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Context of the report
This is the 2020 year-end report, finalising a series of research outputs from the Lloyds Banking
Group Centre for Business Prosperity (LBGCBP) that covered skill challenges, productivity,
and prosperity in the UK. The outputs are presented under two broad themes, each headed by
a white paper and its associated briefing paper, and accompanied by the relevant research
papers:
•

Theme 1 – Making the UK a more effective trader
White Paper: UK Trade in the New Globalised World
Research Paper: On the Determination of Sectoral UK Exports
Research Paper: Defying Gravity? Policy Uncertainty and Trade Diversion
Research Paper: Re-internationalisation Strategies and Firm Performance
Insight Paper: Ten Facts About the UK Professional and Business Sectors and Their
International Traders
o Insight Paper: COVID Pandemic and Global Value Chains
o Insight Paper: The International Servitisation of the UK Producers
o Research Paper: Intermittent Exporters in the UK: Stylised Facts
o
o
o
o
o

•

Theme 2 – Skill challenges, productivity and prosperity in the UK
o White Paper: UK Productivity and Skills
o Research Paper: Individual Ownership, Age of Firm and Productivity
o Research Paper: Path-breaking to Innovate: The Internet of Things (IoT)
technologies
o Research Paper: Management training and skills
o Insight Paper: COVID Impact on Business Dynamism
o Research Paper: Integration in Global Value Chains and Adoption of Robots
o Research Paper: Does Green Innovation Hurt?

The purpose of this report is to review the long-term trend and current state of UK trade and
productivity, and sketches a comprehensive overview of how UK trade has evolved during the
Brexit transition and the COVID crisis. It offers policy implications on the ways forward and
highlights pertinent questions for future research.
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Executive Summary
Exporting and productivity are closely linked. Productive firms export and productive economies show
strong export performance. Exporting to the global market accords firms the opportunity to learn,
innovate, and become more productive. This report reviews the long-term trend and current state of UK
trade and productivity, and sketches a comprehensive overview of how UK trade has evolved during
the Brexit transition and the COVID crisis, all of which is viewed in the context of a lengthy period of
slowing globalisation. It ends with reflections on the policy implications of the ways forward and
highlights pertinent questions for future research endeavours.
State of UK trade:
•

International trade is hugely important for the UK. The UK exports one third of its GDP, was ranked
in 2019 as the 11th largest global exporter of goods and the 5th largest global importer of goods, and
it remains the second largest service market globally after the US.

•

The UK economy is well integrated in the global value chains, producing a broad range of products
and services, many of which are sophisticated and highly knowledge-intensive, and thereby adding
value to its trading partners in 225 countries and territories.

•

However, the UK faces the profound challenges of low business investment, weak productivity
growth, strains in technology and skills upgrading, and a marked lack of inclusive development.

“Happy Few” and intermittent exporters:
•

UK exports are concentrated within a small number of Happy Few exporters, which are usually
very productive firms that are large in size, more capital and skill intensive, and which also pay
higher wages. Since 2001, the top 1% of exporters have been responsible for 65% of all exported
goods and services from the UK, while the top 5% of exporters accounted for more than 80% of all
UK exports. The high concentration is persistent and has intensified over time. The majority of UK
firms export very little. The key to success, based on other countries’ experience, is to enlarge the
middle.

•

Exporting is not a binary choice. Firms cannot be categorised as either exporters or non-exporters
since many firms export sporadically. Helping these intermittent exporters to export more
continuously should be a key objective for policy-makers.

BREXIT, COVID, and UK trade:
•

UK trade has already and will continue to be disrupted by Brexit.

•

The COVID pandemic has caused significant disruptions to UK trade. The overall UK export
contraction in 2020 (Q1-3) was 17%, while its GDP contracted by 11%, the worst in the G7.

•

The 2009 trade collapse was sudden, severe, synchronized, and propagated by the global value
chains (GVCs), which meant that almost every country lost out. The situation was different during
the 2020 COVID crisis, when countries fell in and out of lockdowns in different periods and used
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international trade to cushion domestic shocks. Local supply-side conditions play a big role in
driving trade shocks, as do economic and social policy responses. Hence, the trade effects across
the world were asynchronous and the speed of recovery from the 2020 trade collapse varied. The
distinctive nature of the COVID trade collapse means that there are winners and losers among
exporters.
•

The Brexit and COVID impacts are spatially uneven.

Policy implications:
•

When strengthening productivity, innovation and exporting are not separate goals. They are tightly
linked and mutually enhancing. Measures designed to support exporting should focus on policies
and measures that support innovation and enhance productivity rather than simply concentrating
solely on exporting.

•

Support SMEs in their internationalisation endeavour. Understand the constraints and fragility of
SMEs seeking to expand to global markets, and the drivers of internationalisation and international
upscaling.

•

Increase the potential for creating tomorrow’s happy-few exporters. These may be today’s mediumsized exporters that are not necessarily export-intensive. Removing regulations and red tape to
ensure a competitive environment is the key.

•

Support intermittent exporters so they can re-enter foreign markets and stay exporting for longer.

•

Differentiate the short-term and long-term challenges and identify the optimal policy instruments
for public support to mitigate the COVID trade impact. Policymakers should gather intelligence
and guide businesses to explore new opportunities for UK industries that have emerged in the
evolving global value chains stimulated by COVID.

•

Persevere with efforts to reduce the non-tariff barriers to UK trade in merchandise, and negotiate
facilitative conditions for the UK’s trade in services with the EU. Enable the business-led
explorations that have already taken place in the extra-EU.

•

Maximize benefits from exporting, not just for exporters directly but more widely through
spillovers along industrial supply chains and across space.

Our data and methodology
We compile the literature with multiple sources of up-to-date data (some sources as recent as the end
of 2020) and our own published and ongoing research. We utilise statistical tools and data analytics to
provide a comprehensive and fresh description of the current status of UK trade and productivity. Our
aggregate statistics on the UK economy and trade balances draw on official statistics issued by the
Office of National Statistics (ONS). Cross-country economic indicators are drawn from OECD World
Bank World Development Indicators. To understand the COVID effect on the UK trade, we compile
detailed monthly product- and market-level information trade flow data from COMTRADE and a
Chinese custom database during January 2017-September 2020, and investigate the dynamics of UK
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trade in the global value chains. The UK’s trade value added statistics draw on the OECD-WTO Trade
in Value Added (TiVA) database. Additionally, we use the FAME database, which is compiled by
Bureau van Dijk from Companies House information to build a firm-level exporter database.
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1. Introduction
The UK spent 2020 transitioning out of the largest hyper-globalisation project on earth to
become an independently regulated state. After toilsome negotiations, the EU-UK Trade and
Cooperation Agreement (TCA) was finally reached on December 24, 2020. In the same year,
the COVID pandemic hit and the ensuing crisis was like no other. The UK and other countries
around the globe were forced to shut down and struggled to re-open. International traders have
been faced with extraordinary challenges in 2020, but they have also experienced a unique
situation to change, upgrade, and seize new opportunities at a tempo that cries out for
documentation and reflection.
Looking back to look forward, this report first reviews the state of UK trade in the
global value chains (GVCs), reminding ourselves why trade matters. A snapshot of the UK in
the world economy portrays a large and knowledge-intensive economy that, despite slowing
growth, nevertheless enjoys strong competitive advantages in the production of complex goods
and high value-adding services. We take a close look at what, with whom, and how the UK
traders trade.
Our first observation is that countries do not trade – firms do; and only some firms do.
Of these trading firms, some have the lion’s share. We review what the existing literature tells
us about which firms export and why. Going behind the aggregate statistics, we reveal that the
UK exports is made up of a ‘happy-few’ exporters on the one hand and a large number of tiny
exporters on the other. Meanwhile, exporting is not a binary choice, as firms can export only
intermittently. Using two metrics to contrast these two groups of exporters and their
characteristics helps us to see more clearly the ways in which more firms might enhance their
exporting performance.
The report also contemplates the impact that the UK’s departure from the EU single
market has already had on how UK firms trade, which is the theme of our recent research.
The key element of this review is to take a first look at how the COVID crisis has
compounded trade disruptions in the UK. Our overall assessment of the global trade disruptions
in 2020 will compare the UK with its peers, highlighting areas of threat but also new
opportunities.
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2. State of the UK trade
The UK exporting sector is undoubtedly a core national asset (Allas et al., 2019) and this is not
simply down to the value of its exports. The UK exported more than 31% of its GDP in 2019
(DIT, 2020), and it is ranked as the 11th largest global exporter and 5th largest global importer
of goods in 2019 (declining since 2017), while remaining the second largest services market
globally after the US. More importantly, the UK exports a broad range of goods and services,
many of which contain intensive know-how. It is ranked reasonably high in the world for the
economic complexity of goods exported (11th in 2018), thanks to the accumulation of
productive knowledge and its use in both more and more complex industries.1 Over the recent
decade (2005-2016), the UK has integrated more deeply within GVCs (Delis et al., 2018). Most
UK industries have increased their export orientations, with higher shares of domestic valueadded content driven by foreign final demand, while the share of imported intermediate inputs
subsequently embodied in exports has increased for almost all industries across the UK (OECD,
2018). This means that the UK’s exports create value not only for its own economy but also
add value to the 225 countries and territories it directly exports to, and to even more countries
indirectly through global value chains.
However, it is an intricate time for UK trade. At home, the UK has a productivity
conundrum, which impairs the foundation of the main driving force for competitiveness. The
UK’s perennial skills problems, complicated by evolving technology, form barriers to
productivity enhancement. Innovation and exporting are closely linked but the UK’s current
R&D investment level is less than satisfactory. Its ratio of R&D spending to GDP is lower than
that of many other major world economies,2 and is symptomatic of weak R&D spending by
both government and by the UK’s business sectors (OECD STI, 2017).
The broader context of the UK’s trade is the result of slowing globalisation after two
decades of rapid hyper-globalisation (Zhan et al., 2020). Most relevantly, the UK’s exit from
the EU marked the end of over forty years of close economic integration across borders, which
favours trade and investment (Rodrik, 2017). The EU is the UK’s key trading (block) partner
for exports, imports, and foreign direct investment (FDI). In 2018, the EU purchased 45% of
UK’s total exports and accounted for 53% of UK’s total imports (DIT, 2020). Although the

