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Executive summary 
The evolution of British Sectoral Exports to China, EU and US 

 
In this report we look at the UK Exports by Sector and destination market for the period 1962-
2016. In particular, we estimate the Long Run Elasticity of Real Exchange Rate and Long Run 
Elasticity of Foreign Income for UK Exports for three destinations economies, EU, US and 
China and for a number of different sectors.  
It is a well-known fact that the biggest Export market for UK exporters is the EU followed by 
USA. Over the years UK Total Exports to US over Total UK Exports to EU vary significantly 
from 18% to 37%, but since the financial crisi they are around a third of EU Exports. A similar 
story in qualitative terms holds for the share of Total UK Exports to China over Total UK 
Exports to EU, though the relative scales are considerably different. Total UK Exports to China 
were less than two percent of the equivalent to the EU until 2006. But in the last decade Total 
UK Exports to China have increased to ten percent of EU ones. Hence, the relative importance 
of mostly China and USA has increased in the last decade.  
A recurring finding that applies to all destinations and sectors is that UK Exports are more 
responsive to changes on the Real Effective Exchange Rate of the British Pound compared 
to changes in Foreign GDP. This has clear policy implications for the UK in a post Brexit 
environment. More specifically, UK’s macroeconomic policy mix might favour certain 
measures that could lead to a depreciation of the Pound and a subsequent increase in UK 
Exports. 
With regard to the Long Run Elasticity of Foreign Income there is no great variation by 
destination on UK Total Exports. All elasticities are around unity, implying that there is almost 
a one to one relationship between changes in the GDP of a destination country and the 
corresponding Total UK Exports.  
Finally, the sectoral analysis that we conduct mostly focuses on four (three for China) sectors. 
These are Chemicals, Manufactured Goods (Materials), Machinery & Transport Equipment 
and Miscellaneous Manufactured Articles (for China the first three only) and they represent in 
total around three quarters of all UK Exports to each one of the three destinations. The 
magnitudes of the elasticities vary per sector and destination, but as before the main point to 
be taken is that UK Exports are experiencing larger changes when there are changes in the 
Real Exchange Rate of the Pound rather than changes to GDP of a destination country.   



  

 

 
Total UK Exports per destination 
Exports to EU are by far the most prevalent in terms of value and the most predictable as 

indicated by the reported coefficient of variation in Table 1. In terms of growth rates, over the 

whole period, exports to the US are growing at the more rapid pace. We use data from UN 

Comtrade, Bank of England and World Bank for UK Exports, Real Effective Exchange Rate of 

the British Pound and World GDP, respectively. All values for Exports and World GDP are 

annual and in real terms (base year 2015) covering the period 1962-2016. While, the Real 

Effective Exchange Rate of the British Pound (REER) is an index with base year (100) in 2015 

for the same time period. An increase in REER implies an appreciation of the pound and vice 

versa. We focus on 10 sectors using the SITC Rev.1 classification and three destinations EU, 

US and China. 

Table 1: Descriptive statistics on Total UK Real Exports in £ by destination 1962-2016 
 China EU US 

Mean 4,128,024,858 158,256,146,551 38,700,791,906 

st. dev 6,069,225,742 85,549,622,805 22,058,474,691 

c.v. 1.47 0.54 0.57 

In order to capture the relative evolution of UK total exports over to these 3 destinations we 

present the relative size of total UK export to the US and China as proportions of exports to 

the EU. 

 



  

 

 

Over the whole period exports to the US were approximately 24% in value terms of exports to 

the EU and exports to China stood at 2% although there is a marked increase in their share 

from 2000 onwards.  

