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SUMMARY

® Five years have passed since the UK left the EU, and efforts to improve the relationship between the two
are gaining momentum. At the UK-EU summit held on May 19, 2025, both sides agreed to strengthen
economic and security ties.

® The recent momentum toward improving UK-EU relations is underpinned by several factors. These include
economic reasons such as the impact of Brexit and the trade policies of the Trump administration in the
US, as well as the necessity for enhanced defence capabilities prompted by shifts in the US policy regarding
the invasion of Ukraine and European security. That being said, the outlook for sustained improvement in
UK-EU relations remains uncertain as concerns over potential losses to UK sovereignty stemming from
closer ties, the growing support for right-wing Eurosceptic factions among the UK public, and contentious
debates surrounding nuclear sharing in the realm of security persist.

® Both the UK and the EU are moving toward strengthening ties with Japan, and an improvement in UK-EU
relations is likely to be a welcome development for Japan.

INTRODUCTION

Five years on since the UK left the EU, there is growing momentum to improve relations between the UK and
the EU. The turning point was the July 2024 UK general election when the Labour Party returned to power for
the first time in 14 years. For the Labour party, which pledged to rebuild the relationship with the EU in their
manifesto, having the first UK-EU summit since Brexit and agreeing to strengthen economic and security ties
was a major step towards their pledge. This report aims to examine the background of the rebuilding of UK-EU
relations, the details of the agreement between the two sides, and the challenges that lie ahead.

1. POST-BREXIT DEVELOPMENTS AND DRIVERS OF UK-EU REENGAGEMENT

The UK ceased to be a member state of the EU effective 11 p.m. on January 31, 2020'. Five years since the
withdrawal, two factors are driving the effort to improve the relationship: the economy and security. On the
economic front, there are challenges brought about by Brexit and the trade policies of the Trump administration

' A “transition period” was established until the end of December 2020 so that there would be no impact on trade. Starting in January
2021, under the Trade and Cooperation Agreement (TCA), a free trade agreement covering a wide range of areas, including goods and
services trade, investment, competition, subsidies, transparency, transportation, fisheries, data protection, energy and sustainability,
and social security, tariffs and quotas were abolished on all products that meet the rules of origin. However, non-tariff barriers such as
customs procedures continue to impose cost burdens.
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in the US, while on the security front, the most notable impacts are Russia’s invasion of Ukraine and the shift in
US policy toward European security.

1-1.The impact of Brexit on the UK economy

The most important issue for the UK  Figure 1: UK's trade of goods and services (2015 = 100)
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small and medium-sized businesses.

According to an analysis by the London School of Economics and Political Science (LSE)?, after the transition
period ended at the end of 2020 and the Trade and Cooperation Agreement (TCA) came into effect in January
2021, approximately 14% of the businesses that had been exporting to the EU (more than 16,000 companies
in total), stopped exporting to the bloc. Even among those companies that continued to export goods to the EU
after the UK’s withdrawal, goods exported by small and medium-sized enterprises with fewer than 40 employees
decreased by between 15 and 30%.

Meanwhile, trade in services has recovered from the levels witnessed during the Covid-19 pandemic and
returned to pre-Brexit levels. This was due to the fact that the non-tariff barriers created by the TCA did not
affect trade in services as much as trade in

goods. The resilience of the UK's key service Figure 2: Breakdown of the UK's exports of services (2024)
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The UK government estimates that these Source: Compiled by MGSSI based on data from Office for National Statistics
agreements will boost the UK economy in the

2 London School of Economics and Political Science, 18 Dec 2024, “Brexit reduced goods exports by £27bn — with smaller firms
most affected”, last accessed 24 June 2025, https.//www.lse.ac.uk/News/Latest-news-from-LSE/2024/1-December-2024/brexit-
reduced-goods-exports-by-27bn
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long term, increasing GDP by 0.08%3 with the CPTPP and by 0.12-0.22%* with the UK-India FTA. With other
FTAs concluded with Australia in December 2021 and New Zealand in February 2022 (a combined estimated
contribution of 0.1% to GDP?>), as well as the possibility of an FTA with the US (0.6%), the increase in GDP
would be approximately 1% - insufficient to offset the economic impact of Brexit estimated by the UK Office for
Budget Responsibility (OBR), which assumes Brexit will lead to a 4 per cent® (a loss of 100 billion pounds, or
approximately 16 trillion yen annually) reduction in the potential productivity of the UK economy relative to
remaining in the EU.

