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The EU 
Customs 
Union
Should the UK stay in it?
Would continued membership of the 
EU Customs Union (EUCU) be in the 
UK’s best interests? The economic 
arguments centre on the implications for 
tariffs and other barriers to international 
trade. Jon Guest investigates

Many countries impose tariffs and quotas on 
trade. The World Trade Organization (WTO) 
rules play a key role in establishing the size of 

these barriers. So how exactly does the system work?

The WTO’s role
The WTO has 164 member countries and, contrary to 
some media reports, does not actually set any tariffs 
or quotas. Countries themselves or groups of countries 
in a customs union initially determine their size. This 
process is more complicated for countries in a customs 
union, as they all have to agree common external 
tariffs/quotas on imported goods from non-member 
countries. For example, all 28 countries in the EUCU 
have to settle on a common set of tariffs for products 
imported from non-EUCU countries. Continued 

membership of the EUCU means the UK is unable to 
apply rates that differ from any of the other 27 countries.

When a customs union or individual country 
finalises its requested tariffs, it has to submit the 
information in a schedule to the WTO. Officials 
circulate the information among other member 
countries for comment and possible objections. The 
WTO helps facilitate negotiations when disagreements 
occur. Once agreement is reached on a final set of tariffs 
and quotas, the WTO formally registers the schedule. 
EUCU rates are registered in a schedule called the 
common customs tariff (CCT).

Appealing to the WTO
If a country or customs union increases tariffs above 
the rates in the agreed schedule then other countries 
can make a formal complaint to the WTO and claim 
compensation. For example, in November 2018 the 
WTO announced that it was establishing a panel to 
listen to the complaints made by the EU, China, Mexico, 
Norway, Russia and Turkey over the US government’s 
decision to increase tariffs on a range of goods. If a 
country or customs union wants to decrease tariffs 
below the rates in the agreed schedule, the reduction 
must be the same for all countries.
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Questions
1 Using a demand and supply diagram, illustrate 

the impact of tariffs on imported goods.
2 The EU is perhaps the most famous example 

of a customs union. Find out some other 
examples.

3 Can you think of any other advantages or 
disadvantages of the UK remaining in the 
EUCU?

Weblinks

BBC report on the UK’s trade agreements:  
www.tinyurl.com/yc6bvoxd

Guardian report on UK trade in the event of a no-
deal Brexit: www.tinyurl.com/y6vlq9r9

UK government press release concerning WTO trade 
schedule: www.tinyurl.com/y32hjw4k
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However, there are internationally accepted ways 
for countries to apply preferential tariffs for some 
countries and not for others. One approach is to join 
a customs union. Although these trade alliances have 
a common external set of tariffs registered with the 
WTO, they are able to remove all tariffs and quotas on 
traded products between member countries.

Another approach is to negotiate free-trade 
agreements (FTAs). For example, the EU has agreed 40 
FTAs that enable all 28 member states, including the 
UK, to trade at preferential tariffs with over 70 non-EU 
countries. In July 2018, the EU signed its largest ever 
FTA with Japan. If a country is not part of a customs 
union, it is free to negotiate its own FTAs.

Advantages
Negotiating FTAs inside the EUCU inevitably leads to 
slow and protracted negotiations as all 28 countries have 
to agree terms. It also results in greater compromise and 
the UK having to accept some elements of a deal they 
would otherwise reject if bargaining on an individual 
basis.

Outside of a customs union, the UK has greater 
flexibility and may be able to complete FTAs far more 
quickly with growing economies around the world.

Disadvantages
A new schedule of tariffs and quotas has to be drawn 
up, submitted and agreed at the WTO, as the registered 
CCT schedule no longer applies to goods imported into 
the UK and not covered by FTAs. The UK submitted 
its draft schedule on 24 July 2018 and the document 
replicated the tariffs from the EU’s CCT. Other WTO 
members have raised a number of objections about the 
proposed quotas and a final agreement has yet to be 
reached.

The government needs to negotiate 40 new FTAs to 
replace those previously signed by the EU. If it fails to 
do so, the preferential rates in the EU deals no longer 
apply and tariffs revert to those on registered WTO 
schedules. In February 2019, the government informed 
a number of business representatives that the majority 

of the deals might not be concluded in time for the 
UK’s formal exit from the EU.

Even if the UK signs a new FTA with the EU, UK 
businesses will still have to produce new documentation 
when exporting goods into the EU, such as proof of 
where goods were made. This is to prevent firms in 
countries not covered by a FTA with the EU moving 
goods through the UK to get access to EU markets at 
preferential rates.

Conclusion
What is certain is that the UK will have less bargaining 
power when negotiating new FTAs as a single country 
as opposed to when it was a member of the EUCU, and 
the debate continues about the relative size of the costs 
and benefits of leaving the EUCU.
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