Before embarking on the analysis of sectoral exports we present estimates from linear 

regressions relating total exports by destination to the main drivers of export demand, namely 

foreign GDP (FI) and the real exchange rate (REER). More specifically we estimate the 

following equation: 

 

𝐥𝐥𝐥𝐥𝐥𝐥 (𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬)𝒊𝒊,𝑬𝑬 = 𝜷𝜷𝟎𝟎,𝒊𝒊 + 𝜷𝜷𝟏𝟏,𝒊𝒊𝐥𝐥𝐥𝐥𝐥𝐥 (𝑹𝑹𝑬𝑬𝑬𝑬𝑹𝑹)𝑬𝑬 + 𝜷𝜷𝟐𝟐,𝒊𝒊𝐥𝐥𝐥𝐥𝐥𝐥 (𝑭𝑭𝑭𝑭)𝑬𝑬 + 𝜷𝜷𝟑𝟑,𝒊𝒊𝐥𝐥𝐥𝐥𝐥𝐥 (𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬𝑬)𝑬𝑬−𝟏𝟏 + 𝒖𝒖𝒊𝒊,𝑬𝑬 (1) 

 
where i=EU, China and US, t=1962-2016 and Exports, REER and FI indicate Total UK Exports 

to a destination i, Real Effective Exchange Rate for the British Pound and Foreign Income at 

destination country i, respectively. The parameters𝛽𝛽1,𝑖𝑖and 𝛽𝛽2,𝑖𝑖represent the short term, 

immediate impact elasticities and the equivalent long term measures are calculated as: 

 

𝑳𝑳𝑬𝑬𝑳𝑳𝑳𝑳 𝑹𝑹𝒖𝒖𝑳𝑳 𝑬𝑬𝑬𝑬/𝑬𝑬𝒕𝒕 𝑬𝑬𝒐𝒐 𝑹𝑹𝑬𝑬𝑬𝑬𝑹𝑹 =  𝜷𝜷𝟏𝟏,𝒊𝒊
𝟏𝟏−𝜷𝜷𝟑𝟑,𝒊𝒊

 𝒂𝒂𝑳𝑳𝒂𝒂 𝑳𝑳𝑬𝑬𝑳𝑳𝑳𝑳 𝑹𝑹𝒖𝒖𝑳𝑳 𝑬𝑬𝑬𝑬/𝑬𝑬𝒕𝒕 𝑬𝑬𝒐𝒐 𝑭𝑭𝑭𝑭 = 𝜷𝜷𝟐𝟐,𝒊𝒊
𝟏𝟏−𝜷𝜷𝟑𝟑,𝒊𝒊

   (2) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



  

 

 
Table 2: Estimates of Dynamic Equations (log-linear) for Total UK Exports by 
destination 
 

 China EU US 

Real Effective Exc Rate -1.202  

(0.008) 

-0.411  

(0.05) 

 

-0.109  

(0.05) 

 

Foreign Income 0.461  

(0.01) 

0.143  

(0.07) 

 

0.187  

(0.03) 

 

 

Exports (-1) 0.530  

(0.01) 

0.806  

(0.00) 

 

0.779  

(0.00) 

 

Long run el/ty REER -2.56 -2.13 
 

-0.49 
 

Long run El/ty FI 0.98 0.74 
 

0.85 
 

R2 0.95 0.98 0.97 

 

LM-auto(2) (0.509) (0.2261) (0.3090) 

LM-Hetero (0.127) (0.074) (0.610) 

 

p-values in parenthesis 

From Table 2, it is evident that both the REER and FI have a real (statistically significant) effect 

on Total UK exports to each destination country. Furthermore, the Long Run Elasticity of 

REER and FI have the expected sign for all destination estimates. In particular, all estimates 

of the Long Run Elasticity of REER is negative, which implies that a real appreciation of the 

British Pound has an adverse effect on the value of Total UK exports to all destinations. 

Similarly, the Long Run Elasticity of Foreign Income is positive in all regressions.  

It is interesting to note that the mature destinations of Total UK Exports, namely the EU and 

US, have very dissimilar magnitude of Long Run Elasticity of REER. A real appreciation of the 

British Pound by 1% will reduce the rea value of UK Total Exports to EU by 2.13% and to US 

by 0.49%, respectively. The magnitude of this elasticity for the market of China is very similar  

 



  

 

 

 

to the EU one, 2.56%. This is clear evidence that UK Total Exports to China and EU are much 

more volatile to swings in the Real Exchange Rate of the Pound compared to the ones in US. 

