
The UK Major Ports Group has recently 
been making the case to the UK 
government for the establishment of UK 
free ports to boost the UK’s post-Brexit 
economy, particularly outside of London. 
But what are free ports, and how could 
they play a part in the UK economy after 
Brexit?

FREE PORTS 
A free port is an area inside a country, 
typically around a port or airport, which 
is legally outside the customs territory 
of that country. Free ports are not a 
new idea – the ancient Phoenicians 
had them, and they were the source 
of wealth for 15th century Hanseatic 
ports like Hamburg, Bremen and 
Copenhagen as well as the Renaissance 
ports of Trieste, Venice and Marseille. 
Today, both developing and developed 
countries have revived the idea, with 
recent success stories claimed in Dubai, 
Shenzhen, Tangier, Shanghai and in 
the south eastern ports of the United 
States.

Essentially, a free port works like this:
• Raw materials or semi-finished goods 

landed at the free port do not incur 
domestic import duties or taxes, 
because a different regime applies 
within the free port area 

• The goods are stored or can be 
processed within the free port 
boundary 

• Domestic import duties or taxes are 
only paid (and often at reduced rates) 
on goods leaving the free port and 
entering the domestic economy

• Goods can also be “exported” (out of 
the free port) without being subject 
to any domestic export duties which 
might apply 

THE PROS
The main benefit to manufacturers, 
processors and traders is that free 
ports would sit outside the UK’s normal 
customs and excise territory, enabling 
goods to be processed and “re-exported” 
without tariffs being applied. This means 
import duty isn’t paid twice – once on 

the importation of the raw material, and 
again on the importation of the processed 
product – which helps lower the cost 
to the end consumer. It also means 
manufacturers can avoid a higher import 
duty on a raw material, e.g. oranges, by 
paying it instead on the processed good, 
e.g. orange juice. This, it is claimed, could 
be particularly advantageous post-Brexit, 
in the event of divergence between 
external tariffs applied by the UK and EU 
on particular items.

Free ports also allow firms operating 
there to avoid the physical, administrative 
and cultural frictions generated by border 
crossings – facilitating the international 
flows of goods and enabling firms to bring 
more value to global supply chains.

There is also a clear benefit to port 
operators, namely, a concentration of 
economic activity within the free port 
boundary as manufacturers relocate 
there to conduct their business and take 
advantage of the lower costs. This would 
be particularly the case if the government 
combined the free port element with 

FREE PORTS IN  
POST-BREXIT BRITAIN 
Aaron Nelson, Senior Associate, Government and Infrastructure, Bircham Dyson Bell, UK 

30  PORT TECHNOLOGY INTERNATIONAL WWW.PORTTECHNOLOGY.ORG

ONLINE PAPER 



further tax breaks or other incentives, 
such as the existing enterprise zones 
(locally designated areas subject to tax 
relief or targeted local business policies), 
R&D tax credits, a preferential regulatory 
environment, a relaxed or favourable 
planning regime, in order to encourage 
manufacturers and processors to establish 
facilities within free ports. 

This concentration of activities then 
has wider economic benefits. Supporters 
of free ports can point to statistics which 
show that economic growth within a 
free port exceeds that outside the free 
port boundary. While that is hardly 
surprising given the preferential business 
environment within the free port, it 
does lend weight to the suggestion that 
free ports could help to “re-balance” 
the UK economy, away from London-
based service industries, by promoting 
economic activity and growth in major 
port areas like Grimsby & Immingham, 
Southampton, Bristol, Hull, the Humber, 
Liverpool and the Tyne, particularly in 
those sectors in which the UK is already 
a market leader: pharmaceuticals, car 
manufacturing, advanced manufacturing, 
renewables. 

The concentration of manufacturing 
or processing in the areas around major 
ports also seems to make sense from a 
logistical point of view, given that, as an 
island nation, 95% of the UK’s physical 
trade with the world arrives or departs 
by sea. Recent years have seen the 
development of large logistical hubs in the 
vicinity of many of our major ports and 
airports, in order to increase efficiency in 
the importation and distribution of goods. 
Perhaps encouraging manufacturing and 
processing in the same locations is simply 
the next logical step.

