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Summary

A freeport is a designated geographical area which can benefit from concessions on
customs, taxation and planning advantages,and reduced bureaucracy. The Government’s
intention is to establish freeports in the UK, and it announced the locations of freeports
in England in March 2021. Our scrutiny has focused on the objectives of the freeports
policy and the package of measures available within the chosen sites.

We commend the Government’s ambition to increase trade and investment across the
UK through its freeport policy. It remains to be seen how successful freeports will be
at achieving this objective. We welcome the Government’s clarity on its objectives for
freeports and the related outcomes freeport operators must deliver against. Progress
made toward meeting these objectives and outcomes must be measurable and monitored,
and the Government should set out in further detail the metrics that will be used to
measure success against these objectives and outcomes.

Now that freeport locations in England have been announced, HM Treasury should
promptly publish an impact assessment for the policy. This should include estimates
for economic growth, increased trade and investment, and job creation, as well as an
analysis of the impact on different sectors.

Further, we recommend that the Government commission a full, independent evaluation
of the implementation of the freeports policy, to take place within five years of the
establishment of the first freeports. This should include: a review of the bidding process
and suitability of locations chosen; an assessment of progress towards meeting the
objectives and outcomes set out in the bidding prospectus; a measure of new economic
activity and job creation generated by the policy; an assessment of the impact of the
policy on different sectors; an assessment of what economic displacement, if any, has
occurred due to the policy; and a value for money analysis including comparison with
the findings of HM Treasury’s impact assessments.

We welcome the flexibility the Government has demonstrated on the final number of
freeports. There were eight successful freeport bids for England, and we assume that
this means the total number of freeports in the UK will likely exceed ten, given the
Government’s intention that at least one freeport will be established in each of the
devolved nations.

To succeed, the freeports policy will require extensive cross-departmental co-
ordination. HM Treasury and the Ministry of Housing, Communities and Local
Government have responsibility for the policy, while other departments will play a role
in the operation and administration of freeports. We are concerned that, in light of the
disagreement between HM Treasury and the Department for International Trade about
which department was best-placed to give evidence to our inquiry, the necessary cross-
departmental collaboration and clear accountability required to implement the policy
is absent. The Government should set out how it will ensure effective accountability
and cross-departmental collaboration in the implementation of the freeports policy.
We recommend that the Department for International Trade has oversight of the policy,
and administration of freeports, to support businesses to grow internationally.
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The objective to establish freeports as national hubs for global trade and investment
across the UK is of particular interest to us. This objective, and the Department for
International Trade’s role in supporting businesses to grow internationally, means that
it should have a central role in the development and implementation of the freeports
policy, yet this appears to have diminished over time. The Department for International
Trade should provide further information about how it will support the Government’s
objectives for freeports and set out its approach to freeports within its export and
investment strategies. In addition, we would welcome clarity from the Department on
how the new Office for Investment will be utilised to attract investment to freeports.

The package of incentives associated with the UK freeports policy distinguishes it from
the traditional freeports model and we welcome the range of measures the Government
has committed to. Freeports focused solely on tariff benefits would be unlikely to be
successful in the UK.

It is not possible to eradicate fully the risk of economic displacement associated with
freeports. To minimise it, the Government will need to be careful to distinguish between
new economic activity and economic activity moving to a freeport from elsewhere. We
recommend that the Government devise a framework for assessing economic activity
occurring at freeports, distinguishing between that which is new and that which is
relocated.

We note the security risks that accompany freeports. We welcome the steps the
Government has taken so far to address these in its consultation and bidding prospectus.
It is encouraging that freeport operators will be required to comply with the OECD’s
Code of Conduct for Clean Free Trade Zones and that the Government does not intend
to authorise the use of freeports for high-value storage. Nonetheless, these risks will
require ongoing monitoring and enforcement, and the Government should set out how
it will seek to do this.

We support the Government’s intention to establish a freeport in each of the devolved
nations but acknowledge that this is a decision for each of the devolved governments.
We are eager that the policy is implemented in a manner that brings increased trade and
investment to all parts of the UK.

We received concerning evidence from the devolved governments about the UK
Government’s engagement with them in the development of this policy and their access
to the information underpinning the policy. While the development of the freeports
policy in the devolved nations is ongoing, we recommend that ministers and officials
intensify engagement and information sharing efforts to ensure that the devolved
governments have access to all the information necessary when making policy decisions.

We support the devolved governments’ call for an appropriate funding allocation. It is
important that freeports in the devolved nations are not disadvantaged due to the way
in which funding is allocated. We call on HM Treasury to ensure that funding available
to freeports in the devolved nations corresponds with awards in England.

The freeports policy documents published to date do not clearly set out the Government’s
proposals for the long-term oversight and governance of freeports. We call on the
Government to publish its proposals in this area so that there is transparency about the
oversight of freeports.
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1 Introduction

What are freeports?

1.  Special economic zones are geographically defined areas within which governments
can provide fiscal and regulatory incentives to facilitate economic activity.! A freeport is
considered one type of special economic zone and the term is often used synonymously
with “free zone”.? There is no single definition of freeports and the exact arrangements can
vary from country to country. The House of Commons Library has described freeports as:

[ ... ] designated areas which enjoy various concessions on customs. They
may also enjoy other tax and planning advantages and reduced bureaucracy.

While being within a country’s geographical borders, freeports are
effectively outside a country’s customs borders. Goods imported into
a freeport are generally exempt from customs duties until they leave the
freeport and enter the domestic market. No duty is payable if they are re-
exported.’

The Government has characterised freeports as:

[ ... ] secure customs zones located at ports where business can be carried
out inside a country’s land border, but where different customs rules apply.
They can reduce administrative burdens and tarift controls, provide relief
from duties and import taxes, and ease tax and planning regulations.*

Freeports are usually located in proximity to a sea border but can also be situated inland.’

2. Freeports are distinct from enterprise zones. The UK introduced enterprise zones in
2012. These are “geographically defined areas, hosted by Local Enterprise Partnerships in
which commercial and industrial businesses can receive incentives to set up or expand”.®
Incentives offered in England include business rate discounts alongside a range of other
funding initiatives, simplified planning and superfast broadband.” Enterprise zones do not
have to be located in proximity to a port and in general, do not offer customs concessions.
There are 48 enterprise zones in England currently and similar policies have been adopted
in the devolved nations.®

Freeports around the world

3. Due to the absence of an agreed definition of freeports, estimates on the number in
operation globally vary, but studies have suggested that there are approximately 3,500 free

United Nations Conference on Trade and Development, World Investment Report 2019 (2019), p 128

2 UK Trade Policy Observatory, What is the extra mileage in the reintroduction of ‘free zones’ in the UK?
(February 2019), p 2

3 Freeports, Standard Note SN8823, House of Commons Library, 16 November 2020, p 4

4 HM Government, Freeports Consultation Boosting Trade, Jobs and Investment Across the UK (February
2020), p 9

5 Q2

6 Enterprise Zones, Standard Note SN5942, House of Commons Library, 21 January 2020, p 3

7 Enterprise Zones, Standard Note SN5942, House of Commons Library, 21 January 2020, pp 4-5

8 Enterprise Zones, Standard Note SN5942, House of Commons Library, 21 January 2020, p 3; see also HM

Government, Enterprise Zones (2021)


https://unctad.org/system/files/official-document/WIR2019_CH4.pdf
https://blogs.sussex.ac.uk/uktpo/files/2019/02/BP28print.pdf
https://researchbriefings.files.parliament.uk/documents/CBP-8823/CBP-8823.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/878352/Freeports_Consultation_Extension.pdf
https://committees.parliament.uk/oralevidence/721/html/
https://researchbriefings.files.parliament.uk/documents/SN05942/SN05942.pdf
https://researchbriefings.files.parliament.uk/documents/SN05942/SN05942.pdf
https://researchbriefings.files.parliament.uk/documents/SN05942/SN05942.pdf
https://enterprisezones.communities.gov.uk/about-enterprise-zones/
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trade zones in operation worldwide.” Amongst the most notable is the Jebel Ali freeport
in Dubai. It is one of the largest freeports in the world and its success has been attributed
to its highly liberal approach to taxation, the permitting of 100% foreign ownership of
businesses within the site, and no restrictions on the repatriation of profits, or controls on
foreign currency exchange.'® There are also over 70 free zones in the EU but it has been
contended that the operation of these zones is limited by EU state aid rules."*

Freeports in the UK

4. Seven freeports operated in the UK at different points between 1984 and 2012,
when the Statutory Instrument that established the remaining five freeports (Liverpool,
Southampton, Port of Tilbury, Port of Sheerness, and Prestwick Airport) expired.'* In 2018,
the Government indicated that the zones were not redesignated in part due to concerns
about customs assurance. It added that it understood that “many of the companies that
operated in those free zones now benefit in almost exactly the same way as they did before
from customs facilitations the UK already offers”.!* In evidence, the Chief Secretary to
the Treasury, the Rt Hon Steve Barclay MP, told us that the original policy was “limited to
UK port boundaries, did not allow multiple sites, did not allow sites to interact with each
other, and was focused only on customs, not on tax, spending, planning or innovation”.**
Charles Hammond, Chief Executive Officer of Forth Ports, ran the port of Tilbury for
seven of the years it was a freeport. He explained:

All it did at Tilbury was helped a number of the panel product importers
to defer duty and there was a slight cash flow benefit. There was a comment
earlier in the panel about what the rationale was for stopping the legislation
and I think the comment was made that there was not any great benefit.

I would tend to agree with that. It helped us to reassure customers that their
cargo was secure and they had their own police force there as well. The cargo
was traceable and there was a small cash flow benefit for customers, but I do
not really regard the freeport status we had at Tilbury at the time as really
comparable to what we are talking about in the Government consultation
document now. If we were returning to that, I would say it would not merit
attention at all."®

Overview of the Government'’s freeports policy

5. Upon her appointment as Secretary of State for International Trade in July 2019,
the Rt Hon Elizabeth Truss MP, listed freeports as one of her three priorities in the
role.’® She later announced the creation of the Freeports Advisory Panel in August

9 Centre for Policy Studies, The Free Ports Opportunity (November 2016), p 4, Vivid Economics, A proposal for
a national Free Zone policy (July 2019), p 8; see also United Nations Conference on Trade and Development,
World Investment Report 2019 (2019), pp 137-138, UK Trade Policy Observatory, What is the extra mileage in the
reintroduction of ‘free zones’ in the UK? (February 2019), pp 2-3

10 UK in a Changing Europe, Freeports (2 March 2021), p 6

1 Freeports, Standard Note SN8823, House of Commons Library, 16 November 2020, p 5; see also Q38

12 Freeports, Standard Note SN8823, House of Commons Library, 16 November 2020, p 5 o

13 HC Deb, 11 October 2018, col 188WH [Westminster Hall]

14 Q212

15 Q57

16 gcretary of State for International Trade, the Rt Hon Elizabeth Truss MP, Priorities as Trade Secretary (30 July
2019)



https://www.cps.org.uk/files/reports/original/161109144209-TheFreePortsOpportunity.pdf
https://teesvalley-ca.gov.uk/wp-content/uploads/2019/07/A-Free-Zone-Policy-fit-for-the-UK-Main-Report.pdf
https://teesvalley-ca.gov.uk/wp-content/uploads/2019/07/A-Free-Zone-Policy-fit-for-the-UK-Main-Report.pdf
https://unctad.org/system/files/official-document/WIR2019_CH4.pdf
https://blogs.sussex.ac.uk/uktpo/files/2019/02/BP28print.pdf
https://blogs.sussex.ac.uk/uktpo/files/2019/02/BP28print.pdf
https://ukandeu.ac.uk/wp-content/uploads/2021/03/Freeports.pdf
https://researchbriefings.files.parliament.uk/documents/CBP-8823/CBP-8823.pdf
https://committees.parliament.uk/oralevidence/721/html/
https://researchbriefings.files.parliament.uk/documents/CBP-8823/CBP-8823.pdf
https://hansard.parliament.uk/Commons/2018-10-11/debates/95BAE0F2-0F29-4F5C-8C2E-82D0D61DF65D/Freeports
https://committees.parliament.uk/oralevidence/1741/html/
https://committees.parliament.uk/oralevidence/720/html/
https://twitter.com/trussliz/status/1156100180053307393
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2019 to advise the Government on the creation of up to ten freeports across the UK."”
A commitment to establish up to ten freeports was included in the 2019 Conservative
Party Manifesto. Following that year’s General Election, a consultation on freeports was
published in February 2020. The Government responded to the consultation in October,
after extending the deadline for stakeholders to respond due to the Covid-19 pandemic.'®
A bidding prospectus, setting out the parameters for freeport bids in England, was
published shortly afterwards with the deadline for submissions set for 5 February 2021.
The freeports offer includes devolved policies and the Government indicated that it was
working with the devolved governments to establish separate allocation processes.'” In
the subsequent Budget on 3 March, the Government announced the locations of freeports
in England, at East Midlands Airport, Felixstowe and Harwich, Humber, Liverpool City
Region, Plymouth, Solent, Thames, and Teesside.** We did not seek evidence on individual
freeport locations as part of this inquiry and have not commented on the specific sites
chosen in this Report.