As for the Long Run Elasticity of Foreign Income to Total UK Exports by destination there is 

more similar pattern of the estimates. They are all close to unity, the maximum is the one for 

China with 0.98% and the minimum for EU with 0.74%. All these imply that the UK Exports 

will face a significant and positive change when the GDP of the three countries in question 

changes by one percent, but the change of the corresponding UK Exports will be below one 

percent. In other words, UK Exports are inelastic to foreign income changes. 

Most of the action explaining the movement of Total UK Exports by destination is coming from 

changes to the Real Exchange Rate rather than Foreign Income changes. This has clear 

policy implications, since future governments or the Bank of England might choose a 

macroeconomic policy mix that will result to a depreciation of the Pound and a subsequent 

increase of Total UK Exports.  

Table 3: “Risk” and “Return” of UK Total Exports by destination and time period 
 

risk  return 

 EU China* US EU China* US 

Period 1: 1962-1975 6%  6% 3.6%  4.3% 

Period 2: 1976-2007 6% 9% 4% 2.0% 6.4% 2.3% 

Period 3: 2008-2016 5% 7% 3% -1.7% 5.0% 6.0% 

 
* for China there are no data for the Period1 and Period 2 contains the years 1990-

2007 
We proceed by analysing the UK’s export performance by destination in terms of the average 

growth rates and associated export growth volatilities. The former captures the return of UK 

exports, while the latter represents the uncertainty surrounding the mean growth rates and is 

an indication of risk. We subdivide the sample period into three distinct periods, identified by 

significant events. The first covers the years 1962-1975 an era before the UK joining the EU, 

the subsequent period of 1975-2007 and finally in the light of the worldwide economic and 

financial crisis we identify the last period from 2008 to 2016. This periodisation is applied to 

Europe and USA. For China we focus on two sub-periods from 1990-2007 and from 2008-

2016 given its particular political developments and availability of reliable data. We calculate 

these measures using the existing structure of sectoral exports (10 sectors for Europe and 

USA and 8 for China). These measures reflect the importance of the structure of sectoral 

exports portfolios and of course will alter whilst maintain sectoral growth rates if the 



  

 

composition of the export portfolios were to change. 

There is no doubt that there is a marked slowdown in export growth after 2008 in all three 

destinations whilst volatility has remained modest with the UK’s main trading partners, Europe 

and USA. It is important to note that the decline in the “return” or otherwise the weighted 

average of UK Exports’ growth to EU is probably the result of the Eurozone crisis and the 

subsequent contraction of most EU countries. Regarding China export growth is still positive 

and healthy but at a declining trajectory.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 



 

UK Exports to EU 
 

In Table 3, we present the relative importance of each sector for UK exports into EU. The evidence is presented four time spans; the pre-EU 

membership 1962-1975, the 1976-2007, the post financial crisis period of 2008-2016 and the whole sample period 1962-2016.  

 

UK Exports of Chemicals, Manufactured Goods (Materials), Machinery & Transport Equipment and Miscellaneous Manufactured Articles account 

for 75% for all exports to Europe over the whole sample period and reaching a maximum share of 80% in the first time period and a minimum of 

70% during the latest years from 2008 to 2016.Among these sectors, the one wit

Table 3: Sectoral UK export shares to EU by time period: means and standard deviations 

Time 
 

 S0 
Food & 

live 

animals 

S1 
Beverages 

& tobacco 

S2  
Crude 

materials, 

except fuels 

S3  

Mineral fuels, 

lubricants & 

related materials 

S4  

Animal & 

vegetable 

oils  

S5 

Chemicals 

S6  

Manuf.  

goods  

classified  

by material 

S7 

Machinery 

& 

transport 

equipment 

S8  

Misc 

manuf 

articles 

S9:  

Com. 

Not 

class.  

