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ABSTRACT

This research purposefully examines the existing literature on trading blocks,
and reviews the trade balances between CARICOM, UK and the EU with a view
of determining likeness of a Post-Brexit era and policy framework for
CARICOM. The methodology entails a review of Brexit developments;
discusses the likely consequences of a Brexit on CARICOM countries using
guantitative economic analysis of longitudinal trade data incorporating a
summary of several views held by scholars, statutory boards and expert
opinions; and finally, the research identifies steps towards the development of
a policy framework. The main findings highlight that the impact on CARICOM
following a post-Brexit will be substantial owing to its large share of EU-bound
trade being with the UK. Post-Brexit, the UK is likely to lose its advantage
regarding customs duties, however, some of the impact will be cushioned as re-
exports will be channeled to the EU bypassing the UK.
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ABSTRAITE

Cette recherche examine délibérément la littérature existante sur les blocs
commerciaux, et passe en revue les balances commerciales entre la CARICOM,
le Royaume-Uni et I'UE afin de déterminer la ressemblance d'une ére post-
Brexit et d'un cadre politique pour la CARICOM. La méthodologie implique un
examen des développements de Brexit ; elle examine les conséquences
probables d'un Brexit sur les pays de la CARICOM en utilisant une analyse
économique quantitative des données commerciales longitudinales incorporant
un résumé de plusieurs points de vue tenus par des universitaires, des conseils
statutaires et des avis d'experts ; et enfin, la recherche identifie les étapes vers
le développement d'un cadre politique. Les principales conclusions soulignent
que l'impact sur la CARICOM a la suite d'un accord post-Brexit sera substantiel
en raison de la part importante des échanges commerciaux de I'UE avec le
Royaume-Uni. Aprés la réforme, le Royaume-Uni va probablement perdre son
avantage en matiére de droits de douane, mais une partie de l'impact sera
amortie car les réexportations seront canalisées vers I'UE en contournant le
Royaume-Uni.

Keywords: Brexit, CARICOM, European Union, WTO, Gravity Models, Trade
Policy

JEL Classification: F13, 011, 024
1. Introduction

Following the United Kingdom (UK) vote to leave the European Union
(EV), the paper will discuss implications for small economies of the
Caribbean Community (CARICOM) states on their trade relationship
with the UK and the EU. Specifically looking at the impact on CARICOM
in post-brexit era. Due to the advantageous position of CARICOM having
concluded an Economic Partnership Agreement (EPA) with the EU, the
paper focuses on trade post-Brexit. The sole intent of the paper is to
discuss implications on CARICOM trade with UK and EU.

From the perspective of the UK being a part of the EU trading bloc or to
remove itself, the authors consider the pros and cons of trading blocs. In
the last two decades, the world has come to see the evolving of many
existing trading blocs, especially as membership is changing. Chase
(2005, 1), noted that “trading blocs have been dramatically expanding
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throughout the world economy.” These trading blocs promote free trade
agreements, customs unions, eliminate tariffs and other barriers to trade
between the member countries; while leaving trade barriers with excluded
countries. Research has shown that motives for trading blocs stem around
economics (Viner 1950, 355), protectionism (Krugman 1991), “trade
politics” (Krugman 1993, 61), and in more recent times ‘“security
externalities” (Gowa 1994, 41). While Levy (1993) argues that regional
blocs neither promote nor hinder global trade. In general the
characteristics of trading blocs have shown to be similar in economic
structures, compatible laws and policies, and closeness in location to each
other (Schott 1991; Thoumi 1989). These changes have led to much
discussion by academics and practitioners as to the strengths and
weaknesses of partnering with other countries to formulate trading blocs.
Notably, economist have failed to rationalise trading blocs from a local
perspective as they conflict with national wellbeing assumptions which
are key to most trading simulations as mentioned by Trebilcock and
Howse (2005). While liberalist have recognized the positive political
context of international trade. Lawrence (1996) states that groups of
countries with similar political, institutional, and cultural backgrounds
can achieve deeper integration than is feasible multilaterally. Further to
this, much has also been said about legitimacy and consequences of
trading blocs. Grieco (1988) alluded to the “relative gains argument” to
assess the possibility of cooperation between trading partners.

The authors have noted that even though there is still no consensus of
preferential trading blocs in the published literature; it is recognized that
trading blocs allow for privileged treatment of its members over non-
participating members. One sentimental view from Viner (1950) stated
that based on the effects of the customs union, the protectionist is right
and the free trader is wrong. Lawrence (1991) argues that blocs offer
benefits like stimulating growth and enhancing the role of market forces.
Further support for trading blocs is established by recognizing that tariffs
to non-members and by negotiating as a combined grouping, there is
potential to create better economic leverage, than was possible
individually (Viner 1950).

