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Corgi Socks, taken by Sophia Campion, winner of the Young photographer category of the EEF Photography Awards 2013.

FOREWORD

3

FOREWORD
Lee Hopley
Chief Economist, EEF, the manufacturers’ organisation

Almost everything is taking time to right itself after
the financial crisis. Experts proclaim that the world has
seen the most challenging recovery from that shock in
economic memory. But what if conditions simply don’t
return to their pre-financial crisis state? What if, in the
process of a stop-start recovery in the global economy,
more fundamental changes have been underway?
Underlying the sub-par recovery in global GDP has been
an even weaker trend in world trade growth, which some
economists believe is being driven by structural factors,
that won’t just fade when global growth rates start to
normalise.
This is more than an interesting hypothesis. Our
research with UK-based manufacturers shows that
performance of UK exporters has been hampered
in recent years by demand drying up, protectionist
measures that should have passed their sell-by date, a
hit to the supply of trade finance and an inconsistent
approach to government backed support for exporters.
While this hasn’t knocked manufacturers’ confidence
that exporting is great for their business, nor their desire
to expand into new markets, it has presented a drag on
potential export growth.
There is evidence to suggest that more scrutiny of
recent trends and potential future growth opportunities
is warranted. The UK needs to raise its export game –
a fact that EEF has acknowledged when pushing the
government for an ambitious industrial strategy. It is
also an outcome that successive UK governments have
sought to deliver through numerous policy changes.

If we are to pursue a stronger net trade outcome – as
EEF and manufacturers believe that we should – then
we need to understand the global forces at play on our
economy.
It is not at all obvious that the challenges to global
growth will unwind in a rapid and orderly fashion. The
UK’s journey out of the European Union, including the
question of access to the single market and customs
union, have the potential to further complicate matters.
Nevertheless, the aim of this report is to identify the
trends that are pertinent to the export outlook for
manufacturing. Drawing on the recent experience
of manufacturers and current academic literature,
our assessment is that the UK is not alone in being
disappointed by the contribution of trade to overall
growth. While we can welcome signs of a cyclical upturn,
our research concludes that ‘business as usual’ – both
for policy-makers and for manufacturers – is unlikely
to steer our economy towards more export-focused
growth.
This should be the start of a wider dialogue between
businesses, the UK government and international policymakers on how we collectively tackle and adapt to these
structural shifts that are dragging down our export
growth and usher in a new era of globalisation that
supports our outward-looking manufacturing sector for
the long-term.
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10 KEY POINTS ABOUT
OUR RESEARCH
World trade volumes are more than 20% below
pre-crisis trend levels after nearly a decade.

There are opportunities. The factors that have
shaped the geography of the UK’s trade remain
in place:

Between 40-60% of the slowdown in global trade
has been attributed to structural factors, such
as the reduction in trade finance and the rise in
protectionism.

– Around a third of exporters to the EU say it
is easier to service because of the quality of
infrastructure.
– Three-fifths of companies are positive about
demand potential in China, India and the UAE.
– Proximity to market is a significant benefit for
over half of exporters to the EU.

The UK is feeling it too with average export
growth in the post 2008 crisis period around a
quarter of that in the previous 12 years.

Industry has been at the sharp end of the
structural shifts, particularly in emerging markets.
For example…
– One in six exporters to China has seen
their trade negatively affected by Chinese
government intervention to support local
businesses.
– One in five exporters to Brazil have
experienced a reduction in trade finance.
– A tenth of companies selling to the US
reported an increase in tariffs.

This matters. UK manufacturers are export
intensive with a quarter of companies in our
survey generating 50% or more of their turnover
from overseas sales.

For 64% of manufacturers, exporting is a route
to sales growth and for a third, exporting is about
building resilience across markets.
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But the UK’s persistent trade deficit means that
both manufacturers and policy makers will need
to act differently to get trade growth back on its
pre-crisis trajectory.

In particular we don’t want to lose the
advantages of low tariffs and efficient export
procedures in our trade with the EU, cited by
47% and 42% of manufacturers respectively,
when we exit from the single market.

Manufacturers need the right strategy for the
right markets. Government needs to back this
with the appropriate support and promotion of
UK capabilities. And the UK needs to engage
with the rest of the world to reduce the structural
barriers to trade. There is an opportunity for
global leadership on further trade liberalisation,
particularly in services.
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SETTING THE SCENE
Ahead of examining what is behind weaker growth in global trade and how it impacts
manufacturers, this section reports on the baseline trade picture in UK manufacturing.
Strategy and ambition to raise our
trade performance
The government’s industrial strategy
green paper outlines its commitment
to ‘Building a truly global Britain’. The
need for government involvement in
support of trade and investment is
defined in one of ten policy pillars that
provide a framework for its industrial
strategy proposals.
The rationale for this focus is that
there is virtually no downside to
raising our trade performance. More
competition, new ways of doing things,
higher productivity, stronger business
growth, greater business resilience
– proven outcomes from exporting
– more than make the case for more
government action.
EEF agrees. The need to address the
UK’s sluggish productivity growth,
and the (still) unbalanced nature of
the UK economy, requires the sights
of UK policy makers, exporters and
potential exporters to be set somewhat
higher. In our contribution to the
government’s thinking on industrial
strategy1, we recommended that
reducing our trade deficit should be
one of a small number of measurable
and critical outcomes that industrial
strategy should prioritise.
This section sets out the UK’s baseline
– how ambitious and export-focused
do we see the UK’s manufacturing
sector? What has shaped the
1
2