Our inquiry

6. Our scrutiny has focused on the objectives of the freeports policy and the package
of measures available within the chosen sites. Our predecessor committee held a one-off
evidence session on freeports in September 2019. We launched our inquiry in April 2020.
Over the course of four evidence sessions, we heard from twenty witnesses, including the
Chief Secretary to the Treasury, and the Minister of State for Regional Growth and Local
Government at the Ministry of Housing, Communities and Local Government (MHCLG),
Luke Hall MP. In addition, we took evidence from ministers and an official from the
devolved governments. Our other witnesses included academic and legal experts, port
operators, civil society organisations, local government and business representatives. We
also received 17 pieces of written evidence. We are grateful to all those who provided oral
and written evidence to our inquiry. We also acknowledge the work of the Welsh Affairs
Select Committee in this area, including their report examining Freeports and Wales.?'

7. We acknowledge the Government’s intention is to establish freeports in the UK
and our scrutiny has focused on the implementation of the policy. This Report seeks
to consider the objectives for the policy and proposals for its evaluation, which will be
key in assessing the long-term success of freeports (see Chapter 2). We examined the
Government’s proposed design for freeports in the UK and the cross-departmental
working required to implement the policy (Chapter 3). We heard about the importance
of the overall freeports package and considered the main aspects of the Government’s
proposals for freeports (see Chapter 4). The freeports offer includes devolved policies and
therefore, we gave particular consideration to how the policy would be implemented in
the devolved nations (see Chapter 5). We also considered the long-term oversight and
governance arrangements for freeports (see Chapter 6).

17 “Trade Secretary announces Freeports Advisory Panel will ensure UK is ready to trade post-Brexit", Department
for International Trade and HM Treasury press release, 1 August 2019; see also “Liz Truss hosts first meeting of
the Freeports Advisory Panel”, Department for International Trade press release, 6 September 2019

18 Freeports, Standard Note SN8823, House of Commons Library, 16 November 2020, p 7

19 HM Government, Freeports Bidding Prospectus (November 2020), p 7

20 HM Treasury, Budget 2021 (3 March 2021), p 56

21 Welsh Affairs Committee, Second Report of Session 2019-21, Freeports and Wales, HC 205



https://www.gov.uk/government/news/trade-secretary-announces-freeports-advisory-panel-will-ensure-uk-is-ready-to-trade-post-brexit
https://www.gov.uk/government/news/liz-truss-hosts-first-meeting-of-the-freeports-advisory-panel
https://www.gov.uk/government/news/liz-truss-hosts-first-meeting-of-the-freeports-advisory-panel
https://researchbriefings.files.parliament.uk/documents/CBP-8823/CBP-8823.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/935493/Freeports_Bidding_Prospectus_web_final.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/966161/Budget_2021_Web_accessible.pdf
https://committees.parliament.uk/publications/1000/documents/7873/default/
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Attendance of ministers

8. It is routine for select committees to examine ministers as part of their inquiries.
Such evidence-taking is an important part of government accountability and the
scrutiny process. It enables committees to hear directly from the Government on its
policies. In seeking to do so for this inquiry, we issued invitations to the Department for
International Trade (DIT) and HM Treasury (HMT). These invitations were declined and
both departments suggested that it would be more appropriate for the other to attend
the session to assist the Committee. We subsequently wrote to the Secretary of State for
International Trade and the Chancellor of the Exchequer with further invitations, but
these were also declined. The provision of written evidence was offered as an alternative.*?
In seeking to find a resolution to the impasse, our Chair raised the issue with the Speaker
of the House of Commons and the Chair of the Liaison Committee, Sir Bernard Jenkin
MP. The Chair of the Liaison Committee brought the matter to the attention of the Prime
Minister during a public evidence session in January 2021.>* Following this, ministers
from HMT and MHCLG committed to appearing before us. The session took place in
February, a number of months after our initial request, and both ministers offered their
apologies for the delay in appearing before us.>*

9. While we acknowledge the apologies from the Chief Secretary to the Treasury and
Minister of State for Regional Growth and Local Government during their appearance
before us, we find this episode of evident confusion and apparent unwillingness to
appear before us extremely regrettable. Aside from hindering the important role
Parliament plays in scrutinising the Government, this unwillingness caused substantial
delay to our evidence-taking, and to the preparation of this Report.

10. We do not consider this Report the conclusion of our work on freeports. We intend
to continue to scrutinise the policy and to question ministers as freeports become
operational.

22 Letter from the Chair to the Secretary of State and the Chancellor of the Exchequer regarding UK Freeports
evidence session, 25 November 2020; see also Letter from the Minister of Exports to the Chair regarding the
Committee’s UK Freeports inquiry, 30 November 2020, Letter from the Chief Secretary of the Treasury to the

Chair regarding the UK Freeports ministerial evidence session, 1 December 2020
23 Oral evidence taken before the Liaison Committee on 13 January 2021, HC (2019-21) 1144, Qq99-101
24 Q202



https://committees.parliament.uk/publications/3662/documents/35758/default/
https://committees.parliament.uk/publications/3662/documents/35758/default/
https://committees.parliament.uk/publications/3818/documents/38246/default/
https://committees.parliament.uk/publications/3818/documents/38246/default/
https://committees.parliament.uk/publications/3820/documents/38249/default/
https://committees.parliament.uk/publications/3820/documents/38249/default/
https://committees.parliament.uk/oralevidence/1483/default/
https://committees.parliament.uk/oralevidence/1741/html/
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2 Objectives and evaluation

Economic impact

11. Freeports have been the subject of several studies in recent years with a range of
findings on their potential economic growth and job creation. The Centre for Policy
Studies report, The Freeports Opportunity, authored in 2016 by Rishi Sunak MP, then a
backbencher and now Chancellor of the Exchequer, said it was not possible to quantify
the precise impact of a freeports programme in the UK. Nonetheless, the report provided
indicative figures based on job creation in free zones in the US which suggested the policy
could create as many as 86,000 jobs in the UK.** In 2018, Mace Consultancy estimated
that “supercharged freeports,” whereby freeports were integrated with enterprise zones,
could boost international trade by nearly £12 billion and create 150,000 jobs in the north
of England.*® A report by Vivid Economics, on behalf of the Tees Valley Mayor, said a
successful free zone at Teesport could generate 32,000 jobs and £2 billion of gross value
added (GVA) after 25 years. It contended that if this was successfully rolled out to five other
ports across the UK, it could deliver 70,000 jobs and make a £4.2 billion contribution to
gross domestic product (GDP) after 25 years.”’

12. In evidence, the Chief Secretary to the Treasury did not provide figures on the
possible economic impact of the freeports policy. He told us that “it is very difhicult to
model exactly what the impact on jobs, inward investment, and innovation will be”, and
that “The economic benefits will vary between sites and the sectors the sites focus on.”?®
He added that the Government would be completing economic modelling once successful
bids were agreed and the focus of businesses at those sites was known.*

Objectives for freeports

13. As part of our inquiry we considered the Government’s stated objectives for the
freeports policy, and how achievable they are. The Government launched its consultation
on freeports in February 2020. The consultation document set three objectives for the
policy. Each objective was subsequently allocated two expected outcomes in the bidding
prospectus. The bidding prospectus outlined that bidders would be required to set out
a strategy based on the objectives and their plans to support the delivery of the related
outcomes. The final objectives and related outcomes were:

Objective 1 - establish Freeports as national hubs for global trade and
investment across the UK

a) Trade: increase in trade throughput through the designated Freeport
area

b) Investment: increase in investment within Freeport boundary area,
surrounding area and nationally

25 Centre for Policy Studies, The Free Ports Opportunity (November 2016), pp 6, 36

26 Mace, Insights 2018 Supercharged Free Ports (June 2018), p 3

27 Vivid Economics, A proposal for a national Free Zone policy (July 2019), Executive Summary, p 33
28 Q199

29 Qqg200-201



https://www.cps.org.uk/files/reports/original/161109144209-TheFreePortsOpportunity.pdf
https://www.macegroup.com/-/media/mace-dotcom/files/perspectives/180618-supercharged-free-ports-will-help-rebalance-economy/insights-super-charged-free-ports.pdf
https://teesvalley-ca.gov.uk/wp-content/uploads/2019/07/A-Free-Zone-Policy-fit-for-the-UK-Main-Report.pdf
https://committees.parliament.uk/oralevidence/1741/html/
https://committees.parliament.uk/oralevidence/1741/html/
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Objective 2 — promote regeneration and job creation

a) Employment: increased number of jobs and average wages in deprived
areas in and around the Freeport

b) Economic activity: increase in economic specialisation in activities
high in GVA relative to the current makeup of the local economy

Objective 3 - create a hotbed of innovation

a) Innovation: Increased local involvement and funding in R&D and
innovation

b) Productivity: Increased productivity in each target region, through
increased capacity to absorb innovation®

14. Prior to the publication of the bidding prospectus, we heard from Charles Walker,
Director at ChamberlainWalker Economics, that the objectives were “broadly the
right ones”.*" Catherine Barnard, Professor of European Union and Labour Law at the
University of Cambridge, told us they were a positive indication of a more ambitious plan
for freeports than the traditional use of importing goods to add value before re-export.>?
However, Centre for Cities warned that “it is unrealistic to expect that freeports are able
to address these objectives all together”. It suggested different primary objectives and
packages of measures for different types of freeports should be agreed.** Andrew Carter,
Chief Executive Officer of Centre for Cities, referenced the importance of the skills of
localities and the extent to which they match the requirements of freeports. He said a
greater focus on these issues would be required to meet the Government’s objectives and
aspirations for the policy.>*

Trade and investment

15. The first objective, and the intention that freeports play a role in increasing the
UK’s international trade and investment, has been a key focus for us throughout this
inquiry. The Government has claimed that “Freeports will play a significant role in
boosting trade, attracting inward investment and driving productive activity across the
UK.”* Evidence from the UK Major Ports Group (UKMPG) said that “the development
of freeports provides a strong base for supporting existing UK trade with the world and
creating more capacity and capability to boost trade further”.*® Charles Hammond, of
Forth Ports, echoed this view telling us that while freeports were not “a silver bullet”,
they could improve trade flows and “get some of the wealth that has been created from
trade back into coastal communities”.*” Nonetheless, we heard evidence that successful
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international special economic zones were “much broader in ambition in what they do”
and to compete, the UK would also have to look beyond the traditional freeport model
and adopt “a broader ambition”.*®

16. Evidence also indicated that the ability to attract investment would be a measure
of the attractiveness and success of freeports.®® The British Ports Association contended
that by utilising enterprise zones alongside freeports, it would create a business
environment conducive to inward investment and stimulate growth across the UK, if
managed successfully.*® Roger Pollen, Head of External Affairs at the Federation of Small
Businesses Northern Ireland, said the sense from businesses was that they saw the policy
as a stimulatory measure and would make investments linked to it that they would not
otherwise make.*' Other business representatives felt that the policy was an opportunity
for exports.*” Aberdeen Harbour Board contended that it could prompt new activity and
growth in traditional markets alongside supporting the commercial delivery of net-zero
and low-carbon technologies.*’