The literature also looks at whether trading blocs have promoted trade
among themselves while discriminating against other countries or at their
expense. Lawrence (1991) expressed the concern that customs unions and
free trade agreements would be “stumbling blocks” to multilateral
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agreements. Trebilcock and Howse (2005) allude to trade diversions with
regard to lower-cost producers who are part of the regional trading bloc
and are discriminated against. Though it is thought that members within
a bloc are closer and may be expected to trade more, due to lower cost
structures related to transportation and supply chain management, this is
not always the case. However, little is known about the degree of
discrimination arising.

The following sections discuss in detail the key Brexit developments, the
CARICOM-UK-EU trade relationship, as well as implications for
CARICOM member states post-Brexit.

2. Brexit Developments and Their Significance for CARICOM as a
Small Economy

We discuss the area of trade in greater detail as a focus point for this paper,
with the CARICOM not wanting to make significant changes in principle
to fulfilling its existing trade flows to either the UK or the EU.

In July 2018, the UK published a White Paper on the future relationship
between the UK and the European Union post-Brexit in which the UK
government outlined its positions regarding the aspects of the economic
partnership, security partnership and further institutional arrangements.
The highest priority has clearly been the economic partnership with the
EU. In the Policy Paper, the UK proposed comprehensive frameworks
including a free trade area focused on goods, which will be discussed in
further detail in this section. According to the White Paper (2018), the UK
proposes establishing a free trade area for goods, where the UK and the
EU would maintain a common rulebook for frictionless trade at the
border.

The proposal for the phase-in of the free trade area includes the
introduction of a new version of a Facilitated Customs Agreement that
represents a highly customized and unprecedented customs union.
According to the White Paper (2018) it would “remove the need for
customs checks and controls between the UK and the EU as if in a
combined customs territory, while enabling the UK to control tariffs for
its own trade with the rest of the world and ensure businesses pay the right
tariff.”
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There are several implications for CARICOM arising from the recent
Policy Paper, which although initially met with criticism by the chief EU
negotiator Michel Barnier, is likely to be adopted in a compromised
amended version as the EU since has given further signals in the
affirmative. For CARICOM, even a partial adoption of the terms of this
Policy Paper would mean that goods could still enter the UK and once
entered, be shipped onward to EU countries without further tariffs. With
the UK’s proposal, therefore, the only potential obstacle for CARICOM
would be the UK itself and the speed at which the UK negotiates a new
trade deal with CARICOM to replace the existing EU-CARICOM EPA.
As aresult, CARICOM should be prepared to trade with the UK on World
Trade Organization (WTO) terms in the time following Brexit even with
the Policy Paper being adopted as an official blueprint for UK-EU
relations. Consequently, CARICOM businesses need to proactively start
increasing trade links with the EU directly and not rely on the UK for a
speedy renegotiation of the EPA with CARICOM (Bishop and Clegg,
2018). As a result, we believe the UK’s recent Policy Paper does not
change the current situation for CARICOM and its future relationship
with the UK. CARICOM thus needs to continue its strategy of focusing
on negotiating its future relationship with the UK and establishing new
trade and supply chain links with the EU where CARICOM was too
reliant on the UK in the past and take advantage of the EPA with the
remaining EU-27 members (Bishop and Clegg, 2018).

3. Consequences of Trade (Desires and Losses)

It is recognized that international trade comes with its advantages and
disadvantages. However, small island developing states like the ones
within CARICOM have disproportionate dependence on international
trade and because of their fragile environments are therefore more
vulnerable to external shocks. The research has shown that trade creates
opportunities for improving overall standing of a nation by spurring
competition, increasing quality of life through consumption and
improving efficiency within the economy. For instance, Widodo (2009)
posits that comparative advantage derived from the efficiency of
production can enhance the chances of international trade. With larger
economies focussing on standardized and scale-intensive industries
(Bastos and Cabral, 2007); while smaller developing countries specialize
in standardized products (Bojnec, 2001). Additionally, Melitz (2003)
highlighted that lowering barriers and advances in productivity from trade
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liberalization may accrue disproportionately to the bigger businesses, thus
weeding out smaller less productive local businesses. In more recent
research, a paper by Arkolakis et. al. (2012) which reviews a series of
heterogeneous and homogeneous trade models highlights that a country’s
domestic trade share and the elasticity of trade with respect to variable
trade costs are adequate statistics for the aggregate gains from trade. Ossa
(2015) and Sampson (2016) in conducting further research on trade
disparities show that gains from trade can be magnified through
differences across industries based on the trade elasticity and by trading
in intermediate inputs. Other areas needing consideration that are more
specific to CARICOM realities are the distance between trading countries
and the number and frequency of practical routes. In addition, the Region
has been plagued with many challenges and barriers in the maritime
sector. Many problems created through inefficiencies in the maritime
sector related to Port fees and inadequate supply of transport lines is the
shipment of goods (cargo), transport costs, custom duties of importing
countries and port security. Thus making a case for the development of a
framework of standards to secure and facilitate global trade between
CARICOM, UK and the EU; especially as there is intensification of
global competition, and as the Region engages in collaborative and
integrated activities to mitigate their inefficiencies (Pounder et. al, 2013).