1962-
1975 

mean share 4.62% 1.72% 5.77% 5.68% 0.15% 10.12% 25.18% 37.27% 7.91% 1.61% 

std 0.79% 0.15% 1.02% 1.36% 0.04% 1.48% 1.96% 1.77% 1.22% 1.14% 

1976-
2007 

mean share 5.32% 1.84% 2.39% 12.71% 0.17% 12.68% 14.85% 35.87% 10.68% 1.44% 

std 1.02% 0.25% 1.10% 7.53% 0.08% 1.72% 3.02% 6.61% 1.61% 1.88% 

2008-
2016 

mean share 5.63% 1.95% 1.80% 16.17% 0.24% 18.11% 11.10% 28.46% 11.60% 4.93% 

std 0.54% 0.12% 0.28% 3.80% 0.02% 0.69% 0.93% 4.16% 1.55% 3.02% 

1962-
2016 

mean share 5.19% 1.83% 3.15% 11.48% 0.18% 12.91% 16.87% 35.01% 10.13% 2.06% 

std 0.96% 0.22% 1.84% 6.96% 0.07% 2.98% 5.67% 6.11% 2.01% 2.31% 



 

highest share over total UK Exports to EU is Machinery & Transport Equipment with just above 

a third of all UK Exports to EU, while Miscellaneous Manufactured Articles account for 10% of 

all UK Exports to EU. The sector with the lowest importance in terms of UK Exports to EU is 

Animal & Vegetable Oils with a share less than half of a percent. 

Since the four sectors described above constitute three quarters of the overall UK Exports to 

EU, the subsequent statistical analysis, is concentrated in estimating the Long Run Elasticity 

of the Real Exchange Rate and Foreign Income on UK Exports to EU for these 4 sectors. To 

improve the robustness of the reported statistical inference we are using all available 

observations.  

In Table 4, we present estimates of the Long Run Elasticity for the Real Exchange Rate and 

Foreign Income, subsequently; using regressions as in Equation 1 above and relationships in 

Equation 2.  

Table 4: Estimates of Long Run Elasticity of Real Effective Exchange and Foreign 
Income to UK Exports to EU by sector 

 S5  

Chemicals 

S6  

Manuf.  

goods  

classified  by 

material 

S7 Machinery 

& transport 

equipment 

S8  
Misc manuf 

articles 

Long run el/ty REER -2.72 -1.06 
 

-4.17 8.43 

Long run El/ty FI 0.94 0.63 
 

-0.11 4.75 
 

estimates in bold indicate stat. significance at the 5% or 10% level 

Our preliminary results show that in six out of the 8 estimated elasticities we get statistically 

significant estimates and also the expected sign. By and large UK exporters to EU face a 

rather competitive environment as the estimated elasticities with respect to the real exchange 

rate, at least in the long run, are exceeding unity. In particular, a one percent appreciation of 

the Pound will result in more than 4% reduction in the UK Exports of Machinery & Transport 

Equipment to EU. In contrast, to an almost one for one change in the case of Manufactured 

Goods (Materials) Exports to EU and a not statistically significant elasticity of Real Exchange 

Rate for Miscellaneous Manufactured Articles’ Exports.   

There is more pronounced heterogeneity on the responsiveness of UK Exports to EU with 

respect to changes in EU GDP. The sector with the highest responsiveness is Miscellaneous 

Manufactured Articles, a one percent increase in EU GDP will result to an increase of this 

sector’s EU Exports of just below 5%. While the sector with the lowest elasticity of Foreign 



  

 

Income is Manufactured Goods (Materials) with less than one percent and no statistically 

significant effect for Machinery & Transport Equipment. In the context of annual data where 

one can easily identify two possibly trading structural regimes it is very difficult to obtain 

structurally robust estimated equations as the number of observations per-regime is rather 

limited. On the basis of these finding we will explore such relationships in more complex 

statistical structures using higher frequency data that allows the development of more reliable.  

It is interesting to note that the two highest estimates in absolute terms are for sectors that 

have a statistically insignificant elasticity with respect to the other variable of interest. More 

specifically, Machinery & Transport Equipment had the highest elasticity of Real Exchange 

Rate, while the other elasticity of Foreign Income was statistically insignificant.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

 

 

UK Exports to China 
The second export destination we are analysing is China. Exports to China have assumed an 

increased importance over the last period of the sample and they are now about a tenth in 

value terms compared to UK exports to Europe.  We restrict our analysis to three sectors, 

Chemicals, Manufactured Goods (Materials) and Machinery & Transport Equipment that 

contribute in excess of 70% of the total exports value to China. Some of the other minor sectors 

have missing observations whilst these three have comparatively stable and complete time 

series representation. As in the case of UK Exports to Europe Machinery & Transport 

Equipment is by far the most important accounting for just below 50% of all UK exports to 

China throughout the period. 