17. Despite the potential to increase trade and investment, research by the UK Trade
Policy Observatory (UKTPO) concluded that benefits and savings to businesses from the
trade elements were likely to be limited in the UK context. This was because tariffs were
generally low, and where this was the case, the direct benefits of freeports were small.
It found that there could be small cash-flow gains for businesses due to duty deferral
and savings from simplified customs procedures, but that bigger gains could be achieved
through greater use of enterprise zones (see Chapter 4).** Further, while the freeports
policy is primarily focused on supporting manufacturing activity, Dr Peter Holmes, of
the UKTPO, alongside the UK Free Trade Zone Association, also noted the importance
of services to the UK economy and their relative absence from the freeport proposals.*®

Regeneration and job creation

18. Submissions that we received from port operators and representatives generally
agreed that freeports had the potential to be a catalyst for regeneration and to generate
employment. UKMPG contended that coastal communities around the UK, and not
just at freeport locations, would benefit from regeneration activity but that the freeports
policy should be seen as one element in a wider strategy including planning reform and
connectivity.*® Councillor Kevin Bentley, Chair of the Local Government Association’s
People and Places Board, said the policy could offer a good stimulus to areas but that
it was important that local government was involved.*” Others questioned the rationale
for linking regeneration initiatives to ports. Dr Peter Holmes suggested that new efforts
should be put into regional development schemes as an alternative.*®
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Employment and skills

19. The Chief Secretary to the Treasury told us that jobs would be the key metric in
determining the success of freeports from HMT’s perspective.*’ As noted above, estimates
for the job creation potential of freeports vary widely. Alex Stojanovic, a researcher at
the Institute for Government, told us there were examples of benefits in employment but
caution was required because many of the locations were in closed economies and it was
not known how translatable the benefits would be to the UK.>® Research by the UKTPO
found that in the case of the US, while there were many jobs in the free zones, “there is little
evidence of how many are net creations”.>! Further, drawing on its research into enterprise
zones, Centre for Cities was cautious about the job creation potential of freeports.** It
contended that while enterprise zones were open to all businesses, freeports would only be
attractive to manufacturing businesses. It said “That will further limit a freeport’s ability
to create jobs and there is a real risk as a result that they will be less successful in creating
new jobs than enterprise zones were.”>® It suggested mitigations such as having skills
schemes and apprenticeships in place targeted to people who are economically inactive
or unemployed, with a job available at the end of the scheme, alongside incentives for
companies to create such jobs.>*

Agglomeration effect

20. Evidence also referenced the potential for agglomeration benefits through greater
concentration of activities from key sectors, provision of connectivity, and the alignment
of local skills and innovation providers.”> Andrew Carter suggested these benefits would
depend on the types of businesses located close to one another:

[ ... ] we do think about the agglomerative effects from proximity, but all
the evidence tells us agglomeration effects for manufacturing firms are
massively lower than they are for services firms. Manufacturing firms
get very few additional gains from being in close proximity to another
manufacturing firm—the evidence is pretty clear on that—whereas services
industries and sectors benefit massively from being in close proximity to
others.*®

Innovation

21. The Government has said freeports will drive innovation by bringing together
business clusters and encouraging the trialling of new ideas.”” UKMPG said the third
objective, to create hotbeds of innovation, had caused a “certain degree of confusion
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amongst potential bidders”. It said that while innovation was desirable, it should not be
regarded as material a factor as the other objectives.>® Centre for Cities maintained that not
all freeports will have the same potential to develop into innovation hotbeds. It outlined
that the main attractions for such firms was the presence of a highly skilled workforce
and other innovative companies. It cited research it had completed which suggested that
Derby and Coventry were the only cities in the UK with the strong manufacturing base
and elevated innovative capacity to transform into innovation hotbeds.” Nonetheless,
evidence suggested aligning freeports with local sources of talent and innovation, such
as universities, further education colleges and incubators, alongside incentives to foster
innovation would help to attract inward investment.®® Atkins, an engineering and project
management consultancy, also said that to drive innovation, freeports would need to be
set up to succeed with modern infrastructure and a collaborative environment such as 5G
coverage, research facilities and a stimulatory regulatory regime.®" Thales, an international
technology firm, said it believed freeports presented “an opportunity to apply new digital
technologies to improve efficiency and take a generational leap over traditional borders
and ports”.®* To support innovation, it suggested designating a national “smart port”
testbed to trial technology that could then be deployed to freeports.®®

22. We commend the Government’s ambition to increase trade and investment across
the UK through its freeport policy. It remains to be seen how successful freeports will
be at achieving this objective.

23. We welcome the Government’s clarity on its objectives for freeports and the related
outcomes freeport operators must deliver against. Progress made toward meeting these
objectives and outcomes must be measurable and monitored. We recommend that
the Government, or the cross-Whitehall governance body, set out in further detail the
metrics that will be used to measure success against these objectives and outcomes, and
how it will report on progress made annually.

24. Now that freeport locations in England have been announced, we recommend that
HM Treasury promptly publish an impact assessment for the policy. This should include
estimates for economic growth, increased trade and investment, and job creation, as
well as an analysis of the impact on different sectors. Such an assessment would aid a
full evaluation of the policy in due course.

Monitoring and evaluation

25. The Government has stated that “Rigorous monitoring and evaluation will be key to
the success of Freeports.”** This aligned with evidence we received from Atkins, who said:

Once selected, UK Freeports should continue to be assessed on the
volume of extra trade and jobs they generate as well as their wider impact
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on communities and the environment. These assessment processes must
be meaningful, challenging and credible, overseen and assured by an
independent body and used to reassign Freeport status, if necessary.®

The bidding prospectus set out that freeport operators will be required to collect data
on the proposed reliefs and their outcomes, particularly for the tax measures, new jobs,
businesses created, private investment attracted and on local displacement.®® In addition,
freeports will be assessed against the objective outcomes as part of the monitoring and
evaluation process.®’

26. Inevidence, Minister Hall provided more detail on how the evaluation process would
be developed. He said there would be an England-wide evaluation framework based on
the three objectives and six outcomes. Each location would be allocated individual project
milestones and programme outcomes, and would be expected to have a monitoring and
evaluation plan agreed as part of its business case. He added that the process was still
under development but that the Government would be providing further information
ahead of the business case process.®® The Chief Secretary to the Treasury noted that the
Government would also be seeking to evaluate and monitor the tax elements at set points.
He maintained that:

The key issue is agreeing the metrics and having the quality of work around
how that is done. Whether that is in house or outsourced is probably
secondary to the quality of the work there.®

27. We recommend that the Government commission a full, independent evaluation
of the implementation of the freeports policy, to take place within five years of the
establishment of the first freeports. The findings of this evaluation should be published
promptly. The evaluation should include: a review of the bidding process and suitability
of locations chosen; an assessment of progress towards meeting the objectives and
outcomes set out in the bidding prospectus; a measure of new economic activity and job
creation generated by the policy; an assessment of the impact of the policy on different
sectors; an assessment of what economic displacement, if any, has occurred due to the
policy; and a value for money analysis including comparison with the findings of HM
Treasury’s impact assessments. Those carrying out the review should be engaged at
an early stage to ensure the information collated by freeport governance bodies, local
authorities and others is relevant to, and can support, this evaluation.
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3 Design and implementation

Proposed design

28. Under the Government’s proposed design, freeports can be situated around any
mode of port—seaport, airport or rail port. Bids were required to include at least one port
of any mode; and bids with multiple ports, including of different modes, were permitted.
In response to questioning on establishing freeports at sites other than ports, the Chief
Secretary said the intent of the policy was to boost trade and that:

Currently, 95% of our goods pass through our maritime ports, so there is a
natural synergy in combining innovation around the regulators, greenage
and quality with regeneration opportunities, which often sit around port
sites, and where there are also opportunities from a trading perspective.”

The bidding prospectus also set out that freeports would have to define an outer boundary
of a maximum of 45 kilometres (km). The primary customs site and related subzones
(where customs benefits arise) and tax sites (where tax benefits would be applied) had to
be contained within the boundary.”* The Chief Secretary to the Treasury told us the 45km
limit was not a physical boundary and there was scope for innovation within it. He later
added that there was a degree of openness to be flexible if there was “a particular bespoke

reason”.”?

Number of freeports

29. Inits consultation document, the Government set out its intention to establish “up to
10 Freeports across the UK,” including at least one freeport in each of Scotland, Wales and
Northern Ireland.”” In its response to the consultation, the Government indicated that it
was open to approving additional freeports “in the event of a large number of high-quality
proposals”’* The bidding prospectus subsequently stated that “further awards may be
made if bids are particularly strong” but noted that the final number of freeports must
be limited “to control costs and maximise agglomeration benefits”.”> The Government
also indicated that it would seek regional distribution in the allocation of freeport sites by
selecting one freeport per Local Enterprise Partnership.”

30. Prior to the Government’s clarification on the final number, port operators told us
that they were keen understand why only ten freeports were being considered “if there
are wider benefits that could be had”.”” Richard Ballantyne, Chief Executive Officer of
the British Ports Association, referenced “the arbitrary figure of 10 freeports”.”® He said
that this increased the stakes of the policy somewhat and would mean that there would be
winners and losers.”” UKMPG said the selection should be “steered by the number of truly
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compelling bids”.*® While he did not offer a view on the ideal number of freeports, Andrew
Carter, of Centre for Cities, told us “by definition, these are area-based type interventions”
requiring boundaries to be set and some degree of selection and prioritisation.**

31. Concerns were also raised about the inclusion of a geographic or modal spread in the
policy. UKMPG contended that:

The cap of 10 would become even more concerning if there was some form
of attempt to ‘share out’ the 10 amongst UK nations / geographically and
transport modes. That risks restricting potentially compelling bids in
particular categories.*?

Our colleagues on the Welsh Affairs Select Committee similarly concluded that:

The UK Government must neither artificially cap the number of potential
Freeports in Wales, nor create a “Welsh Freeport’ purely for optical or
political purposes. All bids should be assessed on their merits even if that
results in no Freeports, or several, being awarded to Wales.*?

Following the announcement of freeport locations in England, it is clear the Government
has sought to include a degree of geographical and regional distribution in the policy.**

32. The Chief Secretary to the Treasury said the Government had committed to
establishing up to ten freeports in the Conservative Party 2019 General Election manifesto
but that “Our position is that if we receive high-quality bids, we will be open to considering
the number.”®® Minister Hall later added that the Government was seeking to “focus
investment on a smaller number of places to increase the attractiveness for investors”
but that it was open to a limited number of additional freeports if there were exceptional
proposals.®® The Government has confirmed that there will be eight freeport locations
in England, suggesting the final figure will exceed ten should at least one freeport be
established in each of the devolved nations. It said the reason for eight locations was to
remain consistent with the policy of prioritising bids with high regeneration and private
sector involvement, and to ensure geographic spread.®’

33. During our inquiry, we heard a range of views on whether the number of freeports
to be established should be capped. We welcome the flexibility the Government has
demonstrated on the final number of freeports. There were eight successful freeport
bids for England, and we assume that this means the total number of freeports in the
UK will likely exceed ten, given the Government’s intention that at least one freeport
will be established in each of the devolved nations.

80 UK Major Ports Group (FRP0012)

81 Q92

82 UK Major Ports Group (FRP0012)

83 Welsh Affairs Committee, Second Report of Session 2019-21, Freeports and Wales, HC 205, para 63

84 HM Treasury and Ministry of Housing, Communities and Local Government, English Freeports selection decision-
making note (17 March 2021)

85 Q206

86 Q208

87 m’reasury and Ministry of Housing, Communities and Local Government, English Freeports selection decision-
making note (17 March 2021)



https://committees.parliament.uk/writtenevidence/5688/html/
https://committees.parliament.uk/oralevidence/974/html/
https://committees.parliament.uk/writtenevidence/5688/html/
https://committees.parliament.uk/publications/1000/documents/7873/default/
https://www.gov.uk/government/publications/freeports-bidding-prospectus/english-freeports-selection-decision-making-note
https://www.gov.uk/government/publications/freeports-bidding-prospectus/english-freeports-selection-decision-making-note
https://committees.parliament.uk/oralevidence/1741/html/
https://committees.parliament.uk/oralevidence/1741/html/
https://www.gov.uk/government/publications/freeports-bidding-prospectus/english-freeports-selection-decision-making-note
https://www.gov.uk/government/publications/freeports-bidding-prospectus/english-freeports-selection-decision-making-note

UK freeports 17

The bidding process

34. The bidding process for freeports in England ran from November 2020 to 5 February
2021 with submissions made to MHCLG via an online portal. The Government said that
bids would be assessed initially against pass/fail criteria set out in the bidding prospectus.
Passing bids would have their full submission assessed against five further criteria:

«  ability to deliver the objective “Establishing national hubs for global trade”;
 ability to deliver the objective “Regeneration and levelling up”;
« ability to deliver the objective “Creating hotbeds of innovation™;

o deliverability of proposal effectively at pace; and

o level of private sector involvement in the proposal.®®

Following this, it was proposed that officials would draw up a long list of candidates in
March 2021 to be presented to ministers to make the final decision on successful locations
in the spring.*® The bidding prospectus included a commitment that “Once successful
bidders are announced, MHCLG will publish the rationale for their selection under this
process.”®® The Government announced the location of freeports in England as part of
the Budget on 3 March. We note that this was ahead of the timeframe set out in the
bidding prospectus. HMT and MHCLG published a decision-making note outlining the
process for determining locations in England and the scoring of bids in March 2021.”
The Government expects the first freeports to be operational from late 2021.°% It has also
indicated that it has no plans to designate any additional freeport sites in England.”