geography of our export markets? The
answers to these questions will help
us answer some bigger questions for
the future – primarily, is this enough to
navigate some potentially significant
shifts that may be in train in the global
economy?
Benefits from exporting not lost on
industry
Exporting is widespread in
manufacturing. Our survey respondents
– 291 manufacturing employers,
with 70% employing more than 50
people – are, in the main, exporters:
95% export to some degree (chart 1),
whether directly or indirectly via their
supply chains.

And exporting is important for a great
number of firms in our survey. One
in four companies say that exports
account for more than half their
turnover (chart 1), in line with previous
research we have conducted2.
Companies export for a range of
reasons (chart 2). For many it is
following clear strategic aims whilst in
other cases being more reactionary to
emerging opportunities.
For 64% of companies, it’s simply
about doing more business and
increasing sales beyond the limited
domestic market – a reminder of the
importance of trade as a source of
business growth.

Chart 1. Manufacturers are export intensive
% of companies citing exports as percentage of company’s turnover
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Source: EEF Global Trade survey 2017

EEF Manufacturing Ambitions - An industrial strategy for a stronger economy (2016)
EEF Rethinking Growth – Building blocks of an export led recovery (2010) and EEF Export support: How UK firms compete abroad (2007)
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Existing customers entering new
export markets can be a catalyst for
a company in their supply chain to
go global. And new customers can be
another pull leading a company to
export. In our survey, 61% of exporters
say they sell overseas because of a
customer request or requirement.

Chart 2. Reason for exporting sells itself
% of companies citing reason for exporting
Achieve growth in sales
Customer request/
requirement
Achieve greater economies
of scale
Protect business against
domestic market swings

Exporting is also a key way to boost
profit margins, a metric seen by
manufacturers as a top measure of
success3. Achieving greater economy
of scale and higher profit margins are
reasons to export for 30% and 20% of
companies respectively.
Pursuing a spectrum of market
opportunities
Although the EU market remains the
top destination for exporters – 96%
of survey respondents export to the
EU, a significant portion of companies
are developing a spectrum of market
opportunities outside the EU. Over
seven in ten export to the US, around
half export to China, India and UAE
and 35% export to Brazil (chart 3),
with larger companies more likely to
export to emerging markets.

Open up company to
new ideas
Achieve higher margins
on products and services
Our parent company
requires it
Enhance credibility
Extend the life of products
Other
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Source: EEF Global Trade survey 2017

Chart 3. Out of the EU: UK manufacturers are global players
% of companies exporting to market
%
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Why these markets?
In our survey, we needed a good
coverage of geographical markets
as well as advanced and emerging
markets. We needed to ask about
individual countries (or customs
union) to account for trade policy
shifts and, for practical reasons,
needed a limited number of
markets when surveying. For these
reasons, we picked individual
markets that accounted for the
largest proportion of UK exports
in each continental region (see
infographic on next page).
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Source: EEF Global Trade survey 2017
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EEF Manufacturing Ambitions - An industrial strategy for a stronger economy (2016)
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Where do UK exports go?
Total value of UK exports of goods in 2016

North America: £51bn

Europe: £172bn

Asia & Oceania: £48bn

...of which 89% to

...of which 84% to

...of which 44% to

Latin America: £4.5bn

Middle East & Africa: £25bn

...of which 42% to

...of which 26% to
...of which 7% to

Source: UK Trade Info
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What shapes the geography of
export sales?
Our survey explored manufacturers’
exposure to a range of overseas
opportunities and the factors that
shape the geography of the UK’s
export markets (chart 4).
The European market
Unsurprisingly, proximity is seen as
the biggest advantage of the EU
market, followed by tariff-free trade
in second position. The EU also tops
the list of countries we asked about
in terms of availability and quality of
infrastructure (e.g. transport, ICT) and
efficiency of export procedures.

By contrast, the EU comes bottom of
the pile in terms of market potential
with just over a quarter of exporters
saying it offered fast growing demand
for their company’s product.

manufacturers see opportunities there.
However, this contrasts with less
efficient export procedures and
unfavourable tariff regimes when
compared to the EU.

