to oppose, who will often use the transparency argument as an easy line of attack.

There are two other compelling reasons for governments to embrace transparency in trade agree-
ments:

a. In an age of suspicion of governments, it is important to show that there is little to fear
from trade policy;
b. Transparency will actually lead to better trade policy.

Governments everywhere are struggling with legitimacy in the age of social media and instant
commentary®'. It is scarcely surprising that this has coincided with trade becoming a subject of
particular controversy. Yet most governments have still been able to move forward with trade
policy, indicating that these issues are not terminal. Thinking about building and maintaining
the level of consensus previously discussed, this needs to involve the following:

a. Face-to-face consultations with stakeholders across the country:
I.  General consultations on trade policy on a regular basis;
II.  Specific discussion for individual countries, agreements, trade defence cases;
III. Regular progress updates given to all stakeholders on individual negotiations;

b. Publication of the details of agreements:
I. Information about trade agreement negotiations as discussions proceed;
II. Final publication of text along with accompanying explanatory notes ahead of final
vote in the parliament.

This entails a considerable amount of work for a trade policy department, as well as other parts
of government heavily involved in trade policy, but must be seen to be carried out effectively and
support the pillars of clarity and consensus. The mechanisms of consultation are not covered in
detail here, but should include debates in the parliament and open meetings involving officials
across a country. Serious consideration must also be given to the question of whether a negoti-

20 http://dfat.gov.au/trade/agreements/trade-in-services-agreement/Pages/trade-in-services-agreement.aspx
2! Another view on transparency — https://www.ictsd.org/bridges-news/bridges-africa/news/transparency-in-trade-negotia-
tions-how-much-is-enough-how-much-is
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ating mandate should be made public, which the EU grappled with during TTIP talks. With
both the EU and US now publishing documents on the aims of trade talks, it would be strange
for the UK not to do so.

This level of transparency will also make for better trade policy. If a government wants to reduce
barriers for companies they need to know the detail of these. Then, after discussing with the
negotiation partner(s), they need to verify the other party’s information and solutions. The same
could apply to NGOs if the issue was focused on rules sections such as those on the environment.
Typically, anti-trade NGOs complain that governments negotiating trade agreements spend too
much time talking to business. This is unreasonable, given that trade policy is primarily aiming
at economic benefit. If governments do not spend time discussing specific issues with businesses
they will not deliver good agreements. However, time must also be spent with other groups for
reasons outlined above.

A successful trade policy also needs a degree of accountability. At a minimum, it should be
expected that there will be a parliamentary committee which will closely examine the details,
including those of specific trade agreements. The European Parliament’s International Trade
Committee holds hearings and produces resolutions on what they hope to see in specific areas,
and also meets negotiators privately to discuss progress®. In this way they can help avoid par-
ticular political controversies. The EU also develops for all agreements a Sustainability Impact
Assessment providing a large amount of impartial detail, and an opportunity for stakeholder
input to a neutral team?. Ideally one would also want accountability in the form of an inde-
pendent body which could scrutinise trade agreements and related policies, reporting on likely
results, and proposing improvements and alternatives. The Productivity Commission in Aus-
tralia® is well regarded by many in the trade policy field, though its remit goes wider. Such a
level of accountability by a combination of parliament and independent body goes beyond what
currently exists in the UK.

Fairness

Harvard economist Dani Rodrik’s recent paper on trade agreements® contained a strong note
of scepticism. He says: “Rather than neutralizing the protectionists, trade agreements may
empower a different set of rent-seeking interests and politically well-connected firms — interna-
tional banks, pharmaceutical companies, and multinational firms. They may serve to interna-
tionalize the influence of these powerful domestic interests.” Those who have worked on trade
policy would recognise some elements of Rodrik’s concern: trade agreements could be easily used
by well-resourced interest groups pursuing their own agendas. This could be at the expense of
smaller players, and possibly both political support and economic gain®.

Fairness can be defined in two ways:
a. Domestic fairness, meaning taking into account a broad spread of domestic interests

whether companies large and small, consumers, NGOs;
b. International fairness, especially the impact on developing countries.

