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Executive summary

Brexit means that the United Kingdom could be able to run its own trade policy, which 

opens the door for the potential negotiation of a free trade agreement between the UK and 

China. We ask three questions about this important issue for the UK-EU economic rela-

tionship. If a China-UK FTA was signed, could Chinese exporters break into the EU market 

through the UK, making a possible China-EU FTA relatively super�uous? Would a China-EU 

FTA help UK exporters to gain a competitive advantage in China relative to EU exporters? Will 

UK producers bene�t by importing cheaper Chinese intermediate goods?

Our analysis indicates 

-

W T O  m e m b e r s  w i l l  b e  a  p r e - c o n d i t i o n  i f  t h e  U K  e x i t s  t h e  E U  c u s t o m s  u n i o n ,  a n d  t h i s  p r o c e s s  

w i l l  r e q u i r e  t i m e  a n d  ec o r t .  S e c o n d ,  e v e n  i f  t h e  U K  r e a c h e s  a n  a g r e e m e n t  w i t h  C h i n a ,  t h e  U K  

c a n n o t  s e r v e  a s  a  b a c k  d o o r  f o r  C h i n e s e  p r o d u c t s  t o  e n t e r  t h e  E U,  b e c a u s e  t h e  E U  i s  v e r y  l i k e l y  

u s e  r u l e s  o f  o r i g i n  t o  c l o s e  a n y  s u c h  l o o p h o l e s .  I n  a d d i t i o n ,  e n t e r i n g  t h e  E U  v i a  t h e  U K  w i l l  

e n t a i l  a n  a d d i t i o n a l  t r a n s p o r t a t i o n  c o s t  f o r  C h i n e s e  g o o d s  t h a t  w i l l ,  a t  l e a s t  p a r t l y ,  oc s e t  a n y  

t a r ic s a v i n g s ,  m a k i n g  u s e  o f  s u c h  a  l o o p h o l e  l e s s  w o r t h w h i l e .  ai r d ,  t h e  U K  a n d  t h e  o t h e r  E U  

e c o n o m i e s  d ic e r  i n  m o s t  o f  t h e i r  e x p o r t s  t o  C h i n a ,  s o  t h e r e  w o u l d  b e  v e r y  l i m i t e d  s u b s t i t u t i o n  

b e t w e e n  t h e m .

It therefore seems that establishing a new trade relationship with the EU would be a 

more urgent task for the UK in the post-Brexit world, rather than an FTA with China. Under 

such circumstances, the UK might need to postpone its trade negotiations with other econo-

mies outside of EU, including China. �is goes beyond the current discussion of the illegality 

of the UK starting to negotiate trade deals before it leaves the EU. �e issue is whether it 

makes economic sense for the UK to do so, and the answer is no. In fact, the more the UK 
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1. Introduction
�e United Kingdom has for long time �irted with the idea of establishing a free trade 

agreement (FTA) with China. Already in December 2013, during an o�cial visit to China, 

the then UK prime minister David Cameron claimed he could act as a catalyser for an 

EU-China trade deal. Such a statement was not well received in Brussels, given the Com-

mission’s sole responsibility for trade policy at the EU level. Furthermore, the mood in 

Brussels was that the EU-China economic relationship was not yet balanced enough to 

engage in FTA negotiations
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2. The UK ‘back door’: no easy way for 
Chinese exporters to use the UK to enter 
the EU market
What would be the consequences for the EU of China signing an FTA with the UK while the 

UK maintains at least an FTA with the rest of Europe, if not full participation in the single 

market? �is ‘status quo’ scenario should raise concerns for the EU about whether Chinese 

exports could use the UK ‘back door’ to enter the EU market without China signing a bilateral 

FTA with the EU. �e answer really depends on what type of trade agreement the UK and the 

EU reach following Brexit.

If the UK were to maintain EU single market status, there would be virtually no inspections 

of products transferred from the UK to other EU countries. In this circumstance, a favour-

able FTA between China and the UK would become a true back door for Chinese products 

to enter the EU market. �e irony of this push factor for the UK to rush into an agreement 

with China is that it could actually make it harder for the UK to retain full access to the EU 

single market, with an outcome that would probably be more costly (surely as far as �nancial 

services are concerned) than the gains from an FTA with China. �ere is however a halfway 
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is relatively limited. �erefore, detours for goods from China via the UK before they enter 
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Table 2: Europe’s busiest ports

Rank in Europe Port State
1000 TEU (Twenty-feet 
equivalent units, 2014)

1 Rotterdam Netherlands 12,298

2 Hamburg Germany 9,729

3 Antwerp Belgium 8,978

4 Bremerhaven Germany 5,796

5 Algeciras Spain 4,555

6 Valencia Spain 4,442

7 Felixstowe United Kingdom 3,700

8 Piraeus Greece 3,585

9 Ambarli/Istanbul Turkey 3,600

10 Gioia Tauro Italy 2,970

Source: Report from the Port of Rotterdam. https://www.portofrotterdam.com/en/files/top-20-european-container-ports. 