Looking further afield
Market potential is the most cited
advantage outside the EU market.
India, UAE and China are all cited
by more than 55% of companies as
offering good market opportunities,
while the US is seen as on a par with
fast-growing emerging economies in
terms of demand growth. The deep
recession in Brazil has impacted on its
prospects but, nevertheless, 37% of

But export growth is not always a
sure thing
Companies see opportunities in
markets and are pursuing them but
conditions were not always conducive
to runaway sales growth. Over the
past three years, at least 60% of
respondents in each market said they
had seen export sales either remain
the same or decrease – up to 85% in
the case of Brazil.

Chart 4. EU an outlier on market advantages
% of companies exporting to market citing factor as advantage to market
EU

Availability and quality of ICT infrastructure

US

60%

China
India

40%

UAE
Brazil

Proximity
to market

20%

Efficiency of
export procedures

Low or
no tariffs

Source: EEF Global Trade survey 2017

Availability and quality
of transport infrastructure

Fast growing demand for company’s product
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Chart 5. Global markets turn corner
% of companies citing positive signs of demand in selected markets in the past three months
%
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n 2016q4
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n 2017q2
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Source: EEF Manufacturing Outlook survey

There are, however, signs of a cyclical
upturn in the global economy (chart 5).
Manufacturers reported that the world
markets are shaking off past weakness
and should support a stronger demand
for their products – at least in the near
term.
Whether this will translate into an
improved net trade position for the
UK is open to question. This doesn’t
solely depend on the pick-up in global
growth, but also on reliable, easy access
to world markets for UK exporters.
The latter is far from guaranteed as
shifts in world trade might provide new
challenges rather than opportunities.

“Despite recent signs of a cyclical upturn in
the global economy, 60% of respondents
say export sales have remained the same
or decreased over the past three years”
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WORLD TRADE:
A DECADE OF BELOWTREND GROWTH
The fairly static position of sales to most key markets over the past three years, as shown in our
survey, has raised questions about the ability of UK companies to grasp the nettle in fiercely
competitive overseas markets. It should also, however, pose the question, what else might be
behind this weaker performance. This section takes a look at some other trends in global trade
we should be alive to.
Too slow for too long
In the aftermath of the financial crisis,
world trade experienced a sudden,
severe arrest falling by 10.4% in 2009.
What will soon be called the “Great
Trade Collapse” was the deepest since
WWII4 and dramatic by the standards
of the Great Depression of 19295.
This did not derail hopes of recovery,
however. As the slump moderated,
some expected world trade to be back
on track by mid-20106 although they
cautioned these were what-if scenarios
rather than serious forecasts.
The long-awaited recovery is far
from complete. Although trade flows
bounced back from their 2009 trough,
they slowed markedly afterwards. At
the end of 2016, the volume of global
trade was still far below its pre-crisis
trend and its pace has been unusually
subdued since 2012, growing half as
fast as it did between 1970 and 2007.
Compared with earlier episodes of
recovery, this time was the longest

Chart 6. Too slow for too long
Volume of world trade in goods and services
Index
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ASEAN crisis
Internet bubble
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Great recession
Trend
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Year 1
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Source: OECD and EEF calculations.
Note: Year 1 refers to 1981 for the early 80s recession, 1997 for the ASEAN crisis, 2000 for the internet bubble
and 2008 for the great recession. The index equals 100 the year preceding the shock.

Baldwin, 2009. “The great trade collapse: What caused it and what does it mean?” VoxEU.org, 27 Nov 2009
Almunia, Bénétrix, Eichengreen, O’Rourke and Rua, 2010. “From Great Depression to Great Credit Crisis: similarities, differences and lessons”. Economic Policy, CEPR vol. 25,
pages 219-265, 04
6
Baldwin, 2009. Ibid
7
IMF, 2016. “Global Trade: What’s Behind the Slowdown?” Chapter 2 of the World Economic Outlook
4
5
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Chart 7. Who’s to blame for the slowdown in world trade?
Contributions to growth in world trade, percentage points
7
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Source: IMF and EEF calculations

period of below-trend growth in
40 years (chart 6).
Who’s to blame?
The trade slowdown was largely
widespread across countries.
Compared to the pre-crisis period,
growth in trade flows during 20122015 slowed in 143 out of 171
countries according to the IMF7. The
trend was common across advanced
as well as emerging and developing
market economies, yet with some
differences in terms of when the
slowdown occurred (chart 7). Similarly,
the slowdown of trade in goods was
evenly spread across all product
categories8.
Cyclical or structural?
The causes of the weakness in world
trade have been intensely debated
in the academic literature. A major

issue was to understand whether
the slowdown is mainly a reflection
of the subdued economic outlook
that has prevailed since the financial
crisis (cyclical) or a sign of a deeper,
structural disruption in global
production and trade (structural). The
question is far from being anecdotal as
the prevalence of one factor or another
requires fundamentally different policy
responses. Nor is it straightforward, as
no consensus among economists has
emerged so far.

exporters caused a dramatic slump in
world demand and subsequently in
trade flows around the world.
How much of the trade slowdown can
be accounted for by this weakness
in economic activity is still under
question. Most estimates attribute
around half of the trade slowdown to
demand factors (40% according to the
OECD9, 50% according to the ECB10,
and 60% according to the IMF11).