1

See https://atlas.cid.harvard.edu/rankings. Harvard Growth Lab’s Country Rankings assess the current state of
a country’s productive knowledge through the Economic Complexity Index (ECI). Countries improve their ECI
by increasing the number and complexity of the products they successfully export.
2
The UK spent 1.67 per cent of GDP on R&D in 2016, ranking 11th in the EU (ONS 2016, Gross domestic
expenditure on research and development, UK).
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partnership is mutual, recent research suggests that regions in the UK are more exposed to
trade-related risks than most other regions in the EU (Ireland and Southern Germany being
exceptions) (Chen et al., 2018). Inevitably, the UK’s exit from the EU adds high costs to firms’
production and exports, further hurting productivity.
Outside the EU, the USA is the UK’s largest single country trading partner, while China
is the biggest trading partner in the emerging world. In theory, opportunities will arise when
the UK has more freedom to seek out its trading partners with whom to make free trade
agreements after leaving the EU, and indeed, there is evidence that UK firms have already
started to divert trade from the EU to elsewhere (Douch et al., 2019). However, the main
concern is that any trade agreements the UK might secure with extra-EU countries will be
unlikely to compensate for the losses incurred by leaving the EU single market.3
To mitigate this damage and sustain competitiveness, we need to understand where the
damage is and will be occurring, what alternative operations firms can carry out, and what
ameliorating role policy might play. Clearly, there are important gaps in our knowledge and
these need to be filled if we are to satisfactorily answer these questions.

3

The gains from a deal with the US are estimated to be very small, and China also accounts for only a small share
of UK trade. For example, the Department for International Trade (DIT) estimate the gains from UK-US FTA to
be 0.07-0.16% (DIT, 2020), which is consistent with other estimates in the academic literature (such as Jackson
and Shepotylo, 2018, who use a structural gravity approach to estimate that a UK-US deal would benefit the UK
in real long-term income per capita gains by 0.5-0.8%). There is very limited scope and scale for further tariff
reduction between the UK and US. Large gains might be possible from moving towards more liberalisation on
service trade, but the negotiation would be very challenging and requires some framework changes and long-term
efforts in harmonisation.
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3. The UK economy and trade: an overview
The purpose of this section is to contextualise our upcoming discussions on the UK’s trade
dynamics. The UK is one of the most developed economies in the world, driving the wheels of
globalisation with its knowledge-intensive products and services, and sophisticated consumer
markets. However, the UK economy has experienced slow growth since the 1970s and further
declined following the financial crisis of 2007-2008. Its longstanding productivity gap
compared with its major international peers has been a drag on its competitiveness in the last
couple of decades, and this will likely pose additional threat to a weakening economic
foundation post Brexit and in the aftermath of COVID. Against this backdrop, we review the
patterns and status of the UK’s trade, highlighting its biggest trade and national current account
balance deficits against the other G7 countries.

3.1 The slowing economy
At the end of 2019, the UK was the 6th largest economy in the world, as defined by the size of
its gross domestic product (GDP).4 Up until 2020, the UK was on a slow but growing path,
having been one of the economies that were hardest hit by the last global financial crisis. Using
an index of production that describes short-term economic activity, we observe a somewhat
slow recovery path (see Figure 2.1). By the end of 2019, the production index remained below
its pre-recession record, evidencing the stagnation of UK manufacturing production over a
decade.
Further, over the period 2000-2019, the UK’s GDP growth fluctuated between 1%-3.3%
yearly, with a large drop of around -0.3% to -4% during the global financial crises in 2008 and
2009.5 The UK’s GDP per capita then grew slowly compared to the pre-financial crisis period.
Figure 2.2 shows the overall trend among the G7 countries and highlights the UK’s slower
pace compared with Germany, Canada, and the USA. Indeed, the gap with Germany has
widened markedly since 2007. One of the main explanations for this is the slowdown in
household spending, which has increased by only 0.25% annually between 2009 and 2019
according to the ONS figures.6

4

IMF World Economic Outlook, available from: http://statisticstimes.com/economy/projected-world-gdpranking.php.
5
Authors’ calculation based on ONS GDP and deflator. Available from:
https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/abmi/pn2 and
https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/l8gg/qna.
6
ONS family spending in the UK. Available from:
https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/expenditure/bulletins/f
amilyspendingintheuk/april2018tomarch2019.
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Figure 2.1: Index of production in the UK manufacturing sectors
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Figure 2.0: GDP per capita G7 countries
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Turning to productivity, the UK has a longstanding gap vis-a-vis its major international
peers. Since the 1970s, the UK economy has experienced a slow but steady labour productivity
growth (proxied by GDP per hour worked), as shown in Figure 2.3. Prior to 2007, the UK’s
average labour productivity growth maintained a rate of 2.5%, putting it on par with Germany
and France. However, the growth rate declined significantly following the global financial
crisis to an average of 0.3% during 2007-2019, putting it above only Italy in the G7 countries.
It is estimated that by 2016, the output per hour worked in the UK was 13%, below the average
for the rest of the G7 advanced economies. Although this gap has been reduced with the
adjustment of how labour input is measured, the UK still lags behind many more productive
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nations (OECD, 2019).7 Similarly, Figure 2.3 displays the trends of multifactor productivity of
the G7 during 1985-2018, 8 and also shows a sharp decline in the UK series since the last
financial crisis. The apparent conundrum of the UK’s failure to recover, dubbed the UK
productivity puzzle (Barnett et al., 2014), has been studied widely and has invited multifarious
explanations (see Delis et al., 2020 for a review).
Figure 2.4 below shows the comparison of the labour productivity of OECD countries
over the three periods since 1995, illustrating the significantly lagged labour productivity
growth of the UK since the last financial crisis.
Figure 2.3: Productivity trends, G7 countries
Multifactor productivity, G7, 2015=1
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Figure 2.4: Growth in labour productivity
1995-2017
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According to the OECD’s adjusted estimates, the gap in the UK’s labour productivity levels against the United
States is estimated to be around 8% points smaller than previously estimated – closing from 24% to 16%. The gap
with Germany shrinks from 22% to 14% and from 20% to 11% with France.
8
Growth in multifactor productivity (MFP) is measured as a residual, i.e., the part of GDP growth that cannot
be explained by growth in labour and capital inputs. Traditionally, MFP growth is seen as capturing
technological progress but, in practice, this interpretation needs some caution. See more at
https://stats.oecd.org/index.aspx?queryid=54566.
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The COVID pandemic adds further challenges to the economy, given that a large
proportion of UK businesses report having either temporarily ceased trading or continuing to
trade but with significantly worsened performance (ONS, 2020)9. Figure 2.5 compares UK
GDP growth in the 2nd and 3rd quarters of 2020 with other developed and emerging economies,
as well as with the EU27 and OECD averages. The UK performed the 2nd worst in the 2nd
quarter and the worst in the 3rd quarter. This strong negative effect is in part explained by the
economic structure of the UK economy, in that its GDP has a larger share of services and it
uses household income to drive growth. These elements were seriously affected by business
closure, social distancing measures, and long periods of lockdown.
The trends in the economic performance across the countries and regions discussed
above are likely to take a diverging shape post COVID. Pandemic disruptions are more likely
to be mitigated in economies that have strong economic foundations and which benefit from
effective policy responses. On the other hand, disruption will be exacerbated in economies with
weaker institutions and less effective public support. No doubt this will be the theme of
research that emerges in 2021.

GDP growth in 2nd and 3rd quarter of 2020
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Figure 2.5: COVID and the UK economy, 2020
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Source: OECD, available at: https://data.oecd.org/gdp/quarterly-gdp.htm.

9

See reports on fortnightly “Business impacts of COVID-19 Survey”, available at
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/datasets/businessimpactofcovid19surv
eybicsresults.
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3.2 The trade imbalance
Based on crude measures of exports and imports to GDP, the UK economy is well integrated
in the global economy and shows competitiveness. Still, the UK’s performance has declined
since the 2008 financial crisis and it has dropped down the global league table. According to
the World Bank, the UK’s exported goods and services amounted to 31.6% of its GDP in 2019,
a mere 10% increase compared to its 1970 level and well below the average level of 47% seen
in EU countries. The same measure for Germany and Sweden is 46.9% and 47%,
respectively.10 On the imports side, the UK imported goods and services at a level of about 33%
of its GDP in 2019, an increase of around 11.7% compared to the 1970 level. Germany’s
imports over its GDP in 2019 was 41.1%, while France’s total was 32.8% and Sweden’s was
43.5%.11
Focusing on the aggregate trade balance, the UK has a sizable deficit in merchandise
trade and a surplus in services, amounting to an overall trade deficit that peaked during the
2008 trade collapse. Over nearly three decades from 1990 to 2019, the UK recorded a trade
deficit for all but three years (1994-1997). Figure 2.6 illustrates the UK’s persistent trade deficit
over time. During 2013-2019, the UK trade deficit has been on average around £127 billion
(around 6% of GDP).12 Figure 2.7 breaks down the overall deficit into trade in goods and trade
in services, highlighting the UK’s position for each component. What emerges is a surplus in
trade in services but a larger deficit in trade in goods, leading to an overall trade deficit.
By the end of 2018 the deficit reduced to £43 billion, and the latest ONS figures suggest
that this is mainly due to trade in services, which has grown by £9.8 billion to £93 billion.13
Unpicking the figures still further, we see that the goods exports deficit grew by £1.5 billion,
but this was offset by an increase of £9.8 billion in services exports.