22 See http://www.europarl.europa.eu/committees/en/inta/home.html

2 http://ec.europa.eu/trade/policy/policy-making/analysis/policy-evaluation/sustainability-impact-assessments/index_en.htm
24 https://www.pc.gov.au/about/contribute

% https://drodrik.scholar.harvard.edu/files/dani-rodrik/files/what_do_trade_agreements_really_do.pdf

2 Numerous possible examples include steel producers in the US, farmers in the EU as already mentioned
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Ensuring fairness and the perception of fairness is a way of addressing concerns about trade pol-
icy, but is also a reflection of a process which is going to see interests compete to obtain results. A
team of lobbyists providing economic and political grounds to governments for a certain course
of action, even if protectionist, can often be more persuasive than a single company asking once
for a small change in another country’s process to allow them to export. A government must be
able to show that a trade agreement is not just beneficial for the large organisations of all types,
but rather provides a spread of benefits. In the long term this is also likely to be more econom-

ically beneficial.

In a domestic sphere fairness means that the government is clearly consulting with a wide range
of interests — small and large companies, consumer groups and other NGOs — and giving atten-
tion to their priorities. This can be difficult as small companies and consumer groups often lack
the resource to raise their issues in an effective way with the government, compared to larger
companies or NGOs. Small business organisations like the Federation of Small Businesses (FSB)
in the UK can and do raise issues but find it difficult to go into specifics. Sectoral organisations
such as the Scotch Whisky Association that can represent both large and small companies can
help significantly, but not all small companies will be part of such a grouping. It has typically
been the response of governments and some others in the trade policy community to argue that
the general barriers lifted by trade agreements will help small companies, but when large corpo-
rates have the resource to raise specific issues there is a clear fairness issue. Governments therefore
need to work hard on this issue, initially in providing clear, understandable and comprehensive
information, including how to raise problems. These in turn need to be considered by govern-
ments with equal seriousness. This is something the EU has been improving, and others could
learn from this®.

There is also an international dimension to the fairness question, heavily linked with the trade
aspects of development that have been recognised in WTO agreements®. It is widely recognised
that preferential treatment for developing countries is a way to help their economic growth, and
this is seen in various schemes for unilateral preferences and asymmetrical Free Trade Agreements
such as the Economic Partnership Agreements signed by the EU and various countries. Aid for
trade programmes are another way in which countries such as the UK assist developing coun-
tries. In the priorities that a country pursues in trade policy, the development impact should
be considered alongside agreements with larger economies — and this could include the trade
diversion effects of agreements with other developed countries. Equally the policy content of
agreements with developing countries needs to be carefully considered, particularly noting for
example controversies over the use of Investor State Dispute Settlement (ISDS) mechanisms
in developing countries, and indeed the abandonment of treaties containing ISDS by South
Africa®. The broader subject of trade and development is beyond the scope of this paper, but the
UK has good precedent to draw upon.

Focus on the future

The pillars provide us with the need for clear and beneficial aims which are widely agreed
through a transparent and fair process. The implication of this though could be a rather passive
one, that governments will just do enough to have a trade policy which is acceptable, but which
will not provide a real direction for the future. The status of agriculture, frequently a source of
amusement or despair among trade policy professionals, is a fine example. The output of US

27 http://madb.europa.eu/madb/barriers_selecthtm
2 https://www.wto.org/english/tratop_e/devel_e/devel_e.htm
2 https://www.africanlawbusiness.com/news/5864-no-longer-a-fair-game
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farms contributed about 1 percent of GDP in 2015% and yet a US trade agreement could not be
completed without the agreement of the sector. Few other sectors hold such a veto. The situation
is not too much different in the EU. Notwithstanding the valid reasons for agriculture to hold
some position of importance (ranging from a sentimental attachment to the land to issues of
rural employment and security of food supply) it would be depressing for the UK, designing a
trade policy almost from scratch, if agriculture is the most important sector.

Three areas of interest are important in developing a future-focused trade policy:

a. Data and digital issues;
b. Regulatory coherence, non-tariff barriers, and standards;
c. New approaches in existing export areas.

It is critical to figure out the role of data in trade agreements. The digital economy is obviously
important for economic development, and digital trade has been frequently discussed in the
trade policy context. While there is no doubt that data is an increasing part of global trade,
important not just for services but also supporting many manufacturing products, it is less clear
from this discussion whether there are any unique opportunities available to the UK through an
intelligent application of the policy. It is not unreasonable to think this would be possible, but
it is likely to require greater thought than simply assuming such opportunities are there. At the
very least, support for free data flows would demonstrate a desire to maintain and enhance trade.

