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Brexit EU WTO Terms 

Summary 

There were two major pieces of Brexit news last week.  

1) The government prepared warnings to help businesses to prepare for a Brexit under EU WTO terms in 

“the unlikely event” that agreement was not reached.  

2) Roberto Azevêdo, the head of the WTO, said that other countries would look to take advantage of the 

UK’s position following Brexit under EU WTO terms. 

This article looks at the surprisingly different impact of the imposition of tariffs on UK exports and imports of 

flour and malt and considers some of the reasons why our trading partners may not accept the proposed 

WTO terms. The flour and malt comments build on a report produced by The Policy Group for the AHDB. 

What does EU WTO terms mean? 

The government’s guidance on the implications of failing to reach an agreement with the EU provided 

genuine advice for businesses but also strengthened the negotiating position. It is easier to negotiate if the 

worst position is defined and determined to be acceptable. Not surprisingly many felt that the guidance 

was unreasonably late in the process.  

Exit from the EU under WTO terms means that the UK would adopt the same tariff regime as has to date 

been applied by the EU. There is not a universal WTO tariff and the tariff that would be applied is the 

specific EU WTO compliant tariffs. While the UK and EU would continue to apply the same tariffs to third 

countries as they do now the tariffs would also be applied to mutual trade. In fact for many agricultural 

goods, prices would rise in the UK because the UK is an importer of most food stuffs while the EU as a whole 

is a net exporter (and therefore has to sell at the ‘world’ price to dispose of the surplus). Tariffs applied by 

the UK on imports from the EU, as well as from other countries, would raise many prices. Compared like for 

like, EU prices are generally no longer significantly higher than found in the rest of the world.  

It is possible to unilaterally reduce tariffs and of course the tariffs collected can be used in the same way as 

any other tax income. The UK may do this, but it is extremely unlikely that the EU would. 

The UK arable sector has largely escaped serious Brexit analysis but it is not immune from change. Flour 

and malt production provide simple and contrasting examples of the impact of implementing EU WTO 

terms. 

Flour and wheat 

The average flour trade between the UK, EU and rest of the world over the last five years has been: 

UK Flour Current TRADE (5-year average) 

 ‘000 

tonnes 

UK flour imports from the EU 63 

UK flour imports from outside the EU 3 

UK flour exports to the EU 234 

UK flour exports to outside the EU 6 

Net exports 174 

Source: HMRC tariff line (11010015 Wheat flour of common wheat and spelt) 
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Adoption of EU WTO tariffs of €172/t, representing approximately 30% of the value, effectively prevents any 

trade between the UK and EU.   

UK Flour Post imposition of WTO terms 

 ‘000 

tonnes 

UK flour imports from the EU 0 

UK flour imports from outside the EU 3 

UK flour exports to the EU 0 

UK flour exports to outside the EU 6 

Net exports 3 

Excess UK supply over demand 173 

Source: HMRC tariff line (11010015) 

The vast majority of the flour trade is between the Republic of Ireland and the UK. The additional cost due 

to imposition of tariffs means that within a very short period the Republic’s flour requirement will be 

supplied by continental Europe; Brittany ferries are already putting in place more trips between Ireland 

and France.  

Globally little flour is traded and the variable quality of UK wheat resulting from climatic conditions makes it 

hard for the UK to establish new sustained markets. Historically, baking quality wheat used in the UK  was 

from Canada and the substitution of Canadian wheat with UK wheat has been a technological 

achievement. However, there are opportunities for the UK and there are reasons to believe that UK soft 

wheat flours for biscuits and cakes is undervalued. UK soft flour is regularly exported to Asia and has been 

exported as far as Australia in some years. There are also some speciality products such as cake flours, 

batters and coatings that are recognised internationally. In contrast to malt flour products tend to be 

traded in sterling (rather than dollars) and weakening of the exchange rate may well increase the 

attractiveness of these markets. 

While there are positive opportunities UK production capacity is likely to be too high if the UK is subject to 

tariffs by the EU, and one or maybe two mills will need to close. One closure is likely to be in Northern 

Ireland and one perhaps on the UK mainland.  