10

World Bank: World Development Indicators, available from:
https://databank.worldbank.org/reports.aspx?source=2&series=NE.EXP.GNFS.ZS&country=#, and
https://databank.worldbank.org/reports.aspx?source=2&series=NE.EXP.GNFS.ZS&country= .
11
World Bank: World Development Indicators, available from:
https://databank.worldbank.org/reports.aspx?source=2&series=NE.IMP.GNFS.ZS&country=#.
12
ONS UK trade and GDP data. Available from:
https://www.ons.gov.uk/economy/nationalaccounts/balanceofpayments/datasets/uktradeallcountriesseasonallyad
justed and https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/abmi/pn2.
13
ONS, Public sector finances, UK: January 2018

15

Figure 2.6: Trade in goods and services as per cent of GDP, 1990-2019
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Figure 2.7: UK trade balance by goods and services (£ million)
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In 2019, the UK shipped £367 billion worth of goods around the globe, making it likely
to be ranked as the 12th largest merchandise exporter in the world.14 In the same year, the UK
imported £542 billion worth of goods from abroad, making the economy the 7th largest importer

14

At time of writing, there is not yet a consistent set of country-level trade statistics. While we report in the text
the total UK merchandise exports based on ‘UK Overseas Trade in Goods Statistics Summary of 2019 Trade in
Goods’ published by HMRC, different statistics can be seen elsewhere. For example, the OECD reports that in
2019 the UK goods exports amounted to 443.3 billion USD (equating to 346 billion GBP using annual exchange
rate 1.28 USD=1GBP), which is lower than the HMRC figure (See: https://data.oecd.org/trade/trade-ingoods.htm.) Given the varying statistics, the UK is likely to rank as the 10th-12th largest exporter of merchandise
in 2019, with the OECD figures ranking the UK as 12th. In 2018, WTO ranks the UK as 10th worldwide for
merchandise exports and 5th for merchandise imports
(see: https://www.wto.org/english/res_e/statis_e/wts2019_e/wts2019_e.pdf).
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in the world.15 On the services side, in 2019 the UK exported services worldwide worth £317
billion,16 making it the 2nd largest services exporter globally. It exports 46% of the value of
the US’s exports, which is the largest services exporter in the world. At the same time, the UK
imported services worth £216.6 billion, 17 making it the 5th largest services importer in the
world.

3.3 What does the UK trade?
Given that the UK exports a broad range of goods and services, one way of understanding the
country’s trade performance is to look more closely at the characteristics of the exports. We
gain insights from the Economic Complexity Index (ECI) (Hidalgo and Hausmann, 2009),
which measures the diversity and ubiquity of the products a country produces by evaluating
the know-how required to produce exported goods. Based on the ECI, the UK was ranked 11th
in the world in 2018, having dropped down from 8th in 2017.
The breakdown of UK exports by product in 2019 (Figure 2.8) shows that machinery
and mechanical appliances (HS92 2-digit code 84) were, value-wise, the most exported
products, followed by vehicles (87), precious metals (71), mineral fuels (27), electrical
machinery (85), and pharmaceutical products (30).
The breakdown of UK imports by product in 2019 (Figure 2.9) shows that precious or
semi-precious stones, metals (HS92 2-digit code 71) were the most imported products in value,
followed by machinery and mechanical appliances (84), vehicles (87), electrical machinery
(85), mineral fuels (27), and pharmaceutical products (30).
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Just as for exports, the OECD reports a lower figure for 2019 than HMRC: UK imports goods to the value of
622.1 billion USD (equating to 486 billion GBP using annual exchange rate 1.28 USD=1GBP). Exports of services
amount to $405.3 million, totalling £634.8 billion (OECD trade statistics for 2019, available from:
https://data.oecd.org/trade/trade-in-goods.htm). The top importers are the US, China, Germany, Japan, France,
and Netherlands, all ranking above the UK.
16
This is based on OECD statistics, reporting the UK’s exported services at $405.3 million in 2019, converted
using annual exchange rate 1.28 USD=1GBP. Available from: https://data.oecd.org/trade/trade-in-services.htm.
The UK official statistics on trade in services for 2019 are yet to be published.
17
This is based on OECD statistics, reporting UK exported services at $277.3 million in 2019. The exchange rate
and web link are the same as for the exports, above.
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Figure 2.8: UK exports by product (2019, $ billion)

Source:

COMTRADE.

Figure 2.9: UK imports by product (2019, $ billion)

Source:

COMTRADE.

The UK is the 2nd largest service exporter in the world, after the United States. It exports
a wide range of services, but in particular it leads the global market in financial services and
professional business services. In 2018, which offers the most recent data, more than half of
the UK’s export value in services came from the professional scientific and technical activities
sector (29%, £54 billion), information and communication industries (12%, £48 billion), and
financial and insurance activities (14%, £26 billion), as shown in Figure 2.10. Exports from
these three industries have experienced high growth during recent years, with the professional,
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scientific and technical activities increasing by £9 billion, information and communication
growing by £4.8 billion, and the financial and insurance activities industries rising by £4.2
billion in 2018.18
Figure 2.11 depicts the UK exports in services by the type of services exported. In line
with sectoral statistics, financial services continued to be the single most important service
provided by the UK in 2018, growing by 8.6% compared with 2017 to reach £21.7 billion. The
importance of these services has increased annually since 2014. Services between related
enterprises have seen noticeably rapid growth, and have nearly attained the financial services’
level of export value; this sector usually covers the traded services between companies linked
through multinational agglomerates (‘MNEs’). This reached £21.4 billion in 2018 and
highlighted the key role of MNEs in driving trade flows. Meanwhile, UK exports of business
management and management consulting services showed the largest service-type level growth
in 2018, increasing by 48.8% from £11.1 billion in 2017 to £16.6 billion in 2018.19

Figure 2.10: UK exports in services by industry (£ billion)
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Source: International Trade in Services, 2018, ONS. UK trade in services exports by industry (excluding travel,
transport, and banking) for 2018. All values are at current prices in £ billion.
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/bulletins/internationaltradeinservices/2018.
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International trade in services, UK: 2018, ONS.
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/bulletins/internationaltradeinservices/2018.
19
International trade in services, UK: 2018. Available from
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/bulletins/internationaltradeinservices/2018.
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Figure 2.11: UK exports in services by type of services (£ billion)
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Source: International Trade in Services, 2018, ONS. UK trade in services exports by industry (excluding travel,
transport, and banking) for 2018. All values are at current prices in £ billion.
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/bulletins/internationaltradeinservices/2018.

Turning to imports, Figure 2.12 shows that in 2018 the industry with the highest share
of total imports was information and communication, with import values reaching nearly £28
billion. The professional scientific and technical activities industry was the second-largest
group, importing about £22.8 billion worth of services (ONS, 2018).
The largest service product imported to the UK in 2018 was services between related
enterprises (that is, services between businesses within the same group, e.g., parent companies,
branches). Imports of this service grew by 19.4%, from £14.1 billion in 2017 to £16.9 billion
in 2018. The next largest imported service in 2018 was business management and management
consulting, which increased by 53.3% from £5.9 billion in 2017 to £9.1 billion in 2018.20

20

ONS, available from:
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/bulletins/internationaltradeinservices/2018.
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Figure 2.12: UK imports in services by industry (£ billion)
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Source: International Trade in Services, 2018, ONS. UK trade in services exports by industry (excluding travel,
transport, and banking) for 2018. All values are at current prices in £ billion.
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/bulletins/internationaltradeinservices/2018.

Figure 2.13: UK imports in services by type of services (£ billion)
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Source: International Trade in Services, 2018, ONS. UK trade in services exports by industry (excluding travel,
transport, and banking) for 2018. All values are at current prices in £ billion.
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/bulletins/internationaltradeinservices/2018.

3.4 How does the UK trade services?
How does the UK trade these services? The question matters as services differ from
merchandise in their nature and delivery. Services are often intangible, invisible, and perishable,
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and the delivery of the service is usually contemporaneous with its consumption by the service
recipient. There is generally a need for proximity between the producer and the consumer,
implying that an international transaction takes effect by one party moving across a border.
Clearly, the extent to which international trade in services has already been and will continue
to be disrupted by the COVID pandemic and Brexit depends upon the types of services in
question.
Broadly, the WTO General Agreement on Trade in Services (GATS) specifies four
modes of supply of an interactional service. Cross-border (Mode 1) describes services supplied
from the territory of one Member into the territory of any other Member. 21 Consumption
abroad (Mode 2) refers to services supplied in the territory of one Member to the service
consumer of any other Member.22 Commercial presence (Mode 3) includes services supplied
by a service supplier of one Member, through commercial presence, in the territory of any other
Member. This mode covers any type of business or professional establishment of one Member
in the territory of another. This type of service is usually delivered through the establishment
of entities via FDI.23 Presence of the natural persons (Mode 4) indicates services supplied by a
service supplier of one Member through the presence of natural persons of a Member in the
territory of any other Member. This mode includes independent service suppliers and the
employees of the services supplier of another Member.24
We draw on the Global Trade in Services Data by sector and mode of supply, compiled
by the WTO-UNCTAD-ITC trade in services dataset,25 to form an impression of the ways in
which UK international services are usually supplied and consumed, and how they evolve over
time.26 As illustrated in Figure 2.14, the UK has an overall trade surplus in almost all types of
services, i.e., it exports more than it imports.
Trading via Mode 1 (cross-border transaction), the UK’s financial, insurance, and IP
services have the most noticeable trade surplus but financial and insurance services have shown
21