The weakness in global activity in
recent years has undoubtedly affected
world trade patterns. The past decade
was not short of economic disasters.
The great recession following the
financial crisis, the sovereign debt crisis
in Europe and more recently, China’s
rebalancing and the collapse of oil and
commodity prices hitting commodity

IMF, 2016. Ibid
OECD, 2016. “Cardiac arrest or dizzy spell: why is world trade so weak and what can policy do about it?” OECD Economic Policy Paper No. 18, September 2016
Bussière et al. 2016. “Understanding the weakness in global trade - What is the new normal?” Occasional Paper Series 178, European Central Bank.
11
IMF, 2016. Ibid
8
9
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Chart 8. Trade-income relationship: towards a new regime?
Goods and services trade volume as a share of world GDP
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These studies also highlight that
while cyclical factors have played an
important role earlier in the financial
crisis period, they fail to explain why
the weakness in trade flows has
persisted for so long. Beyond the
numbers, structural factors appear to
play an important role in explaining
the slowdown in world trade.
The relationship between trade and
income at the global stage provides
yet another sign of the shift towards
a new regime. While trade increased
twice as much as world GDP before the
great recession, it now barely keeps
pace with growth in economic activity
(chart 8). As a result, the proportion of
trade as a share of world income has
fallen in recent years.

12
13
14

The end of an era
GVCs in retreat
One explanation of the structural
shift in world trade patterns is that
the expansion of global value chains
(GVCs) might have reached its
limit and is now going into reverse.
The last two decades have seen
the fragmentation of production
processes going at a remarkable
pace, underpinned by a rapid trade
liberalisation and the integration of
emerging, low-wage economies – most
notably China, in global production.
This pace has stalled in recent years.
What provided a significant boost to
trade flows in the period leading to the
great recession is now acting as a drag
on global trade12. Looking forward,

there are concerns that the scope for
further vertical integration is rather
limited due to increasing complexity
of production processes and mass
customisation requiring proximity to
end customers13.
Protectionism comeback
The period leading to the great
recession is often referred to as the
second golden age of globalisation.
Free trade was promoted through
strong regional integration (creation of
the European Single Market in 1992,
the Asia Pacific Economic Partnership
(APEC) and the North American Free
Trade Agreement (NAFTA) in 1994) as
well as multilateral trade negotiation
with the creation of the World
Trade Organisation in 1995 and the
accession of China in 2001.

OECD (2016). Ibid
Constantinescu, Mattoo and Ruta, 2015. “The Global Trade Slowdown: Cyclical or Structural?,” IMF Working Paper No. 15/6
Evenett and Fritz, 2015. “The tide turns? Trade, Protectionism, and Slowing Global Growth”, CEPR Press.
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Trade liberalisation stalled in the
aftermath of the financial crisis. The
years following the great trade collapse
have seen a surge in protectionist
measures as governments attempted
to protect local businesses from
the consequences of the economic
downturn. Almost ten years on, policy
efforts failed to put trade liberalisation
back on the agenda. In 2016, the
Global Trade Alert14 reported that
three-fifths of trade distortions
imposed in 2009, as a temporary
response to the crisis, were still in
place.
More recently, the UK’s decision to
leave the European Union, and the
Trump presidency in the United States,
raised concerns that protectionism
might intensify in the upcoming years.
Trade finance drying up
A company shipping goods abroad has
a wide range of instruments available
to finance its export activity (chart 9).
And bank-intermediated trade finance
is estimated to directly support about
one-third of global trade, although
there are large variations at the sector
and country levels15.
What happened to trade finance
since the financial crisis of 2008?
In the two quarters following the
Lehman Brothers bankruptcy, bankintermediated trade finance fell
sharply and its collapse exceeded that
of world trade, signalling a tightening
in trade finance conditions. This
reflected serious liquidity shortages
and a sharp rise in risk aversion after
the Lehman shock. Although trade
finance conditions recovered in most

13

Chart 9. How do firms finance international trade transactions?
Exporter

Bank-intermediated
trade finance

Inter-firm
trade credit

– Covers around 1/3 of cross-border
transactions
– Most used instruments: Letters

– Covers around 2/3 of
cross-border transactions
– Most used instruments:

of Credit (LCs) and Documentary
Collections (DCs)

Open Account basis

Importer

Less risk
Less flexibility
More costly

More risk
More flexibility
Less costly

countries in 2011, the European
market suffered another slump as
tensions over the European banking
system escalated.
Furthermore, the regulatory
environment has gone through
significant changes since the
financial crisis. Actions to improve
the resilience of the financial system
led to additional liquidity and capital
requirements for trade finance
instruments under the Basel III
framework. On the other hand, the
fight against money laundering and
the financing of terrorism were put on
top of the international agenda, and
imposed a greater scrutiny of trade
finance providers and their clients.
The new standards (mainly Anti-Money
Laundering (AML) and Know Your
Customer (KYC) regulations) increased

the cost and complexity of compliance
for actors involved in cross-border
transactions.
These developments affected the
supply of bank-intermediated trade
finance, along with a hefty pickup
in their cost. The tightening in trade
finance conditions is estimated to
explain one fifth to one sixth16 of the
trade slowdown.
What impact on UK exporters?
With all these disruptions affecting
world trade, selling into overseas
markets was not plain sailing for UK
manufacturers. But to what extent
did UK exporters experience these
structural shifts? How important was
the impact – if any – on their export
performance?

