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Introduction

The main implication of Brexit for developing countries regards possible changes that it will bring to the trade
policy of the United Kingdom of Great Britain and Northern Ireland. Since its accession in 1972, the United
Kingdom’s trade policy has been aligned to that of the European Union. As the United Kingdom is set to exit
the European Union, its trade policy will likely be adapted to better reflect its national priorities. This change
could have dramatic consequences for some developing countries.

The United Kingdom market accounts for about 3.5% of world trade and represents an important trading
partner for many developing countries. In 2018, the United Kingdom imported almost US$ 680 billion worth of
goods from the rest of the world, of which about US$ 360 billion came from other European Union countries.
As of now, many developing countries’ exports enjoy very favourable market access conditions to United
Kingdom markets, largely because of bilateral trade agreements and because of European Union unilateral
preferential schemes (e.g. the Generalized Scheme of Preferences (GSP), the “Everything But Arms” (EBA)
initiative). Of immediate concern for these countries is whether these conditions would be carried over once
Brexit is realised.

The United Kingdom government is aware of the problems that Brexit poses to trading partners and has
repeatedly stated that it will seek to bring into force bilateral United Kingdom-third country agreements from
exit day, or as soon as possible thereafter. Still, trade agreements are often not easy to replicate, and
negotiations can carry on for a very long time. Indeed, in many cases United Kingdom-third countries
agreements (continuity agreements) have not been signed, and there is substantial uncertainty as to whether
many of these agreements will be concluded any time soon." Overall, the European Union has about 70 trade
agreements, and as of March 2019, the United Kingdom has signed continuity agreements only with relatively
few countries.

For the United Kingdom’s trading partners there are two aspects to consider. First is the extent to which Brexit
will change the United Kingdom market access conditions on their exports (the tariff). Higher tariffs would
reduce demand in the United Kingdom and therefore reduce exports. The second aspect for United Kingdom
trading partners to consider is the extent to which Brexit would change the market access conditions faced by
their competitors relative to their own. This is generally referred to as the preferential margin (the difference
between the tariff faced by a country and the tariff applied to competitors). A reduction in the preferential
margins will divert trade to the advantage of foreign competitors. All things considered, it is most likely that
Brexit would penalize some trading partners to the advantage of others.

Although there is still a lot of uncertainty about the extent to which the United Kingdom would depart from
current European Union tariff arrangements, it would not be surprising if United Kingdom trade policy were to

"t is important to emphasize that further complications in the negotiation of continuity agreements arise because market
access conditions depend not only on tariffs but also on a wide array of non-tariff measures. For example, European Union
market access conditions are regulated by complex arrangements of which preferential access is also granted with allocations
of quotas, relaxed rules of origin requirements, mutually recognized conformity assessment procedures, and the ability to
complete mandatory inspections and tests on products close to the place of production rather than at the border.

2 These include Antigua and Barbuda, Bahamas, Barbados, Belize, Chile, Dominica, Dominican Republic, Fiji, Grenada,
Guyana, Israel, Jamaica, Madagascar, Mauritius, Papua New Guinea, Seychelles, Saint Kitts and Nevis, Saint Lucia, Saint
Vincent and the Grenadines, Seychelles, Suriname, Switzerland, Trinidad and Tobago, Zimbabwe, Faroe Islands, and the
State of Palestine. Moreover, SACU countries (Botswana, Eswatini, Lesotho, Namibia and South Africa) plus Mozambique
are expected to finalize a continuity agreement shortly. Details are provided at:
https://www.gov.uk/government/publications/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal/existing-
trade-agreements-if-the-uk-leaves-the-eu-without-a-deal



