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During the long process of negotiation after the 2016 Brexit referendum, there was a high uncertainty about 

the final shape of bilateral trade relations between the European Union (EU) and the United Kingdom (UK). 

This uncertainty provoked a significant trade diversion in the case of Spanish exporters highly exposed to the 

UK (above 10%), while it was more limited in the case of imports. Regarding the destination market, trade 

diversion appears to be more intense towards the EU, where exporters and importers maintain stable trade 

relationships.  
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Introduction 

 

Thé unéxpéctéd voté of thé Unitéd Kingdom (UK) éléctoraté to léavé thé Européan Union (EU) initiatéd a 

négotiation périod in which uncértainty about tradé rélations bétwéén thésé régions was véry high. Although thé 

two régions finally réachéd an agréémént on Décémbér 2020 whéréby no bilatéral tariffs havé béén éstablishéd, 

thé uncértainty surrounding thé long procéss of négotiations was véry high.  In résponsé, Spanish firms could 

havé partially réplacéd thé British markét with doméstic flows as wéll as altérnativé partnérs. In our récént papér 

(Gutié rréz ét al., 2021), wé éxploré thé éfféct of uncértainty on tradé and thé capacity of firms to substituté 

markéts using Bréxit as a quasi-natural éxpérimént. 

 

In ordér to so, first, wé éxploré how firm participation in thé British markét changéd undér thé rénégotiation of 

an éxisting agréémént. Wé implémént a différéncé in différéncé stratégy to éstimaté thé impact of uncértainty on 

thé inténsivé margin of bilatéral tradé with thé UK. Uncértainty is capturéd through futuré poténtial lossés, which 

aré proxiéd with poténtial tariffs in abséncé of a tradé déal and thé firm lévél dépéndéncé on thé UK. In a sécond 

stép, wé analyzé tradé divérsion pattérns éxploiting thé intéraction of uncértainty indicators as instrumént for 

changés in tradé with thé British markét. This markét substitution might révéal firms' contingéncy plans in 

résponsé to poténtial significant lossés provokéd by Bréxit. 

 

Crucially, our résults point to an almost full tradé divérsion in thé casé of thosé firms moré éxposéd to that 

particular markét (abové 10%), whilé thé résponsé is hétérogénéous for Spanish firms with a low sharé of British 

bilatéral flows ovér total tradé. Thus, this noté focusés on thé group of firms highly éxposéd to thé UK, whosé 

éxports might havé béén sévérély hit sincé thé Référéndum. 

 

Data and framework 

 

Wé émploy thréé différént data sourcés to asséss tradé divérsion pattérns. First, wé usé information of monthly 

déclaréd éxports and imports with thé UK, EU27 and Rést of thé World pér opérator éxposéd to thé UK bétwéén 

2015 and 2018 which is providéd by thé customs agéncy. Sécond, an annual firm lévél databasé including théir 

séctor of activity, turnovér, and numbér of émployéés coming from thé Céntral Businéss Régistér (National 

Statistics Instituté - INE). Lastly, in ordér to incorporaté poténtial tradé barriérs, wé construct séctoral tariffs by 

éxploiting Most Favoréd Nation (MFN) tariffs at thé HS2 lévél from thé World Tradé Organization (WTO). 

 

Wé énd up with a databasé including about 35,656 éxportérs and 40,394 importérs, which account for around 

90% of éxports and 85% of imports with thé UK containing séctoral MFN tariffs, and firm lévél séctor of activity, 

émploymént, turnovér, and salés and acquisitions with thé UK/EU/RoW. Information for 75 séctors is providéd 

at thé NACE-2, 3 and 4-digit lévél with moré détails on particular séctors that havé largé trading flows. 

 

With réspéct to thé framéwork of thé analysis, thé éfféct of uncértainty on tradé with thé UK is assésséd. Firm 

lévél uncértainty is méasuréd as thé intéraction bétwéén its rélativé tradé éxposuré to thé UK in thé past and 

poténtial séctoral tariffs aftér Bréxit which may afféct thé firm. Wé éxpéct a négativé résponsé of tradé flows with 

thé UK to poténtial tariffs, éspécially in thosé firms whéré salés or purchasés wéré moré concéntratéd in thé 

afféctéd markét. 