Bank of International Settlements, 2014. “Trade Finance: Developments and issues”, Report submitted by a Study Group established by the Committee on the Global
Financial System, CGFS paper no 50.
Bank of International Settlements, 2014. Ibid
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THE SLOWDOWN FROM
A UK MANUFACTURING
PERSPECTIVE
The theory on the recent performance of world trade puts forward hypotheses of both cyclical and
emerging structural issues at play. Both of which would have a hand in weighing down potential
export growth in the UK. The question we seek to answer with our research is, do manufacturers’
own experiences in recent years help us determine how significant these factors are?
The UK trade puzzle
As well as the development witnessed
for world trade, the UK has consistently
underperformed in recent years. Although
exports of manufactures have recovered
from the 2009 trough, they are still lower
than their pre-crisis peak, and far below
the trend that has prevailed before the
economic downturn (chart 10).

Chart 10. UK exports of manufactures have consistently disappointed
since the economic downturn
Volume of UK exports of manufactures, actual vs pre-crisis trend, 1995=100
Index
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Actual trend
Pre-crisis trend
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Michael Hardie, Andrew Jowett, Tim Marshall and
Philip Wales (2013), “Explanation Beyond Exchange
Rates: Trends in UK Trade Since 2007”, Office for
National Statistics
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Source: ONS and EEF calculations

Chart 11. Overseas demand and sterling movements do not fully explain
the UK’s export puzzle
Volume of UK exports of manufactures, trade-weighted growth rates of UK export markets and sterling effective
exchange rate, average annual growth rates over selected periods
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Whilst demand conditions in key markets
are an important determinant of this
performance, they do not fully explain
why UK exports have underperformed in
recent years. The volume of UK exports
of manufactures increased, on average,
less than half as fast as the demand from
the UK’s overseas markets between 2008
and 2016 (chart 11). And by contrast
to the early 2000s period, when UK
manufacturers were losing market shares
as a result of the sterling appreciation,
the competitiveness of UK exports was
restored in the wake of the financial
crisis as the sterling exchange rate
stabilised at a historically low level after
2008, depreciating by 2.3% on average
annually between 2008 and 201617.

-2
-4

1995-2007

Source: Bank of England, ONS, Oxford Economics and EEF calculations
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Structural factors – what impact
on UK manufacturers?
Could the structural factors at play on
the global stage explain the UK trade
puzzle? To answer this question, we
asked manufacturers who are selling
into countries or customs unions
in our sample whether they have
been experiencing any of the trends
identified in the economic literature as
the causes of the slowdown in world
trade.
Overall, survey results provide strong
evidence that UK manufacturers have
been affected by the disruptions
affecting world trade (chart 12).

15

The rise in protectionism appears
to have taken its toll on UK
manufacturers, particularly those
exporting to non-EU countries. In
this regard, non-tariff barriers appear
to have affected a greater share
of exporters in our survey than the
increase in tariff levels.
Availability of trade finance was also a
concern for UK exporters, particularly
those selling into emerging market
economies. Finally, the reduction in
UK government’s export support did
not help to offset the higher cost for
exporters from increasing barriers to
trade.

The rise in protectionism
Unfair competition in markets
where governments provided
assistance to local businesses
As the economic consequences of the
financial crisis unfolded, policymakers
adopted a wide range of instruments
to support national enterprises for their
activities at home (e.g. bailouts) and
in foreign markets (e.g. provision of
trade finance). Although government’s
assistance to local enterprises was
a common trend across countries, it
particularly spiked in China and India
(chart 13).