Miller-bakers may be better placed to pass on some of the additional cost to the consumer. 

Until capacity is reduced mills will lose money causing pain for the entire sector. The best that could 

happen is that capacity is reduced quickly but analogy with other sector closures suggest the process 

might take two or more years. Closure will inevitably mean the loss of jobs in the sector. It might also mean 

that there is a loss of capital although this may not follow if the site had been kept open for sentimental 

reasons and the new use increased the site value.  

Farm suppliers 

The long-term prognosis provides little relief for the mills but the impact on farmer suppliers is relatively small. 

Farmers grow a large number of crops and feed wheat, rather than wheat for milling, is an easy fall back. 

Weather variability already means that in some years the supply of milling wheat falls by a similar volume. 

In addition, Tariff Rate Quotas allowing trade of quality grain into the EU, or from the EU to the UK will allow 

some export albeit at a lower price. 

It is worth noting that even if a Free Trade Agreement were reached Rules of Origin requirements might still 

cause disruption given the use of third party wheat in UK grists. 
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Malt and Barley 

In contrast to flour, the malting industry while also suffering in the short term is potentially a thriving sector 

within or outside the EU. EU WTO tariffs are similarly high at €152/t for roasted malt. 

UK MALT Current TRADE (5-year average) 

 ‘000 

tonnes 

UK malt imports from the EU 72 

UK malt imports from outside the EU 0 

UK malt exports to the EU 19 

UK malt exports to outside the EU 190 

Net exports 137 

Source: HMRC 

In contrast to UK wheat flour, UK malt is a premium malts. Any distiller or brewer ‘needs’ UK malt to produce 

genuine Scotch whisky or to brew UK ale. UK malt is also described as “well-modified” and is a much easier 

product for artisan brewers and distillers than many other malts. The major UK malt exports are to Japan 

and the USA and both purchase premium products at an above average price. 

The UK barley area is increasing in an attempt to control blackgrass (although production is no greater 

than it was in the early 1980s). However, there has been a decline in production in the rest of the world. 

Maize has replaced barley as a feed grain and in doing so has more than doubled the yield of feed 

grains. It is a shock to discover that the UK now produces more barley than the USA. In addition, climatic 

differences means that malting barley is difficult to produce in areas with more extreme climates such as 

Australia. 

There is no sign that the trend towards falling production and increasing demand for UK style beer and 

whisky will reverse. 

UK Malt Post imposition of WTO terms 

 ‘000 

tonnes 

UK malt imports from the EU 0 

UK malt imports from outside the EU 0 

UK malt exports to the EU 0 

UK malt exports to outside the EU 190 

Net exports 190 

Excess UK demand over production 53 

Source: HMRC 

In contrast to flour, the malt balance improves for UK malt producers and in order to maintain current 

market volumes extra production is needed. There are quality differences to overcome but there is the 

potential opportunity to replace the malt imported from other EU suppliers. In contrast to producing 

substitute milling wheat varieties climate is a lesser handicap. 

However, while the EU market price for UK malt is below that of Japan and the USA, it is above that of 

some of the other countries receiving UK malt (although quality and contractual arrangements are likely to 

differ). In fact the average malt price initially falls despite lower supply. However, the squeeze on UK 

supplies is likely to soften the impact and lowest priced transactions are unlikely to fall further. As the 
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market growth occurs and specialist imported malts are replaced any small price reduction is likely to 

recover. Malt is a good example of how benefit could be provided through negotiation of new Free Trade 

Agreements. 

Significantly, Ireland once again is faced with difficulties. In contrast to the flour mills which are largely in 

the north, the major maltsters are in the south. While these supply brewers such as Guinness they also 

supply the north (e.g. Bushmills). The new surplus in Republic of Ireland may increase competition with UK 

maltsters for the more valuable overseas markets. 