4. Methodology

This research gives an understanding of the post-Brexit implications to
CARICOM trade. The research involved three main stages. Firstly, the
paper gives a review of Brexit developments, synthesizing and combining
relevant data as highlighted by Grant et al. (2009). Secondly, the paper
discusses the likely consequences of a Brexit on CARICOM countries
using quantitative economic analysis of longitudinal trade data
incorporating a summary of several views held by scholars, statutory
boards and expert opinions as purported by Van Steen and Cooke (1989).
Thirdly, the paper identifies steps towards the development of a policy
framework as advocated by Walt and Gilson (1994).
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5. Trade Analysis and impact
5.1. CARICOM’s Trade with EU, UK

The following tables represent the value of trade in goods and services
between CARICOM and the UK, and EU, respectively. It is worthy to
note the high share of trade with the UK.
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Table 1: Value of CARICOM Countries’ Total Exports to the United Kingdom in USD: 2006-2015
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CARICOM
COUNTRIES 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

CARICOM 540,278,118[731,491,177839,053,802)806,760,729/498,072,996/670,693,384/569,484,742/470,629,018/495,508,865/195,642,980
MDCs 457,855,817/620,212,923(738,868,410(675,968,560397,965,143(592,351,648478,142,472[362,431,480[380,213,815/105,226,861
BARBADOS 33,024,904| 28,579,484 41,156,301| 32,816,764| 52,629,077| 55,035,476/ 31,252,552/ 8,632,892 16,748,181 14,046,023
GUYANA 99,260,573]151,111,606140,375,906(111,915,002| 48,162,678 77,590,170114,773,610{116,459,325 97,065,788 91,180,838
JAMAICA 204,667,370215,994,448222,793,776/129,649,487| 83,925,772/111,617,286| 45,086,396/ 81,769,904| 75,903,629 -
SURINAME - - - - - - - - - -
TRINIDAD & TOBAGO 120,902,970224,527,385[334,542,427401,587,307[213,247,616[348,108,716[287,029,914/155,569,359[190,496,217| -
LDCs 82,422,301]111,278,254(100,185,392130,792,169/100,107,853 78,341,736/ 91,342,270[108,197,538]115,295,050, 90,416,119
BELIZE 44,309,996| 47,990,040 58,082,265 79,578,499 71,187,695 66,514,313 78,403,842 86,337,273 89,802,250, 81,896,961
OECs 38,112,305| 63,288,214 42,103,127| 51,213,670| 28,920,158 11,827,423 12,938,428/ 21,860,265 25,492,800 8,519,158
IANTIGUA & BARBUDA - 4,129,558 3,644,029 9,984,387 6,835,752 2,418,664 5,374,775 6,812,467 6,155,147 6,796,994
DOMINICA 7,653,000 5,186,708 5,325,858 3,841,949 2,676,412 461,791 340,065 405,294 - -
GRENADA 228,162 298,479 504,223 572,234 250,516 110,330 309,156 471,653 1,479,124 693,709
MONTSERRAT 197,586 166,187, 118,555 152,562 - - 48,378 7,947 1,346 -
ST. KITTS & NEVIS 949,461 1,069,134 2,879,747 426,765 255,601 165,675 83,201 370,273 17,423 -
SAINT LUCIA 19,407,364 43,014,856| 24,913,430 31,527,254) 14,403,404 7,758,608 6,002,944| 13,441,124 16,753,920 -
ST. VINCENT & GRENADINES| 9,676,732 9,423,292 4,717,285 4,708,519 4,498,473 ~ 912,355 779,909 351,507 1,085,840 1,028,455
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5.2.  Total exports from CARICOM to the UK 2006-2015

From 2006 to 2008, there were increases of 35.4% and 14.7% respectively
in CARICOM exports to the UK. In this pre-financial crisis period many
CARICOM economies showed resilience in building trade with the diaspora,
building capacity and developing export readiness initiatives. Many
countries in the Region streamlined their objectives on increasing their focus
on entering new geographic markets in the diaspora and developing new
products. This strategy lead to a growth pattern during this period as
company strategies lead to increased exports. However by 2010 decreases in
trade dropped by 38.26%. This large drop can be linked to the failure of the
free market as we know it. As the secondary credit market, investment banks
and unregulated financial market disappeared. This created many challenges
for CARICOM countries to export. Though supply of CARICOM products
was available, the demand among UK consumers was down as disposable
income was reduced among consumers. The relatively weak performance in
trading was attributed to high business overall costs.

