
Much of the focus since the UK decided to 
leave the EU has been on two inter-related 
issues, namely immigration and trade. 
The issues relating to trade really turn 
on the UK's status once it has left the EU 
and, in particular, whether the UK retains 
membership of the single market and/
or the customs union, or whether some 
alternative arrangement is reached. While 
it now looks virtually certain that the UK 
will leave the single market, the position 
in respect of the customs union is less 
certain.

This article looks first at the current 
position, and in particular the significance for 
businesses (both importers and exporters) of 
the UK's membership of the customs union. 
The article then considers the impact if the 
UK were no longer a member of the customs 
union, and highlights some of the issues 
which may have an impact on UK ports. 

CURRENT STATUS – THE UK'S MEMBERSHIP 
OF THE EU CUSTOMS UNION 
On 17 January 2017, Prime Minister Theresa 
May said that Britain would no longer be a 
full member of the EU customs union after 
Brexit, so that the country would no longer 
be bound by the customs union's Common 
Commercial Policy and Common External 
Tariff. 

So what is the customs union and what 
are the EU's Common Commercial Policy 
and Common External Tariff? 

WHAT IS A CUSTOMS UNION?
A customs union is a form of trade agreement. 
In essence, two or more countries agree not 
to impose tariffs (taxes on imports) on each 
other's goods and, in addition, they agree to 
impose common external tariffs on goods 
from countries outside the customs union. 
A customs union therefore goes beyond a 
free trade area, which allows participants to 

trade freely with each other (without tariffs) 
but leaves them free to set tariffs on goods 
from the rest of the world.

The objective of a customs union is to 
reduce administrative trade barriers, such as 
customs checks, and financial trade barriers, 
such as customs charges.

WHAT IS THE EU CUSTOMS UNION?
In the case of the EU, the customs union 
includes the 28 Member States, plus 
Monaco. Turkey has a different customs 
union agreement with the EU, as do Andorra 
and San Marino. 

The Common Commercial Policy, which 
incorporates the Common External Tariff, 
essentially means that EU Member States 
agree to adopt a uniform approach in 
respect of trade relations with countries 
outside the EU. They do this through a 
common customs tariff and common import 
and export regimes. 
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WHAT ARE THE BENEFITS OF MEMBERSHIP 
OF THE EU CUSTOMS UNION?
Two key principles underpin the customs 
union. The first key principle is that all goods 
that have been imported into one EU country 
can then be moved freely within the EU 
without further customs checks or charges. 
A single customs entry is completed at the 
point when goods enter the EU, and customs 
declarations are not required when goods 
pass internal borders within the EU. This is 
obviously important in reducing delays and 
congestion at EU ports.

The second key principle is that all EU 
countries must apply the EU common rate 
of customs tariffs to all goods entering them 
from outside the EU. Member States are not 
allowed to vary from those rates, whether 
upwards or downwards, as this would 
lead to goods entering the EU through the 
country with the lowest import tariff and 
then being re-exported to other Member 
States tariff free.

The benefit of applying a common rate of 
customs tariffs to all goods entering the EU 
is that once an importer has a decision from 
one EU customs authority on the rate of duty 
which is payable, known as a Binding Tariff 
Indication (BTI), that decision is binding on 
all customs authorities across the customs 
union, giving the importer certainty across 
the customs union.

Membership of the customs union 
therefore gives UK importers and exporters 
certainty about customs duty, reduces non-
tariff barriers to trade, due to the removal of 
customs documents and checks at borders 
between member states, and avoids some of 
the costs associated with cross-border trade.

WHY WOULD THE UK LEAVE THE EU 
CUSTOMS UNION?
The significant downside of membership of 
the customs union is that members are not 
free to negotiate trade deals with countries 
outside the EU, such as the United States. 
Therefore, if the UK Government wants the 
UK to be free to set its own trade tariffs with 
other states, the UK will have to leave the 
customs union.

The other issue with membership of the 
customs union is that the UK would remain 
subject to the continuing jurisdiction of 
the European Court of Justice over the 
interpretation and application of the 
common rules which regulate the customs 
union.