An example might be an online training course offered by a UK firm, which is sold to learners in France (i.e.,
a UK export), or legal or financial advice services being remotely supplied, say via email or an online platform,
by a UK business to Indian customers.
22
Examples of exports would be the expenditure of booking flights and hotels in Wales by German visitors, or
Chinese students’ fees for coming to the UK to study. Also covered are activities such as ship-repair abroad, in
which case only the property of the consumer moves.
23
An example would be KPMG, a Swiss management consultancy firm, offering auditing services to a UK firm
through its UK branch. In this case, the UK is importing KPMG’s service.
24
Examples include a UK heart surgeon performing an operation in France, or a US engineer being hired to fix
equipment belonging to a UK firm.
25
WTO-UNCTAD-ITC trade in services dataset compiles Modes 1, 2, and 4 through a country's balance of
payments data and worldwide Foreign Affiliates Statistics (FATS). The dataset for Mode 3 estimates the size of
the supply of services of foreign affiliates.
26
We also add other key service sectors for comparison purposes.
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signs of decline over recent years. In contrast, there is persistent growth in cross-border service
exports in professional and management consulting services (PM), telecommunications,
computer and information services, and IP services. Traders are likely to sustain success that
is not subject to mobility restrictions but they will still be impacted by regulation and other
restrictions of knowledge flow, such as data protection.
The second most popular supply mode for UK service traders is Mode 4: the presence
of natural person. This is also the main supply mode for R&D, PM, telecommunications, and
computer services (ICT-comput) services, all of which show fast growth over time. This type
of service is subject to restrictions of movement and regulations on professional qualification
recognition and data protection, etc. This is an uncertain area in which the UK has not
negotiated Brexit deals to ensure frictionless trade.
Further, the technical, trade-related, and other business services (TTB) and audio-visual
and related services (ICT-av) are the main service consumers and suppliers via Mode 2
(consumption abroad). TTB is growing quickly, while ICT-av appears to be on the decline.
The WTO-UNCTAD-ITC trade in services dataset shows that the least used mode of
services is Mode 3: commercial presence. Traditionally, the statistics for this service delivery
mode are sparse and insufficiently detailed, making it difficult to compare the value of services
trade across the modes (Borchert, 2016). Here, we report the most recent data compiled in the
WTO-UNCTAD-ITC trade in services dataset, which offers a rare comparison view. The only
type of service traded in this mode is financial services, which seems to be traded more through
Mode 3 than through cross-border transaction (Mode 1). This suggests that trade in financial
services is mainly delivered outside of the UK by foreign subsidiaries of UK financial firms.
This type of service may not be directly affected by restrictions to movement and information
and might not be immediately affected post Brexit. However, effects may be felt from the
expected depression in foreign investments in the UK (Driffield and Karoglou, 2018).
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Figure 2.14: UK Trade in Services, Types and Modes of Delivery, 2005-2017

Note: M: Imports; X: Exports. R&D: research and development services; PM: professional and management
consulting services (including legal and advertising); TTB: technical, trade-related, and other business services;
Financial: financial services; Insurance: insurance and pension services. ICT-comput comprises ICT-info:
information services and ICT-av: audio-visual and related services; IP: intellectual property services. GATS Mode
1: Cross-border; Mode 2: Consumption abroad; Mode 3: Commercial presence; Mode 4: Presence of natural
persons.
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3.5 With whom does the UK trade?
Given that trade flow dynamics vary considerably across different regions, it is important to
slice trade along regional dimensions. By breaking down the UK export and import partners
into regions, as in Figure 2.15 and 2.16, we clearly see that the EU countries are, collectively,
the UK’s most important export partners, purchasing almost half of all UK exports (47%). The
USA is by far the largest non-EU partner, taking about 33% of the UK’s rest-of-world exports,
followed by China, which accounts for 14%. The picture for importing is similar, with about
51% of imports coming from the EU in 2019, followed by the USA (23%), and China (23%).
These figures do not change drastically over time, with the EU remaining the UK’s largest
trading partner for both goods and services. The USA remains the largest trading partner as a
single country. However, China accounted for 16.8% of UK exports in 2016, and this figure
increased to 30% in 2019.
Looking at the long-term trend in Figure 2.17, we ascertain that the EU remains the
most important trading partner of the UK, while there is an ever-widening gap between imports
from the EU, which have been growing, and exports to the EU, which have been in steady
decline since 2012. Occupying 2nd and 3rd places in the league of the UK’s most important
trade partners, North America and East Asia/ Pacific have been growing steadily over the last
decade and more. Europe and Central Asia (excluding the EU) have been another important
market for UK exporters, despite showing signs of contraction. The skyrocketing increase in
exports to this region in 2013 was due to a substantial export of gold ($71 billion) to
Switzerland.

25

Figure 2.15: UK export partners (2019, £ billion)

Source: ONS data. Authors’ calculation

Figure 2.16: UK import partners (2019, £ billion)

Source: ONS data. Authors’ calculation
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Figure 2.17 UK trade with world regions (US$ billion)
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How does the UK trade distribute across its regions? Identifying this enables the traderelated risk exposure of the UK regions to be estimated. Employing the World Input-Output
Database with regional information, Chen et al. (2017) develop an index of the risk exposure
to Brexit that takes production fragmentation into account. They find the striking result that the
UK regions are far more exposed to trade-related risks than most other regions in the EU (with
the exception of Ireland and Southern Germany). Almost all UK regions are systematically
more vulnerable to Brexit than are the regions in any other country.
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Furthermore, we compile more detailed statistics of UK service exports across regions
and their trading partners. The importance of international trade in services varies considerably
by regions across the UK. Figure 2.18 shows that while all regions participate in the UK’s
service trade, some – London and the South East in particular – take the lion’s share. London’s
financial, professional and R&D service trade clearly dominates the UK’s service trade with
the US, accounting for one-third of this during 2011-2017. The visual illustration also
highlights the regional export flows from the UK to other trading partners. Nearly 60% of all
exports flow to the EU, and about one-fifth to the USA.
Figure 2.18: UK regional service exports: sectors, services and trading partners (2011-2017)

Source: Compiled by authors, based on Office of National Statistics ‘International Trade in Services (ITIS), 20152017’. The total export and import statistics are in millions of pounds. The overall export value captured by the
ITIS over 2011-17 is £237 billion.
Note: The regions are: EM- East Midlands; WM-West Midlands; SE-South East; NE-North East; SW-South West;
NI-Northern Ireland; EE-East; YH-Yorkshire and The Humber; London; Scotland and Wales. There are 8
different service types traded by firms (Professional, R&D, Financial, Telecommunications, Construction,
Cultural, and Trade Related Services). 5 destinations of service trade as follows: EU, USA, Other European
Countries, BRICS, and Rest of the World.

3.6 The blurred boundary between services and manufacturing
Trade cannot happen without services. For instance, the financial, telecommunications, and
logistics services, together with business services more generally, are inputs for the production
28

and exports of goods (and services). Hence, having inexpensive high-quality services available
reduces trade costs and helps firms to gain more profits from their exports. This has been the
underlining rationale of the service trade liberalisation that started in the 1980s (Hoekman and
Shepherd, 2017; Ariu et al., 2019).
There has been a large body of research about the important ‘intermediation role’ of
services in the trade of goods (Francois, 1990; Francois and Hoekman, 2010). Theories suggest
that services liberalisation is potentially a major source of gains in economic performance.
Such gains occur in manufacturing productivity and in the coordination of activities both
between and within firms (Francois and Hoekman, 2010). Abundant sector-level evidence
supports this conjecture (e.g., Hoekman and Shepherd, 2017).
Firm-level evidence suggests that the boundaries between manufacturing and services
sectors are increasingly blurring (Ariu et al., 2019). Manufacturing firms not only rely on
intermediate services sourced domestically and abroad (Nordås, 2010), but also actively
engage in delivering services alongside their products in a process known as servitisation
(Baines and Lightfoot, 2013) or ‘product-service systems’ (Neely, 2008). Furthermore, the
services sectors are being seen to ‘productise’, i.e. to incorporate products in their service
components (Bains et al., 2007). The existing evidence shows that sourcing goods and services
from the same foreign countries is good for productivity. This complementarity suggests that
the liberalisation of trade in services is beneficial for trade in goods, and vice versa (Arui et al.,
2019).
The implication of this literature is clear. Facilitating trade in services is good for trade
in goods, and restrictions to trade in services are harmful not only to the service sectors but
also to manufacturers. This has always been the case and it will be even more so in the future,
given the growing trends of servitisation and productisation.
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4. The UK exporters: the superstars, the
minnows, and the sporadic
Countries do not export; firms do, and only some firms do. The theories (Melitz, 2003) and the
evidence (Wagner, 2007) are in accord as to who exports – i.e., the most productive firms –
and how to export – i.e., by self-selecting into export markets. Limitations occur because not
all firms are able either to overcome the necessary sunk costs associated with trade activities
or to bear the risks associated with entering into foreign markets. Building on this, the ‘exporter
premia’ literature suggests that exporters tend to be larger in size, more capital-intensive, more
skill-intensive, and pay higher wages (Frias et al., 2009) compared with firms that do not export.
They also import higher quality material inputs (Kugler and Verhoogen, 2008), spend more on
R&D (Aw et al., 2008; Harris and Li, 2009), produce more products (Bernard et al., 2009) and
better-quality goods (Amiti and Khandelwal, 2009), and even pollute less (Halladay, 2008). In
short, better firms export.

4.1 Happy few
How many such ‘better firms’ are there? The evidence suggests that they are the ‘happy few’
(Mayer and Ottaviano, 2008). A small number of top exporters account for a large share of
total exports, while the vast majority of small exporters account for only a tiny fraction of
aggregate exports. In France, for example, the top 0.001%, 0.01%, and 0.1% of exporters
account for about 10%, 20%, and 40% of aggregate exports respectively. This trade
concentration phenomenon is similarly documented in ‘Entrepreneurship at a Glance’ (OECD,
2017), in which the concentration of exports is calculated as the proportion of exports value by
segment – top 10, top 11 to 50, and top 51 to 100 exporters – to the total exports value. Figure
4.1 shows that the trade concentration is common in nearly all the countries reported, with the
top 100 exporting companies contributing to around one-half of exports from the UK and over
90% of Luxembourg’s.
Who are the UK’s happy few? According to the ONS’s UK Annual Business Survey,
of the 2,424,700 firms surveyed, only 9.6% engaged in export activity in 2018 (DIT, 2020). 27
Figure 4.2 reports the proportion and trend of importers and exporters from 2015 to 2018,
27

This is based on the Annual Business Survey Exporters and Importers, released in 2019 as an estimate of
trading businesses in 2018 by ONS. Found at
https://www.ons.gov.uk/businessindustryandtrade/business/businessservices/datasets/annualbusinesssurveyimpo
rtersandexporters.
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showing an overall increase over the period but with a slight decrease in 2018 in the proportion
of businesses trading internationally in the non-financial business sectors.
Figure 4.1: Concentration of exports
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Source: OECD TEC database. Percentage of total value of exports in 2015. Data for BEL, CAN, CZE, ESP, EST,
FIN, GBR, IRL, LUX, NLD, NOR, POL, ROU, USA refer to 2014, Data for Turkey refer to 2013.