35. Atkins told us that “a good selection process enables sound, evidence-based decisions
and inspires confidence amongst stakeholders”’* To achieve this, it said there must
be clarity about how the different aims will be prioritised, the criteria for assessment,
the format for evidence presentation and the mechanism for evaluation. In the case of
freeports, it said:

The selection process must enable applicants to succeed on merit whilst
allowing government the flexibility it needs to achieve the mix of Freeport
types and locations that best serves national and regional interests.”®

We heard calls from port operators to ensure the allocation process was transparent.
UKMPG welcomed the use of a “competitive bidding process” and emphasised that “it is
crucial that the process for becoming a freeport is fair, transparent and evidence based”.”®
Charles Hammond, of Forth Ports, indicated that this transparency applied to the bids,
the data accompanying the bids and the weighting given to different criteria.”” Simon
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Bird, Regional Director, Humber at Associated British Ports, added that the Government
was likely to receive a large number of applications and as a result, “it is going to have to
be transparent and we all need to understand why those 10 have been selected”.”® Richard
Ballantyne cited the risk of challenges following the allocation process and said that it
“has to be watertight”.>

36. Our evidence emphasised the importance of transparency in the bidding and
allocation process. We welcome the publication of the decision-making note for bids
in England. We recommend that the Ministry of Housing, Communities and Local
Government establish a formal means to give feedback to unsuccessful bidders.

Departmental responsibility for the freeports policy

UK Government

37. DIT held initial responsibility for the freeports policy. In September 2019, the Secretary
of State for International Trade hosted the first meeting of the Freeports Advisory Board
alongside the then Chief Secretary to the Treasury and the then Maritime Minister.'’
The Department also initially led on engagement with the devolved governments.'*" The
freeports consultation was signed by the Secretaries of State for International Trade,
Housing, Communities and Local Government, and Transport; and the Chief Secretary
to the Treasury. The freeports team within DIT was listed as the point of contact for
responses.'”” In the spring of 2020, policy responsibility for freeports transferred to
HMT. The consultation response was signed solely by the Chancellor of the Exchequer.
The subsequent bidding prospectus was signed by the Chancellor and the Secretary of
State for Housing, Communities and Local Government.'** In addition, the Government
has indicated that HMRC, Border Force, and the National Crime Agency alongside other
departments and agencies such as the Department for Environment, Food and Rural
Affairs (Defra), the Home Office, and the Animal and Plant Health Agency will play
a role in the operation and administration of freeports.'®* In respect of this, Charlotte
Morgan, Partner at Linklaters LLP, told us that “it is important to understand how all of
those Government authorities and Departments and local government will co-ordinate
together”.'*®

38. Despite the inclusion of the objective to establish freeports as national hubs for trade
and investment, DIT’s role in the policy appears to have diminished over time and is now
focused on the provision of business support. Ministers from both DIT and HMT initially
declined to provide us with oral evidence on the policy, suggesting that it would be more
appropriate for the other to attend. In correspondence, the Minister for Exports, Graham
Stuart MP, confirmed that DIT was not one of the departments with responsibility
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for the policy.'®® Nonetheless, the bidding prospectus stated that DIT would work
“with successful bidders to establish a clear and relevant trade and investment support
approach within Freeports”, and that it would provide a business support programme to
successful bidders.'*” In response to questioning on responsibility for freeports within the
Government, the Chief Secretary to the Treasury told us that HMT and MHCLG had co-
designed the policy and that DIT would have a role “working with the successful bidders
on the trade elements”. He also indicated that the Department for Business, Energy and
Industrial Strategy (BEIS) “has a role with business perspectives”.'*®

39. The Secretary of State for International Trade has said that the founding of freeports
“will drive enterprising growth in port cities and towns across the country as we turbo-
charge trade across the world”, however, DIT has not yet set out how it will seek to engage
with successful freeport bidders or what specific support it will provide to businesses
operating within freeports.'®® Further, the Department’s ongoing work programme is
relevant to the freeports policy. One of DIT’s key objectives is to support UK businesses
to grow internationally in a sustainable way."'® We heard previously that the Department
had adapted due to the Covid-19 pandemic and was seeking to improve its business
support offering through sector specific supports and e-commerce tools.""* Nonetheless,
the Department’s existing strategy for exports, published in 2018, does not address how
support for freeport operators and businesses operating at freeports will be integrated
within this offering.'*? DIT also has responsibility for the UK Global Tariff which will be
relevant to the long-term competitiveness of UK freeports.'*> Further, the Department
is in the process of negotiating a number of free trade agreements and freeports will be
subject to the subsidy provisions agreed within them (see Chapter 4)."**

40. In 2020, DIT told us that it was also developing an investment strategy. The
Government later announced the creation of a new Office for Investment to support high
value, inward investments.''® The Minister for International Trade, Ranil Jayawardena
MP, has indicated that freeports will form part of the Department’s investment offer:

We continue to radically transform the United Kingdom’s investment offer,
including through freeports, to drive economic and productivity growth
in every corner of the United Kingdom. For example, the newly created
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Office for Investment will work closely with existing and new investors to
unblock issues and corral the whole of HM Government to work together
to improve the business environment.'*

Local government

41. We heard that local government also had a role to play in the delivery of the freeports
policy. Councillor Kevin Bentley, of the Local Government Association, told us that
“it is important that we in local government are equal partners in this, because we are
on the ground working with our ports authorities”.""” He cited examples of how local
government would be involved in the delivery of the policy including through regulatory
services, regeneration, planning and transport.''® The consultation response and bidding
prospectus outlined the role that local authorities, mayoral combined authorities and
Local Enterprise Partnerships were expected to play in supporting bids and as members
of bidding coalitions.

42. To succeed, the freeports policy will require extensive cross-departmental co-
ordination. HM Treasury and the Ministry of Housing, Communities and Local
Government have responsibility for the policy, while other departments will play a role
in the operation and administration of freeports. We are concerned that, in light of
the disagreement between HM Treasury and the Department for International Trade
about which department was best-placed to give evidence to our inquiry, the necessary
cross-departmental collaboration and clear accountability required to implement the
policy is absent. We recommend that, in its response to this Report, the Government set
out how it will ensure effective accountability and cross-departmental collaboration
in the implementation of the freeports policy. We recommend that the Department for
International Trade has oversight of the policy, and administration of freeports, to
support businesses to grow internationally.

43. Theobjective to establish freeports as national hubs for global trade and investment
across the UK is of particular interest to us. This objective, and the Department for
International Trade’s role in supporting businesses to grow internationally, means that
it should have a central role in the development and implementation of the freeports
policy, yet this appears to have diminished over time.

44. We recommend that, in response to this Report, the Department for International
Trade provide further information about how it will support the Government’s objectives
for freeports and set out its approach to freeports within its export and investment
strategies. In addition, we would welcome clarity from the Department on how the
new Office for Investment will be utilised to attract investment to freeports. We also
recommend that the Department for International Trade set out how it will tailor its
business support and trade promotion activities to the businesses located at freeports.

116 PQ 132811 [UK Trade with EU: Import Duties], 19 January 2021; see also “New Office for Investment to drive
foreign investment into the UK", Department for International Trade press release, 9 November 2020
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4 Incentives and risks

Incentives

Customs

45. The Government has proposed a package of incentives to accompany freeports in the
UK. In evidence, we heard that this support would be critical to distinguish the freeports
policy from traditional freeports."*® A key component of traditional freeports is customs
benefits. The Government’s offer provides five specific customs benefits to support
businesses trading at freeports. These include:

o  duty deferral available while goods are on the freeport site;

o duty inversion available where the tariff on the finished goods is lower than on
the component parts;

o  duty exemption where goods are imported into a freeport for processing and
subsequently re-exported;

o  suspension of import VAT; and
« simplified import procedures.'*

46. Dr Anton Moiseienko, Research Fellow at the Royal United Services Institute’s Centre
for Financial Crime and Security Studies, told us the proposed customs measures were
broadly in line with the offering in freeports around the world. Some witnesses indicated
that the customs benefits alone would not be sufficient for the success of freeports in the
UK context.'?! Chris Starkie, Chief Executive Officer of the New Anglia Local Enterprise
Partnership, expressed the view that the customs measures “would not be enough of an
incentive” and a more rounded packaged would be required.'”* In evidence before the
Treasury Committee for their inquiry into UK customs policy, Tim Reardon, Head of EU
Exit at the Port of Dover, said of freeports:

If the scheme were to be confined purely to temporary relief from customs
tariffs, the value is likely to be substantially less than if it were to take a
more holistic approach to making life easier to generate new activity.'**

Nonetheless, business representatives were confident that there would be opportunities
from the customs procedures but that these would vary by sector and by the products
being brought in freeport sites for production purposes.***

47. Some evidence suggested that established customs procedures such as inward
processing relief and bonded warehouses offered many of the same benefits as those in
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the freeports package.'*® Alex Stojanovic, of the Institute for Government, said there had
been suggestions that these processes were still quite burdensome and could be simplified
further as part of a freeport.'*® Port operators welcomed the opportunity to simplify and
streamline customs procedures and we heard that there was an opportunity to embrace
technology to ensure effective customs checks.'”

48. The impact of the UK’s global tarift regime of the freeports policy was also raised in
evidence. Dr Peter Holmes, of the UKTPO, outlined that “The value of the concessions on
customs duties is clearly related to the height of the duties that would otherwise be paid.”*?®
He noted that the Government’s global tariff, a zero-tarift agreement with the EU, and
the rollover of continuity trade agreements, would mean zero tariffs on more than half
the UK’s imports. Therefore, he maintained “the value of the tariff concession will be
very low, and would do little to encourage economic activity within the Freeport™.'** Alex
Stojanovic referenced the relative significance of the tarifts on intermediate goods and cited
the example of Foreign Trade Zones in the US, where tariffs on some intermediate goods
are high, benefitting industries such as car manufacturing.'*® Research based on the UK
Global Tariff by the UKTPO found that the weighted average tariff on intermediate goods
was 1.6%, compared with 8.8% for finished goods, and just under 60% of intermediate
goods were duty-free in the UK context. Where the UKTPO identified potential savings
from tariff inversion, it said “the benefits are small and would not have any material impact
on the UK economy”."*!

49. When questioned about the customs aspects of the freeports policy, the Chief
Secretary to the Treasury referenced the pre-2012 policy and said the difference was “in
the breadth of the package as a whole”."*? He elaborated that:

It is not a question of picking out one bit of customs policy and comparing
that with what there was before, in 2012, or with what there is outside of the
wider freeports policy. What you have is the package on the customs side,
the tax side and the planning side, and some seed funding.'*’

Taxation

50. The Government’s proposals included a range of tax reliefs to “incentivise business
investment in capital assets and employment within Freeports to increase productive
activity and achieve the Freeport policy objectives”.'** The reliefs proposed included:

o  Stamp Duty Land Tax relief;

+  Enhanced Structures and Buildings Allowance;
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+  Enhanced Capital Allowances;

«  Employer National Insurance Contributions Rate relief;
o  Business Rates relief; and

o  Local retention of business rates.">

While most tax policy is reserved, business rates are devolved in each nation and Stamp
Duty Land Tax is devolved in Scotland and Wales."*® The bidding prospectus confirmed
that the tax offer would only be available within a tax site. It indicated that bids should aim
for a single site but that up to three sites would be considered where there was an economic
case to do so. The Government’s criteria included that the sites should be located in areas
with below national average GDP per head and above average national unemployment
rates.'”’