WHAT IS THE LIKELY FRAMEWORK IF THE 
UK LEAVES THE EU CUSTOMS UNION? 
When Theresa May ruled out full membership 
of the customs union, she talked about a 
new customs arrangement, potentially some 
form of associate membership to ensure 
that the UK would retain tariff-free trade 
with the EU and ensure that cross-border EU 

trade would be as frictionless as possible. 
There is some precedent for a customs 

cooperation agreement outside the single 
market and customs union, with the EU 
having reached an agreement with Canada 
on Customs Cooperation and Mutual 
Assistance in Customs Matters in 1997, and 
there are also customs agreements with 
India  and Switzerland .

Some are looking most closely at the 
arrangements with Turkey, which is in the EU 
customs union but outside the single market. 
Turkey is therefore not required to comply 
with EU rules on freedom of movement but 
benefits from tariff free, border free, and 
rules of origin free trade in most goods. The 
arrangement only relates to industrial goods 
(not agriculture) and does not cover services. 

But the arrangement has a number of 
disadvantages for Turkey. The country has 
no say on EU rules on tariffs or product 
standards, but is bound by them, and, in 
what is likely to be a deal breaker for Theresa 
May's government, it cannot negotiate its 
own free trade deals with countries outside 
the EU and is required to accept whatever 
agreement the EU reaches with other 
nations. 

As a result, it looks as if the UK will need 
to negotiate a novel customs agreement 
with the EU and it is therefore possible that 
the UK will fall out of the customs union and 
back on WTO rules.

WHAT ARE THE CONSEQUENCES IF THE UK 
LEAVES THE CUSTOMS UNION?
Businesses and consumers will bear the 
brunt if the UK leaves the customs union. 

There will be three main consequences. 
The most immediate will be an increase in 
administration and paperwork for cross 
border movements of goods. Open Britain, 
a group campaigning to maintain trade links 
with the EU, estimates that UK businesses 
could have to complete an extra 60 million 
more pieces of paperwork per year for 
imports and exports to and from the EU. 

There are concerns that the new £70 
million computer system, the Customs 
Declaration Service (CDS), which replaces 
the old Customs Handling of Import and 
Export Freight (CHIEF), will be unable to 
cope with the increased volume of customs 
declarations. 

There are also concerns about whether 
the UK and EU electronic customs systems 
will properly integrate after Brexit. In the 
absence of seamless data exchange and 
processing of information between the EU 
and the UK, we would need to fall back on 
physical checks of documentation.

The next consequence is likely to be 
increased costs because of the increased 
paperwork, delays in transportation and at 
ports while paperwork is filed and checks 
are carried out, and potentially increased 

tariffs once the EU and UK no longer apply a 
common rate of customs tariffs.

Norway is not in the EU customs union. 
As a result, goods coming through Norway 
into the EU (via the border with Sweden) 
are subject to customs checks to ensure that 
they originate in Norway, and therefore may 
be traded tariff free within the single market, 
as opposed to originating outside Norway. 
The border is the most technologically 
advanced and cooperatively managed 
border in the world, but even here goods 
must still clear customs and vehicles are 
subject to spot checks.

The thinktank Open Europe estimates that 
the cost of leaving the customs union will be 
around 1% to 1.2% of UK GDP per year in 
the long run, as a result of these delays and 
additional expenses. 

The knock on consequence of the 
increased paperwork, costs and delays may 
be an impact on cross-border supply chains. 
In particular, the increased delays and costs 
may mean that current cross-border supply 
chain models no longer function, or are no 
longer cost-effective. This could result in 
business relocating operations from the UK 
to the EU, potentially leading to job cuts and 
an impact on the volume of goods passing 
through UK ports. 

CONCLUSION
There is currently a great deal of uncertainty 
about the UK's likely relationship with the 
EU post-Brexit. What is clear is that there 
is a significant risk of delays and disruption 
at UK ports if the UK does not have in place 
arrangements which mirror the existing 
customs union. Businesses should continue 
to watch this space. 
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