Figure 4.2: Importers and exporters trend
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Furthermore, the proportion of large firms that trade is much higher than that of the
smaller firms. The ONS estimates suggest that more than half (54%) of large firms (i.e., those
with 250 or more employees) trade (import and/or export), whereas only 13% of small
businesses (those with fewer than 50 employees) do so, as shown in Figure 4.3.
Similar official statistics can be found for Scotland, where the top 5 sectors account for
nearly 70% of the overall export value. Only 3% of all firms export but 100 businesses account
for 60% of all exports.28
Looking in more detail at the happy few, we use the same data source and methodology
as in Mayer and Ottaviano (2008) to compile data for the UK superstar exporters over the
period of 2006-2018.29 In each year, we rank the exporters according to their export values and
calculate how concentrated the exports are among the top exporters. As we illustrate below,
the UK ’happy few’ phenomenon is marked and persistent.
Figure 4.4 reports the distribution in the shares of export value by the top UK exporters
in 2001, 2006, 2012, and 2018, respectively. It is remarkable that over the period of over a
decade, the top 1% exporters (e.g., 118 firms in 2012 and 210 firms in 2018) accounted for
more than 60% of the value of all exports from the UK. The next 1% of exporters adds another
8-9% to the concentration of all export values, while the top 5% of exporters account for more
than 80% of all UK exports. This means that the vast majority of exporters (more than 20,000
firms, amounting to 90% of all exporters) export only around 10% of the UK’s exports.
Figure 4.5 presents a longer span of time. It is clear that the high concentration of
exports among a small number of exporters has been persistent and has intensified over time.

28

Reported in the Scottish government’s recent strategy document ‘A Trading Nation’.
FAME has good coverage of exporting firms. In 2018, firms covered in FAME are aggregated to total exports
of 1,108.683 billion GBP. This amounts to 83% of all the UK exports reported by ONS (UK Trade in numbers,
Department for International Trade, February 2020).
29
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Figure 4.3: Number of businesses engaged in trade by size (2018)
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Figure 4.4: UK superstar exporters

Source: FAME data. Authors’ calculation.
Notes: (1) Numbers of total exporters for the UK covered in FAME are 7,192, 7,481, 11,880, and 21,011 in the
years 2001, 2006, 2012, and 2018, respectively. (2) This graph shows distributions of exports value shares
contributed by different ranking segments of exporters.
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Figure 4.5: UK superstar exporters (2001-2018)

Year
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17199
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Source: FAME data. Authors’ calculation.
Notes: (1). Numbers of UK exporters from 2001 to 2018 are listed in the table above. (2). This graph shows
distributions of exports value shares contributed by different ranking segments of exporters. (3). Source: FAME
data. Authors’ calculation.

Figure 4.6 explores this feature of export concentration in 2018. The green curve in (b)
plots the actual distribution of percentages of exports value. UK exporters are ranked by export
value from left (biggest) to right (smallest) along the horizontal axis, while the vertical axis
represents their cumulative share of the total export value. The top 1%, 2%, 5%, and 10% UK
exporters account for approximately 65%, 73%, 83%, and 88% of the aggregate exports value.
As a baseline, the red diagonal line shows a uniform distribution, with all the sampled exporters
exporting the same value. The further the actual export distribution veers away from the red
line, the higher the level of export concentration among a few superstar exporters.
Additionally, by zooming in the contributions of exports value within the rank of the
top 10% of the exporting enterprises, Figure 4.6(a) again presents striking evidence that the top
0.1%, 0.3%, and 0.5% of exporters account for more than 25%, 45%, and 55% of aggregate
exports.
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Figure 4.6: The superstar exporters phenomenon (UK, 2018)
(a)

(b)

Source: FAME data. Authors’ calculation
Notes: The figure explores the feature of export concentration in 2018. Graph (a) shows the contributions of
exports value by zooming in on the top 10% exporters. Graph (b) reveals that the top 1%, 2%, 5%, and 10% UK
exporters account for around 65%, 73%, 83%, and 88% of the aggregate exports value.

Figure 4.7 compares the distributions of firms’ export intensity between 2012 and 2018.
This shows the trend of increasing concentration over time.
Figure 4.7: UK exporters’ export intensity

Source: FAME data. Authors’ calculation.
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Different industrial sectors show varying intensity of the ‘happy few’, as illustrated in
Figure 4.8. This shows the highest concentration in the manufacturing sector, followed by the
construction sector. The top 1% of exporters in the manufacturing sector account for more than
71% of the aggregate exports value, while the top 5% of exporters export more than 85% of all
exports. The top 1% of exporters in the construction and services sectors account for less of
the aggregate value – around 59% and 48% respectively.
Figure 4.8: UK Superstar exporters by sector, 2018

Source: FAME data. Authors’ calculation

We next ask if it is necessarily the case that the top exporters export intensively? The
two concepts may confuse. However, while a top exporter contributes greatly to the total of
UK exports, the firm does not necessarily export more intensively than another exporter who
contributes much less to the total exports. How much do these two concepts overlap?
Following the existing literature, we measure export intensity by firms’ annual export
value over their turnover. Table 4.1 reports the distributions of UK exporters by the level of
their contribution to total exports and by firm’s exporting intensity. Some interesting statistics
emerge. Over the total period (2006-2018), 80% of UK exporters have export values that
account for less than 5% of their turnover. In 2018, nearly 40% of the exporters had an export
value that accounted for half of their turnover, and 17.8% of them had export values that
exceeded 90% of turnover. Further, the right side of Table 4.1 reports how much each group
of exporters contributes to the total export value. It can be seen that highly intensive exporters
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do not necessarily make a proportionate contribution to the total export value. The 17.8% of
exporters that export more than 90% of their turnover account for only 40% of total exports.
Overall, exporters that export more than 50% of turnover are responsible for 85.8% of the total
UK exports.
Taken together, this shows that the top exporters, who export a lot and contribute to the
aggregate export value, are not necessarily themselves intensive exporters, while the most
export-intensive firms are not necessarily superstar exporters. However, having more exporters
that export more intensively (>50%) contributes to the UK ‘happy few’ phenomenon.
Table 4.1: Distribution of UK exporters: Top exporters vs. intensive exporters
Exporters composition (%)

Total exports composition (%)

By export intensity, by exporting more than

By export intensity, by exporting more than

Year

No.
Exporters

Total exports
value
(million £)

5%

10%

50%

90%

5%

10%

50%

90%

2006

7,481

247,160

80.7%

70.7%

36.1%

13.7%

99.2%

97.8%

71.9%

26.7%

2012

11,880

575,196

81.5%

71.6%

37.7%

14.4%

99.3%

98.5%

81.7%

34.7%

2018

21,011

1,108,683

80.9%

71.3%

40.2%

17.8%

99.3%

98.2%

85.8%

39.5%

Source: FAME data. Authors’ calculation.
Note: This table shows the distributions of UK exporters by the level of exporting intensity. It is evident that
the happy few exporters who export a lot are not necessarily intensive exporters. Export intensity is measured by
export value over turnover. For example, in 2018, 80.9% of exporters exported more than 5% of their turnover,
while 40.2% of exporters exported more than 50% of their turnover. Only 17.8% of exporters (the lowest
proportion) export more than 90% of their turnover. These firms’ contributions to total exports are reported on
the right. For example, export intensive exporters (i.e., export values are more than 90% of turnover) in 2018
exported 39.5% of all exports in the same year.

We further investigate the characteristics of the happy few. In Table 4.2 below, which
compares the top 1%, 5%, and 10% of the top exporters with all exporters, the top exporters
are much larger in terms of both employees and assets, more capital intensive, create more
value in both the UK and abroad, and are more productive. Looking at the median levels, the
top 10% of exporters, on average, hire 5 times the number of employees than the average of all
exporters; they own nearly 11 times the total assets, have 10 times more turnover, export 25
times more, but are only twice as productive. Around half of both groups are foreign firms.
These statistics suggest a very skewed distribution among exporters, with some top exporters
being exceptionally large in scale in both the UK and globally. Interestingly, the much smaller
exporters are not that much less productive than the big firms. This may suggest that even
though productivity determines a firm’s propensity to export, the factors that drive firms to be
successful exporters (with more extensive export margins) may be more complex. For example,
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they may need to have resources and capabilities that allow them to expand their markets in
order to benefit from the economies of scale.
Overall, the existing literature and statistics clearly paint a picture of the importance of
these key players to global trade. At home, these large exporters make crucial contributions to
growth, employment, technology improvements, and consumer welfare. 30 The largest
exporters, who are generally the strongest supporters of global integration, usually determine
trade volumes, define trade patterns, and dominate trade politics. Freund and Pierola (2012)
emphasise the importance of superstars in driving export growth and diversification in terms
of introducing new products to market destinations. Osgood et al. (2016) identify the political
implications of this domination in overseas sales, and suggest that the inordinate exports shares
of these few exporters equip them with the power and incentive to supercharge pro-trade
political activity, making them the core components for trade liberalisation.
Given the fact that export growth, diversification, and jobs all considerably depend on
the capacity of this unique group, it is necessary to uncover their origins within the UK context
in order to understand how such superstars are born and what factors contribute to their
evolution (Navaretti et al., 2011). It would be interesting to examine whether superstars
potentially learn from their previous experience in the domestic markets before they become
successful exporters. On the other hand, even though the remaining smaller players seem not
to be the biggest winners, they are directly or indirectly involved in the top exporters’ supply
chains. Hence, whether the rest of the firms, i.e., the majority, are able to acquire gains through
local export spillovers from superstars is another question calling for deeper investigation.