51. The Government said its tax offer intended to build on the approach to enterprise
zones in England and Wales.'*® The Chief Secretary to the Treasury told us that the tax
offer went “to the heart of how we see the freeport sites operating as drivers of regeneration
and innovation”.'** He explained the Government’s approach:

[ ... ] often sites around ports that may well become, or are likely to become,
freeports are areas that need levelling up. What you want is businesses
investing in those areas, in things like site acquisition. When they have the
land, they need to invest in the buildings and the plant and machinery,
and they also need to recruit, and that is the tax package that has been put
together.'*°

The Chief Secretary to the Treasury did not say what the change in revenue to the
Exchequer would be from these measures but responded that “Ultimately, and as always
within the Treasury, the real prize on offer is increased productivity.”***

52. The Aberdeen Harbour Board felt that tax incentives would be “vital” in attracting
investment to support the development of infrastructure for new business opportunities.
Further, it said that Enhanced Capital Allowances would also attract new businesses and
support the development of green energy and alternative fuel technologies.'*> UKMPG
referenced the need to retain flexibility in the financial offer to recognise different local
needs and cost bases of different industries. Further, it said different levers would have
differing effects, using the example of business rate relief which “might have a low
incentive effect for some potential occupiers”.'** The devolved governments suggested that
the tax offer in their jurisdictions could differ from the UK Government’s offer where
taxes were devolved.'** In addition, Aidan McMahon, Deputy Director at the Department
of Finance in the Northern Ireland Executive, indicated that more information about
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why particular tax levers were selected and others not included, such as corporation tax,
would be welcome.'** Roger Pollen, Head of External Affairs at the Federation of Small
Businesses Northern Ireland, told us that corporation tax was of particular significance in
Northern Ireland due to the disparity with the Republic of Ireland.'*® Some evidence also
raised concerns about the risk of tax evasion at freeport sites in the context of the wider
risk from illicit activity (see below).'*

Government funding

53. Inits bidding prospectus, the Government announced that successful bids in England
would have access to a share of £175 million of seed capital funding. The Spending Review
2020 stated that this would be partly funded from the Towns Fund. The Chief Secretary
to the Treasury told us this would then be subject to Barnett consequentials to determine
the level of funding for the policy in the devolved nations (see Chapter 5)."** Minister
Hall outlined the Government’s expectation that financing would be focused primarily
on land assembly, site remediation and small-scale transport infrastructure. The bidding
prospectus noted that seed capital could not be used for security infrastructure at customs
sites and that proposals to spend it on skills, digital or other infrastructure would only be
considered in exceptional circumstances.'*® Subject to the acceptance of a business case,
bids were expected to receive similar shares of the fund with larger requests considered in
exceptional circumstances.

54. The bidding prospectus indicated that other funding streams would also be accessible
to organisations within a freeport including innovation funding and funding from existing
or future government funding rounds.'** The Government said it would also make some
funding available initially to assist with local governance set-up costs and contract some
support centrally to aid freeport operators in developing governance structures.'®! In the
Spending Review, it was indicated that this would be resource funding valued at up to £10
million.'*?

55. UKMPG commented that “Developing capable global gateways is not an overnight
taskand isone thatrequireshundreds of millions, if not billions, of pounds of investment.”***
It contended that public funds should act as “incremental incentives” and build on
locations where investment had already been made. We also heard of the importance
of sustained investment in infrastructure. Alex Stojanovic cited the example of the Isle
of Dogs and told us that one of the reasons it was successful was due to investment in
transport infrastructure, skills, housing and commercial property for over a decade."**
Transport infrastructure and connectivity in particular were raised. Charles Walker,
of ChamberlainWalker Economics, told us that freeports generated economic growth
through enhanced international connectivity which made trade more seamless but that
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improvements would be required to both domestic and international connectivity.'*®
Councillor Kevin Bentley, of the Local Government Association, said consideration would
need to be given to any necessary infrastructure enhancements, including the impacts on
services for train passengers.'*®

56. The Chief Secretary to the Treasury indicated that the Government had adopted an
approach which sought to incentivise businesses to invest. He told us that the figure for
seed capital funding was based on “what we think would be a reasonable sum for some of
the things that are needed for freeports from an infrastructure and works perspective”.**”

He later added:

The point is that this is not about making infrastructure works. It is about
innovation and businesses themselves being incentivised to invest, which
business, not Government, should do."*®

In terms of ongoing Government support, the Chief Secretary to the Treasury said the
tax lever was demand-led and that the wider nature of the Government’s support would
be important in maximising the opportunity. He recognised that the offer was different
to other international freeports and said that DIT would work with successful bidders to
ensure the right package of support was available.'>

Other incentives

57. We also heard evidence about some of the non-fiscal elements of the freeports
package. Port representatives and operators highlighted planning in particular as an
element of the freeports package of significant benefit to them.'*® The Government has
proposed to extend permitted development rights for seaports to align with airports and
to adopt simpler, area-based planning through Local Development Orders. It said these
changes would allow for a wider range of development to take place and would provide
greater certainty for defined types of development.'®* The bidding prospectus also set out
how the Government planned to incentivise innovation. This included funding for the
establishment of a Freeport Regulation Engagement Network to provide an opportunity
for direct engagement between freeport operators and relevant regulators.'®> The Chief
Secretary to the Treasury indicated that the innovation aspects would include working
with regulators to get products to market more quickly and that the regulatory response
would depend on the sectors located within freeports.'®®

Legislation

58. The Chief Secretary to the Treasury told us that there was unlikely to be a Freeports
Bill as legislation was already in place in a number of areas. He said the tax changes could
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be made through the Finance Bill and that the Government already had powers under
the Customs and Excise Management Act 1979 to designate areas for customs purposes.
Minister Hall said the Government had committed to changing regulations related to
permitted development rights in this calendar year (2021). Further, he said he expected
changes to business rates due to the policy to be implemented by regulation in early 2022.1**

59. The package of incentives associated with the UK freeports policy distinguishes
it from the traditional freeports model and we welcome the range of measures the
Government has committed to. Freeports focused solely on tariff benefits would be
unlikely to be successful in the UK.

60. Investment in freeports will also be critical to their success, particularly in the
areas of infrastructure and connectivity. Increasing connectivity for both the freeport,
and the wider area within which it is located, should be a key consideration in the
allocation of seed capital funding.

Risks to freeports

Economic displacement

61. UK freeports will be competing with ports and freeports internationally alongside
other UK ports and industrial bases.'®® This creates a risk of displacement, when economic
activity, including investment and job creation, moves from one location to another due
to the availability of fiscal and other incentives. The risk of displacement has been raised
frequently in reference to the freeports policy and in evidence to our inquiry. A recent
report by UK in a Changing Europe concluded that:

The main impact of freeports—and any associated reductions in regulation—
is therefore likely to be to relocate rather than create economic activity and
jobs. That said, freeports in the UK could be a part of a broader industrial
policy drawing on recent experience with enterprise zones.'*°

Dr Peter Holmes, of the UKTPO, said there was “undoubtedly a strong case for supporting
areas of the UK that are doing less well than average” but that “Once one restricts benefits
geographically, one opens up the possibility that you relocate activity from outside to inside
the favoured area.”*®” Andrew Carter, of Centre for Cities, outlined that it was not possible
to eradicate displacement and that “there will have to be an element of displacement in the
very functioning and style design of the scheme”.'*®

62. Chris Walker, of ChamberlainWalker Economics, told us that it was important to
distinguish between good and bad displacement. He cited potential for clustering and
agglomeration benefits where disparate economic activity was brought together within a
freeport site. He also referenced levelling up, where economic activity is displaced from
rich areas to poor areas, as another example of good displacement from the national
perspective.'®® Alex Stojanovic highlighted that some bad displacement had the potential
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to create a loss by replacing economic activity and applying lower taxes. He also noted
that it was possible to lower productivity by moving activity from a high-productivity
place to a lower-productive place.'”® Evidence also referenced the longer-term economic
disadvantage displacement could create. Centre for Cities said that displacement of jobs
from elsewhere was a possible risk and that:

Although this may appear on the surface to be a success story for the
location of the zone, it does not result in new economic output, despite the
investment and subsidies which the policy requires.'”*

Dr Peter Holmes also noted that:

Even if firms do not relocate from elsewhere with the introduction of a
Freeport, as the economy evolves, if an Enterprise Zone is effective, firms
outside it will be less competitive and in an economy they may decline in
relative size.'”?

63. Some port representatives felt the risk from displacement and economic disadvantage
to areas not selected as freeports was due to the limit on the total number of sites to
be chosen. The British Ports Association suggested that this could be mitigated by not
restricting the total number of locations.'”* The Cromarty Firth Freeport Steering Group
also proposed expanding the number of locations or addressing the issue by only awarding
freeport status to ports in areas of deprivation which could demonstrate that they were
attracting new business."”* We also heard evidence from the Centre for Cities about its
research into displacement linked to the enterprise zones policy.'”* Chris Starkie told us
that Local Enterprise Partnerships were surprised by the findings of the research and that
in their experience, the benefits of enterprise zones were relatively modest. He said that
where businesses had moved, it was for growth reasons such as requiring more space of to
invest in more facilities.'”®

64. Andrew Carter told us that to minimise displacement “you have to be very focused
and clear on the degree to which you can identify new rather than existing [economic
activity]”.'’” He cited taking market share from ports overseas as an example of how
displacement in the UK could be minimised."”® In evidence, we asked about possible
concerns in the Republic of Ireland due to this risk. Aidan McMahon told us that he was
not aware of any specific views that had been raised to date.'””

65. The Chief Secretary to the Treasury described displacement as “a very live risk”.'*°
He also referenced displacement from overseas, telling us:
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To the extent that there is displacement, we would hope that what we are
creating is something that causes displacement from overseas to the UK,
not displacement within the UK.**!

Minister Hall said the Government was asking bidders to explain how their choice of tax
sites would minimise the displacement of economic activity and that the tax measures
included in the package had been carefully designed to encourage new economic activity.
He was confident that the risk was being minimised through the process the Government
had designed.'®

66. It is not possible to eradicate fully the risk of economic displacement associated
with freeports. To minimise it, the Government will need to be careful to distinguish
between new economic activity and economic activity moving to a freeport from
elsewhere. We recommend that the Government, or the cross-Whitehall governance
body, devise a framework for assessing economic activity occurring at freeports,
distinguishing between that which is new and that which is relocated. This framework
should be used by freeport governance bodies to collect relevant information on economic
activity which can later be incorporated into an independent evaluation of the policy.

Ilicit activity

67. Freeports internationally have been associated with elevated risks of some illicit
activities. The Government identified this as a concern in its consultation document.'®* In
evidence, we heard that the types of activities included: trade in counterfeit goods; drug
trafficking; illegal wildlife trade; smuggling; trade-based money laundering; tax evasion;
and corruption.'®* Further, the use of freeports for high-value storage, particularly art
objects, has been linked to smuggling and illicit money due to poor beneficial ownership
records.”®® Dr Anton Moiseienko cited analysis published by the World Customs
Organization, based on data from over 600 seizures related to freeports, which evidenced
these risks. Further, the Organisation for Economic Co-operation and Develop (OECD)
reported that the establishment of an additional free trade zone within an economy was
associated with a 5.9% increase in the value of exports of counterfeit products.'®

68. Professor Robert Barrington, of the Centre for the Study of Corruption, outlined that
“Freeports, by their nature, contain a number of ingredients that make them high risk for
corruption.”'® Dr Anton Moiseienko told us that while the label of a freeport did not open
locations to crime, where there was less of an incentive to collect customs duties, there
could be less of a reason to have robust customs controls; and that the culture at freeports
was focused on trade facilitation.'®® Nonetheless, some witnesses indicated that there
were encouraging signs in the Government’s consultation about how it would address
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these issues. Charlotte Morgan, of Linklaters, told us that due to anti-money laundering
provisions in legislation, freeport operators would be obliged to report suspicious financial
transactions and be subject to customer due diligence requirements.**’

69. The use of some freeports for high-value storage internationally has been linked
to smuggling and illicit money."”® We heard a range of views on whether UK freeports
should be used for high-value storage. We received one piece of evidence which outlined
the benefit this could offer.*”* Other witnesses were more sceptical. Alex Stojanovic told us
that the Government “should just ban it outright because I do not see what benefit that is
going to provide for employment or anything else”.'*> Dr Anton Moiseienko felt there were
other ways to mitigate the risk rather than outright bans, such as applying the same tax
regime to freeports as to the rest of the UK and ensuring that proper information sharing
is in place. Charlotte Morgan added that the implementation of anti-money laundering
legislation would also help with mitigation."** In evidence, Minister Hall restated that the
Government does notintend to designate freeports for the purposes ofhigh-value storage.'*
Charlotte Morgan and Dr Anton Moiseienko also agreed that freeport operators should
be required to adhere to the OECD’s Code of Conduct for Clean Free Trade Zones."** The
Government confirmed this would be a requirement and that checks would be completed
on freeport operators and businesses to ensure they did not pose undue risk during the
authorisation process.'”®

70. We note the security risks that accompany freeports. We welcome the steps
the Government has taken so far to address these in its consultation and bidding
prospectus. It is encouraging that freeport operators will be required to comply with
the OECD’s Code of Conduct for Clean Free Trade Zones and that the Government
does not intend to authorise the use of freeports for high-value storage. Nonetheless,
these risks will require ongoing monitoring and enforcement. We recommend that the
Government set out how it will seek to do this in its response to this Report.