Furthermore, while the UK's membership in the CPTPP and the UK-India FTA will give UK products
opportunities to enter the Indo-Pacific supply chain, geographical disadvantages for the UK goods will persist’.
Strengthening trade relations with the EU, which is geographically close to the UK and is its largest trading
partner, is thus essential for boosting the UK’s economic growth. As for the additional US tariffs imposed by the
Trump administration, the UK reached an agreement with the US in May 2025 to reduce tariffs on automobiles
and steel, but negotiations are still ongoing in areas such as pharmaceuticals. These uncertainties over US
tariffs further highlight the importance of the UK facilitating increased trade with the EU.

1-2. Seismic shifts in European security dynamics

Russia's invasion of Ukraine in February 2022 has profoundly shaken the foundations of European security
architecture. The UK, the EU, and other European countries have deepened their cooperation through the G7,
NATO, and other organizations to provide support for Ukraine, implement sanctions against Russia, and
strengthen Europe's defence framework. The Trump administration in the US, which came into power in January
2025, has put pressure on European countries to develop a more autonomous defence and security framework
by sharply boosting its defence spending. On June 25, 2025, NATO member states agreed to raise defence
spending targets, aiming to reach 5% of GDP by 2035 from the current 2%. The 5% target consists of 3.5% of
the core spending, such as military capability, including personnel and equipment, and 1.5% in defence-related
spending, such as cybersecurity and infrastructure. In 2024, the average defence spending as a percentage of
GDP for NATO member countries in Europe (23 EU member countries, the UK, and Norway) was 2.2%.

Europe will be required to significantly increase spending over the long term to expand its domestic production
capacity for defence equipment such as weapons and ammunition in order to reduce its dependence on the US,
and build an autonomous security framework. To achieve this, systematic dialogue and close cooperation
between the UK, the EU, and other European countries will be essential.

3 Department of International Trade, April 2021, “UK Accession to CPTPP: The UK’s Strategic Approach”, last accessed 24 June
2025, https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1027860/dit-cptpp-uk-
accession-strategic-approach.pdf

4 Department of International Trade, January 2022, “UK-India Free Trade Agreement The UK’s Strategic Approach”, last accessed 24
June 2025,  https://assets.publishing.service.gov.uk/media/61e1b75e8fa8f5058d5a76bf/uk-india-free-trade-agreement-the-uks-
strategic-approach.pdf

> Department of International Trade, 10 May 2022, “Impact assessment of the FTA between the UK and Australia: executive
summary”, last accessed 24 June 2025, https://www.gov.uk/government/publications/uk-australia-fta-impact-assessment/impact-
assessment-of-the-fta-between-the-uk-and-australia-executive-summary-web-version

Department of International Trade, 28 February 2022, “Impact assessment of the FTA between the UK and New Zealand executive
summary”, last accessed 24 June 2025, https://www.gov.uk/government/publications/uk-new-zealand-fta-impact-assessment/impact-

assessment-of-the-fta-between-the-uk-and-new-zealand-executive-summary-web-version

¢ Office for Budget Responsibility, March 2024, “How are our Brexit trade forecast assumptions performing?”, last accessed 24 June
2025, https://obr.uk/box/how-are-our-brexit-trade-forecast-assumptions-performing/

7 Centre for European Reform, 11 March 2024, “Weighed down by gravity: UK trade policy after Brexit”, last accessed 24 June 2025,
https://www.cer.eu/insights/weighed-down-gravity-uk-trade-policy-after-brexit
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2. AGREEMENTS REACHED AT THE UK-EU SUMMIT

2-1. Agreement in economic areas

At the UK-EU summit, agreements were reached to
work on simplifying procedures for agricultural exports
from the UK to the EU, consider the UK’s participation
in the EU electricity market, and explore the linking of
the EU and UK emissions trading systems (EU ETS and
UK ETS) (Figure 3). After the TCA came into effect, the
UK's food exports to the EU dropped by 34% due to
increased costs from complicated paperwork and
border inspections. The agreement seeks to establish
a sanitary and phytosanitary zone and eliminate export
health certificates (EHC) and periodic inspections. The
UK has agreed to extend its existing fishing agreement
with the EU and to relax rules on the movement of
young people across its borders. If all these
agreements come into effect, the UK will be required to
comply with EU rules on food trade, emissions trading,
and the electricity market.