The period from 2010 to 2013 resulted in gradual fluctuations in trade
figures. These fluctuations could have been attributed to the financial
volatility, and client uncertainty in the market place. As CARICOM is made
up of developing countries, this group is usually more exposed and sensitive
to the effects of macroeconomic ups and downs. Therefore it can be stated
that concomitant to the severe financial shock in the US and UK, is the trade
collapse within the CARICOM region. The major factor explaining the
decline in trade during the crisis period is the decline in demand. Reduction
in tourism mainly, which is one of the biggest foreign exchange earners for
the CARICOM. Post-crisis, the expectation is for growth to continue at pre-
crisis rates, however, this is not exactly the case. The period 2014 to 2015
started to show signs of increased growth at 5.29%.

Notably, where there is a short fall off, the following periods had quick
spikes. As the individual economies of CARICOM recovered, showing there
IS a representative bounce back in trade. Further, the increasing difficulty in
obtaining trade finance post-crisis was viewed as the main contributing factor
to explaining declines and fluctuations. The general consensus was that
exporters were less willing to give importers products on credit. However,
existing trade agreements have proved to be one of the best ways to open up
foreign markets to CARICOM exporters and this is an area to be pursued
with the UK.
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Table 2: Value of CARICOM Countries’ Total Imports to the United Kingdom in USD: 2006-2015
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CARICOM

COUNTRIES 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
CARICOM 588,330,845671,197,720/613,806,815(511,251,769474,497,441{495,998,185520,092,8945590,711,868591,288,582)205,040,271
MDCs 454,938,650520,679,975/484,282,693383,599,3411357,644,026(381,493,1711410,630,748479,176,943{480,757,498116,286,583
BARBADOS 94,939,9841101,407,109| 92,521,025| 67,181,358| 64,194,426| 71,638,385 66,342,615| 71,624,249 69,531,706/ 68,197,528
GUYANA 42,475,961] 61,398,630| 51,114,358 41,754,262 58,832,912 62,093,013 48,873,303 45,784,584 48,708,726/ 40,194,817,
JAMAICA 133,030,188]129,290,783/104,571,422 77,930,682 82,424,377 95,923,427 86,053,355| 68,132,921 62,723,539 -
SURINAME 5,278,155 5,003,179 5,518,822 6,921,878 9,556,563 7,965,916/ 8,828,486 9,081,803 5,057,492 7,894,238
TRINIDAD & TOBAGO 179,214,362[223,580,2741230,557,066(189,811,161/1142,635,748143,872,4301200,532,989284,553,386[294,736,035 -
LDCs 133,392,195[150,517,745(129,524,122(127,652,428/116,853,415114,505,014{109,462,146111,534,925/110,531,084 88,753,688
BELIZE 9,074,844 10,288,333 12,793,494 9,446,794 10,869,584 11,990,667 10,545,926/ 10,621,111 12,872,822 23,626,958
OECs 124,317,351]140,229,412(116,730,628118,205,634/105,983,831/102,514,347| 98,916,220(100,913,814, 97,658,262 65,126,730
IANTIGUA & BARBUDA 23,149,560| 36,807,370| 13,515,520 28,180,467| 23,068,323 16,642,991 20,646,861| 14,176,886/ 16,830,903 18,868,042
DOMINICA 9,550,139 10,573,501| 10,723,354 11,629,685 8,818,296 9,415,960/ 8,393,831 8,726,219 9,783,751] 9,964,559
GRENADA 16,680,954 15,446,894 16,826,343 11,933,628 13,149,893 12,209,846/ 9,816,648 12,987,434 9,193,170 12,190,995
MONTSERRAT 1,524,748 1,980,080 1,818,281 1,677,451 1,067,332 1,590,868 1,611,383 1,606,388 1,660,512 -
ST. KITTS & NEVIS 13,152,675 11,060,437| 14,555,859 13,018,095 7,412,193 10,113,077] 9,997,277 7,041,052 7,773,868 -
SAINT LUCIA 40,806,344| 37,255,448 37,150,158 30,528,191} 31,504,715 33,293,010/ 29,585,684 28,991,445/ 28,709,672 -
ST. VINCENT & GRENADINES| 19,452,931| 27,105,682 22,141,113 21,238,117 20,963,079 19,248,595| 18,864,536| 27,384,390 23,706,386| 24,103,134
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5.3.  Total Imports by CARICOM from the UK 2006-2015

The period 2006-2007 showed an increase in imports from the UK at a
rate of 14%. The bulk of the imports into CARICOM remain to be fuel
and lubricants, followed by food for final consumption. From 2007 to
2010 CARICOM imports from the UK showed a relentless decrease of
9%, 17%, and 7% respectively. The authors believe that imports were
reduced in the 2007 to 2010 period as Governments sought to stabilize
their Countries’ balance of payments mainly through large reductions in
consumption goods. From 2011 to 2013, showed a gradual increase 5%,
5% and 14% in trade imports to the CARICOM from the UK. Firms in
the UK have been able to reposition to markets further afield and outside
EU and this has helped boost overall export growth to the CARICOM
Region. Noticeably, the CARICOM industries are struggling to compete
against international competitors, especially as Governments remove
tariffs to satisfy WTO regulations which may have discouraged
consumption of imports and encourage consumption of domestic goods.
The gradual increase of CARICOM imports from the UK is linked to the
rejuvenation of UK's manufacturing base which is on the up and up.