https://www.gov.uk/government/publications/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal
https://www.gov.uk/government/publications/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal
https://www.gov.uk/government/publications/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal
https://www.gov.uk/government/publications/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal/existing-trade-agreements-if-the-uk-leaves-the-eu-without-a-deal
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ultimately adjust to better suit national priorities. Indeed, the United Kingdom government has indicated the
intention to redesign its trade regime to eliminate tariffs in areas where the United Kingdom has no production
interest. This intent has already manifested in a recently published Most Favoured Nation (MFN)® tariffs
schedule that the United Kingdom has stated will be temporarily implemented in the case of a no-deal Brexit.
4 The immediate rationale for lowering MFN tariffs is to reduce inflationary pressures, especially in the event of
a no-deal Brexit as higher tariffs would also apply to a great deal of United Kingdom-European Union trade.
However, while lower MFN tariffs would reduce inflationary pressure in the United Kingdom, such broad
liberalization could also have disruptive effects for countries benefiting from current preferential margins.

1.No-Deal Brexit

In the short term, United Kingdom market access conditions would depend on whether the United Kingdom
and the European Union were to agree on an orderly Brexit. This would provide for an implementation period
of almost two years during which the United Kingdom would be treated as an European Union member state
for the purposes of international agreements. While maintaining United Kingdom-European Union trade free,
this period would also give the United Kingdom and third countries substantial time to define new agreements.
However, further complications would arise if the United Kingdom did not reach an agreement with the
European Union. In the event of a no-deal Brexit, European Union preferential trade agreements with third
countries will abruptly cease to apply. In such a case, United Kingdom market access conditions could take
place on MFN terms.

8 Most Favoured Nation (MFN) is a WTO principle which means that the same tariffs must be applied to any trading partner,
unless an exception applies, for example, that a trading agreement is in place.

4 Details on the new United Kingdom MFN tariffs are provided at: https://www.gov.uk/government/publications/temporary-
rates-of-customs-duty-on-imports-after-eu-exit? , https.//static.rasset.ie/documents/news/2019/03/tariffs.pdf and
https.//www.gov.uk/government/publicavtions/tax-information-and-impact-note-for-the-uk-tariff-2019/tax-information-and-
impact-note-for-the-uk-tariff-2019--2



https://www.gov.uk/government/publications/temporary-rates-of-customs-duty-on-imports-after-eu-exit
https://www.gov.uk/government/publications/temporary-rates-of-customs-duty-on-imports-after-eu-exit
https://static.rasset.ie/documents/news/2019/03/tariffs.pdf
https://www.gov.uk/government/publicavtions/tax-information-and-impact-note-for-the-uk-tariff-2019/tax-information-and-impact-note-for-the-uk-tariff-2019--2
https://www.gov.uk/government/publicavtions/tax-information-and-impact-note-for-the-uk-tariff-2019/tax-information-and-impact-note-for-the-uk-tariff-2019--2
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Figure 1. Gainers and Losers from no-deal Brexit, selected countries
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Source: Authors’ calculations based on COMTRADE and UNCTAD TRAINS data.
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A no-deal Brexit would significantly alter market access conditions in the United Kingdom both for developing
and developed countries.’ In such a case, countries which were enjoying preferences because of agreements
(including other European Union countries) will find themselves in a disadvantageous position as they would
then face the MFN tariffs. On the other hand, countries that were facing relatively higher tariffs would benefit
both because of possibly lower MFN tariffs and the fact that many competitors would be taxed at the same
rate.

Figure 1¢illustrates the countries that would be most affected by Brexit in export values terms.” A no-deal
Brexit would bring the largest losses to the countries most integrated to the United Kingdom. The European
Union is expected to lose about US$ 35 billion worth of exports, a loss of about 10% from 2018 levels. Other
countries also expected to significantly lose out are Turkey, the Republic of Korea, Pakistan, Norway, Iceland,
Cambodia and Switzerland. Of interest is the case of Cambodia, a least developed country (LDC). Although it
is expected that the United Kingdom will continue to provide duty free access to LDCs, one concern for such
countries would be the retention of competitiveness in the event of lower MEN tariffs. United Kingdom’s lower
MFN tariffs would increase relative competitiveness of major exporting countries, such as China or the United
States, thereby eroding market share away from less competitive countries. Indeed, according to our
gstimations the countries which would gain the most from a no-deal Brexit are those that are currently facing
higher tariffs: China, the United States and Japan. A no-deal Brexit is also expected to result in increased
imports from Thailand, South Africa, India, Brazil, the Russian Federation, Viet Nam and New Zealand among
others.