2-2. Agreements on defence and security

Figure 3: Main points from the UK-EU summit

The UK and EU concluded a new Security and Defence

Defense Partnership. UK companies will be granted accessto the EU's
€150 billion joint procurement financing scheme called SAFE and
allowed to participate in joint procurement.

Agreed to work toward sanitary and phytosanitary agreements to
Sanitary and reduce barriers to the movement of agricultural products and
phytosanitary foodstuffs, thereby achieving both safe and smooth trade. Agreed
inspection to establish a common sanitary and phytosanitary zone between
the UK and the EU.

Mobility Move forward with plans to facilitate the movement and
employment of young people under the age of 30 between the
UK and the EU. (Nete)

Fisheries The UK and EU extended the fisheries agreement, which was
due to expire in 2026, for 12 years (until June 30, 2038).

E Discuss possible participation of the UK in the EU’s internal
nergy

electricity market

Working toward linking the EU Emissions Trading System (EU
ETS) and the UK Emissions Trading System (UK ETS) and
exempting both from the carbon border adjustment mechanism.

Carbon market

Note: The UK government insists this would not constitute a return to free movement across
borders, but rather, allow limited numbers of people to enter the country.
Source: Compiled by MGSSI based on materials from the UK government

With the threat from Russia intensifying, and the need to continue supporting Ukraine without the help of the
US and to build a more autonomous defence and security framework, the EU is focusing on working more
closely with the UK. The UK is the sixth-largest military power in the world® and has a nuclear deterrent.

Furthermore, defence cooperation with the EU will
serve as a means for the UK to enhance its
international standing in terms of security.

At the summit, the UK and the EU adopted a new
Security and Defence Partnership which includes
cooperation in the defence industry and the UK's
participation in a joint procurement framework. In
March 2025, the European Commission announced
the 800-billion-euro (approximately 128 ftrillion yen)
Rearms Europe Plan / Readiness 2030 (Figure 4). As
part of this plan, the Security Action for Europe (SAFE)
program was established, which provides 150 billion
euros in loans for joint procurement of defence
equipment. The UK will now also be able to participate
in this joint procurement initiative as a result of the
aforementioned defence partnership®.

Figure 4: ReArm Europe Plan/Readiness 2030

Raise up to €150 billion in the capital markets and provide

SAFE financing to EU member states for joint procurement from the
(Security European defense industry (“Buy European” clause). Ukraine,
Action EFTA/EEA countries, EU candidate countries, and countries
for Europe) with security and defense partnerships with the EU will also be
permitted to participate in joint procurement program.
Strengthen EU member state;lwi|| be allowed to apply the ngtiopq! escape
Nalioralidstence clause of the Stability and Growth Pact, a fiscal discipline
budgets framework, to defense spending, with a cap of 1.5% of GDP for

a maximum of four years.

Make use of regional policies and mid-term reviews of cohesion
funds to consider reallocating existing resources with defense
and security area as new priorities.

Increase flexibility
of EU systems

Contributions from
the European
Investment Bank
(EIB)

Seek an expansion in the EIB's scope of financing for defense
and security projects to strengthen market confidence, while
maintaining funding capacity.

The Savings and Investment Union strategy, which integrates
capital markets within the EU, will facilitate sustainable
financing for entities ranging from startups to large corporations
in the defense sector.