Farm suppliers 

Some growers of malting barley are disadvantaged in the short term. Those exporting malting barley from 

the south coast to continental port side maltings in relatively small vessels would be disadvantaged but the 

low TRQ tariffs would not prevent export to the EU. The proportion of the tariff shared between buyer and 

producer is determined by the availability of similar qualities. In general the better the quality the higher 

proportion of tariff that would be carried by the buyer.  

There are also opportunities to replace supplies of malt received from northern Europe to Scotland (a 

reduction in competition might mean that the cost would rise benefitting the maltster while penalising the 

distiller. In the longer term it would be possible to replace high diastic imported malt (used to convert 

wheat or maize to alcohol).  

As many have pointed out a reduction in UK tariffs would be within our control. For both products while this 

would simplify the production process it would compound the problem of oversupply and would provide 

less of a spur for either sector to develop products to replace imports. The consumer would, however, 

have the benefit of a low price. 

Why might the EU WTO terms not be agreed? 

With 164 members the WTO makes EU negotiation look simple.  However, there is a major difference 

between the two: while the EU operates directly or indirectly as policeman and jury the WTO acts only as 

adjudicator. The WTO rules only come into play when a member appeals against what is perceived to be 

an unfair practice damaging the appellant’s trade position. There are contraventions of WTO principles 

that go uncorrected. 

While there are a number of uncertainties the major cause for appeal against EU WTO tariff terms are the 

proposed division of the Tariff Rate Quotas (TRQs) between the UK and EU.  

TRQs are put in place for a number of reasons: i) Under the Uruguay Round of the WTO largely to appease 

the EU to allow extended protection albeit at a lower level than prior to that ii) as compensation for a non 

WTO compliant ban such as hormone treated beef iii) as part of a free trade deal iv) as a result of pre 

Uruguay Round agreements (such as with New Zealand). Several of these tariffs have increased in line with 

expansion of the EU in proportion with increased consumption. TRQs may be available to all trading parties 

(erga omnes) or specific to two parties (such as where agreed in a bilateral free trade agreement). 

The proposed division is superficially straight forward: relative imports for the UK and the remainder of the 

EU are averaged over three years and the percentage is applied to the full quota irrespective of whether 

the full TRQ volume was imported. 

Clearly this division is transparent and would appear to be as satisfactory as any other method. But there 

are two overwhelming problems and exporters are already warming up for a fight. 

Divided in this way the use of the average means that the exporter does not get the same access as 

would have occurred previously. Consider, for example, trade in a commodity with a 100t TRQ. In year 1 

EU takes 80t and UK 20t; year 2 it is reversed and EU takes 20t and UK 80t and in year 3 each party takes 

50t. Clearly the average is 50t and both parties are granted a 50t TRQ. Under the new rules, the exporter 

would have only been able to export in year 1 50t to the EU and 20t to the UK, in year 2 20t and 50t and in 

year 3 the full 100t. The TRQ is less valuable for the exporter than it had been. Prior to the TRQ split, the 

exporter exported 300t, while afterwards, they could export only 240t. 

Another problem is that in future the EU and UK would use the TRQs for mutual trade. After all the two 

parties are in very close proximity and the cost of trade between the two should in many occasions be 
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lower than for trade with other parties. Again where the TRQ is available to all the value is likely to be 

diverted from the original exporting countries. 

It is certainly not all one way. Take sugar for example. While some imports are at zero tariff from the 50 

poorest countries, sugar has also historically been supplied by the CXL countries with a substantial tariff of 

€96/t. The removal of EU quotas means that the EU is now an exporting bloc. As a consequence EU sugar 

prices are moving towards global prices (allowing for trade friction and delays) so the exporting countries 

are losing any advantage they might have had in the past.  However, the UK is not self-sufficient in sugar 

and supplies have increasingly come from France without tariff. Following exit on EU WTO terms the TRQ 

would again raise UK sugar prices since the French zero tariff supplies would also be subject to the tariff. 

Conversely, removal of tariffs by the UK would risk the loss of the UK sugar industry and might be expected 

to increase consumption and be seen as undesirable. 

 

Flour and malt represent two apparently similar sectors with little complication. The impact on each is, 

however, surprisingly different. 
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