Chart 12. Structural factors affecting world trade – what impact on UK exporters?
% of companies experiencing a particular trend in selected export markets
EU

Frequently changing regulations

US

20%

China
India
UAE
Brazil

15%

Increased
tariffs

Rise in protectionist
policies
10%

5%

More government
intervention to support
local businesses

Reduced UK government
support for exporting to this
market

Source: EEF Global Trade survey 2017

Reduced availability of trade finance
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These trends are apparent in our
survey. One in six companies exporting
to China and one in seven companies
exporting to India experienced an
increase in government support to
local businesses. A smaller share of
companies (8.5%) exporting to the
US and Brazil have been affected
by government assistance to local
enterprises.
The rise in protectionist policies
restricted access to key markets
Protectionist policies aim to limit
the access to national markets of
foreign-produced goods and services,
by imposing import restrictions
(e.g. quotas) and preference for
local products (e.g. local content
requirement). The latter was most
commonly used between 2008 and
2016 (chart 14).
The rise in protectionist policies
was most remarkable for survey
respondents selling into the US. Local
content requirements were extensively
used following the adoption of the
American Recovery and Reinvestment
Act in 2009 which included a
protectionist “Buy-American” provision
for publicly-funded projects, and this
affected one in seven exporters in our
survey.
A similar proportion of companies
exporting to Brazil reported an increase
in protectionist measures. This share is
slightly lower in China, where 10% of
exporters to this market witnessed an
increase in protectionist policies.

Chart 13. UK exporters faced a competition disorder in key export markets
Number of support measures to local businesses implemented in selected countries during 2008-2016, by type
of measure
n Trade defence measure n Export incentive n Bail-out n Trade finance n Other
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Source: Global Trade Alert
Note: Measures are restricted to those harming the UK’s commercial interests in selected market.

Chart 14. The rise in protectionist policies restricted UK exporters’ access
to key markets
Number of protectionist measures implemented in selected countries during 2008-2016, by type of measure
n Public procurement preference n Local content requirement n Other non-tariff barriers n Import restrictions
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Source: Global Trade Alert
Note: Measures are restricted to those harming the UK’s commercial interests in selected market.
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Chart 15. Tariffs went up
Government’s revenue from customs and other import duties, share of import value
% value of imports

(a) Tariff levels
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(b) Trend in tariff levels
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Source: IMF and EEF calculations.
Note: Dashed lines when data not available for UAE. EU data not applicable as UK is part of the single market.

Tariff hikes harmed UK
manufacturers’ competitiveness
This trend was most striking for
companies selling into the US, with
one in ten experiencing a rise in tariff
levels. Between 2008 and 2015, the
US recorded the steepest hike in tariffs
(chart 15-b), although their level in
absolute terms remained lower than
most other countries in our sample
(chart 15-a).
Similarly, tariff levels increased
markedly in Brazil during 20082015 approaching their pre-2000s
levels (chart 15-a). And this had an
impact on 7% of survey respondents
exporting to this market. By contrast, a
smaller share of companies exporting
to other destinations in our survey
reported an increase in tariffs.
Regulations are an EU syndrome
Regulations could be another barrier to
sell into overseas markets. Complexity
or frequent changes to the regulatory
18
19

environment can entail significant
costs for exporters as they need to
comply with new norms.
In the main this is not a trend that
manufacturers have had significant
experience of in most of the markets
we questioned them on. The exception
being the EU market, where the share
of manufacturers facing fast-changing
regulations was the highest (20%).
While many manufacturers would have
felt, first hand, the impact of changes
in regulations that affected some
aspects of the business environment
from working time to the use of
chemicals, they wouldn’t necessarily
act as an impediment to trade with the
rest of the EU. Indeed, other research18
with manufacturers indicates a
preference for the UK to stick with
the existing stock of EU regulation
and to mirror future regulations on
goods once the UK has exited the
single market. This suggests that
while the scale of companies affected

might be large, the overall impact on
manufacturers’ trade performance is
more modest.
UK exporters vulnerable to
tightening trade finance conditions
One in five exporters in our survey
were affected by the tightening in
trade finance conditions in recent
years. This reflects the impact on UK
manufacturers from recent changes
to the regulatory environment of
trade finance under Basel III and the
Capital Requirements Directive (CRD
IV) which entered into force in 2013.
The new framework required higher
capital and liquidity to be held against
trade finance products, limiting the
availability of these instruments to
exporters19.
Moreover, new maturity matching
requirements hindered bank’s ability
to commit to transactions with term
periods beyond five years. This explains
why capital goods manufacturers

EEF EU Referendum Survey, July 2016
British Bankers’ Association
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in our survey, which rely on longerterm maturities, were more likely to
experience a reduced availability of
trade finance (chart 16).

Chart 16. Capital goods exporters more affected by the squeeze in trade
finance
% of companies exporting to at least one selected market and experiencing a reduced availability of trade
finance, by sector

Our survey also shows that
manufacturers selling into emerging
market economies (EMEs) were the
most vulnerable to tightening trade
finance conditions. What’s behind
these trends?