30

The direct contribution to growth and employment is statistical, see for example Mayer and Ottaviano (2008)
and Table 4.2 below for the UK. There is no direct causal evidence about the contribution of the happy few on
technology and consumer welfare. But given the very well established literature on the positive spillovers of
exporters, the largest exporters’ contributions are easily deductible.
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Table 4.2: Characteristics of UK top exporters (2018)
Happy Few
All exporters
Top 1%

Exporters in 2018

Age
Number of employees
Operating turnover
(1,000 GBP)
Overseas turnover
(1,000 GBP)
Total assets
(1,000 GBP)
Labour productivity
(1,000 GBP)
Foreign owned

Top 5%

Top 10%

Median

Mean

Min

Max

Median

Mean

Min

Max

Median

Mean

Min

Max

Median

Mean

Min

Max

19

31

1

142

19

28

1

142

20

28

1

142

19

25

1

163

6,008

19,104

1

559,880

883

5,778

1

559,880

444

3,226

1

559,880

87

500

1

559,880

2,406,838

4,762,595

714,263

31,800,000

365,520

1,322,318

94,089

31,800,000

164,697

738,437

42,852

31,800,000

17,194

104,052

0

31,800,000

1,685,805

3,442,148

670,455

31,500,000

225,777

876,089

93,555

31,500,000

93,493

468,845

42,315

31,500,000

3,815

52,770

0

31,500,000

2,722,963

10,200,000

36,858

695,000,000

353,602

2,739,492

427

695,000,000

155,504

1,488,550

427

695,000,000

14,183

187,023

0

695,000,000

394

53,047

13

4,871,278

379

14,473

4

4,871,278

342

7,874

4

4,871,278

198

1,260

0

4,871,278

1

0.39

0

1

1

0.52

0

1

1

0.54

0

1

0

0.48

0

1

Export to operating
turnover

87.0%

78.6%

2.6%

100.0%

81.0%

72.7%

2.6%

100.0%

78.8%

70.6%

2.4%

100.0%

33.1%

42.8%

0.0%

100.0%

Export value share

0.2%

0.3%

0.1%

2.8%

0.02%

0.1%

0.01%

2.8%

0.01%

0.04%

0.004%

2.8%

0.0003%

0.005%

0.0%

2.8%

Number of exporters

210

1050

2100

21010

Share of total export
value in all UK exports

65%

83%

89%

100%

Source: FAME data. Authors’ calculation.
Note: This tables shows the characteristics of the happy few, with all exporters as the reference group. The unit of monetary value is thousand pounds (1,000 GBP). Export value share is the
ratio of firm's overseas turnover (export value) to total exports value of all firms from all sectors. This only gives a relative scale of export contribution of exporters in different groups. Foreign
owned is a dummy variable, taking 1 if a firm’s ultimate owners is located in a foreign country, 0 otherwise.

4.2 Intermittent exporters
Not all firms entering the export markets are consistent in so doing. They dip in and out,
switching between the status of exporting and non-exporting, and/or swapping the products
they export and the markets they export to. Indeed, trade statistics show that many firms exit
exporting quite rapidly and that, equally frequently, exited firms re-enter international markets
to export again, with varying lengths of exporting spells.
Recent analysis suggests that firms often engage in relatively intermittent exporting for
extended periods, and that sporadic exporting is commonplace among UK SMEs who enter
and exit the export market with apparently no coherent strategy (Crick, 2003; Requena-Silvente,
2005; Love and Ganotakis, 2013). Similar results have been found in Italy (Bonaccorsi, 1992)
and France (Bernini et al., 2016), and outside Europe, in Colombia (Eaton et al., 2008) and
Chile (Blum et al., 2013). However, while the phenomenon has been observed, there is little
systematic analysis of either the causes of intermittent exporting among UK firms or of the
conditions that make it more likely to occur.
It is clearly important that policymakers who wish to promote exporting understand the
specific conditions that give rise to intermittent exporting. This implies a slightly different goal
for public support, as it is not just to help firms export, but to help them export for a longer
time period. Firms that have exported before but, for various reasons, have stopped exporting
differ from firms that have never exported. They are already likely to be more productive than
the latter group but may also experience constraints. Hence, they are more likely to possess
certain advantages (ambition and resources) that enable them to respond to interventions that
enable them to be able to export again, and more persistently.
Bernini, Du and Love (2016) model the way in which firms’ internal resources and the
nature of external demand (both domestic and foreign) determine the observed exit and reentry patterns, as shown in Figure 4.9. Employing a large panel of French firms, this study
explains why intermittent exporting is more likely to happen among smaller, less resourceintensive firms. They show that a firm’s previous exit from the export markets is closely linked
with its re-entry. In particular, changes in demand conditions at home and overseas at the time
of exit, and the firm’s reaction to these, are central to the probability of export re-entry. Thus,
re-entry is an outcome of the firm’s strategic rationale for exit; it is the way in which firms
react to market conditions at the time of exit that is the crux to determining the likelihood of
re-entry.

The findings of this still young literature suggest the following. First, simply treating
firms as exporters or non-exporters is unsatisfactory. Second, it is not only foreign market
conditions but also domestic market conditions that must be taken into account when modelling
exporting patterns. Third, a firm’s previous exporting history or experience matters for the
probability of its re-entry into the export market. Fourth, firms of different sizes react
differently to changes in market conditions in terms of export orientation (it is worth noting
here that firm age, on the other hand, is not a useful predictor of exporting propensity). In sum,
when designing the appropriate policy instruments for firm internationalisation strategy, one
must consider the relevant firm attributes, the market conditions at home and abroad, and the
firm’s exporting history and experience.
Figure 4.9: Export entry, exit and re-entry

Unfortunately, there is no similar study covering a large sample of UK firms. However,
our ongoing research carried out in the LBGCBP will enable the potential implications of
intermittent exports in the UK to be better understood. This would help to identify the areas
where public support should be offered so as to bridge the gap between intermittent and
continuous exporting. For businesses, withdrawing from exporting may present a valuable
learning experience from which lessons can be drawn so as to build a successful exporting reentry strategy. This is particularly relevant for the UK where the number of small businesses
engaged in international trade is relatively lower than in other EU countries.
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5. UK trade through COVID and BREXIT
5.1 Brexit impacts
Policy uncertainty around international trade since the 2016 Brexit referendum has reduced
firms’ export participation (Crowley et al., 2018) and aggregate trade flow (Douch et al., 2018;
Graziano et al., 2018). UK firms, especially the smaller ones, have already responded to the
Brexit uncertainty by redirecting their trade away from the close, rich, and previously
frictionless EU neighbouring markets to places further afield (Douch et al., 2019). Reversing
the usual patterns of the gravity model, these trends are likely to weaken exporters’ productivity,
especially among small traders who are more vulnerable to increased trade costs and risks.
Some manufacturing sectors, such as the automotive sector, are likely to be influenced
significantly (see Bailey and De Propris, 2017), given their dependence on the European supply
chains.
The EU-UK Trade and Cooperation Agreement (TCA), agreed on December 24, 2020,
resolves much of the uncertainty and allows tariff-free and quota-free trade between the EU
and the UK to continue. The EU-UK trade, however, is no longer frictionless because rules of
origins, technical standards, sanitary and phytosanitary measures and other non-tariff barriers
(e.g. certification and licensing) will be applied when goods cross the borders in both directions.
These frictions are likely to grow over time as the EU and the UK regulations diverge. These
frictions will reduce trade with the EU at extensive and intensive margins, leading to lower
variety and quantity of intermediate and consumer goods, and resulting in significant welfare
loss.31
The current agreement does little to facilitate trade in services, and what has been
achieved in the TCA as regards services is less than expected by experts.32 This means that
more difficulties for trade are expected and a long string of negotiations are yet to begin.
Restrictions in business travel, business provisions, and the absence of mutual recognition of
professional qualifications will generate additional costs and more paperwork, which will put

31

Jackson and Shepotylo (2018) estimate that FTA reduces GDP per capita by 2.6%, which is a considerable
improvement against the 4-5% long-run loss in GDP per capita under a ‘hard’ Brexit. Other studies have similar
predictions of the expected losses: Dhingra et al. (2017) estimate welfare losses of 1.3% in a static model with
‘soft’ Brexit compared to 9.4% in a dynamic model with ‘hard’ Brexit. Ebell et al. (2016) estimate that real income
will fall by 2.7% in the long run. For a broad and comprehensive summary of the Brexit literature, including future
UK trade policy options and Brexit consequences for the UK and EU, see Sampson (2017).
32
See Professor Sarah Hall’s commentary following the TCA, available at https://ukandeu.ac.uk/the-brexit-dealand-services/.
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the UK’s professional and business services sectors in a hugely disadvantaged position and
may even scuttle their ability to do business with the EU.
All these non-tariff measures or barriers will lower the productivity of firms in the UK.
Productivity can decline via backward or forward linkages. A break in backward linkages
causes a reduction in input variety or appropriate services, reducing the feasibility of certain
ingredients or technologies and leading to a less efficient mix of intermediate inputs and
services. The productivity decline may also arise from a break in forward linkages in the form
of a lack of competition in the good’s or service’s final markets, resulting in X-inefficiency
and scale effects. The positive effects of trade liberalisation on productivity and the negative
effects of imposing trade barriers have been established in many studies, both in goods (Amiti
and Konings, 2007; Topalova and Khandelwal, 2011; Halpern et al., 2015) and in services
(Hoekman and Shepherd, 2017; Ariu et al., 2019). Therefore, we can expect that the restrictions
placed on services will have a detrimental effect on the productivity of goods producers, and
this effect will be in addition to the non-tariff barriers on trade in goods.
The recent evidence also suggests that the negative impacts from Brexit are likely to be
spatially uneven due to the varying productive structures of the UK’s regions. This is likely to
further weaken the economic foundation of these regions and to intensify the regional divide
in economic prosperity (Thissen et al., 2020), counteracting the government’s ‘levelling up’
agenda (Zymek and Jones, 2020).