We see from Table 5, that among these 3 sectors, Manufactured Goods (Materials) has 

experienced a significant decline in importance from almost having 46% of all UK Exports to 

China to first a drop to 14% for the period 1976-2007 and then a further decline to 7% for the 

latest period. In contrast, Machinery & Transport Equipment has increased its share of Exports 

to China from 32% for the first period to 53% for the latest. This shows that there is preliminary 

evidence that either the Chinese economy is producing relatively more Chemicals and 

relatively less Machinery & Transport Equipment or that preferences in China towards goods 

from these two sectors have moved in opposing directions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

We begin our econometric analysis from 1980 onwards as the Chinese economy is becoming more open to the rest of the world from that year.  

We adopt the same simple, initial, dynamic specification in estimating the sectoral export equations as specified by Equations (1) and (2) and 

obtained the following results presented in Table 6. All estimated elasticities are statistically significant at 5 or 10% levels of significance. 

Furthermore, the hypothesis of residual independence cannot be rejected, but normality is not supported by the data. 

Table 5: Sectoral UK export shares to China by time period: means and standard deviations 

Time 
 

 S0 
Food & 

live 

animals 

S1 
Beverages 

& tobacco 

S2  
Crude 

materials, 

except 

fuels 

S3  

Mineral 

fuels, 

lubricants 

& related 

materials 

S4  

Animal & 

vegetable 

oils  

S5 

Chemicals 

S6 

Manuf.  

goods  

classified  

by 

material 

S7 

Machinery 

& 

transport 

equipment 

S8  

Misc 

manuf 

articles 

S9: 

Com. 

Not 

class.  

1962-1975 mean share 0.19% 0.05% 8.69% 0.06% 0.01% 8.58% 45.99% 31.64% 4.56% 0.23% 

std 0.20% 0.04% 7.79% 0.11% 0.01% 3.04% 19.32% 17.77% 2.76% 0.25% 

1976-2007 mean share 1.94% 0.38% 5.68% 1.35% 0.02% 10.01% 14.31% 53.90% 6.35% 1.34% 

std 2.99% 0.50% 4.87% 2.86% 0.04% 4.09% 6.99% 8.30% 2.93% 2.11% 

2008-2016 mean share 1.38% 0.75% 12.97% 3.07% 0.05% 12.12% 7.11% 52.53% 6.68% 3.33% 

std 0.67% 0.21% 4.11% 4.30% 0.10% 1.14% 2.53% 6.92% 0.96% 2.38% 

1962-2016 mean share 1.40% 0.36% 7.64% 1.31% 0.02% 9.99% 21.20% 48.01% 5.95% 1.38% 

std 2.40% 0.45% 6.17% 2.89% 0.05% 3.64% 18.42% 14.70% 2.75% 2.10% 



 

As in the case of exports to the EU, the Long Run Elasticity of Real Exchange Rate has a 

higher magnitude in absolute terms compared to the Long Run Elasticity of Foreign Income. 

The sector with the highest Long Run elasticity of Real Exchange Rate is Manufactured Goods 

(Materials), -3.14; while the lowest is for the Chemicals sector with -1.20. This implies that a 

one percent appreciation of the British Pound will result to a 3.14 % and 1.20% decline for UK 

Exports to China of Manufactured Goods (Materials) and Chemicals, respectively.    

Table 6: Estimates of Long Run Elasticity of Real Effective Exchange and Foreign 
Income to UK Exports to China by sector 

 S5  

Chemicals 

S6  

Manuf.  goods  

classified  by material 

S7  
Machinery & 

transport 

equipment 

Long run el/ty REER -1.20 -3.14 
 

-2.29 

Long run El/ty FI 1.09 0.80 
 

0.90 

estimates in bold indicate stat. significance at the 5% or 10%  level 

The Long Run Elasticity of Foreign Income of UK Exports to China for the three sectors 

discussed are close or above unity. Hence, UK Exports to China for the three sectors seem to 

be more volatile with changes to Chinese GDP. In particular, Chemicals Exports from UK to 

China have a Long Run Elasticity of Real Exchange Rate of 1.09, while Manufactured Goods 

(Materials) have the lowest with 0.80. Were Chinese GDP growth were to slow down this will 

result, ceteris paribus, to a more or less proportional reduction in the growth of UK exports to 

China, for these three sectors. Again British exporters face a very price sensitive commercial 

environment with close association to the fluctuations of the foreign business cycles.  