New ways to tackle non-tariff barriers to trade and reduce the cost of regulatory divergence is
also critical for trade policy to deliver benefits. Regulatory coherence and NTBs have been the
subject of much commentary in the trade world in recent years, though few trade agreements
tackle the issues in detail. Slow progress in international organisations such as UNECE, a stand-
ard-setting body, continues to be the norm. TTIP was a particularly ambitious effort to bring
more alignment through a structured process, and while this made more progress than some
other parts of the talks, it was in the end untested. Meanwhile it is unlikely that the EU will want
to replicate single market mechanisms in a free trade agreement with the UK. Nonetheless there
may still be opportunities for the UK given regulators, standard setters and conformity assess-
ment bodies are reasonably well respected. These opportunities could include mutual recogni-
tion agreements on regulations or to avoid double testing, developing regulations more quickly
than larger economies in emerging areas to encourage innovative business, and exporting our
conformity assessment services. However, agreements in this area can work both ways, opening
the possibility of UK regulations being changed due to a trade agreement, such as the typical US
ask to include transparency in medicine pricing®', which will require careful handling.

A trade policy that focuses on the future should also include ‘old’ sectors and new ways to
promote them. Given the success of UK government efforts to promote and protect Scotch
Whisky, there could there be other food and drink products which could be emphasised in trade
agreements. Perhaps UK craft beers could be promoted through UK trade policy. The services
elements of manufactured products, for example the ability to provide effective after-sales care,
is another interesting avenue to consider.

The essential point in thinking about a future-oriented trade policy is that there are many areas
that could be considered, and these need a considerable amount of rigorous analysis to see where
realistic opportunities may arise. Some of this should be done by businesses themselves, but it also
requires good internal government coordination as the trade department may not always become
aware of the work or opportunities. These opportunities should be able to provide the UK with a
positive benefit of being able to develop a new trade policy with only limited precedent.

%0 https://www.ers.usda.gov/data-products/ag-and-food-statistics-charting-the-essentials/ag-and-food-sectors-and-the-economy/
81 http://infojustice.org/wp-content/uploads/2015/12/Gleeson-Preliminary-Analysis-Transparency-Annex-12-Dec-2015-1.pdf
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Implementation of Trade Policy

For trade policy to be successful, a government needs the capacity to deliver good agreements
and implement them. This entails balancing all of the priorities given a finite resource, and put-
ting in place an effective programme of trade policy delivery. A programme like that is going to
be exceptionally wide-ranging, covering as it does potential interaction with all countries, on all
topics. It is particularly critical for a country that is building up its trade policy.

Three areas are key in judging implementation:

a. Numbers, of government resources;
b. Publication of a clear programme of work;
c. Openness of a government to questions about their work.

A government needs adequate resources and staff to deliver a successful trade policy. There have
to be officials with the skills to negotiate trade agreements with other countries, and there has
been considerable attention paid to the number of negotiators the UK, particularly the Depart-
ment for International Trade, has employed. However, negotiation is only one part of successful
delivery of trade policy; the other is actual implementation of the negotiated agreement. And for
implementation to be successful, trade policy must be a genuine cross-government effort that
involve many departments and authorities. Therefore, it is now important for the UK govern-
ment to build up capacity across the government and ensure there is genuine agreement between
different departments as to priorities.

The publication of a clear programme of work is a good indicator of a government confidently
pursuing a deliverable agenda. Such a programme would show the different negotiations, discus-
sions, market access cases, trade defence measures and so on the government is working on. The
most obvious example of this is the US Trade Policy Agenda and Annual Report, which lists this
over several hundred pages®. No other country however goes into quite the same level of detail
though New Zealand’s recent Trade Agenda 2030 report lays out a future programme clearly*.
Such length is not necessary, more important is the presence of such a document which shows a
clear direction of travel and subjects the government’s policy to discussion.

A final measurement of deliverability is the preparedness of government to be open with stake-
holders and the parliament about trade policy. Building on the earlier discussion on transpar-
ency, this would include the provision of timely and useful information to stakeholders, and
builds on this to also include the scheduling of debates in Parliament, and the provision of clear
information in response to questions raised. This is going to be important in building confidence
that the government is really tackling the opportunities and trade-off required to have a success-
ful trade policy. It also brings us back to where the discussion of the pillars started, with the need
to build consensus.