Although low in value terms, the effect of Brexit for many developing countries would be large when measured
as percentage of their exports. Overall, a no-deal Brexit would result in significant disruption and economic
harm for developing countries whose exports are highly reliant on the United Kingdom market and/or are current
beneficiaries of European Union preferences.

5In this assessment we assume that a no-deal Brexit will result in the United Kingdom applying the new MFN tariffs but
maintaining the preferences provided under GSP, GSP+ and EBA arrangements. We also assume that countries that have
already sighed continuity agreements will face the current tariffs, generally zero.

6Figure 1 depicts only the most affected countries in value terms, but a no-deal Brexit would have some repercussions for all
countries.

" This assessment of Brexit relies on a partial equiliorium approach at the HS 6-digits product level. Import demand elasticities
(from Kee, Nicita and Olarreaga: Import Demand Elasticities and Trade Distortions, The Review of Economics and Statistics,
Volume 9, Issue 4, 2008) measure the impact of the tariffs on United Kingdom imports. Substitution elasticities (from Broda
and Weinstain: Globalization and the gains from variety, Quarterly Journal of Economics, Volume 121, Issue 2, 2006) are used
to measure trade diversion effects on each developing country’s exports due to changes in preferential margins.
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Source: Authors’ calculations based on COMTRADE and UNCTAD TRAINS data. The countries reported in the figure
are only those for which their exports to the United Kingdom is more than one percent of total exports and their relative
preferential margin is above 1 percent.

The United Kingdom is an important export market for Bangladesh, Belize, Cambodia, Mauritius, Pakistan,
Seychelles, Saint Lucia and Turkey. For these countries more than 5 percent of their exports is to the United
Kingdom. In terms of preferences, the current European Union system of preferences and bilateral agreements
particularly favours Belize, Guyana, Jamaica and Nicaragua, as their competitors are charged much higher
tariffs in entering United Kingdom markets. Figure 2 also reports the most exposed products for each country.
For many countries, cane sugar, bananas, and apparel are important export sectors in which the current system
of preferences provides substantial margins.
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Figure 2 summarizes country exposures to the United Kingdom market and the extent to which the current
system of European Union preferences favours each country’s exports: the preferential margin.2 Countries most
exposed to the United Kingdom markets include many in Central America, the Caribbean, and some countries
in Sub-Saharan Africa and Asia. As discussed above, a no-deal Brexit would result in a lower MFN and a loss
of preferential access for many countries, at least temporarily. This implies that countries which currently enjoy
lower tariffs because of preferential agreements would be the ones mostly affected. The effects of a no-deal
Brexit on market access conditions are summarized in Table 1 along with the percentage change in exports to
the United Kingdom. Market access conditions would deteriorate significantly for Cameroon, Guatemala,
Ghana, Honduras, Nicaragua, Pakistan, Tunisia and Turkey.

Tariffs applied on many low-income countries (e.9. Cambodia) are unlikely to rise in the event of a no-deal
Brexit as it is expected that the United Kingdom will continue to apply unilateral preferential schemes as in the
GSP, GSP+ and EBA. Preferential Margins are to increase for countries that have already signed a continuity
agreement with the United Kingdom, while decreasing for countries that have not yet signed continuity
agreements. For example, Nicaragua preferential margin will decline by about 16 percentage point in a no-
deal Brexit, significantly reducing Nicaragua’ export competitiveness in the United Kingdom market.

In terms of impact on exports, Table 1 suggests some interesting findings. First, countries which have not yet
signed a continuity agreement are expected to significantly lose from a no-deal Brexit. This is most evident in
the case of and Honduras, Ghana and Nicaragua which are expected to lose about 40 percent of their exports
to United Kingdom. Such large loss implies that the current system of preferences is instrumental for these
countries to access United Kingdom markets. Once these preferences are lost, their export will not be able to
compete with other foreign competitors. This argument is valid also for many other countries, even if the effects
are of a lower magnitude.