5.4.  Decrease in trade volumes with the UK following Brexit

Table 3 summarises the declines in trading volumes with the UK. For the
first scenario, the UK is excluded from the EPA with the EU. It is unlikely
that members of CARICOM and the UK would reach an alternative EPA-
style agreement since the UK would be more inclined to re-negotiate bi-
laterals with larger trading partners first (Ebell and Warren 2016). The
Commonwealth framework is not a substitute because it is not currently
a trading framework that uniformly provides for tariff-free trade as does
the EPA. The option of re-exporting CARICOM goods to the EU market
would thus become unavailable. Currently, approximately 30% of UK
exports to the EU are of non-EU origin. Only a customs union with the
EU would solve this problem. However, the outcome is uncertain because
neither Norway nor Switzerland are part of a customs union with the EU
and therefore do not serve as precedents. The declines in re-exports of
CARICOM goods to the EU (via the UK) export market shares would
lead to declines in total trade of CARICOM members with the UK as
shown in the table 3 below.
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As the literature and datasets in this area are not conclusive on the impact
of various free trade agreements on trade; we have observed some authors
having made strong cases for both positive and negative impacts.
Therefore, in addressing the issue of declining trade, we independently
examined the impact of free trade agreements on goods and services and
obtained estimates based on four of the most pertinent papers as addressed
by Ebell and Warren (2016): Baier et al. (2008), van der Marel and
Shepherd (2013), Ceglowski (2006), and Egger et al. (2011).

Table 3: Trade impact of leaving the EU on UK’s total trade with CARICOM

Declines in Declines in

UK  Export UK’s Total

Market Share Trade® with

to EU CARICOM
Scenario Optimistic Pessimistic Optimistic Pessimistic
WTO 50% 72% 20.7% 29.2%

Source: Ebell and Warren (2016)
55. Goods trade

In reference to a panel-data analysis on the goods and services trade
within European Free Trade Association (EFTA) spanning 40 years (1960
to 2000) conducted by Baier et al. (2008), Ebell and Warren (2016) give
an explanation. Ebell and Warren (2016) state that 1990 marked a turning
point in which the value of the UK’s trade in services with EFTA began
to exceed the value of trade in goods and the share of services in the UK
trade balance has grown since. Therefore, reaching an agreement for the
UK that covers services trade is important. Unfortunately, the negative
precedent here is Switzerland, which does not have passporting rights for
its banks to trade in the EU. Passporting rights allow financial institutions
in the UK and its overseas territory of Gibraltar full access to the EU
without having to obtain any separate licenses or operating permits in
other EU member states (Clegg, 2016). Non-EU members such as
Switzerland do not enjoy passporting rights. In the UK and Gibraltar,
banks and insurance companies have benefited immensely from this
privileged access, giving them an edge over competitors such as

3 Declines in total trade are calculated as (Xbrexit-Xbaseline)/Xbaseline
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Switzerland (Clegg, 2016). Under a likely WTO scenario, Ebell and
Warren (2016) compile findings by several authors with respect to the
negative development of trade with the EU. Baier et al.’s (2008) model is
based on ordinary least squares (OLS) and gravity modelling using trade
data of bilateral trade in goods in areas with any level of trade agreement.
The specific model is discussed in the following section in more detail
and compared to other predictive methodologies.

Table 4: Trade Impact of Leaving the EU on UK Re-exports to EU Market
Shares (declines)

Goods | Services | Total
Authors | Baieret | Vd Ceglowski | Baier et | Baier  + | Egger
al. Marel, al. + v d | Ceglowski | etal.
Sheperd Marel,
Sheperd
WTO 53% 43% 63% 50% 56% 72%

Source: Ebell and Warren (2016)
5.6. Goods and services trade

Ebell and Warren (2016) argue that the most current and likely estimate
is provided by Egger et al. (2011) who used a perspective of preferential
trade agreements to arrive at their conclusion of 72% trade reduction with
no post-Brexit deal. Their model is based on the broader concepts of
preferential trade agreements (PTAS) rather than free trade agreements
(FTAs) as PTAs call only for the reduction of tariffs between signatories
rather than elimination as in FTAs. A PTA is therefore akin to (Most
Favoured Nation) MFN status, which we would find under WTO rules.
For this reason, the range of inputs used by Egger et al. (2011) covers a
higher range of data points compared to using only FTA data, thereby
resulting not only in a higher value of the dependent variable (trade
decline) and but also a higher confidence interval.

