
On June 23rd, 2016, the United Kingdom voted by referendum to leave the 

European Union. Since the referendum was held, the UK government has 

focused significant time and energy on establishing a negotiating position for 

the separation. The policy was outlined in an early February 2017 whitepaper 

entitled, “The United Kingdom’s Exit from and new partnership with the European 

Union.” While not delving into significant detail on the referendum’s impact 

on trade, nor the UK’s negotiating tactics, the policy document outlines the 

ultimate goals for the separation. 

European and global businesses that engage in trade activities between the 

UK, European Union, and the rest of the world will see significant structural 

changes to the Customs environment over the coming years as a result of 

Brexit. As these changes will have sweeping structural and financial impacts on 

businesses, Tradewin has outlined below potential ramifications of upcoming 

changes in the relationship between the UK and European Union, along with 

some elements to consider. 

www.tradewin.net   Tradewin  All rights reserved   2017

BREXIT
POTENTIAL TRADE IMPLICATIONS FOR EU & GLOBAL BUSINESSES



www.tradewin.net   Tradewin  All rights reserved   2017

2

BREXIT 
POTENTIAL TRADE IMPLIC ATIONS 
FOR EU & GLOBAL BUSINESSES

Britain leaving the EU Customs Union

The government of the United Kingdom has affirmed that Britain will leave the EU Customs Union. The 

implication of this will be to effectively reinstate a customs border between the UK and the rest of Europe, 

with possible but unknown exceptions with the border between Ireland and the UK. A customs border 

between the UK and the European Union will have vast implications on the payment of duties, not only for 

goods moving between the UK and EU, but potentially for goods currently exported from the EU under a 

free trade agreement. However, the UK government is conscious that, in negotiating a separation from 

the European Union, both parties take an unprecedented negotiating position of uncoupling existing 

preferential benefits that provide companies with trade benefits; neither party wants to impose additional 

regulation or cost as a part of this negotiation process. As a result, these negotiations will lead to 

outcomes different from what is currently prevalent in our international trade infrastructure. 

External Tariff

As a founding member of the World Trade Organisation (WTO), the UK has a responsibility to create 

a separate external tariff structure from the European Union. The UK government has confirmed that 

this effort to build an external tariff, setting out new HS coding and duty rates for inbound products, 

is currently underway. The UK Department of International Trade (DIT) has stated that their goal in 

creating the UK’s external tariff is to mimic the current position and benefits of the EU common tariff 

schedule (TARIC). Thus, UK traders should not expect significant differences in HS codes and duty rates 

between the current TARIC and a new UK Harmonised Schedule. However, once Brexit is concluded, UK 

and EU traders who will import product into the United Kingdom will need to analyse their products to 

ensure that goods are coded correctly to the new UK schedule and determine any potential differences 

in tariff treatment. The new UK tariff schedule is not completed and there is no anticipated completion 

date at this time. 

Existing Free Trade Agreements

The United Kingdom currently benefits from 34 trade agreements covering 60 countries through its 

membership in the European Union. These trade agreements allow reduced or duty free access for 

goods from member countries being imported into the EU, as well as duty free access to foreign markets 

for EU goods being exported. Goods qualify for this preferential treatment based on the specific rules 

of these free trade agreements, which most often require that specific rules of origin are met and that 

products are directly shipped between beneficiary countries. 

The UK’s separation from the European Union will have two clear impacts on existing free trade 

agreements. First, upon completion of negotiations with the EU, the UK will no longer be a member 

to the 34 free trade agreements negotiated with the trade bloc. This will have the dual consequence 

of making product exported from the UK to parties with membership to an agreement with the EU no 

longer eligible for tariff benefits, and imports of foreign products into the UK will no longer be afforded 

reduced or duty free access. 
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Second, goods manufactured in the EU may no longer qualify for duty preference to destination 

markets, depending on where the components used in manufacturing are sourced. Duty preferences are 

allowed based on the rules of origin for a particular manufactured product. These rules of origin most 

often include limits on the value or classification of ‘non-originating material,’ meaning components 

that do not have a country of origin of a member to the agreement. For goods manufactured in the EU 

using UK components, these UK components will become ‘non-originating materials.’ This could lead 

to fewer EU-manufactured articles qualifying for preferences, and may shift sourcing away from the UK 

over time. Regardless, manufacturers should evaluate their products to ensure that origin rules are still 

met after the UK leaves the EU. 