Chemicals and plastics
Metals
Other manufacturing
Mechanical

Firstly, bank-intermediated instruments
are used more heavily for trade
transactions covering longer distances,
newly formed trade relationships
or involving countries with weaker
contractual enforcement and higher
political risk20, as is the case for EMEs.
Secondly, the exposure to bankintermediated trade finance is higher
in the UK than in any other country
among the world’s top 10 exporters21.
Almost a quarter of international
shipment leaving the UK requires
a letter of credit – the most secure
instrument – from its buyer. This makes
UK exporters highly sensitive to trade
finance supply shocks in overseas
markets.
Hence, the largest share of exporters
reporting a reduced availability of
trade finance were those selling into
Brazil (20%), UAE (16%), India
(15%) and China (13%), where the
supply of trade finance instruments
went through significant challenges in
recent years.
The higher cost of compliance
relating to anti-financial crime
regulations affected the supply of
these instruments in at-risk markets.
20
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Source: EEF Global Trade survey 2017

Chart 17. Regional differences in the impact of compliance requirements
with anti-financial crime regulations
% of global banks reporting the impact of increasing cost and complexity of compliance requirements with
anti-financial crime regulations (AML and KYC) as being slight, moderate or great
%
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Source: ICC Global Trade and Finance Survey 2016

According to a survey of global
banks by the International Chamber
of Commerce22, over three in five
providers reported having declined a
trade finance transaction in 2015 due
to regulatory (AML/KYC) issues.

The survey also highlights that the
impact of compliance measures was
the greatest in Middle Eastern and
Latin American countries compared to
other markets in our sample (chart 17).

Niepmann and Schmidt-Eisenlohr, 2015. “International Trade Risk and the Role of Banks”. International Finance Discussion Papers no 1151, Federal Reserve System.
Niepmann and Schmidt-Eisenlohr, 2016. “Trade finance around the world” VoxEU.org, 11 June 2016
International Chamber of Commerce Banking Commission, 2016. “Rethinking Trade & Finance”, ICC Global Trade and Finance Survey 2016

GLOBAL TRADE – RUN AGROUND OR STRUCTURALLY SOUND?

THE SLOWDOWN FROM A UK MANUFACTURING PERSPECTIVE

Moreover, the collapse in oil and
commodity prices had a negative
effect on banks’ profits from trade
finance obligations. UK exporters to
major oil and commodity traders have
likely experienced a sharper tightening
in trade finance conditions than
exporters to other markets.
Finally, macroeconomic conditions and
sovereign credit rating also play a role
in trade finance availability. Brazil’s
deep and prolonged recession and the
unstable political landscape explains
why the largest share of companies
reporting trade finance shortages
exports to this destination.
Against this backdrop, there was a
lack of a timely policy response to
effectively tackle trade finance gaps
from private sector providers.
Before 2011 when the Government
first launched its strategy for trade and

19

investment, UK Export Finance, the
UK’s export credit agency (formerly
Export Credits Guarantee Department
(ECGD), was principally focused
on the aerospace sector: in 20102011, support to aerospace business
amounted to £1.8bn compared to
£1.1bn granted to non-aerospace
business, mainly large enterprises
in the oil and gas, construction and
defence sectors23.
UK Export Finance has transformed
considerably since 2011, albeit at a
moderate pace. The agency broadened
its reach to small exporters, introduced
new products and widened its country
and currency coverage. Of the 279
businesses supported in 2015-16, 57%
operated in the manufacturing sector
and 77% were SMEs.
Reduced UK government support
The UK’s export support landscape
has been subject to constant changes.

Prior to the creation of the Department
for International Trade (DIT) in July
2016, UKTI, the former UK export
support agency, introduced ‘significant
changes to all aspects of its operating
model’24, through an increasingly
digital offer and a focus on the biggest
sector and market opportunities.
The changing priorities for trade
promotion led to shifting budgets for
many programme streams regardless
of their importance to manufacturers
(chart 18). For example, previous EEF
research25 highlighted the role of
attending trade shows and exhibitions
and the Tradeshow Access Programme
saw funding fall from £16.2m in 201314 to £9.1m in 2015-16.
In light of what has become an
unstable and reduced system of
support, it is unsurprising that some
manufacturers feel less supported in
their export journey. With the transition

Chart 18. Fluctuating funds for export support
UKTI programme budgets by year
£m

n 2013-14 n 2014-15 n 2015-16

50
40
30
20
10
0
Tradeshow Access
Programme

Trade Events
& Missions

Marketing
and Publicity

High Value
Opportunities & Sectors

GREAT
campaign

Regional Trade
support

Source: UK Trade & Investment Annual Report and Accounts 2015-16
23
24
25

ECGD, Annual Report and Accounts 2010 to 2011
UK Trade & Investment Annual Report and Accounts 2015-16
EEF Tracking the Export Journey (Feb 2014)
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Chart 19. What impact on UK manufacturers from structural disruptions to trade?
% of companies reporting a drop in exports and experiencing at least one of the structural trends, by market
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Source: EEF Global Trade survey 2017

to digital ongoing and some in-country
services moving towards an outsourced
model, exporters may continue to find
it a challenge to find the right answer at
the right time for a while yet.
To what extent was UK exporters’
performance affected?
Disruptions to trade identified in our
survey have undoubtedly taken their toll
on exporters as we noted earlier in the
report, but the impact and the reasons
behind it look different across markets.
For companies selling into EMEs
covered in our survey, exporters

reporting a drop in sales were much
more likely to experience one or more
of the structural trends identified in
our survey (chart 19). Protectionist
moves and the reduced supply of trade
finance have begun to bite.

implies that exporters to the EU will
benefit most from an upturn in global
activity, should trade barriers remain
low. A trend that we are already seeing
play out in survey data (chart 5) and in
official statistics.