Second, many of the countries that are beneficiaries of unilateral preferences (e.g. Bangladesh) and have
already signed continuity agreements with the United Kingdom (e.g. Mauritius) are the ones which will benefit
the most from a no-deal Brexit. The rationale is straightforward. These countries will benefit from the higher
tariffs applied to competitors in countries which have not yet signed continuity agreements.

8 The preferential margin is measures in relative terms. That is, considering the entire system of preferences rather than only
the applied and MFN tariffs. For details see: Fugazza and Nicita. The direct and relative effects of preferential market access.
Journal of International Economics, vol. 89(2), 2013.
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Effect on
Change in Change i.n Exports (as % European Union Preferential
Country Tariffs Preferer.mal of total exports access provided by:
Margin to the United
Kingdom)
Bangladesh 0.0 2.4 10% EBA
Barbados* 0.1 5.1 8% CARIFORUM-EU EPA
Belize* 0.1 9.5 11% CARIFORUM-EU EPA
Cambodia 0.0 -0.2 -12% EBA
Cameroon 9.1 -5.1 -28% Central Africa-EU EPA, GSP
Dominica* 0.0 -1.1 -3% CARIFORUM-EU EPA
Dominican Republic* 0.0 6.9 7% CARIFORUM-EU EPA
Ghana 7.5 -3.2 -39% ECOWAS-EU EPA, GSP
Guatemala 8.8 -5.9 -21% FTA
Guyana* 0.0 15.1 17% CARIFORUM-EU EPA
Honduras 41 -4.9 -45% FTA
Jamaica* 0.0 4.5 -1% CARIFORUM-EU EPA
Lebanon 0.6 -1.6 -15% PAN EURO MED
Madagascar* 0.0 -1.6 -14% ESA-EU EPA (interim), EBA
Malawi* 0.0 1.6 0% EBA
Mauritius* 0.0 5.0 103% ESA-EU EPA (interim)
Mozambique* 0.0 -1.2 -32% EBA
Myanmar 0.0 -0.2 -12% EBA
Namibia* 0.5 6.9 175% SADC-EU EPA
Nepal 0.0 -1.4 -20% EBA
Nicaragua 20.7 -16.4 -41% FTA
Pakistan 5.4 -2.8 -30% GSP+
Senegal 0.0 -0.7 -3% EBA
Seychelles* 0.0 6.7 135% ESA-EU EPA (interim)
Saint Lucia* 0.0 7.0 9% CARIFORUM-EU EPA
Tunisia 2.1 -3.0 -26% PAN EURO MED
Turkey 35 -1.6 -24% Customs Union, PAN EURO MED

Source: Authors’ calculation based on COMTRADE and UNCTAD TRAINS data. Changes in tariffs and in preferential
margins are in percentage points. * denotes a country that has already signed a continuity agreement with the United

Kingdom.

Third, lower United Kingdom MFN tariffs are not in the interest of many United Kingdom’s trading partners. The
case of Madagascar is illustrative. Madagascar will be spared from any tariff change because it has already
signed a continuity agreement and because it is a beneficiary of preferences under the EBA initiative. Still, a
no-deal Brexit would result in a decline of about 14 percent in Madagascar exports to the United Kingdom. The
reason for such a decline is the United Kingdom’s intentions to lower MFN tariffs for the apparel sector. In the
case of such a reduction, Madagascar's apparel sector will face higher competition from Asian economies,
therefore losing some of the United Kingdom market. Qverall, even small changes in preferential margins can
have a substantial effect in some instances (e.g. Nepal, Myanmar, Mozambique).
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2.Post-Brexit implications

The above analysis suggests that arrangements allowing developing countries to continue to have duty free
access to United Kingdom markets as well as the United Kingdom’s retention of substantial MFN tariff are both
important.