THE CONS
The principal disadvantage of free ports 
is the reduction in government revenue 
caused by the exemption of imports into 
free ports from external tariffs. Should 
the establishment of free ports become 
government policy, HM Treasury is certain 
to weigh that loss of revenue against 
(claimed) wider economic benefits in 
any particular case. Recent (limited) free 
trade areas in the UK, such as the Port of 
Liverpool, failed to demonstrate sufficient 
benefits and their status was removed.

HM Treasury will also be aware that 
free ports have also been associated, 
historically, with money-laundering and 
tax avoidance. Even today, Singapore, 
Monaco, Luxembourg and Switzerland 
have facilities (often conveniently located 
near private airports) designated as “free 
ports” which are used to store billions of 
pounds worth of assets – gold, artworks, 

wine, antiques, jewellery – to avoid 
paying import duties. This “warehousing” 
arrangement was originally intended 
as temporary, while those goods were 
in transit, but much is now, in effect, 
permanent. Sales of goods in such free 
ports also generally incur no value-added 
or capital-gains taxes, which means a 
further loss to government revenues. 

More prosaically, there are physical, 
practical and legal barriers to be 
overcome. The UK is not blessed with 
significant areas of undeveloped land, 
even near major ports, within which 
the new processing and manufacturing 
facilities could be created. Free ports 
may simply encourage existing domestic 
businesses to relocate, to take advantage 
of lower costs, but with no overall growth 
in economic activity. Local residents 
will also be affected by commercial 
developments, and the walls or fencing 
needed to control access to the free port. 

FREE PORTS AND BREXIT
The establishment of free ports is not 
generally possible within the EU because 
of rules on state aid: the Commission 
considers that customs exemptions 
constitute an economic benefit which has 
a potentially distortive effect on the Single 
Market. So the only exemptions which the 
Commission has permitted are those which 
can be justified as facilitating regional 
development, e.g. the Shannon Free Zone 
near Shannon airport in Ireland.

Those in favour of Brexit see the 
establishment of free ports as one 
way, post-Brexit, of repositioning the 
UK economy as one of the most open, 
free market economies in the world – 
throwing off the regulatory shackles of 
the EU.

But the UK government’s White Paper 
on The Future Relationship between 
the UK and the EU takes a different 
tack: it proposes that the UK commit 
to a “common rulebook on state aid”, 
in order to maintain “a level playing 
field” with the rest of the EU, effectively 
ruling out free ports as described above. 
The UK Prime Minister has also offered 
“binding commitments” on state aid 
and competition in her Mansion House 
speech. Further, the EU has made it clear 
in its negotiating guidelines that, even 
with a Canada-style free trade agreement 
(FTA), the UK should not undercut its 
ability to compete. 

Free ports also seem incompatible with 
the government’s proposed Facilitated 
Customs Arrangement which would 
remove the need for customs checks and 
controls between the UK and the EU as 
if a combined customs territory. The UK 
would apply the UK’s tariffs and trade 

policy for goods intended for the UK, 
and the EU’s tariffs and trade policy for 
goods intended for the EU – becoming 
operational in stages as both sides 
complete the necessary preparations.

In any event, free ports would not 
provide a solution to the need for 
customs and frontier checks at gateway 
ports such as Ro-Ro terminals, where 
freight simply moves through a port, or 
to the need for sanitary, animal welfare 
or phytosanitary checks. It has been 
suggested that rules of origin could be 
dis-applied in respect of goods arriving in 
a free port, and only applied when those 
imports subsequently entered the UK 
domestic market, but that seems unlikely 
given the current proposal to maintain a 
common rulebook.

Whether free ports become a reality in 
the UK will ultimately turn on the terms 
of the UK and EU’s future relationship 
and, if free ports are compatible with 
that, on whether the UK Treasury can be 
persuaded that wider economic benefits 
would outweigh an immediate impact on 
revenue, at a time when there could be 
unprecedented demands coming its way.
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