Figure 1: International transport costs, share of total foreign inputs

Source: Bruegel based on WIOD database.

3. An FTA with China would benefit the UK in 
the Chinese market, particularly for the ‘motor 
cars and vehicles’ sector
China is the second largest destination for EU exports, accounting for 9.5 percent of the EU’s 

total exports. If a China-UK FTA was reached, the UK would undoubtedly gain competitive 

advantage in terms of access to the Chinese market. Would the improved UK-China economic 

collaboration a�ect the EU’s exports? 

To understand the possible implications of a China-UK FTA, it is straightforward to 

compare the EU’s and the UK’s export structures. Figure 2 decomposes the UK’s exports 

into capital goods, consumer goods, intermediate goods and raw materials, and compares 

them to those of the rest of the EU10. Consumer goods constitute the largest share of the 

10  To do this, we use a concordance from WITS: http://wits.worldbank.org/referencedata.html.

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

A
u

st
ri

a

B
el

gi
u

m

B
u

lg
ar

ia

C
yp

ru
s

C
ze

ch
 R

ep
u

b
lic

G
er

m
an

y

D
en

m
ar

k

Sp
ai

n

E
st

on
ia

Fi
n

la
n

d

Fr
an

ce

U
n

it
ed

 K
in

gd
om

G
re

ec
e

H
u

n
ga

ry

Ir
el

an
d

It
al

y

Li
th

u
an

ia

Lu
xe

m
b

ou
rg

La
tv

ia

M
al

ta

N
et

h
er

la
n

d
s

P
ol

an
d

P
or

tu
ga

l

R
om

an
ia

Sl
ov

ak

Sl
ov

en
ia

Sw
ed

en

If a China-UK FTA 
was reached, the UK 
would undoubtedly 
gain competitive 
advantage in terms 
of access to the 
Chinese market.
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to the UK in this category is Germany, whose exports make up more than 50 percent of the 

EU’s total exports in this product category. �e auto category is also important for Slovakia. 

Although its share is only 5.23 percent, it is nonetheless an important industry given that it is 

the country’s largest industry and accounts for 12 percent of its GDP12. Because the current 

importing MFN rate to China is 25 percent, once the UK strikes an FTA with China, UK export-

ers in this category could expect  a big cut to their bilateral tari�s. 

However, this trade bene�t might be less promising than it seems. Most UK car manufac-

turing is foreign owned, and its continued presence in the UK could be very dependent on the 

UK keeping or losing its single market membership. If the UK exits the single market, these 

foreign investors could divert their investment to other EU countries, minimising the impact 

of a UK-China trade deal. Instead, if the UK were to continue to have single market access13, 

a China-UK FTA could harm other EU countries’ competitiveness in the automobile sector, 

with Germany and Slovakia being especially a�ected.
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would have di�ering impacts across a variety of consumer goods categories, depending on 

the speci�c tari�s that currently apply. �e second column of Table 4 reports the related 

MFN tari�s for the UK’s top �ve categories of consumer goods imports from China. It can be 

seen that the greatest impact might come from ‘sweaters, pullovers and vests’, for which the 

current MFN tari� reaches nearly 12 percent. But for the other sectors, the MFN tari�s are 
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Intermediate goods have received global attention in modern international trade. 

Undoubtedly the reduction in tari�s can have certain implications for sectors that depend 

more on imported intermediates. �e UK’s Brexit minister David Davis has argued that an 

FTA with China will reduce the intermediate cost of car components and increase the UK 

car sector’s global competitiveness. However, according to our estimates, only eight percent 

of the UK’s imports from China fall into the intermediate goods category, so the �nal e�ect 

is expected to be small. �e last column of Table 4 shows the MFN tari�s for the UK’s top 

intermediate goods imports from China. It can be seen that the MFN tari�s for most products 

in this category are already very low. �ough there are very high rates for certain categories, 

such as ‘knitted and crocheted fabrics’, the trade volumes for these product categories are low, 

making up less than one percent of the UK’s total st products 
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