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In brief: UK-EU economic relations

Summary

This note sets out some basic figures on the UK's economic relations with the EU.

It includes figures on UK trade with the EU and the number of UK jobs associated with
that trade. It also includes data on foreign direct investment, the UK's contribution to the
EU Budget and some estimates of the cost of EU regulation to the economy. It also
includes some estimates of the overall cost or benefit to the UK of EU membership. This
note does not seek to cover all aspects of the UK’s economic relations with Europe. For
example, the effects of immigration on wages, employment and the public finances are
not considered.

The EU, taken as a whole, is the UK’s major trading partner, accounting for 45% of
exports and 53% of imports of goods and services in 2014. The share of UK trade
accounted for by the EU 28 is lower than a decade ago. Some argue that the share of UK
trade accounted for by the EU is exaggerated by the “Rotterdam effect” whereby trade
recorded as being with the Netherlands is actually with non-EU countries. While this effect
cannot be quantified, it does not alter the fact that the EU is the UK's main trading
partner. Even if all trade with the Netherlands were excluded, the EU would still account
for 42% of goods exports and 46% of goods imports.

Both the Conservative — Lib Dem Coalition government and the previous Labour
government stated that over three million jobs are linked, directly or indirectly, to exports
to the EU. This is not the number of jobs linked with membership of the EU as some trade
with EU countries would still take place if the UK were to leave the EU.

The EU is a major source of inward investment into the UK. In 2014, EU countries
accounted for £496 billion of the stock of inward Foreign Direct Investment, 48% of the
total. A 2015 survey by EY found that the UK attracted more FDI projects than any other
European country in 2014.

The UK's net contribution to the EU Budget in 2015 is estimated at £8.5 billion, up from
£4.3 billion in 2009 and down from £9.8 billion in 2014. It is forecast to fluctuate
between £11.1 billion and £7.9 billion a year between 2016 and 2020.

Various studies have attempted to quantify the benefit or cost to the UK of its
membership of the EU. This is a very difficult exercise and depends on a wide range of
assumptions. Estimates vary significantly. For example, a 2005 study by the Institute for
Economic Affairs found a cost of between 3% and 4% of GDP while a 2013 study by the
CBI found a net benefit of between 4% and 5% of GDP. A 2015 study by Open Europe
found that the cost of the 100 most burdensome EU regulations was £33.3 billion a year.
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1. Trade

In 2014, the UK exported £230 billion of goods and services to other EU member states.
This is equivalent to 44.8% of total UK exports. Goods and services imports from the EU
were worth £289 billion (52.8% of the total) in 2014. The UK had a trade deficit of £59
billion with the EU in 2014 but a surplus of £24 billion with non-EU countries.’

UK trade with EU and non-EU countries
£ billion, 2014, Goods and services

300
250 = Exports
200
= Imports
150
100 Balance
50
0
EU Non-EU
-50
-100
Source: ONS
UK trade with EU and non-EU countries 2014
Goods and services
Exports Imports Balance
£ billion % £ billion % £ billion
EU 230 45% 289 53% -59
Non-EU 283 55% 259 47% +24
Total 513 100% 548 100% -34

Source: ONS Balance of Payments Statistical Bulletin, Tables B & C

The two charts below show UK trade with EU and non-EU countries split between goods
and services. The UK had a deficit with both EU and non-EU countries in goods and a surplus
with both groups in services.

' ONS Statistical Bulletin, Balance of Payments, Quarter 3 (July to September) 2015, 23 December 2015,
Tables B and C
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The EU as a bloc is by far the UK's largest trading partner. Exports to the US were £88.0
billion and exports to China £18.7 billion in 2014.? The share of UK exports accounted for
by the EU fell from 55% in 2002 to 45% in 2014. The EU accounted for 58% of UK
imports in 2002. This fell to 51% in 2011 but increased again to 53% in 2014.3

Share of UK trade with EU (%)
Goods and services (Quarterly data)
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Further information can be found in an ONS article, How important is the European Union
to UK trade and investment? 26 June 2015

2 ONS, Pink Book 2015, Table 9.3. Data on UK trade with individual EU member states is in the Appendix at
the end of this note.
3 These figures are for the EU28
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