Santos Silva and Tenreyro (2006) use a simplified method to approach
this problem. They posit that under weak conditions, e.g. when the gravity
model contains only the correct set of explanatory variables - the Poisson
pseudo-maximal likelihood estimator provides close estimates of the
original nonlinear model. Therefore, it is equivalent to a non-linear least
squares model in the original equation. As it is a pseudo-maximum
likelihood estimator, the data does not in fact have to be distributed as
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Poisson. Although Poisson is appropriate as an estimator for counting data
models, it is appropriate to apply; it is also possible to apply it more
generally in nonlinear models such as gravity.

Furthermore, the Poisson estimator used by Egger et al. (2011) is realistic
in that it includes all trade values including those that are zero. The
frequency of a trade value of zero can be high because not all countries
trade all goods with other countries. Therefore, in a Pseudo-Maximum
Likelihood estimator model, values of zero can be automatically dropped
from the OLS regression. The properties of Pseudo-Maximum Model
estimators without the Poisson distribution can make the model prone to
instability due to the presence of fixed effects. A Poisson estimator adds
consistency even in the presence of fixed effects within OLS modelling.
Therefore, Egger et al.’s (2011) Poisson Pseudo-Maximum Likelihood
estimator, indicating a decline in trade to the extent of 72% in the absence
of any preferential trade agreement between EU and UK (ie. The no-deal
scenario) can be considered the most realistic value among those shown
in table 3.

Even Baier et al. (2008) who use OLS regressions and gravity models and
account for endogenous and exogenous macroeconomic effects of
changes in the trade of goods, price levels, derive their data from bilateral
goods trade from country pairs in a loose concept of economic integration
agreements (EIAs), which include customs unions, FTAs, common
markets, and economic unions worldwide (not limited Europe).

By contrast, Ceglowski’s (2006) study similarly use gravity models but
focuses on the services trade while limiting data to Organisation for
Economic Co-operation and Development (OECD) countries. Findings
by van der Marel and Sheperd (2013) are similarly restricted to the
services trade and OECD countries, while a gravity model is used.
Therefore, the predictive value of decline in trade is smaller than in the
comprehensive study by Egger et al. (2011).

Taking into account the findings of other studies in the table which
indicate a smaller extent of decline in trade, we could therefore reasonably
expect a decline in trade in the range between maximum and minimum
values.
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5.7. Tariffs and Macroeconomic Effects

Under WTO rules, MFN status would apply to the UK with all its trading
partners who are WTO members including all EU countries unless the UK
negotiates other terms on bilateral levels, keeping in mind that no EU
member country can enter bilateral trade agreements as the EU negotiates
as a whole. Currently, average MFN import tariffs are 9%; while the type
of goods the UK produces, however, would average out to a 5% increase
in tariffs (HM Treasury 2016). Given these tariffs, some leeway exists for
concluding some preferential trading agreements.

The table 5 below shows other studies that give us estimates of effects of
reductions of trade on macroeconomic indicators on the UK and
CARICOM assuming a prior balance of trade (idealistic). In pessimistic
scenarios, we predict a decline of between 3.7% and 9.5% in Gross
Domestic Product (GDP) in both CARICOM and UK. An important
factor for the decline in GDP can be the decline in productivity due to
higher transaction costs and redeployment of trade routes and supply
chains, as well as the presence of higher regulation. These factors are
difficult to estimate ex-ante, hence the wide range in predictions of GDP
decline.
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Estimates by: OECD LSE* TREASURY NIESR® NIESR
WTO/FTA EEA/FTA EEA FTA WTO EEA FTA WTO WTO+

Reduction in total trade (%) -10 to -20 -12.6 -9 -14t0-19 [-17to-24 |11to-16 -13 to -18 -21 to -29 -22

Reduction in FDI (%) -10 to -45 none -10 -15t0-20 |[18t0-26 |10 17 -24 -24

EU budget savings (% of GDP) 0.3t00.4 0.0 0.4 0.4 0.4 0.0 0.3 0.3 0.3

Method NiGEM Estimated tradeNiGEM NiGEM NiGEM

elasticities

GDP (% change)

Central estimate (%) -5.1 -7.9 -3.8 -6.2 -7.5 1.8 2.1 -3.2 -7.8

Range (%) -2.7t0--7.7  |-6.3t0-9.5 -3.4t04.3 -46t07.8 |[541t095 |[l5t0-2.1 -1.9t0-2.3 -2.7t0-3.7 -7.8

IWages (% change)

Central estimate 2.7 -3.4 -5.5 -7.0

Ratio of GDP to trade declines 0.27 -0.39 0.5-0.75 0.42 0.33-0.41 [0.32-0.40 [0.13 0.14 0.13 0.35