We are encouraged that the estimated equations provide for meaningful economic 

interpretations but at this stage we have not fully tested for their structural stability. We aim to 

proceed with our research using higher frequency data that will allow for thorough testing of 

structural stability during the previously defined epochs. 

 



 

UK Exports to USA 
With the value of exports to the USA being equivalent to approximately a quarter of exports to Europe, the USA is of great importance to UK 

exporters. Using the same export classification as before we consider in Table 7 the relative importance of each sector to total exports. 

Table 7: Sectoral UK export shares to USA by time period: means and standard deviations 

Time 
 

 S0 
Food & 

live 

animals 

S1 
Beverages 

& tobacco 

S2  
Crude 

materials

, except 

fuels 

S3  

Mineral 

fuels, 

lubricants 

& related 

materials 

S4  

Animal & 

vegetable 

oils  

S5 

Chemicals 

S6 

Manuf.  

goods  

classified  

by 

material 

S7 

Machinery 

& 

transport 

equipment 

S8  

Misc 

manuf 

articles 

S9: 

Com. 

Not 

class.  

1962-1975 mean share 2.37% 11.22% 2.71% 0.57% 0.06% 4.11% 25.69% 37.89% 13.17% 2.19% 

std 0.40% 1.82% 1.61% 0.46% 0.09% 1.10% 3.70% 2.51% 0.86% 1.59% 

1976-2007 mean share 1.25% 3.38% 0.67% 14.83% 0.03% 10.47% 11.80% 38.51% 13.66% 2.21% 

std 0.30% 1.50% 0.19% 8.62% 0.01% 3.80% 4.31% 5.79% 2.45% 2.88% 

2008-2016 mean share 1.13% 2.96% 0.64% 11.73% 0.03% 21.69% 7.26% 34.23% 13.93% 6.39% 

std 0.21% 0.67% 0.11% 5.15% 0.00% 3.68% 1.21% 5.58% 2.30% 3.61% 

1962-2016 mean share 1.52% 5.31% 1.18% 10.69% 0.04% 10.69% 14.60% 37.65% 13.58% 2.89% 

std 0.59% 3.78% 1.21% 9.14% 0.05% 6.48% 7.72% 5.27% 2.12% 3.12% 



 

As in the previous cases four sectors Chemicals, Manufactured Goods (Materials), Machinery 

& Transport Equipment and Miscellaneous Manufactured Articles, account for more than 75% 

of the value of UK exports to the USA.  The last 2 sectors Machinery & Transport Equipment 

and Miscellaneous Manufactured Articles have a stable share over total UK Exports to USA 

for all time periods of 37% and 13%, respectively. The remaining two have contrasting patterns 

in terms of their relative importance versus total UK Exports to America. In particular, 

Chemicals relative importance has risen from 4% for the period 1962-1975 to 22% for the 

latest time period. While UK Exports of Manufactured Goods (Materials) to US used to by 

around a quarter of the total for the years 1962-1975 and this share was reduced by a factor 

of three and more to 7%for the years after the financial crisis. Consistent with the two other 

destinations, the sector with the lowest relative importance of UK Exports to USA is Animal & 

Vegetable Oils with an average share for the whole sample of 0.04%. 