5.2 COVID impacts
The COVID pandemic adds further challenges, unmatched in scale and scope, to the UK’s
economy. Like many other countries in the world, the UK has experienced heavy disruptions
to its international trade. The UK is projected to see its annual growth in traded goods reduce
by as much as 20% in 2020; a reduction that is worse than most of its OECD peers (OECD,
2020).33 This section reviews the state of UK trade in 2020.
5.2.1

The great trade collapse in 2020

COVID has wrought unprecedented disruptions to global production and trade, even though
the recoveries after the first wave were swift. Countries experienced catastrophic declines in
their production capabilities, but were able to stay afloat due to asynchronous pandemic

33

https://www.oecd.org/berlin/publikationen/Interim-Economic-Assessment-2-March-2020.pdf.
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shocks. 34 By leveraging diversified sources of goods and services, countries managed to
smooth their consumption, with much lower losses in welfare.
To understand this trade collapse, we draw comparisons between this crisis and that
caused by the last global trade collapse in 2009. Both crises resulted in sharp and severe falls
in exports across the world, accompanied by an even sharper decline in GDP, as illustrated in
Figure 5.2.
When comparing the contraction of exports in relation to that of GDP, we calculate the
country’s export growth relative to its GDP growth, i.e., the shock factor (see Table 5.1).
Interestingly, the magnitude of the current trade disruptions in the scale of the overall economic
disruptions is less than that experienced during the last global financial crisis. Clearly, the 2020
trade collapse is milder than the trade collapse in 2009, which was much more catastrophic.
Furthermore, the current spate of trade shocks is more evenly distributed across countries than
was the case in 2009 when some countries experienced much more severe shocks than others.
On average, the export contraction among EU countries was 5 times the GDP contraction in
2009, but only two-fold in 2020.
Table 5.1: GDP and Export contraction in Crisis of 2009 and 2020
2009 Trade collapse
country

All
Canada
China
EU
Germany
India
Italy
Japan
Mexico
South Africa
UK
US

2020 Trade collapse

GDP
growth

Export
growth

Shock factor
(Export growth/
GDP growth)

GDP
growth

Export
growth

Shock factor
(Export growth/
GDP growth)

-1.6
-2.9
9.4
-4.3
-5.7
7.9
-5.3
-5.4
-5.3
-1.5
-4.2
-2.5

-21.5
-30.8
-16.0
-22.8
-22.8
-2.8
-25.0
-25.7
-21.1
-27.2
-25.4
-18.7

13.8
10.5
-1.7
5.3
4.0
-0.4
4.7
4.7
4.0
17.7
6.0
7.4

-6.9
-6.0
0.4
-6.9
-5.8
-9.2
-9.5
-6.0
-9.8
-7.9
-11.0
-3.9

-14.6
-15.6
-0.8
-14.1
-13.4
-21.0
-14.0
-19.8
-18.0
-10.7
-17.0
-15.5

2.1
2.6
-1.9
2.0
2.3
2.3
1.5
3.3
1.8
1.4
1.5
4.0

Source: WDI, OECD, Comtrade.
Note: GDP growth for 2009 is from WDI; GDP growth for 2020 is based on OECD Q1- Q3 data, Q4 data being not
yet available. The 2009 export growth is computed based on Comtrade data, except for OECD and EU exports,
which are computed based on WDI data on export of goods. All figures in current USD. The 2020 export growth is
based on 9 months of export data from Comtrade for Canada, UK, US, South Africa, 8 months of data for Germany,
India, Italy, and EU, and 7 months of data for Japan and Mexico. Data for China is based on China Customs Data.
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China entered the pandemic first. As it started to recover, Europe entered its first wave. When the first wave
was over in Europe, the Americas and South Asia experienced severe pandemic crises, etc.
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What factors have led to these differences between the COVID trade collapse crisis and
the last financial crisis? Looking more closely, international trade during 2009 came to an
abrupt halt, leading to a ’great trade collapse’ (Baldwin, 2009). It was sudden, severe, and
synchronized, triggered by the Great Recession in the economy and financial markets. For
instance, UK GDP declined by 4.2%, while exports fell by 25%. The same pattern was
observed for all countries, as shown in Figure 5.2. China and India actually experienced
economic growth of 9.4% and 7.9%, but even in these countries, exports declined by 16% and
2.8% respectively.
The global trade collapse of 2009 was caused by a strong negative demand shock
(Bricongne et al., 2012), which drove commodity prices into free fall. Not surprisingly,
countries relying on the exports of natural resources, such as Russia and Saudi Arabia, had the
strongest declines in exports (35.5% and 38.7%, respectively). This explains why Canada and
South Africa, which both export natural resources, had very steep declines in exports.
In contrast, the pattern of the 2020 trade collapse is different. Comparing all the
countries presented in Figure 5.2, GDP decline in 2020 is stronger, being 1.6% in 2009 and
6.9% in 2020. Despite the stronger decline in economic activities, trade has not been impacted
as strongly as in 2009. For all the countries presented, exports declined by 21.6% in 2009 and
by 14.6% in 2020.

GDPand
and
Export
Contraction
in of
Crisis
Figure 5.2: GDP
export
contraction
in crisis
2009 and 2020
2020,Q1-3
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Source: WDI, OECD, COMTRADE.
Note: GDP growth for 2009 is from WDI; GDP growth for 2020 is based on OECD Q1- Q3 data, while Q4 data are not yet
available. The 2009 export growth is computed based on Comtrade data, except for OECD and EU export, which are computed
based on WDI data on export of goods. All in current USD. The 2020 export growth is based on 9 months of export data from
Comtrade for Canada, UK, US, South Africa, 8 months of data for Germany, India, Italy, and EU, and 7 months of data for
Japan and Mexico. Data for China is based on China Customs Data.
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It is not too hard to understand why the 2020 trade collapse was relatively mild and
recovered quickly. Unlike the 2009 collapse. which was mainly driven by the massive demand
shocks propagated by the financial crisis, the COVID trade disruption was initially caused by
supply shocks, primarily due to social distancing measures being put in place (Baldwin and
Tomiura, 2020). Then, the rapid shutdown of the economy led to domestic demand shocks that
generated startling disruptions in the availability of everyday commodities that ranged from
fresh vegetables, eggs, milk (Yaffe-Bellany and Corkery, 2020; Reiley, 2020; Evich, 2020),
and meat (McLean, 2020; Estes, 2020) to toilet paper (Oremus, 2020), with the culprit allegedly
being the lack of responsiveness of hyper-efficient but rigid modern supply chains (O’Leary,
2020: O’Neil, 2020; Shih, 2020).
Meanwhile, supply chain dynamics vary considerably, not just by industry but also by
the characteristics of specific products, the responses and strategies of the producers (Gereffi
2020), and the distribution channels involved (Cattaneo et al., 2010; Staritz et al., 2011).
Notably, in both crises, GVCs played a big but different role. In 2008-2009, the GVCs
propagated the crisis from one country to another, since the shocks were synchronous across
the globe such that all countries experienced the financial crisis at the same time. This crisis is
different, with countries going in and out of lockdown in different periods and using
international trade to cushion domestic shocks. Therefore, GVCs are playing a moderating role,
being the tool that smooths and diversifies risks. One area that features prominently is the
production and trade of the COVID vaccine, which is crucial for fighting the current crisis.
That there are many types of vaccine produced in different countries reduces the risk of further
economic problems, which is clearly an advantage.
In addition, in 2020, commodities’ prices and their export values, with perhaps the
exception of oil, remained relatively stable (in the case of metals, they even experienced an
increase). Even the price of oil fell less – by 54% in 2008 and by only 21% in 2020.35 As a
result, this crisis did not hit commodity exporters, although it had a bigger impact on the
exporters of cars, aircrafts, and their components.
Finally, trade relies on the provision of trade credits, given the long time lag between
the shipping of goods and their actual delivery. In 2009, the credit markets were frozen, and
this shock spilled over to letters of credit and similar financial instruments that are essential to
the smooth running of the wheels of global trade (Auboin 2009). In 2020, the situation is
different because the credit markets have continued to function.

35

https://www.macrotrends.net/1369/crude-oil-price-history-chart.
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In conclusion, in 2009 when the GVCs propagated the crisis, the shocks were
synchronous across the globe, as all countries experienced the financial crisis at the same time
with (almost) everyone losing out. In 2020, local supply side conditions played a large role in
driving trade shocks. These relied on policy responses in both economic and social terms.
Hence, the trade effects across the world were asynchronous and the speed of recovery from
trade collapse varied. This means that the degree of trade disruption in a country depends on
the nature of its products serving the GVCs, the successful control of the pandemic, policy
responses aimed at supporting businesses, as well as the ability to seize new exporting
opportunities to fill in the gaps in the global markets. Put bluntly, there are winners and losers
emerging from the COVID shocks.
Overall trade statistics can offer only limited information about the trends, and are even
less informative about the underlying specific dynamics. To this end, we need to delve deeper
into the data at product- and market-levels.
5.2.2

How did UK trade perform through this crisis?

We first turn to the aggregate trends of the UK’s exports and imports. Using monthly aggregate
trade flow data between 2017 and September 2020, we provide an overview of the trend of the
UK’s exports and imports against its peers. As shown in Figure 5.3, the level of UK exports
between January-September 2020 were 17.0% lower while UK imports were 14.3% lower
relative to the same period in 2019. In fact, UK exports after January 2020 were consistently
below trend, reaching the sharpest decline in May 2020 year on year (33.5%, YOY) and only
slightly recovering in the following months. In September alone, exports were 14.4% lower
than in the same period of 2019, and even lower than the 2017 level. An international
comparison depicts similar sharp declines amongst the UK’s peers since COVID hit China in
January. However, the statistics suggest that UK has had a deeper decline and slower recovery
than Germany, Italy, Spain, and the US. It is noteworthy that UK exports have been growing
more slowly than those of most other countries since 2017.
UK imports have also experienced a severe decline, dropping to their lowest level in
April (30.3% decline, YOY) and May (32.1% decline, YOY). However, they experienced a
dramatic increase in the following months, considerably exceeding the trend line in September
(3.8% higher YOY). However, as our further analysis shows, this import recovery was driven
by the volatility in the trade in gold, with other imports remaining below the trend line.
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Figure 5.3: UK exports and imports (2017-2020)

Source: COMTRADE.