Channels

Reduced Trade with EU X X X X X X X X X

Productivity losses from reduced trade in[x X X X X X

CARICOM

Productivity losses from reduced trade injx X X X X X

UK

Reduction in FDI (UK and CARICOM) [x X X X X X X X

Productivity losses from reduced FDI (UK|x X X X

and CARICOM)

Productivity gains from deregulation X

Source: Ebell and Warren (2016)

4 LSE — London School of Economics
5 NIESR — National Institute of Economic and Social Research
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5.8. Further Considerations and Potential Obstacles

With its recent Policy Paper, the UK seeks to accomplish two things at
the same time. It envisages a facilitated customs agreement with the EU,
in which the UK would recognize EU rules and tariffs and apply them if
goods are destined for the EU (via the UK), but apply its own tariffs if the
final destination for the goods is the UK. In the EU, all trade matters,
including tariffs, are under the authority of the European Commission and
are applied to all non-EU countries equally. The common practice of the
EU is to establish common tariffs for goods from outside the EU — in the
White Paper, however, the UK is proposing common internal UK-EU
tariffs but being able to set its own tariffs to goods from outside the UK.

The above proposal has met with strong rejection by the EU. In the words
of Michel Barnier, chief negotiator for the EU: “The EU cannot - and the
EU will not - delegate the application of its customs policy and rules,
value added tax (VAT) and excise duty collections to a non-member who
would not be subject to the EU’s governance structures,” (Bleikinsopp
and Bartunek, 2018). The issue is more profound as legislation would
need to be changed within the EU to allow for such an arrangement.
According to Barnier, “This complex customs system also poses a more
fundamental question: How can the Union delegate the application of its
customs rules to a non-member of the EU, who would not be subject to
governance structures? Would that be acceptable or, simply, legally
possible?” as stated by Bleikinsopp and Bartunek (2018).

In summary, the proposal relating to trade as outlined in the UK’s Policy
Paper amounts to a customs union in which the UK would benefit from
free trade. It will further ask the EU to relinquish its sovereign control of
payments of customs duties for goods that arrive from outside the UK-EU
customs area to a non-EU party, the UK in this case, for which there are
no legal precedents. Barnier has called this an example of British cherry
picking as indicated by Bleikinsopp and Bartunek (2018). As part of any
customs union with the EU, treaty countries are restricted from
negotiating free trade agreements with members outside such customs
union. However, the UK’s Policy Paper is proposing just this — namely
being part of the customs union while having control over trade with non-
members. In other examples, the EU’s customs unions with Turkey, San
Marino, and Andorra restrict those countries from engaging in free trade
negotiations with non-EU countries due to the common application of
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external tariffs. In other words, countries relinquish sovereignty over their
trade deals with the rest of the world to the EU to be able to be part of the
customs union. As a result, it is difficult to justify why the UK should be
any different. Setting a precedent by acceding to the UK’s request would
put the entire trading structure of the EU into question, although the EU
has since given cautious affirmative signals. This discussion therefore
highlights the complexity of reaching an agreement relating to trade
before the Brexit deadline in March 2019.

6. CARICOM Trade Facilitation Challenges

As CARICOM is a set of developing nations, a series of challenges have
been identified that create barriers to trade facilitation. Some of the broad
areas of concern are identified below:

. Excessive Government bureaucracy

. Inadequate customs procedures

. Poor utilization of information technology

. Lack of transparency

. Minimal cooperation between institutions supporting trade

Thus, any effort going forward must be designed to overcome these
challenges and provide the fundamental conditions and tools to support a
modern customs administration, which can facilitate international trade.
Moreover, any deal and policy put in place must be geared towards
promoting and expanding economic and technical cooperation among the
developing countries within CARICOM.

7. Steps towards the Development of a Regional Policy Framework
for Trade

In order to enhance this research agenda towards guiding future studies,
the authors have proposed a framework that incorporates insights from
the theoretical literature and practical approaches observed in trade
policies. The research highlights that the main rules and regulations that
constitute the main components of a trade policy. These are usually
derived and implemented by Governments to govern cross border
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transactions, however, they are sometimes constrained by international
rulings. Thus with the globalization of the trade and the supporting
systems, the movement of goods, evolving industrial bases and advances
in information and communication technology (ICT), the trade policy
framework requires professional operating systems that can be
streamlined into new and existing institutions. It is further recognized that
any post-Brexit trade policy developed for the CARICOM must involve
a series of diverse policy instruments geared towards influencing the
physical cross border movements of products, and the provision of
services and economic exchange. In addition, such a framework must
encompass policies to creative a conducive environment for local traders
or private companies to produce and trade. Thus the creation of enhanced
trade liberalization environment and a reduction in barriers to trade.