%2 https://ustr.gov/sites/default/files/files/Press/Reports/2018/AR/2018%20Annual%20Report%20FINAL.PDF
33 Particularly pages 37 onwards https://www.mfat.govtnz/assets/Trade2030/MFAT549_Trade-Agenda-2030-Document_
Revision-24-13_WEB_Revised_4-10.pdf
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ASSESSING UK TRADE POLICY AGAINST THE SIX PILLARS

A Scoring System

The UK’s post-Brexit trade policy is work in progress. Obviously, it will take more time to build
up necessary institutions and qualities of trade policy. Since the country is still a member of the
EU’s Common Commercial Policy and first needs to establish new agreements with the EU and
the FTA partners the UK has through the EU, the future trade policy of the UK was initially less
urgent. However, that future is not far away and for the UK to be ready for the day its independ-
ent trade policy starts, now is the time to accelerate its preparations. Given the strong indications
by the government that FTA negotiations will soon be launched with countries like Australia,
New Zealand, the US, and potentially TPP parties®, it is even more important to move fast on
all six pillars.

Our scoring will be based on the best practice from those countries who have successfully imple-
mented trade liberalisation programmes. There will inevitably be a degree of subjectivity in
assessment, but we will take public explanations as our primary source. This is a proxy for the
maturity of a policy position, that the level of public utterance reflects the Government’s confi-
dence in their own progress.

The assessment will be based on a clear scoring system where 1 reflects the least development,
and 5 the most:

1. No clearly identifiable work being undertaken: The importance of this pillar has not been
recognised, and we can see no sign of related work. The reality of the pillars is that this
score should be unlikely;

2. Discussion in progress: We can see from references made by ministers, officials, and oth-
ers that work has started in this area, and they recognise the importance of it. There does
not as yet seem to be any conclusions to this work however;

3. Stable position: There is a settled position in this pillar, it may not yet have been tested in
negotiations, but it should be ready to be so;

4. Operational: The government is negotiating on the basis of agreement in this pillar, this
would be where most governments should aim to be;

5. Delivering successfully: There are successful results of trade policy in this area, whether
for the economy as a whole, specific business, or other interests.

It should be noted that changes over time could see countries moving up and down the scoring
scale for individual pillars, for example as they periodically review trade policy priorities, thus
moving from Operational to Discussion, then moving back through Stability to Operational and
Delivery. Thus we wouldn’t expect even those Governments experienced in trade policy to score
5 against each pillar.

34 http://www.bbc.co.uk/news/uk-politics-42552877
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Assessing the United Kingdom

UK PROJECT — 4/2018

The following table summarises our assessment of the UK’s Trade Policy performance at this

stage:

Pillar Score | Commentary Proposed Next Steps

Domestic 1 The DIT White Paper® makes UK ministers, other politicians,

Consensus no reference to the need to forge | and officials need to urgently
consensus among competing recognise the need to build a
interests, or that there may national consensus and consult
be problems in reaching trade upon this — in particular if
agreements. Secretary of State a new trade agreement with
Liam Fox is not thought to have | the US is to be considered
mentioned this*®, and there has they must consider whether a
been little recognition of this realistic mandate would pass
need from leading politicians in | parliament. The position of
other parties devolved authorities must also

be urgently resolved.

Clear, 2 DIT and other departments UK ministers should build on

beneficial and have started engaging with UK | the existing engagement to start

deliverable businesses and other groups a debate within parliament on

objectives about future policies, as well what should be included and
as with other countries about why in the UK’s trade agree-
future trading relations. As ments, or what other ways will
yet there is no sign of a stable be used to take trade policy
position on goals and defensive | forward
interests

Transparency 2 | There is an awareness in gov- The existing mechanism of

and ernment circles of the need for parliamentary scrutiny of trade

accounta- consultation, but at this stage deals should be recognised by

bility little more than talk about what | Ministers as being wholly inad-
this might look like, and various | equate for an independent UK
groups suggesting a poor start trade policy, and new proposals
has been made with the Trade including in the Trade Bill
Bill*”. No proposals as yet in should be put forward. Simi-
terms of accountability. larly accountability proposals

should be put forward.