Subsidy control

71. 'The Government has stated that UK freeports will be subject to any future domestic
subsidy control regime, subsidy control obligations at the World Trade Organization
(WTO), state aid obligations in the Northern Ireland Protocol, and subsidy control
provisions in any free trade agreements (FTAs)."””” The WTO’s Agreement on Subsidies
and Countervailing Measures governs the use of subsidies related to goods. Charlotte
Morgan, of Linklaters, explained that the Government would have to consider if incentives
offered at freeports are subsidies, and if so, if they are permitted or prohibited subsidies."*®

189 Q133; see also Anonymous submitter (FRP0002), Dr Anton Moiseienko (FRP0003), Ana Gomes (FRP0004)

190  Qq26-27

191  Anonymous submitter (FRP0002)

192 Q26

193 Qq136-137

194 Q244

195 Qq134-135

196 HM Government, Freeports Response to the Consultation (October 2020), p 33

197 HM Government, Freeports Bidding Prospectus (November 2020), p 20; BEIS is consulting on the UK’s domestic
subsidy control regime, see also Department for Business, Energy & Industrial Strategy, Subsidy control:
designing a new approach for the UK (February 2020)

198 Q128



https://committees.parliament.uk/oralevidence/975/html/
https://committees.parliament.uk/writtenevidence/5402/html/
https://committees.parliament.uk/writtenevidence/5407/html/
https://committees.parliament.uk/writtenevidence/5415/html/
https://committees.parliament.uk/oralevidence/721/html/
https://committees.parliament.uk/writtenevidence/5402/html/
https://committees.parliament.uk/oralevidence/721/html/
https://committees.parliament.uk/oralevidence/975/html/
https://committees.parliament.uk/oralevidence/1741/html/
https://committees.parliament.uk/oralevidence/975/html/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/924644/FINAL_-_200923_-_OFF_SEN_-_Freeports_Con_Res_-_FINAL.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/935493/Freeports_Bidding_Prospectus_web_final.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/957958/subsidy-control-consultation-document.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/957958/subsidy-control-consultation-document.pdf
https://committees.parliament.uk/oralevidence/975/html/

30 UK freeports

72. We also heard that the subsidy provisions in FTAs can go further than WTO
obligations. In the case of the EU’s third country FTAs with Korea and Japan, there were
new obligations on subsidies covering debt liability of specific enterprises for an unlimited
sum or duration and subsidies to insolvent enterprises.'”® The subsidies provisions in the
UK-Japan Comprehensive Economic Partnership Agreement replicated those in the EU-
Japan Economic Partnership Agreement.?*® Further, the UK-EU Trade and Cooperation
Agreement also prohibits or restricts some subsidies for specified purposes; and EU state
aid rules apply to subsidies affecting trade in goods between Northern Ireland and the EU
(see Chapter 5).2%

73. Developmentsin the UK’s subsidy control regime could impact the types of support
available through the freeports policy and this will require ongoing monitoring.

Labour and environmental standards

74. 'Thebidding prospectus made reference to the UK’s existing labour and environmental
standards, stating that:

The government remains committed to ensuring its Freeport model
maintains the UK’s high standards with respect to security, safety, workers’
rights, data protection, biosecurity and the environment, while ensuring
fair and open competition between businesses.>*?

Bidders were required to set out how they would support decarbonisation, reach net
zero carbon emissions by 2050, and ensure compliance with application environmental
regulations and standards.>*® Nonetheless, evidence from Wildlife and Countryside Link
expressed concern about the potential for a reduction in environmental standards within
freeports. It said freeports around the world had been associated with environmental
degradation such as water, air and land pollution, and industrial waste. It added that poor
monitoringandenforcementalsohindered the environmental performance of suchareas.***

It contended that there should be no regression of existing standards and requirements.>*®

75. UKMPG also maintained that ports, including freeports, should adhere to high
environmental protection and employment protection standards and that where there were
adjustments, these should be around the implementation of measures and not the level of
standards.?*® Councillor Kevin Bentley referenced the role of local government trading
standards and environmental health officers and told us that to maintain standards, there
was a need to ensure that staffing was increased or that they were heavily involved in any
work occurring at freeports.”®’
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76. We note the Government’s assurances that the policy will maintain the UK’s
high labour and environmental standards. We ask that, in response to this Report, the
Government set out in further detail how it will seek to monitor this.
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5 Freeports in the devolved nations

77. In its consultation response, the Government stated that it was working with the
devolved governments to establish freeports in the devolved nations. Of the locations and
bidding processes, it said:

The location of the Freeports in Wales, Scotland and Northern Ireland will
be determined collectively by both the UK Government and the devolved
administration and should align objectives, processes and timescale where
possible.??®

The response noted that where policies included in the freeports package were devolved,
their implementation and design would be a matter for each devolved government.**
Further, it indicated that there would be separate bidding processes in each nation and
the number of freeports in each nation would be jointly agreed with each devolved
government. The reasoning for separate processes was to “ensure that local conditions and
priorities are considered as part of the allocation process” and to “account for differences
between nations where policy levers are devolved”.**

78. In evidence, we heard from business representatives who were largely receptive to
plans for freeports in the devolved nations. Roger Pollen, Head of External Affairs at the
Federation of Small Businesses Northern Ireland, said there was “broad enthusiasm” for
the potential of the policy and it would draw together areas such as manufacturing and
the knowledge economy.*"' Roy MacGregor, Chairman of the Global Energy Group, cited
the benefits freeports could offer the renewable energy industry on the Cromarty Firth
through investment and the creation of a manufacturing hub.>*? Tim Williams, Chief
Executive Officer of the Welsh Automotive Forum, said that a freeport has a “distinct
advantage” but, in the Welsh context, the location would have a considerable impact on
who is advantaged and disadvantaged.*"?

79. Representatives of the devolved governments were more cautious. While they
indicated in evidence that they were open to considering freeports, they were keen to have
more information about the policy.*'* Ivan McKee MSP, Minister for Trade, Innovation
and Public Finance in the Scottish Government, said the Scottish Government had
undertaken sessions with ports, businesses and sectoral interests to gauge thinking and
appetite for the policy. He said that the policy needed to be considered in terms of wider
economic development and value for money.*** Rebecca Evans MS, Minister for Finance
and Trefnydd in the Welsh Government, said the freeports policy would “inevitably
evolve in different ways” and indicated that the requirements of the Well-being of Future
Generations (Wales) Act, fair work and environmental agenda would be part of the Welsh
Government’s approach should it support the policy.**®
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80. Of the devolved nations, only the Scottish Government has announced its plans for
freeports to date. Following a survey of business organisations, local authorities and other
interested groups, it announced plans for “green ports” in January 2021. It said these would
adapt the UK Government’s freeport proposals while also offering streamlined planning
processes alongside customs and tax relief. Operators and businesses would be required
to pay the real Living Wage; adopt the Scottish Business Pledge; commit to supporting
sustainable and inclusive growth in local communities; and contribute to Scotland’s
transition to net zero.>'” The Scottish Government published a draft applicant prospectus
in March 2021, with the final version to be published following agreement with the UK
Government.*'*

Engagement with UK Government

81. When giving evidence to us early in October 2020, representatives of the devolved
governments raised the issue of engagement with the UK Government in evidence.
Minister Evans told us “It is fair to say that engagement thus far has not been satisfactory
in terms of the development of the proposals.”*'* Aidan McMahon, Deputy Director at the
Department of Finance in the Northern Ireland Executive, elaborated that engagement
had largely been related to developments from a UK Government perspective but that his
department had “not had that role in helping to shape the policy from the outset”.*** We
heard that initial engagement was intermittent and primarily with DIT. Engagement had
intensified following a letter from the Northern Irish Minister of Finance to the Chief
Secretary to the Treasury. However, Aidan McMahon noted that the Minister would
welcome a fuller role in the development of the policy and said:

The key point there is about the substance of engagement as opposed to the
frequency. The frequency has been very regular with the Treasury of late,
but it is the substance and the policy development process that is the key
issue from our perspective.’*!

Minister McKee reported that he had met the Chief Secretary to the Treasury and official-
level engagement was ongoing but that they had not yet received information in the detail
required.””* Each of the devolved governments indicated that they had also put forward
their views on the policy in correspondence to the UK Government.**?

82. The devolved governments referenced access to information such as impact
assessments and analysis as a challenge in developing their own freeport proposals.”**
Minister McKee said the Scottish Government had repeatedly asked for detail of the
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impact assessment and fiscal shape of the policy.’*® Minister Evans said the Welsh
Government had been asking for greater involvement and information sharing for over
twelve months and it did not have access to anything that was not in the public domain.***
Aidan McMahon told us it was his understanding that HMT was carrying out economic
modelling work on “the aggregate impact of freeport policy” across the UK and that was
to be shared with the devolved governments.?”” Minister Evans also indicated that the
Welsh Government understood there was quality assurance work occurring.”*® Scottish
and Welsh ministers told us that their ability to complete their own impact assessments
was hampered by access to information with Minister Evans telling us:

We are in very much the same position as Scotland in terms of not being
able to quantify what it is that we are assessing, where we do not have proper
sight of what the plans might be.**

83. In questioning on the devolved governments’ access to information, Minister Hall
said the Government had shared “an unprecedent amount of information with them”
including drafts of the consultation and bidding prospectus for England.?*° The Chief
Secretary to the Treasury said he “would contend that there has been a huge amount of
collaborative working”.>*' He said:

On the point of sharing modelling, I would slightly take issue with that
because, of course, a number of the powers relating to freeports are within
the gift of the devolved Administrations themselves. Therefore [ ... ] the
modelling would need to reflect those policy decisions, which, of course,
often have not been taken. The devolved Administrations have flexibility,
for example, on the planning side and clearly the model would need to
reflect the decisions they took in that regard.?*?

He added that the Government had shared notes on how the modelling could be
undertaken.?*?

Role in bidding process

84. The Government has said that the location of freeports in the devolved nations will be
“determined collectively”.>** Minister Evans outlined the Welsh Government’s expectation
was that it would “have a meaningful role in both developing a bidding criteria and in
assessing those bids against the criteria”.?** She also noted that it was important that the
policy be consistent across England and Wales to permit joint bids to be developed across
borders.”** Minister McKee suggested the Scottish Government would want to be “able
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to make the decisions, working with stakeholders in Scotland, as to how and where those
freeports should be with some freedom, given our geographical challenges, to be able to
be flexible on that”.**’

Funding

85. The issue of funding was also raised by the devolved governments. In its bidding
prospectus, the Government outlined that successful bids in England would have access
to a share of £175 million seed capital funding.**® Aidan McMahon said the Department
for Finance in Northern Ireland had heard from stakeholders that there would be a need
for “significant public sector investment to make freeports successful;” and that the
Minister had raised it with the UK Government but had not received any clarity on the
issue.”®” Minister Evans told us she had asked the Secretary of State for Wales and the
Chief Secretary to the Treasury, and was told “the starting point is the Barnett formula”.**°

She said this:

[ ... ] obviously would not be satisfactory if we were in the position where
we have, say, 10 freeports, one of which would be in Wales. We would have
10% of the freeports but 5% of the funding, as per the Barnett formula, so
clearly that is not an appropriate funding mechanism for this particular
piece of work.**!