To better illustrate these two aspects, Figure 3 reports the expected loss in exports if the United Kingdom were
to fully liberalize its MFN tariff, as well as the expected losses for each country if it were to lose its preferential
access (i.e. not signing a replacement agreement). Note that these effects are independent from whether Brexit
concludes with a deal or not. In other words, Figure 3 outlines a post-Brexit scenario where the United Kingdom
would decide to permanently reduce some of its MFN tariffs, or not to carry over some preferential schemes
or other bilateral trade agreements.

For most countries, it is important both to maintain preferential access as well as to obtain assurance that MFN
tariffs on their main exports will not be reduced or eliminated. The effects are very evident in the case of
Guyana, which by signing a continuity agreement avoided a significant loss in the United Kingdom markets.
Still, regardless of the rolled-over preferences, Guyana is set to substantially lose in the case that the United
Kingdom decides to lower MFN tariffs on Guyana's main exports (i.e. sugar cane). While United Kingdom'’s
retention of MFN tariffs is of importance for all these countries, the benefit of a preferential agreement granting
free access to the United Kingdom is less significant for Dominica, Lebanon and Mozambique. Overall,
developing countries currently benefiting under the European Union preferential schemes should pay close
attention on how United Kingdom trade policy will take shape. While securing preferential access, such
countries need to look closely if the United Kingdom intends to reduce MFN tariffs on their main exports.

In conclusion, it is important to emphasize that while a no-deal Brexit would have immediate repercussions for
many developing countries’ exports, significant concerns remains even in the case of a more orderly Brexit.
Ultimately, third countries’ exports to the United Kingdom will depend on the stance of the trade regime that
the United Kingdom will adopt both in relation to countries that currently enjoy preferences in the European
Union markets and on the MFN tariffs the United Kingdom will adopt. In this regard, the United Kingdom has
stated its desire to seek to replicate European Union trade concessions and to pursue bilateral agreements to
replace those of the European Union.
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Source: Authors’ calculation based on COMTRADE and UNCTAD TRAINS data. MFN liberalization results in zero tariffs
and full erosion of the preferential margin.

Moreover, the United Kingdom is aware of the concerns brought by its intention to lower MFN tariffs, as it has
stated that, while lowering some MFN tariffs, it also intends to maintain forms of preferences for products
where low-income trading partners have significant export interest. This should include products such as
bananas, cane sugar, rice, some types of meat, apparel, and some varieties of fish (e.g. tuna). Still, it is
important for developing countries to accelerate the negotiations on replacement agreements especially as
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they involve aspects of market access beyond just tariffs. Tariff rate quotas and rules of origin would possibly
be the thorniest issues, as they would be more difficult to replicate under the same terms as existing European
Union commitments.




13 UNCTAD Research Paper No. 31

Appendix: Effect of no-deal Brexit.

First column: US$ million export losses or gains. Second column: as a percentage to export to
the United Kingdom.