%5 ‘Preparing for our future UK Trade policy’ https://www.gov.uk/government/uploads/system/uploads/attachment_data/
file/6564714/Preparing_for_our_future_UK_trade_policy_Report_Web_Accessible.pdf

% See for example https://www.express.co.uk/news/uk/897092/Brexit-news-UK-EU-trade-deal-Liam-Fox-latest-European-

Union-US-New-Zealand-Aus

87 hitps://www.tjm.org.uk/trade-issues/democracy-and-transparency — some business groups are known to share NGO concerns
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Pillar

Fairness

Commentary

This is one of the UK govern-
ment’s most advanced areas in
terms of development, where
there has been a clear commit-
ment already given®. The issues
of fairness to smaller stakehold-
ers have seen less attention
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Proposed Next Steps

The question of domestic
fairness must be considered in
the context of building up the
clarity of objectives above, the
UK government must show

be able to demonstrate a wide
range of interests will be priori-
tised. Trade diversion should be
analysed.

Future focus

DIT and other departments

are thinking of potential future
focus, but at this stage it is far
from clear as to how this will
feed through into actual negoti-
ating positions

The UK government should
consider future issues with a
note of realism as to what could
be possible. The handling of
agriculture must be addressed
as a matter of urgency, noting
increasing pressure to protect
traditional industries such as

fishing®

Implementa-
tion

A variable level of progress as we
may expect, the UK has been
engaged and open on plans

in regard of the WTO, the
establishment of a trade defence
regime*', and to a degree iden-
tifying the US, Australia and
New Zealand as priorities for
new trade agreements. However
there is little sign of a realistic
overall programme of work
with regard to trade and other
agreements, and most answers
to parliamentary questions are
vague.

The UK government needs to
provide more realistic updates
to parliament about the deliv-
ery programme for trade policy
as a whole, including progress
on ensuring the UK can con-
tinue to benefit from existing
EU trade agreements after April
2019.

38 https://www.cgdev.org/blog/new-uk-policy-trade-development-post-brexit-good-first-step
3% For example http://www.bbc.com/news/uk-politics-43467216
40 https://www.gov.uk/government/news/uk-and-eu-set-out-proposals-to-wto-members-for-trade-post-brexit

41 https://www.gov.uk/government/consultations/call-for-evidence-to-identify-uk-interest-in-existing-eu-trade-remedy-measures
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CONCLUSION

It is perhaps unsurprising that the UK has not yet made sufficient progress in developing an
independent trade policy almost from scratch. The Brexit process is putting tremendous pressure
on resource and political bandwidth, which any country would struggle to manage.

Nonetheless it is disappointing that there are so few areas in which the UK government appears
to be ready to openly discuss trade policy as a prelude to deployment. We can expect the estab-
lishment of a trade defence regime to take some time, and the commitment to maintaining
development friendly trade policies is welcome. However, in too many areas the UK government
does not currently appear to be ready to move beyond preliminary conversations towards posi-
tions which can be realistically debated in parliament.

This lack of engagement risks creating significant problems just as the UK hopes to move beyond
the Brexit debate and onto future trade agreements which generate economic benefits. As has
been discussed throughout this paper, a successful trade policy requires numerous trade-offs
between competing interests, in which the government has to pick winners and losers. At a time
when trade policy is increasingly controversial a failure to do this runs the risk of failing to deliver
any of the anticipated benefits. Worse, it could actively harm domestic businesses.

The failure to understand the delicate domestic compromises required in trade agreements must
therefore be rectified as soon as possible. It is simply unrealistic to expect the UK to think about
launching trade talks with the US without this having been subject to some degree of discus-
sion. The media has already been reporting US political expectations in areas such as agriculture
and regulatory standards which are typical in their trade agreements*. Such expectations are
not likely to be accepted by UK stakeholders, and at this stage it is hard to see a UK-US trade
agreement that could command majority support in parliament. In turn this has the potential
to poison the debate on future UK trade policy, just as TTIP negotiations nearly derailed the
EU trade deal with Canada. The lack of any recognition of this fact from UK ministers should

be of major concern.

We will return to the evaluation of UK trade policy in future reports, adding in more detail
against the pillars now defined. We take a positive view of the ability of a country such as the UK
to operate a successful trade policy, and will expect to see significant progress over the coming
months to make a reality of this.

2 https://www.theguardian.com/business/2017/nov/06/trump-ross-says-uk-us-trade-deal-eu-brexit-chlorinated-chicken
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