Mobilization of
private capital

Source: Compiled by MGSSI based on materials from the European Commission

8 GlobalFirepower.com, “2025 Military Strength Ranking”, Last accessed 16 June 30, 2025,

https://www.globalfirepower.com/countries-listing.php

°® While financing through SAFE is limited to EU member states, joint procurement initiatives conducted through SAFE are open to
participation by countries that have concluded security and defence partnerships with the EU. The EU has concluded such partnerships
with Japan, South Korea, Norway, Moldova, North Macedonia, Albania, and the UK. Negotiations are currently underway with
Canada, and the conclusion of an agreement with India is also under consideration.
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3. CHALLENGES GOING FORWARD

The biggest achievement of the latest summit was that the UK-EU relationship - which had often been tense in
the past - shifted, and the two sides engaged in pragmatic dialogue aimed at tackling common issues ranging
from the economy to security. The change in government in the UK in 2024, with the Labour Party returning to
power for the first time in 14 years and Kier Starmer becoming Prime Minister, advocating a reset of relations
with the EU, provided an opportunity for the EU to shift its stance.

However, it remains unclear how far relations will improve going forward. Allowing the free movement of goods
and people, even partially, is a sensitive

issue for both sides. The EU is wary of the Figure 5: Results of UK local council elections and by-elections
UK “cherry-picking” the best parts of the May 2025 local council elections

EU, while the UK is concerned that Refonn Lib
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rapprochement between the UK and the Reform UK 38.72% +20.6% Labour | 31.60% +2.0%
EU, condemning it as a betrayal of the will Labour 38.70%| -14.2% 29.40%| -16.8%
of the people who voted to leave the EU.  WCRRSSNRNA 7500  -8.8%| BCEANN  26.10%| +26.1%
Meanwhile, a UK opinion poll has found

that more than 55% of respondents believe - ! - —
*May 2025 local council elections was held in 23 of England's 317 local authorities

that the Britain’s decision to leave the EU (councils). In 10 of these 23 councils, no single party secured a majority.
. . . Source: Compiled by MGSSI based on data of the UK House of Commons, BBC, and
was wrong (Figure 6), and there is growing

Green 7.10% +0.7%| Sl EEEE 6.00% -11.5%

others
sentiment that remaining outside the EU is ) ) o )
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peace in the event of a ceasefire in Ukraine.
Then, on July 10, British Prime Minister Kier
Starmer and French President Emmanuel Macron agreed to coordinate the operations of nuclear weapons.
Currently, Europe relies on the nuclear capabilities of the United States (under the so-called “nuclear umbrella”),

Source: Compiled by MGSSI based on data from YouGov

10 Reform UK is a right-wing party holding to a hardline eurosceptic stance and anti-immigration policy. Party leader Nigel Farage
founded the eurosceptic United Kingdom Independence Party (UKIP) in 1993, served as UKIP leader from 2006, and became one of
the key figures in the Brexit campaign during the 2016 UK referendum on EU membership. He left UKIP at the end of 2018, founded
the Brexit Party in April 2019, and renamed it Reform UK in November 2020.
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but there are calls to change this situation''. On June 24, the UK government announced that it would purchase
12 US-made F-35A stealth fighter jets capable of carrying nuclear weapons, indicating its intention to strengthen
its nuclear capabilities. On July 17, British Prime Minister Kier Starmer and German Chancellor Friedrich Merz
held a summit and concluded the Kensington Treaty, agreeing to mutual defence obligations and joint
development of long-range missiles. As the treaty also emphasizes strengthening trilateral cooperation with
France, the discussion and actions undertaken by the UK, Germany, and France to shape a new European
security framework—especially those involving nuclear sharing—warrant close scrutiny.

The improvement in relations between the UK and the EU is good news for Japan. In response to the Trump
administration in the US, the UK and the EU have been strengthening economic and security ties with allies
and friendly nations, with Japan playing an increasingly important role. The EU is working to strengthen
cooperation with the CPTPP, and there are calls for Japan, the largest economy in the CPTPP, and the UK,
which joined the CPTPP with Japan's support, to serve as bridges in strengthening ties between the EU and
the CPTPP. In the business domain, it will be necessary to respond flexibly while considering the business
opportunities created by progress in trade facilitation and industry collaborations between the EU and the UK.

""House of Commons, “Nuclear-certified Aircraft Procurement Volume 769: debated on Wednesday 25 June 20257, last accessed 24
June 2025, https://hansard.parliament.uk/Commons/2025-06-25/debates/600CC999-37EB-4B34-A324-806698158D78/Nuclear-

CertifiedAircraftProcurement
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