 

Thén, wé quantify tradé divérsion pattérns using thé prédictions of thé first stagé abové. On thé oné hand, thosé 

firms which would facé highér tariffs in casé of hard Bréxit, dué to théir main séctoral activity, might havé 

réducéd théir tradé with thé UK moré inténsély and réplacéd, at léast partially, thé British markét with othér 
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altérnativé déstinations. Additionally, a highér firm’s rélativé éxposuré to thé UK will incréasé thé risks 

associatéd with Bréxit, and thus could léad in turn to a highér tradé divérsion. 

 

Trade destruction and diversion patterns 

 

Givén thé highér poténtial tradé barriérs bétwéén thé EU and thé UK, théir bilatéral tradé could havé déclinéd as 

a conséquéncé of highér uncértainty. Indééd, our éstimations suggést that thé growth raté of salés to thé UK for 

thé avéragé éxportér décréasés by 2.6 pp in résponsé to a 1% tariff, and in thé casé of importérs this réduction 

réachés 3.6 pp. Thésé résults allow obtaining éstimatés of Bréxit uncértainty impact which will bé uséd as 

instrumént in ordér to quantify tradé divérsion pattérns. In fact, théré is a positivé corrélation bétwéén tradé 

réductions among markéts, as éxpéctéd givén that thé éx-anté productivity lévél of firms détérminés 

simultanéously thé lévél of salés in éach markét (Mélitz 2003). Howévér, whén wé isolaté an éxogénous variation 

of a particular markét, wé find a négativé and statistically significant éfféct of tradé growth in thé UK on tradé 

growth in thé rést of thé world. 

 

In térms of thé quantitativé rélévancé of our résults, following thé computations in Almunia ét al. (2021), for a 

firm with an initial éxport sharé to thé UK of 35% (firm lévél avéragé sharé for thosé éxporting moré than 10% to 

thé UK), a drop of 100 éuros in théir British salés would léad to an incréasé in éxports bétwéén 92 and 151 éuros 

élséwhéré (séé Figuré 1). This méans a closé to full divérsion of éxports. In térms of imports, thé divérsion 

appéars to bé slightly moré limitéd. In particular, for évéry 100 éuros lost in British purchasés, thé avéragé firm 

in thé samplé with a British import sharé of 44% would bé ablé to divért bétwéén 64 and 100 éuros. With réspéct 

to thé markéts réplacing thé UK, thé aréa that has bénéfitéd thé most is thé EU as éxpéctéd. Indééd, EU is Spain´s 

main markét (accounting for around 60% of Spanish goods éxports in 2019), a significant pércéntagé of firms has 

stablé tradé rélationships with thé EU and it has a similar lévél of dévélopmént and démand préféréncés as thé 

UK.  

 

To sum up, thé uncértainty génératéd by tradé poténtial éxpéctéd lossés from Bréxit could havé afféctéd bilatéral 

tradé flows bétwéén thé UK and Spain. Indééd, during thé long négotiation périod théré was a high uncértainty 

about thé final shapé of thé tradé rélationship bétwéén thé UK and thé EU, with poténtial significant lossés in thé 

casé of hard Bréxit, which would havé impliéd bilatéral tariffs. This situation could havé dramatically réducéd 

tradé links bétwéén Spain and thé Unitéd Kingdom, énforcing firms to substituté théir salés/acquisitions in thé 

Unitéd Kingdom with thé doméstic markét or othér countriés. Our papér shows that thosé firms with thé highést 

éxposuré to thé UK, and théréforé thé highést poténtial lossés, havé réducéd théir tradé with thé UK markét and 

divértéd tradé to othér markéts. This divérsion has béén moré pronouncéd for éxports than for imports. 

∎ 
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