By contrast, exporters to the EU or to
the US reporting a drop in sales were
less likely to have an experience of
these trends. These differences suggest
that cyclical factors may have played
a greater role than structural shifts
for companies exporting to advanced
economies as opposed to those selling
into EMEs covered in our survey. This

In both cases, the explanation of
weaker growth in global trade being
driven by a combination of cyclical
factors – which are now starting
to wash through – and structural
factors presented by the IMF and
OECD do appear to be borne out by
the experience of UK manufacturing
exporters on the ground.

GLOBAL TRADE – RUN AGROUND OR STRUCTURALLY SOUND?

A NEW NORMAL?

21

A NEW NORMAL?
Our research suggests that little has
changed in manufacturers’ strategy to
go global. Exporting is primarily viewed
as an additional source of revenue –
highlighting the role of trade as a vital
opportunity for economic growth.
Exporters thrive in markets closer to
home, with the least barriers to trade
and the best infrastructure (in other
words, markets that are the least costly
to access). But they are also agile,
going where demand for their products
is growing fast. Although firms may use
different methods to export, shipping
goods directly from a UK base remains
the most common – a reminder that
it is important to keep administrative
procedures for goods leaving the UK as
simple as possible.
The world economy, however,
has transformed. In the wake
of the financial crisis, the pace
of globalisation has stalled and
manufacturers have been facing
new, complex hurdles in overseas
markets. Trade finance, once seen
as a catalyst for trade activity, has
dried up and is now acting as a drag
on manufacturers’ global sales. As
exporters navigate an increasingly

complex trade environment, policy
support is failing to offset the impact
on UK manufacturers from these
difficult trading conditions.
While these trends have been in
train for some time, the potential
implications are still coming to light.
They should not, however, divert the
UK from its ambitions to raise its
export goals and address economic
imbalances through a stronger net
trade performance. The way in which it
achieves this and the appropriate policy
responses will inevitably be different to
the remedies pursued in the past, and
not least because of Brexit.
While world trade is set for a cyclical
upturn this year, policymakers globally
should be focussed on fixing the
structural disorders that weighed down
manufacturers’ export performance
in recent years. And the UK must play
a role in this. From delivering tariff
free access to trade with our biggest
and nearest market, to contributing to
the global discourse on future trade
liberalisation.

support for ambitious exporters and
those looking to access new markets.
In light of the shifting trends we have
seen in global trade, particularly with
those markets in which manufacturers
see strong growth hopes for the future,
a pared back export support offering
will not be fit for purpose.
In this report we set out to find
evidence of shifts in the global trading
system that might be holding back UK
companies. And we have concluded
that there are challenges which will
not simply dissipate with a stronger
world economy. The message for both
manufacturers and policy makers is
that their response and strategies for
the future will therefore need to adapt.
As we engage with government on
industrial strategy, Brexit negotiations
and future spending priorities, EEF will
address some of the specific next steps
that government and business must
now take.

Closer to home, it will also mean
thinking again about how we resource
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ABOUT US

EEF is dedicated to the future of manufacturing. Everything we do, from business support
to championing manufacturing and engineering, is designed to help our industry thrive,
innovate and compete locally and globally.
In an increasingly uncertain business environment, where the UK is now on a path to
leave the European Union, we recognise that manufacturers face significant challenges
and opportunities. We will work with you throughout this period of uncertainty to ensure
that you are on top of any legislative changes and their implications for your business.
Furthermore, as the collective voice of UK manufacturing, we will work tirelessly to ensure
that our members’ voices are heard during the forthcoming negotiations and will give
unique insight into the way changing legislation will affect their business.
Our policy, employment law, health, safety and sustainability and productivity experts are
on-hand to steer you through Brexit with rational, practical advice for your business.
www.eef.org.uk

GLOBAL TRADE – RUN AGROUND OR STRUCTURALLY SOUND?

To find out more about
this report, contact:
Lee Hopley
Chief Economist
020 7654 1537
lhopley@eef.org.uk
Hela Mrabet
Senior Economist
020 7654 1542
hmrabet@eef.org.uk
Madeleine Scott
Senior Policy Researcher
020 7654 1502
mscott@eef.org.uk

Multi-coloured Wool Strands, taken by Bryony Richards, winner of the Young photographer category of the EEF Photography Awards 2014

We foster enterprise and evolution to keep your
business competitive, dynamic and future focused
www.eef.org.uk

@EEF_Economists
www.linkedin.com/company/eef

© EEF 2017
Ref: 17.07.POL.HM.NB

