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Introduction

• Following the referendum on 23 June 2016, the UK voted to leave 
the EU.

• The United Kingdom left the European Union on 31 January 2020.

• However, trade negotiations between the EU-27 and UK are still in 
progress, thus, we do not know the final form of the UK-EU trade 
relations.

• The Brexit is likely to have significant economic implications for both 
UK and the EU economies. However, the scale of these effects 
remains unknown as they depend on the final form of Brexit.

• We evaluate the possible impact of Brexit using a CGE model and 
Brexit scenarios encompassing changes in tariffs and NTBs
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Review of literature

• The literature mostly focuses on effects for the UK and EU as a 
whole.

• CGE models are commonly used (but also other models
including structural gravity, macro models, etc).



• Tekst prezentacji

Brexit Simulation for the EU 

• Use the GTAP CGE model to evaluate Brexit implications for EU 
countries.

• Simulate an increase of tariffs and NTB’s

– Base the simulation on the 2014 level of tariffs

– Estimate NTBs in merchandise and services trade, 
follow Fontagne, Guillin and Mitaritonna (2011) to estimate internal and external
NTBs in EU merchandise and service trade using gravity framework.

– Evaluate several simulation scenarios with varying depth of trade protection

– Provide results for Poland, Czechia, Slovakia, Hungary, rest of the NMS, Ireland, 
France, the Netherlands, Germany and the rest of EU14.
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UK-EU trade profile

• i There is a significant difference
in bilateral importance of the 
UK-EU to the importance of EU 
to the UK.
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RCA of EU

- Poland has more sectors with RCAs than the 
remaining NMS, which is a natural 
consequence of larger size, less openness and 
more diversification than elsewhere.

- Poland is mainly positioned within the 
„traditional” production sectors: food and 
beverages, wood and paper, minerals, metals,
but also: electronic equipment, construction, 
trade, accommodation and food service, land 
transport (part of transport nec), warehousing, 
communication, real estate, business and 
recreational services, human health and social 
work.
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Tariffs and NTBs

• The estimated NTBs are usually higher than tariffs.
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Simulations

• The GTAP model is a multi-regional computable general
equilibrum model. It features CES production sectors, perfect
competition, Armington-based international trade and non-
homothetic preferences.

• GTAP database version 10

• NTBs are modelled as a fall in the iceberg trade costs.

• Aggregated database: 21 countries/regions and 40 sectors
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Simulation scenarios

• We analyse five most likely to happen Brexit scenarios:

- 3 Soft Brexit

- Zero tariffs on manufactures, possible tariffs on agricultural goods

- NTBs in services and potentially in agriculture

- 2 Hard Brexit

- MFN tariffs, NTBs in agriculture, manufacturing and services

- Potential liberalization of UK MFN tariff.
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Results: overall change in GDP
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Simulated changes in investment

• Due to drop in investment as an immediate effect on increasing trade 
barriers, the capital stock falls leading to a magnification of the effects 
observed in the short term scenarios. 

• In the Long Run:

• NMS lose 0.2% (SoftA LR) to 0.4% of GDP (HardB LR)

• UK loses 1.2% (SoftA LR) to 2.3% of GDP (HardB LR)
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Simulated changes in welfare

• Countries experience
decrease in the TOT (red).

• Countries experience
improvement in the TOT 
(green).

• Improvement in the TOT 
leads to milder negative
welfare effects.
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Brexit’s effect on international trade
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Changes in Exports/Imports
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Changes in output within sectors
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Changes in real wages

• Output changes in different
sectors translate to changes in 
real wages of factors of 
production.

• In Hard Brexit, land rents visibly
fall (effect of increasing trade 
barriers in agriculture).
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Conclusions

• Our results show that in spite of the UK being one of the most important trading 
partners for many of the NMS, Poland in particular, the short run macroeconomic 
effects of Soft Brexit are very small.

• The short run Hard Brexit scenarios roughly double effects of the Soft Brexit 
scenarios. 

• The reduction of EU27-UK trade flows will lead to drops in sectoral outputs, especially 
in some export-oriented sectors. This drops are general moderate

• In the case of Poland the simulated falls in the output are mostly observed in 
manufactures nec (which covers inter alia manufacturing of furniture), the wood 
sector, electronic and optical equipment and manufactured food (which is the largest 
sector of manufacturing in Poland).