For the purpose of this research, a list of concepts is formed, based on
combining insights from the three institutional sources (World Bank,
World Trade Organization, and the International Trade Centre) and satisfy
the purpose of being meaningful to outlining a framework. Six processes
are identified as important for the system to be perform effectively:
namely, knowledge and capability development; building institutional
and infrastructural capacity; developing tariffs, quotas and taxes;
managing dispute settlement; coordination and integration of local
expediencies; and coordination of private sector development and
investment.

7.1.  Knowledge and capability development

The demanding requirements of global trade has fundamentally changed
the way how trading has been done. As such, there is a need to upgrade
the knowledge and capacity of the personnel involved in the trading of
goods and services. Building networks can catalyse international
knowledge diffusion and provide new opportunities for local capability.
Ernst and Lundvall, (2000) discuss the importance of tacit knowledge in
managing the uncertainties in globalization. This research is quite relevant
in guiding the way how knowledge should be shared.
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7.2.  Building institutional and infrastructural capacity

The institutional role of government in the process of trade is providing a
stable, supportive, and appropriately competitive environment for
stimulating trade. Thus building institutional and infrastructural capacity
entails the creation of an enabling environment with appropriate policy
and legal frameworks. It further involves the development of the
resources (human, material and financial) essential for effectively and
efficiently managing the institution (White, 2007; Mullins and Christy,
2010).

7.3.  Developing of tariffs, quotas and taxes

In general, there are two major techniques utilized to control trade
imports; namely tariffs and quotas. A tariff is a tax on imported goods. A
quota is a quantity limit. Quotas define the maximum amount that can be
imported within a year. In general, the tariff must incorporate the
preparation of a technical schedule of duties, or taxes on imported goods.
For instance, Rege (2002) highlights the benefits that can accrue to trade
as a result of binding of tariffs and the rules that are applied for valuation.

7.4.  Managing dispute settlement

Unlike developed countries, the CARICOM region observe several
drawbacks in attempting to successfully litigate trade disputes before
dispute settlement panels and securing remedies against developed WTO
member states. Thus making this part of the framework difficult to
navigate. The main processes to be highlighted in the dispute resolution
methods should simplify systems of litigation and arbitration which
usually pass through the courts. However, prior to such means of dispute
settlement, consideration in the framework should highlight less costly
and time consuming methods like negotiation, enquiry, mediation, and
conciliation

7.5.  Coordination and integration of local expediencies.

The framework requires the identification and recruitment of adequate
personnel with the required knowledge, expertise, experience,
competence and leadership to coordinate and integrate local practicalities.
For instance, there is a need for measures for effective cooperation
between customs and other trade facilitation institutions. In addition, there
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is a need for a joint approach to compliance and audit as methods that can
enhance cooperation and coordination between relevant departments.

7.6.  Coordination of private sector development and investment

The framework requires the promotion and expansion of the sale of goods
between CARICOM - UK and CARICOM - EU, with emphasis on
facilitating such imports and exports. Thus from a CARICOM standpoint,
there is a need to support investments aimed at taking advantage of the
opportunities and strengthening the competitiveness of the CARICOM
business community in the UK and EU markets. Such development would
inspire the enablement of the creation and operation of regional joint
ventures and the development of technical and scientific cooperation
activities, which would spur business activities.

8. Conclusion

The impact on CARICOM following a Brexit will be substantial owing
to its large share of EU-bound trade being with the UK. Post-Brexit, the
UK is likely to lose its advantage regarding customs duties, however,
some of the impact will be cushioned as re-exports will be channelled to
the EU bypassing the UK.

Owing to CARICOM countries being developing states with low levels
of processing industries, CARICOM is more vulnerable to other global
events close to home and further afield exposing it to the effects of
macroeconomic ups and downs as severe financial crises in the US and
UK have shown previously, leading to a fall in trade within the
CARICOM region. Overall, the existence of the EPA is advantageous and
cushions some of the negative effects of post-Brexit. However, the
redeployment of current trade routes to the EU via the UK and a
renegotiation of trade terms with the UK following Brexit, will likely lead
to further volatility in the region, which is not helped by the fact that
currencies are pegged to the US Dollar, meaning reduced demand for
CARICOM goods will cannot be compensated for by devaluating local
currencies, but rather leading to higher interest rates which may stifle
macroeconomic activity in the near to medium term. To reduce negative
impact, an EPA with the UK needs to be negotiated and ratified as soon
as possible. As an organisation of many states, CARICOM’s voice carries
some importance and negotiating power.
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As the priority for the UK to negotiate an EPA with CARICOM is not
currently known following the EU’s stance to negotiate the exit first
before any future relationship is negotiated, it would be in the best interest
of CARICOM to develop its trading relationships with the remaining EU-
27 bearing in mind the inevitability of post-Brexit era. In the long term
having a strong trading relationship with both the EU and post-Brexit UK
would be beneficial for CARICOM. Thus there is definitely a need for the
development of a policy framework for trade that maintains a mutually
beneficial agreement of wants and needs while trading.
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