To understand what causes such divergence in the behaviour of exports and imports at
the aggregate level, and which sectors are driving the results, more detailed analysis at product
level is required. We first consider the UK’s top six imported and exported products in terms
of their economic significance (Table 5.2), measured at Harmonized System (HS) 2-digit
level. 36 We also identify the emerging trends by pinpointing the exported and imported
products that are the fastest growing and sharpest declining over the same period.
Several interesting facts stand out. Gold was the only main product that was
consistently traded above the typical levels throughout the period, especially during the most
severe outbreaks of the pandemic in April and September 2020. Exports by the pharma industry
did not experience an expected boost.

36

The products we investigated include HS27: Mineral fuels, mineral oils and products of their distillation,
bituminous substances, mineral waxes – abbreviated as ‘Oil and Gas’; HS30: Pharmaceutical products; HS71:
Natural, cultured pearls, precious, semi-precious stones, precious metals, metals clad with precious metal and
articles thereof, imitation jewellery coin – abbreviated to ‘Gold’, as it is the main component; HS84: Nuclear
reactors, boilers, machinery and mechanical appliances, parts thereof – abbreviated to ‘Mechanical equipment’;
HS85: Electrical machinery; HS87: Vehicles other than railway or tramway rolling stock, and parts and
accessories thereof – abbreviated to ‘Cars’.
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Table 5.2: UK trade by products (2020)
Products

Monthly
export in
2020,
(billion
USD
Top 6 exports of UK

Mineral fuels
(HS27)
Cars (HS87)
Machinery and
mechanical
appliances (HS84)
Electrical
machinery (HS85)
Pharmaceutical
products (HS30)
Gold (HS71)

Export
growth, %
YOY

Products

Import
growth,
% YOY

Top 6 imports of UK

2.176

-36.7

2.659
4.918

-36.5
-18.7

1.978

-15.3

2.002

-9.6

3.806

15.9

Mineral fuels
(HS27)
Cars (HS87)
Machinery and
mechanical
appliances (HS84)
Electrical
machinery (HS85)
Pharmaceutical
products (HS30)
Gold (HS71)

Top 6 fastest growing exports
Ores, slag and ash
(HS26)
Other plants (HS12)
Explosives;
pyrotechnic
products; matches;
(HS36)
Manufactures of
straw (HS46)
Vegetable products,
other nes (HS14)
Ships and boats
(HS89)

Monthly
Import in
2020, billion
USD

2.745

-41.9

4.302
5.595

-33.5
-20.4

4.189

-15.0

2.007

-10.9

8.823

32.7

Top 6 fastest growing imports

0.017

19.7

Arms and
ammunition (HS93)
Gold (HS71)
Other plants
(HS12)

0.066

18.9

0.023
0.007

26.3
28.2

8.823
0.102

32.7
37.0

0.001

95.4

Tobacco (HS24)

0.063

66.2

0.000

102.0

0.090

85.7

0.219

126.4

Ships and boats
(HS89)
Textile articles nes
(HS63)

0.538

145.0

Top 6 most declining exports

Top 6 most declining imports

Tobacco (HS24)

0.001

-80.6

Fur skins and
artificial fur (HS43)
Raw hides and
leather (HS41)
Mineral fuels
(HS27)
Cars (HS87)

0.002

-46.8

0.018

-39.3

2.176

-36.7

2.659

-36.5

Silk (HS50)

0.002

-36.1

Fur skins and
artificial fur (HS43)
Wool (HS51)

0.003

-49.8

0.020

-49.1

Works of art
(HS97)
Silk (HS50)

0.137

-46.3

0.002

-44.4

Cork and articles of
cork (HS45)
Mineral fuels
(HS27)

0.002

-42.8

2.745

-41.9

Source: COMTRADE.

Car exports have declined the most. The COVID pandemic presented the global car
industry with an unprecedented challenge in 2020. Following the complete lockdown in China
(the world’s largest car market) during the first quarter of 2020, the pandemic arrived in Europe
and then elsewhere, causing production to shut down and supply chains to collapse. These
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automotive supply shocks were followed by demand shocks, as consumers suffered job losses
and income uncertainty. UK car exports did recover quickly to the trend level in September
2020, and the overall disruption was similar to that experienced by the German automotive
industry. However, industrial experts argue that the pandemic has only accelerated the
transformation of the car industries towards electric and digital technologies, which means a
decline in the traditional cars markets is to be expected. 37 Oil and gas and mechanical
equipment also saw export levels that were considerably below the trend.
Turning to the main items imported by the UK (cars, electrical and mechanical
machinery, and pharmaceutical products), these recovered to pre-pandemic levels by
September 2020. The swift recovery can be explained by strong consumer demand for semidurable goods, electrical appliances, and electronic devices after the UK economy emerged
from the first lockdown and consumer confidence began to grow. As a result, consumers who
delayed purchases of large consumer items in the first half of the year were much more active
in the 3rd quarter of 2020.38 Mineral fuels, on the other hand, continue to be traded considerably
below the trend levels due to weak demand caused by travel restrictions.
Looking beyond the top 6 products exported and imported, we investigate the products
that experienced the strongest growth and steepest decline in the international markets in 2020.
As seen in Table 5.2, more nuances emerge from the aggregate statistics on UK’s top products.
Clearly, not all types of products suffered the same level of disruption, with some markets even
growing rapidly. It is arguable that the COVID pandemic has generated winners and losers in
terms of overseas trade.
A few particular products stood out as having boomed in the export markets. Ships and
boats expanded their export values by 126% per month on average in 2020. The sector appears
to be the biggest winner in the merchandise export market under the COVID pandemic,
reporting on average $219 million monthly exports. This however should not be seen as an
opportunistic blip. Britain’s shipbuilding and boatbuilding revenue has been increasing in
recent years – it grew by 11.4% in 2018 and totalled £4.76 billion in turnover, followed by a

37

See report “Reimagining the auto industry’s future: It’s now or never” by McKinsey (2020) available at
https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/reimagining-the-auto-industrysfuture-its-now-or-never.
38
In Q3 2020, the growth in household spending (adjusted for inflation) was positive, being 19.5% more than
Q2 2020; Even though the YoY growth in consumption was -10%, households spent more on audio and visual
equipment, information processing equipment, recording media, and personal electric appliances (ONS 2020,
Consumer trends, UK: July to September 2020).
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further growth of 2.9% in 2019.39 A closer examination of the divisions of the sector suggests
that British boating companies have been quickly growing their overseas market over the past
few years, with rising global sales of boats for leisure and sports. This year’s fast growth in
exports is clearly a sign of the sector’s continued strong performance, possibly driven by the
demands of socially distancing consumers for alternative leisure choices, such as sailing and
water sports.
Other goods that performed well during this period include vegetable materials for
plaiting (HS1401) and other vegetable products (HS1404); these sectors doubled their exports,
albeit that they started from a very low base. Exports of other plants (HS12), including seeds,
fruit, and spores, of a kind used for sowing (HS1204-1209), plants and parts of plants (HS1211)
have also been steadily growing.
On the losing side, exports of cars and mineral fuels, as an intermediate input to gas
and petroleum, have sharply declined but we also observe that tobacco exports shrank by 80%
monthly this year, which gives this sector the unenviable position of ‘most declined products’.
This could the result of three factors. During the COVID pandemic, researchers highlighted an
association between tobacco smoking and adverse COVID disease outcomes, which reinforces
the ‘quit smoking’ message (Patanavanich and Glantz, 2020). Second, lockdown has both
forced people to work at home where they must share space with others, and limited their
access to tobacco supply. Third, weakened demand due to reduced income may have impacted
on tobacco consumption. It is impossible to predict if this trend will continue, although there
is clear evidence that COVID offers an opportunity for tobacco cessation (Ahluwalia et al.,
2020).
Certain luxury goods experienced a serious decline in the export markets, ranging from
30-40% monthly compared to the same period in 2019. Specific examples include fur skins
and artificial fur, raw hides and leather, and silk, reflecting weakened global demand.

39

Based on ONS estimates, based on ‘UK Manufacturers’ sales by product survey (Prodcom)’, available at
https://www.ons.gov.uk/businessindustryandtrade/manufacturingandproductionindustry/datasets/ukmanufacture
rssalesbyproductprodcom.

51

6. The ways forward
As one of the largest economies in the world, the UK has solid economic foundations, being
open, dynamic, and competitive. It exports goods of high complexity and delivers high quality
services that reflect the strengths of a knowledge-intensive economy and add value to its
partners in 255 countries and territories.
At time of writing, the UK stands at a critical juncture. It faces major challenges from
multiple sources: decades of slowing productivity, short-term acute COVID disruptions, and
long-term disquiet during the Brexit transition. There are serious concerns for the future. UK
merchandise traders will face increased costs due to non-tariff barriers, which are bound to be
erected in its closest and largest market. Services traders will be disadvantaged or incapacitated
in doing businesses with the EU, being restricted in business travel, business provisions, and
recognition of professional qualifications.
But there are new opportunities that allow for optimism: the Brexit-impelled search for
new markets has led traders to previously under-explored trade destinations. COVIDaccelerated digitalisation among businesses will speed up innovation in products and processes.
Unpredictable technological changes can cause new sectors and new markets to emerge very
quickly. There are new ways of engaging in trade, with more advanced e-commerce and
blockchains. With the turning of these unwritten pages, the UK could refocus on building on
its strengths in technology and innovation, and advance an agenda of sustainability,
inclusiveness, and levelling-up. With these instruments, businesses will find new
internationalisation opportunities.
In the longer term, the continuing competitiveness of UK businesses depends on their
capacity to be innovative and productive. The new wave of industry 4.0 technologies offers
new opportunities for local manufacturing SMEs to explore more distant markets in which
skills, innovation, exporting, and productivity are often interchangeable keywords for success.
As this review highlights, productivity is the key to trade participation and performance.
That is what underlies the competitive advantage of producing goods and services in this
country and elsewhere. Hence, the requirement to improve UK productivity coincides with the
priorities of promoting UK trade and the country’s position in the GVCs. Firms need to have
the confidence and capacity to invest and innovate. Skills problems need to be better
understood and tackled accordingly. In addition, it is important to remember that it is not just
the exporters that matter to UK trade; the non-exporters that serve the value chains are equally
as valuable.
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