Afghanistan -0.1 3% Djibouti -0.3 5%
Albania -0.2 5% Dominica 0.0 3%
Algeria -4.5 0% Dominican Republic 12.3 7%
Angola -0.4 0% Ecuador -96.5 46%
Antigua and Barbuda 0.3 7% Egypt -41.3 5%
Argentina 267.0 30% El Salvador -1.9 10%
Armenia 0.5 12% Equatorial Guinea 0.0 0%
Aruba 0.0 6% Eswatini -1.9 17%
Australia 442.0 9% Ethiopia -20.5 19%
Azerbaijan 1.2 1% European Union -35500.0 11%
Bahamas 0.2 2% Faroe Islands 22.3 8%
Bahrain 16.7 21% Fiji 3.7 11%
Bangladesh 367.0 10% Gabon 0.9 3%
Barbados 0.6 8% Gambia 0.3 9%
Belarus 18.7 28% Georgia -0.1 1%
Belize 7.3 11% Ghana -91.0 39%
Benin 0.0 0% Grenada 0.0 0%
Bermuda 0.3 14% Guatemala -24.9 21%
Bhutan 0.0 2% Guinea 0.0 6%
Bolivia (Plurinational States of) 0.1 0% Guinea-Bissau 0.0 0%
Bosnia and Herzegovina -1.0 4% Guyana 11.7 17%
Botswana 199.0 347% Haiti 2.8 28%
Brazil 1090.0 35% Honduras -64.9 45%
Brunei Darussalam 1.5 13% Hong Kong, China 256.0 5%
Burkina Faso 0.0 0% Iceland -201.0 40%
Burundi 0.0 0% India 1290.0 14%
Cambodia -159.0 12% Indonesia 360.0 20%
Cameroon -17.1 28% Iran (Islamic Rep. of) 8.3 27%
Canada 633.0 4% Iraq 0.0 0%
Cabo Verde 0.0 2% Israel -41.8 3%
Central African Republic 0.0 1% Jamaica -0.8 1%
Chad 0.0 0% Japan 4900.0 38%
Chile -95.3 13% Jordan -5.9 17%
China 10200.0 17% Kazakhstan 28.8 4%
Colombia -40.6 8% Kenya -20.6 5%
Congo (Democratic Republic of) -0.5 7% Kiribati 0.0 83%
Congo (Republic of) -0.4 2% Korea (Democratic Rep. of) 0.1 64%
Costa Rica -41.1 12% Korea (Republic of) -714.0 14%
Cote d'lvoire -29.7 8% Kuwait 263.0 27%

Cuba 12.5 84% Kyrgyz Republic 0.0 0%
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Appendix: Effect of no-deal Brexit (Cont.)

First column: US$ million export losses or gains. Second column: as a percentage to export to

the United Kingdom.

Lao People's Dem. Rep
Lebanon

Lesotho

Liberia

Libya

Macedonia (North)
Madagascar
Malawi

Malaysia

Maldives

Mali

Mauritania
Mauritius

Mexico

Micronesia (Federated States of)
Moldova (Republic of)
Mongolia

Morocco
Mozambique
Myanmar

Namibia

Nepal

New Zealand
Nicaragua

Niger

Nigeria

Norway

Oman

Pakistan

Panama

Papua New Guinea
Paraguay

Peru

Philippines

Qatar

Russian Federation
Rwanda

Samoa

-6.5
-6.3
0.0
0.0
0.1
-13.6
-6.4
-0.1
266.0
12.1
0.0
0.0
220.0
-47.9
0.0
-21.1
-1.9
-97.1
-32.7
-35.6
85.1
-5.4
656.0
-30.0
0.0
1.6
-209.0
8.4
-497.0
-3.9
7.8
36.7
-31.8
-93.2
157.0
850.0
0.8
-0.4

24%
15%
1%
1%
0%
18%
14%
0%
11%
93%
3%
0%
103%
2%
8%
32%
25%
11%
32%
12%
175%
20%
60%
41%
4%
0%
1%
12%
30%
12%
6%
41%
7%
13%
10%
12%
6%
9%

Sao Tome and Principe
Saudi Arabia

Senegal

Seychelles

Sierra Leone

Singapore

Solomon Islands

South Africa

Sri Lanka

Saint Vincent and the Grenadines
Saint Kitts and Nevis
Saint Lucia

Sudan

Suriname

Switzerland

Taiwan, China

Tajikistan

Tanzania (United Rep. of)
Thailand

Togo

Tonga

Trinidad and Tobago
Tunisia

Turkey

Turkmenistan

Uganda

Ukraine

United Arab Emirates
United States of America
Uruguay

Uzbekistan

Vanuatu

Venezuela (Bolivarian Rep. of)
Viet Nam

Yemen

Zambia

Zimbabwe

0.0
267.0
-1.5
106.0
0.0
168.0
0.0
3040.0
256.0
0.0

0.0

0.7
-0.1
0.0
-143.0
578.0
0.0

3.9
3930.0
0.0

0.0
-0.1
-48.8
-2400.0
6.5
-0.6
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