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Introduction

1 Sovereignty vs economic integration trade-off

2 What does the EU want?
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Purpose of trade agreements

Compromise

Agree rules designed to make both partners better-off

Compromise requires giving up some policy control

e.g. control over tariffs, economic regulation, immigration controls
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Sovereignty vs economic integration
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EU’s objectives

EU can veto any Brexit deal that fails to meet its objectives

EU’s primary objective: ensure stability of EU and its institutions

EU’s secondary objective: minimise economic costs to EU
members

UK will not be able to cherry-pick favourite bits of the EU
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Aggregate economic effects of Brexit

6 

 

 

Altogether the EU loses between -0.12% and -0.29% of its GDP which is offset by a 0.01% 

to 0.02% gain for non-EU countries. These seem small percentages, but the rest of the 

world’s GDP is, of course, much bigger than that of the UK. So whereas the UK loses 

between £26 billion to £55 billion from Brexit the rest of the EU is collectively £12 billion to 

£28 billion worse off.7 The ‘Brexit shock’ is almost half as big in the rest of the EU as it is in 

the UK. 

 

Figure 1: The effect of Brexit on living standards across countries 

 

Source: CEP calculations (see Dhingra et al, 2016, for technical details). 

Notes: Same assumptions as in notes to Table 1 except net fiscal savings not included (since we do not know 

how Brexit would affect the budget contributions of other EU members). 
 

 

A Swiss alternative? 
 

Switzerland is not in the EEA but has many bilateral agreements with the EU, which gives it 

some access to the single market. Like Norway, it has to adopt all the regulations covering 

those parts of the single market in which it participates and it allows free movement of 

labour. It does, however, benefit from a lower fiscal transfer to the EU (about 40% of the 

UK’s contribution on a per capita basis). On the other hand, it does not have free trade in 

services with the EU, which would be a disadvantage for an economy like the UK, which has 

a comparative advantage in services. 

 

We simulate the effects of Brexit using Switzerland as an alternative optimistic scenario. The 

results are very similar: a loss of income of 1.30%. Although the fiscal transfers are lower 

than for Norway, these are more than offset by higher costs of trade in services. 

 

                                                 
7 These calculation use IMF GDP estimates for 2014: world GDP $77.3tr; EU $18.5tr and UK $3tr. 

https://en.wikipedia.org/wiki/List_of_countries_by_GDP_%28nominal%29.  
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