The United Kingdom has stated in their policy document that it will seek to maintain beneficial 

treatment for goods with existing EU free trade partners, reducing the financial impact of Brexit on 

traders. However, these trade agreements will have to be negotiated separately with these trade 

partners and cannot be enacted until the UK is fully independent of the EU customs union. 
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New Free Trade Agreements

In addition to seeking to maintain tariff benefits within existing free trade agreements, the UK will 

also pursue new trade agreements with trade partners outside an existing EU agreement. Notably, the 

UK has expressed interest in completing a trade agreement with the United States, one of its largest 

export markets. To enact any trade agreements independent of the European Union, the UK will have 

to finalise its separation from the EU. Trade agreements often take years to negotiate, finalise, and 

implement. There are significant internal pressures on negotiating parties based on protecting certain 

industries. Due to this, there will likely be several years before the UK is able to fully enact new trade 

agreements outside of the current EU agreements. 

The UK has also expressed interest in maintaining duty free treatment for goods traded with the 

European Union after the separation. Conversely, the UK is a significant export market for the EU 

bloc, so there will be a push from both parties to ensure market access is maintained and trade is not 

inhibited. This may lead to a trade agreement being established between the European Union and the 

UK. Since trade agreements typically confer benefits to goods manufactured within the territory of the 

signatories, it is unknown how foreign goods that are brought into the UK and then sent into the EU 

with no processing or rework, or goods imported into the EU and then sent to the UK, will be treated 

from a tariff treatment perspective. 

Changes to European Manufacturing & Distribution Models

Due to the prospect of external tariffs on goods entering the UK and EU, and uncertainty on tariff 

treatment of these goods, many companies are evaluating the potential conflicts with operating a 

distribution warehouse in the UK and exporting to the EU, or vice versa. There is the possibility in this 

model that goods will cross a customs border twice and therefore be liable for two duty payments. In 

the absence of certainty from a regulatory perspective on how these goods will be treated, companies 

are challenged with deciding where to make capital investments – whether to move distribution centres 
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or open parallel operations in both the UK and EU. A medium term hedge on risk is to apply for bonded 

warehousing to ensure that goods being imported into one customs territory simply for future export 

do not incur duty payment at the border. This special procedure is available to companies who have an 

Authorised Economic Operator (AEO-C) licence or are able to demonstrate to the customs authorities 

that they operate compliantly with customs and accounting regulations. There are additional 

requirements in terms of guarantees and inventory controls, but companies can reduce their exposure 

to paying duty twice through this model.  
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Brexit Moving Forward

The UK  triggered the separation process on March 29th through ‘Article 50,’ a provision of the Lisbon 

Treaty. This set out time limitations for the UK to finalise the negotiations, and stipulates that the UK 

must leave within two years of Article 50 being triggered. To prepare for this and the contingencies 

listed above, the UK Department of International Trade is in the process of recruiting staff to negotiate 

the terms of Article 50, as well as work to build an external tariff and engage in planning for future trade 

agreements. Just as the UK government is ramping up, businesses with significant interests in the UK 

market should prepare themselves for Brexit. Each company with activity in the UK and the EU should 

analyse their supply chain and customs process in depth to fully understand the potential ramifications 

of regulatory changes.    

As always, Tradewin is here to help with any outstanding questions on 

trade compliance concerns as this significant shift in trade relations occurs. 