Minister McKee also indicated that the Scottish Government would want “at least the
Barnett share of any money” and for any reserved taxes applied at freeports “to be applied
in at least equal measure as across Scotland”.**

86. In discussion on the role of the devolved governments, the Chief Secretary to the
Treasury said it was UK policy to delivery freeports but that the Government respected
that there are areas of the policy that are for the devolved governments.?*> The Chief
Secretaryto the Treasury confirmed that he had discussions with colleagues in the devolved
governments on funding and that “in the normal way,” the £175m seed capital funding
for freeports in England would be subject to Barnett consequentials. In questioning on
the share of seed funding for freeports in the devolved nations compared with England,
he said:

First, the main benefit is the tax offer. That is the main benefit, not the seed
funding. Of the seed funding, which is a component, the point is that that
goes through Barnett, which is not hypothecated. The Barnett funding that
the Scottish Government receive, as they do for lots of other schemes, is
more generous per head than it is for England. The allocation will be applied
as it is with other policies, and it will be for the Scottish Government then,
through their funding through Barnett, to do as they do in other areas of
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policy, consistent with the statement of funding policy, which says that
it is for each devolved Administration to determine how overall Barnett
funding is allocated within their devolved responsibilities.**

He said he was not in a position to give a clear timetable for when freeports would be
established in the devolved nations.**®

87. We support the Government’s intention to establish a freeport in each of the
devolved nations but acknowledge that this is a decision for each of the devolved
governments. We are eager that the policy is implemented in a manner that brings
increased trade and investment to all parts of the UK.

88. We received concerning evidence from the devolved governments about the UK
Government’s engagement with them in the development of this policy and their access to
the information underpinning the policy. While the development of the freeports policy
in the devolved nations is ongoing, we recommend that ministers and officials intensify
engagement and information sharing efforts to ensure that the devolved governments
have access to all the information necessary when making policy decisions.

89. We support the devolved governments’ call for an appropriate funding allocation.
It is important that freeports in the devolved nations are not disadvantaged due to
the way in which funding is allocated. We call on HM Treasury to ensure that funding
available to freeports in the devolved nations corresponds with awards in England.

Northern Ireland Protocol

90. We heard in evidence that the Northern Ireland Protocol would impact how the
freeports policy could be developed in Northern Ireland. Professor Catherine Barnard, of
the University of Cambridge, explained:

As you know, under the Northern Ireland Protocol the EU state aid regime
applies, certainly to Northern Ireland where there is an effect on trade
between Northern Ireland and the rest of the EU. You should also bear
in mind that the protocol is probably wide enough to catch any freeport
legislation that applies throughout the United Kingdom. Any UK legislation
that has an effect on Northern Ireland trading goods, and thus an effect on
interstate trade, will have to be notified to the Commission under the state
aid regime as laid down in the Northern Ireland Protocol. I realise that is
quite a mouthful, but the bottom line is that as a result of the Northern
Ireland Protocol the EU state aid regime will continue to be relevant to not
just Northern Ireland but the rest of the United Kingdom.**¢

Roger Pollen told us that there was an ambition to export around the world in Northern
Ireland and that the sense from the Federation of Small Businesses’ membership was that
businesses would make investments due to the policy.**” However, he later acknowledged
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that the relationship between the Protocol and the freeports policy had “not yet been
tested and discussed”. He suggested that there could be an opportunity to address some
of the issues in the context of the work of the EU-UK Joint Committee.**®

91. Aidan McMahon, of the Department of Finance in the Northern Ireland Executive,
told us:

From a Northern Ireland perspective, and with the NI protocol in place,
there are concerns from the Northern Ireland Executive about how the
freeport policy will be delivered within Northern Ireland and if there will
be differences in Northern Ireland vis-a-vis other freeports across the rest
of the UK.**°

He later elaborated that the issue of tailoring the policy to the specific needs of Northern
Ireland had been raised with HMT and that:

There is some acceptance that a final model could be a bit different in
Northern Ireland, given our unique circumstances. That said, it is important
in order to attract trade investment that a freeport in Northern Ireland—
as I have said previously—is not at a competitive disadvantage to other
freeports across the UK. We need to be able to align the freeport policy
with other policy levers being used by the Executive to attract trade and
investment into Northern Ireland.**°

The Chief Secretary to the Treasury acknowledged that the freeport offer would have to
be adapted to comply with the UK’s obligations under the Northern Ireland Protocol.
Nonetheless, he said there was flexibility in the Government’s agreement with the EU. He
cited the example of customs where he said that changes, other than minor, technical ones,
were unlikely to be required. He indicated that discussions with the Northern Ireland
Executive to agree the model to be used were ongoing.>*!

92. It is clear that the Northern Ireland Protocol will impact the terms on which a
freeport can be established in Northern Ireland. The Government should set out, in its
response to this Report, its view on how the freeports model will need to be adapted in
Northern Ireland to comply with the terms of the Protocol.
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6 Governance

93. The Government’s publications on the freeports policy set out the expectations for
governance at individual freeport sites. The bidding prospectus stated that freeports “will
ultimately require a per-Freeport governance structure overseeing each selected Freeport
location” and bidders were required to set out their plans for a freeport governance body
to oversee their freeport.>** It set out the requirements and minimum functions for these
bodies, and stated that they would be accountable for the effective delivery of the freeport
according to a set economic strategy. This would include co-ordinating the parties on the
site, marketing the site and monitoring the security risks.>>> The relevant local authority,
or authorities contained within the governance body, would be accountable to MHCLG for
the expenditure and management of public money.*** Minister Hall told us the successful
bidders would need to meet core standards and that the experience of enterprise zones
suggested that such standards were “absolutely crucial for those successful place-based
type interventions”.>** In addition, the Government indicated that a small amount of
short-term revenue funding would be made available to successful bidders to assist with
any governance set-up costs.**®

94. While we did not take evidence on the specific governance requirements for freeport
operators, we heard from Alex Stojanovic, of the Institute for Government, that governance
was an area in the consultation requiring improvement and that:

There needs to be someone who is responsible for not only monitoring the
success of the freeport according to its objectives but also monitoring the
risks and whether it is being used as a tax haven or being used for smuggling
and so on. I think there needs to be some investment in that and other
freeports that exist that are successful have the authorities to do that.>*’

He cited examples of how freeports operated internationally:

In Jebel Ali and in Singapore they set up a specific regulatory authority
that helps to improve the success of those areas by interfacing between the
operators and the many different departments in central government that
still have an ongoing role to play. That is another important factor. It is not
the case that you just lower taxes or provide some incentives and that is it. It
requires sustained, ongoing investment probably from departments on an
ongoing basis. That will be really important.**®

He later added:

I think it is quite important that we look at how the successful models have
been run. They often set up a whole government authority that is given the
task of monitoring the developments of the authority, but the private sector
tends to run it. It seems a bit counterintuitive when you are talking about
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freeports, wanting to reduce burdens and so on, but looking practically at
how the successful examples have developed and how they are practically
run is important.?*’

95. We heard a range of views regarding the long-term oversight of freeports by the
Government. This included whether a single department should have overall responsibility
for oversight or if an oversight body should be established. The UK Free Trade Zone
Association said the consultation was “largely silent on who the Regulator for Freeports
might be”.>*° It advocated for the creation of a regulatory body which would regulate
enterprises that joined a freeport and coordinate with agencies.”** Minister Evans, of
the Welsh Government, highlighted that any proposed governance arrangements and
division of responsibilities would also need to be agreed with the devolved governments.
She indicated that this should include:

[ ... ] ahead of terms to set out the clear roles and responsibilities for Welsh
Ministers, the Secretary of State for Wales and wider UK Government
Ministers, including the agreed governance arrangements around bidding
and implementation. Also setting out the key principles alongside each of
our parties’ roles and our responsibilities and our powers, so essentially
proper clarity and proper engagement, and then an understanding of what
is expected of each partner.”®

96. Charlotte Morgan, of Linklaters, told us that there were pros and cons to the creation of
an oversight body or to allocating lead responsibility for co-ordination to one department.
Of establishing an oversight body, she contended:

There is also some evidence—and you see this a little bit in the new towns
work that has been done particularly in the planning space—that if you can
create something that has a little bit more of its own entity itself, it can also
become a huge advocate for freeports more generally. It can also perform an
advocacy role as well as an oversight and monitoring and co-ordination role.
It can also provide that outreach and advocacy for freeports, which if you
think about their impact on international trade that could be a very useful
additional function for them to perform. I do not think you have to do it.
There are pros and cons of doing it, but one of the big pros would be this
outreach function, although that equally could be done by the Department
for International Trade.*®’

She cited new towns legislation as an example of a model the Government could draw on in
designing an oversight body.?** Dr Anton Moiseienko, of the Centre for Financial Crime
and Security Studies, concluded that freeports would involve a lot of disparate activities
and proposed that the Government undertake a mapping exercise of these to determine
how they fit into the proposed approach. Charlotte Morgan agreed that this could help
ensure that “nothing falls through the cracks” and that each activity was monitored.>®
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97. The Government confirmed its intention to establish “a cross-Whitehall governance
body to oversee the implementation of Freeports as a whole” in a freeports question and
answer document published during the bidding process in January 2021.?°° The details
of this were not provided in its consultation response or bidding prospectus. In addition,
the Government has indicated that HMRC and Border Force will authorise customs sites
and monitor activity within tax sites.>®” In evidence, Minister Hall confirmed that the
freeports programme for England would be governed cross-departmentally. He outlined
the present form of this and said its role would be reviewed:

We have input from all Departments involved in the freeports competition
that have been listed and we discussed earlier in the delivery of freeports.
For the competition, we already have a programme board and that is chaired
by a senior civil servant and includes senior civil servants from all the key
Departments that we discussed previously. We will be reviewing the role of
that board for the delivery phase itself.>*®

He said the Government was considering if the programme board should be a statutory
body as it completed its review and moved through the policy development.>®

98. The freeports policy documents published to date do not clearly set out the
Government’s proposals for the long-term oversight and governance of freeports. We
call on the Government to publish its proposals in this area following its review of the
programme board so that there is transparency about the oversight of freeports. Further,
this would provide clarity to freeport operators about who will oversee their operation
and how this will be carried out.
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Conclusions and recommendations

Introduction

While we acknowledge the apologies from the Chief Secretary to the Treasury
and Minister of State for Regional Growth and Local Government during their
appearance before us, we find this episode of evident confusion and apparent
unwillingness to appear before us extremely regrettable. Aside from hindering the
important role Parliament plays in scrutinising the Government, this unwillingness
caused substantial delay to our evidence-taking, and to the preparation of this
Report. (Paragraph 9)

We do not consider this Report the conclusion of our work on freeports. We intend
to continue to scrutinise the policy and to question ministers as freeports become
operational. (Paragraph 10)

Objectives and evaluation

We commend the Government’s ambition to increase trade and investment across
the UK through its freeport policy. It remains to be seen how successful freeports
will be at achieving this objective. (Paragraph 22)

We welcome the Government’s clarity on its objectives for freeports and the related
outcomes freeport operators must deliver against. Progress made toward meeting
these objectives and outcomes must be measurable and monitored. We recommend
that the Government, or the cross-Whitehall governance body, set out in further detail
the metrics that will be used to measure success against these objectives and outcomes,
and how it will report on progress made annually. (Paragraph 23)

Now that freeport locations in England have been announced, we recommend that HM
Treasury promptly publish an impact assessment for the policy. This should include
estimates for economic growth, increased trade and investment, and job creation, as
well as an analysis of the impact on different sectors. Such an assessment would aid a
full evaluation of the policy in due course. (Paragraph 24)