We subsequently analyse the four sectors mentioned above to calculable the Long Run 

Elasticities following on the same simple dynamic model presented previously by Equations 

(1) and (2) 

Table 8: Estimates of Long Run Elasticity of Real Effective Exchange and Foreign 
Income to UK Exports to USA by sector 

 S5  

Chemicals 

S6  

Manuf.  

goods  

classified  by 

material 

S7 Machinery 

& transport 

equipment 

S8  
Misc manuf 

articles 

Long run el/ty REER -3.14 -0.60 

 

-2.5 -1.78 

Long run El/ty FI 2.07 0.51 
 

0.80 1.11 
 

estimates in bold indicate stat. significance at the 5% or 10% level 

With exception of the Long Run Elasticity with the Real Exchange Rate for the exports of 

Manufactured Goods (Materials) all other estimated Long Run Elasticities are statistically 

significant at the usual level of 5% and 10%.  Both hypotheses of residual independence and 

normality were supported by the data. 

As before, UK Exports for each one of these four sectors appear to be more responsive to 

changes into the Real Effective Exchange Rate of the British Pound rather than changes to 

US GDP. Chemicals have the highest magnitude for both elasticities, namely -3.14 with 

respect to Real Effective Exchange Rate and 2.07 with respect to Foreign Income. The lowest 

magnitude in absolute terms for the Long Run Elasticity of Real Exchange Rate is 0.60 for 



  

 

Manufactured Goods (Materials)’ Exports to the US, but it is not different from zero in statistical 

terms. In other words, it appears that UK Exports of Manufactured Goods (Materials) to US do 

not change when the Real Effective Exchange Rate moves.  

All Long Run Elasticities of Foreign Income are positive as expected, which implies that UK 

Exports to US will increase as long as the US economy is growing and vice versa. The effect 

of US GDP changes on sectoral UK Exports to the US varies across sectors. We have already 

mentioned that UK Exports of Chemicals to the US are the most responsive to changes to US 

GDP. The lowest is for Manufactured Goods (Materials), a one percent increase in US GDP 

will result to a half of a percent increase of its Exports. The remaining two Long Run Elasticities 

of Foreign Income are close to unity, with values of 0.80 and 1.11 for Machinery & Transport 

Equipment and Miscellaneous Manufactured Articles, respectively. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 



  

 

 
Conclusions 

 

We have established that the most important export market for UK Exports is the EU, followed 

by US and then China. UK Total Exports to US over Total UK Exports to EU vary between 

18% and 37% over the years, but recently they are consistently around a third of EU Exports. 

Qualitatively there is a similar story for the share of Total UK Exports to China over Total UK 

Exports to EU, though the magnitudes differ significantly. Total UK Exports to China were less 

than two percent of the equivalent to the EU until 2006. But in the last decade Total UK Exports 

to China are about a tenth of EU ones. Hence, we see that the relative importance of mostly 

China and USA has increased in the last decade. This could be the outcome of many reasons, 

but one of the most likely appears to be the stagnation of EU GDP that followed the financial 

and €zone crises.  

A recurring finding that applies to all destinations and sectors is that UK Exports are more 

responsive to changes on the Real Effective Exchange Rate of the British Pound compared 

to changes in Foreign GDP. In other words, the magnitude in absolute terms of the Long Run 

Elasticity of Real Exchange Rate tends to be higher compared to the Foreign Income one. 

This has clear implications in terms of policy formulation for the UK post Brexit. In particular, 

UK’s macroeconomic policy mix might favour certain measures that could lead to a 

depreciation of the Pound. This will mostly favour Total UK Exports to China and EU and to a 

lesser extent to the US, since the corresponding Long Run Elasticity is -2.56, -2.13 and -0.49, 

respectively.  

With regard to the Long Run Elasticity of Foreign Income there is no great variation by 

destination on UK Total Exports. All elasticities are around unity, implying that there is almost 

a one to one relationship between changes in the GDP of a destination country and the 

corresponding Total UK Exports.  

Finally, the sectoral analysis that we conduct mostly focuses on four (three for China) sectors. 

These are Chemicals, Manufactured Goods (Materials), Machinery & Transport Equipment 

and Miscellaneous Manufactured Articles (for China the first three only) and they represent in 

total around three quarters of all UK Exports to one of the 3 destinations. The magnitudes of 

the elasticities vary per sector and destination, but as before the main point to be taken is that 

UK Exports are experiencing larger changes when there are changes in the Real Exchange 

Rate of the Pound rather than changes to GDP of a destination country.
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