We recommend that the Government commission a full, independent evaluation
of the implementation of the freeports policy, to take place within five years of the
establishment of the first freeports. The findings of this evaluation should be published
promptly. The evaluation should include: a review of the bidding process and suitability
of locations chosen; an assessment of progress towards meeting the objectives and
outcomes set out in the bidding prospectus; a measure of new economic activity and job
creation generated by the policy; an assessment of the impact of the policy on different
sectors; an assessment of what economic displacement, if any, has occurred due to the
policy; and a value for money analysis including comparison with the findings of HM
Treasury’s impact assessments. Those carrying out the review should be engaged at
an early stage to ensure the information collated by freeport governance bodies, local
authorities and others is relevant to, and can support, this evaluation. (Paragraph 27)
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Design and implementation

During our inquiry, we heard a range of views on whether the number of freeports
to be established should be capped. We welcome the flexibility the Government has
demonstrated on the final number of freeports. There were eight successful freeport
bids for England, and we assume that this means the total number of freeports in
the UK will likely exceed ten, given the Government’s intention that at least one
freeport will be established in each of the devolved nations. (Paragraph 33)

Our evidence emphasised the importance of transparency in the bidding and
allocation process. We welcome the publication of the decision-making note for
bids in England. We recommend that the Ministry of Housing, Communities and
Local Government establish a formal means to give feedback to unsuccessful bidders.
(Paragraph 36)

To succeed, the freeports policy will require extensive cross-departmental co-
ordination. HM Treasury and the Ministry of Housing, Communities and Local
Government have responsibility for the policy, while other departments will play a
role in the operation and administration of freeports. We are concerned that, in light
of the disagreement between HM Treasury and the Department for International
Trade about which department was best-placed to give evidence to our inquiry, the
necessary cross-departmental collaboration and clear accountability required to
implement the policy is absent. We recommend that, in its response to this Report, the
Government set out how it will ensure effective accountability and cross-departmental
collaboration in the implementation of the freeports policy. We recommend that the
Department for International Trade has oversight of the policy, and administration of
freeports, to support businesses to grow internationally. (Paragraph 42)

The objective to establish freeports as national hubs for global trade and investment
across the UK is of particular interest to us. This objective, and the Department for
International Trade’s role in supporting businesses to grow internationally, means
that it should have a central role in the development and implementation of the
freeports policy, yet this appears to have diminished over time. (Paragraph 43)

We recommend that, in response to this Report, the Department for International
Trade provide further information about how it will support the Government’s
objectives for freeports and set out its approach to freeports within its export and
investment strategies. In addition, we would welcome clarity from the Department on
how the new Office for Investment will be utilised to attract investment to freeports.
We also recommend that the Department for International Trade set out how it will
tailor its business support and trade promotion activities to the businesses located at
freeports. (Paragraph 44)

Incentives and risks

The package of incentives associated with the UK freeports policy distinguishes it
from the traditional freeports model and we welcome the range of measures the
Government has committed to. Freeports focused solely on tarift benefits would be
unlikely to be successful in the UK. (Paragraph 59)
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Investment in freeports will also be critical to their success, particularly in the areas
of infrastructure and connectivity. Increasing connectivity for both the freeport,
and the wider area within which it is located, should be a key consideration in the
allocation of seed capital funding. (Paragraph 60)

It is not possible to eradicate fully the risk of economic displacement associated with
freeports. To minimise it, the Government will need to be careful to distinguish
between new economic activity and economic activity moving to a freeport from
elsewhere. We recommend that the Government, or the cross-Whitehall governance
body, devise a framework for assessing economic activity occurring at freeports,
distinguishing between that which is new and that which is relocated. This framework
should be used by freeport governance bodies to collect relevant information on
economic activity which can later be incorporated into an independent evaluation of
the policy. (Paragraph 66)

We note the security risks that accompany freeports. We welcome the steps the
Government has taken so far to address these in its consultation and bidding
prospectus. It is encouraging that freeport operators will be required to comply with
the OECD’s Code of Conduct for Clean Free Trade Zones and that the Government
does not intend to authorise the use of freeports for high-value storage. Nonetheless,
these risks will require ongoing monitoring and enforcement. We recommend that
the Government set out how it will seek to do this in its response to this Report.
(Paragraph 70)

Developments in the UK’s subsidy control regime could impact the types of support
available through the freeports policy and this will require ongoing monitoring.
(Paragraph 73)

We note the Government’s assurances that the policy will maintain the UK’s high
labour and environmental standards. We ask that, in response to this Report, the
Government set out in further detail how it will seek to monitor this. (Paragraph 76)

Freeports in the devolved nations

We support the Government’s intention to establish a freeport in each of the
devolved nations but acknowledge that this is a decision for each of the devolved
governments. We are eager that the policy is implemented in a manner that brings
increased trade and investment to all parts of the UK. (Paragraph 87)

We received concerning evidence from the devolved governments about the UK
Government’s engagement with them in the development of this policy and their
access to the information underpinning the policy. While the development of the
freeports policy in the devolved nations is ongoing, we recommend that ministers
and officials intensify engagement and information sharing efforts to ensure that
the devolved governments have access to all the information necessary when making
policy decisions. (Paragraph 88)

We support the devolved governments’ call for an appropriate funding allocation. It
is important that freeports in the devolved nations are not disadvantaged due to the
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way in which funding is allocated. We call on HM Treasury to ensure that funding
available to freeports in the devolved nations corresponds with awards in England.
(Paragraph 89)

It is clear that the Northern Ireland Protocol will impact the terms on which a
freeport can be established in Northern Ireland. The Government should set out, in
its response to this Report, its view on how the freeports model will need to be adapted
in Northern Ireland to comply with the terms of the Protocol. (Paragraph 92)

Governance

The freeports policy documents published to date do not clearly set out the
Government’s proposals for the long-term oversight and governance of freeports.
We call on the Government to publish its proposals in this area following its review of
the programme board so that there is transparency about the oversight of freeports.
Further, this would provide clarity to freeport operators about who will oversee their
operation and how this will be carried out. (Paragraph 98)



UK freeports 45

Formal minutes

Wednesday 14 April 2021*
Members present

Angus Brendan MacNeil, in the Chair

Mark Garnier Mark Menzies
Paul Girvan Mick Whitley
Anthony Mangnall

Draft Report (UK freeports) proposed by the Chair, brought up and read.
Ordered, That the draft Report be read a second time, paragraph by paragraph.
Paragraphs 1 to 98 agreed to.

Resolved, That the Summary of the Report be agreed to.

Resolved, That the Report be the Fourth Report of the Committee to the House.
Ordered, That the Chair make the Report to the House.

Ordered, That embargoed copies of the Report be made available, in accordance with the
provisions of Standing Order No. 134.

[Adjourned till Wednesday 21 April at 2.00 p.m.

* Craig Williams declared an interest on 15 January in relation to the inquiry into freeports,
as a Parliamentary Private Secretary in HM Treasury, to which responsibility for freeports
had been transferred; and declared that he would take no further part in the inquiry.
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Witnhesses

The following witnesses gave evidence. Transcripts can be viewed on the inquiry publications
page of the Committee’s website.

Wednesday 15 July 2020

Chris Walker, Co-Founder and Director, ChamberlainWalker Economics; Alex
Stojanovic, Researcher, Institute for Government; Professor Catherine Barnard,
Professor of European Union and Labour Law, University of Cambridge Q1-45

Charles Hammond, Chief Executive Officer, Forth Ports Authority; Simon Bird,
Regional Director Humber, Associated British Ports; Karen Dee, Chief Executive,
Airport Operators Association Q46-80

Wednesday 9 September 2020

Richard Ballantyne, Chief Executive Officer, British Ports Association; Andrew
Carter, Chief Executive Officer, Centre for Cities; Councillor Kevin Bentley, Chair
of the People and Places Board, Local Government Association Q81-115

Dr Anton Moiseienko, Research Fellow, Royal United Services Institute, Centre
for Financial Crime and Security Studies; Charlotte Morgan, Partner, Global
Energy & Infrastructure Group, Linklaters LLP Q116-143

Wednesday 7 October 2020

Chris Starkie, CEO, New Anglia Local Enterprise Partnership; Roger Pollen,
Head of External Affairs, Federation of Small Business Northern Ireland;
Roy MacGregor, Chairman, Global Energy Group; Tim Williams, CEO, Welsh
Automotive Forum Q144-165

Aidan McMahon, Deputy Director, Strategic Policy Division, Department of
Finance, Northern Ireland Executive; lvan McKee MSP, Minister for Trade,
Innovation and Public Finance, Scottish Government; Rebecca Evans MS,
Minister for Finance and Trefnydd, Welsh Government Q166-196

Wednesday 24 February 2021

Rt Hon Steve Barclay MP, Chief Secretary to the Treasury, HM Treasury; Luke
Hall MP, Minister for Regional Growth and Local Government, Ministry of
Housing, Communities and Local Government; Rachel Campbell, Deputy
Director, Regeneration and Urban Policy, Cities and Local Growth Unit, Ministry
of Housing, Communities and Local Government Q197-257


https://committees.parliament.uk/work/231/default/publications/oral-evidence/
https://committees.parliament.uk/work/231/default/publications/oral-evidence/
https://committees.parliament.uk/oralevidence/721/html/
https://committees.parliament.uk/oralevidence/720/html/
https://committees.parliament.uk/oralevidence/974/html/
https://committees.parliament.uk/oralevidence/975/html/
https://committees.parliament.uk/oralevidence/1011/html/
https://committees.parliament.uk/oralevidence/1012/html/
https://committees.parliament.uk/oralevidence/1741/html/
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Published written evidence

The following written evidence was received and can be viewed on the inquiry publications
page of the Committee’s website.

FRP numbers are generated by the evidence processing system and so may not be complete.
1 Aberdeen City Council (FRP0010)

Aberdeen Harbour Board (FRP0009)

Anonymous (FRP0002)

Atkins (FRP0018)

Barrington, Professor Robert (FRPO005)

Centre for Cities (FRP0014)

The Cromarty Firth Freeport Steering Group (FRP0O001)

FedEx Express (FRP0015)

Gomes, Ana (FRP0004)

O 00 N o U1 b W N

—_
o

Holmes, Dr Peter (UK Trade Policy Observatory, University of Sussex) (FRP0013)
Linklaters LLP (FRP0OO011)

—_ -
N =

Royal United Services Institute, (Centre for Financial Crime and Security Studies)
(FRP0003)

13 Thales (FRP0016)
14 UK Free Trade Zone Association (FRP0017)
15 UK Major Ports Group) (FRP0012)

16 Warneford-Thomson, Miss Phoebe (Policy and Economic Analyst, British Ports
Association) (FRP0007)

17 Wildlife and Countryside Link) (FRPO006)


https://committees.parliament.uk/work/231/default/publications/written-evidence/
https://committees.parliament.uk/work/231/default/publications/written-evidence/
https://committees.parliament.uk/writtenevidence/5677/html/
https://committees.parliament.uk/writtenevidence/5533/html/
https://committees.parliament.uk/writtenevidence/5402/html/
https://committees.parliament.uk/writtenevidence/10675/html/
https://committees.parliament.uk/writtenevidence/5427/html/
https://committees.parliament.uk/writtenevidence/5960/html/
https://committees.parliament.uk/writtenevidence/5357/html/
https://committees.parliament.uk/writtenevidence/8533/html/
https://committees.parliament.uk/writtenevidence/5415/html/
https://committees.parliament.uk/writtenevidence/5729/html/
https://committees.parliament.uk/writtenevidence/5678/html/
https://committees.parliament.uk/writtenevidence/5407/html/
https://committees.parliament.uk/writtenevidence/9145/html/
https://committees.parliament.uk/writtenevidence/10300/html/
https://committees.parliament.uk/writtenevidence/5688/html/
https://committees.parliament.uk/writtenevidence/5479/html/
https://committees.parliament.uk/writtenevidence/5465/html/
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List of Reports from the Committee
during the current Parliament

All publications from the Committee are available on the publications page of the
Committee’s website.

Session 2019-21

Number Title Reference
1st The COVID-19 pandemic and international trade HC 286
2nd UK-Japan Comprehensive Economic Partnership Agreement HC 914
3rd UK trade remedies policy HC 701

1st Special The COVID-19 pandemic and international trade: HC 815
Report Government Response to the Committee’s First Report

2nd UK-Japan Comprehensive Economic Partnership Agreement: HC 1163
Special Government Response to the Committee’s Second Report

Report


https://committees.parliament.uk/committee/367/international-trade-committee/publications/
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