KYTIPIAKO
EMIMOPIKO KAl
BIOMHXANIKO
EMIMEAHTHPIO

ETKYKAIOX
Agvkwola, 18 Maptiov 2019
IMPOX: 'OAax ta MéAn
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OEMA: Neéa evnuépwon o€ oxeon Ne To Brexit: To mpocwpivo 8aoporoyiko kabeotwg
oV Oa LoyVvoeL 6to HB otV mepimtwon €£680v TG xwpag xwpis cuppwvia

Kuipuol,

To KEBE kat o Kumpo-Bpetavikog Emiyelpnuatikdés ZOvEeoog Tov AEITOVPYEL KATW atd TNV atyida
TOV oTa TAAioLa TNG LVEXOVG EVIIUEPWOTG TIOV TIAPEXOVV OTIS ETLXELPNCELS TOU TOTIOV UE GTOXO TNV
KaAUTEPN SuvaTtn TpoeTolpacia Toug o€ oxéorn pHe To Brexit kal kupilwg ylw v TeEPITTWON €VOG
ataktov Brexit mou Sev umopel va amokAsloTtel a@oV Uag amouEvouy Atyotepo amo dUo efSopadeg
uexpL TIS 29 MapTtiov, mAnpo@opovv yia ta €ENG:

- Tapoveiaon s Evpwmaikng Emitponns oe oxéon pe to [potiunolakd Kabeotws Kataywyng
otnv ueta Brexit emoyn (emovvamtetal)

- 'Eyypago ¢ kufépvnong touv HB movu titAogopeitat: “Implications for Business and Trade of
a No Deal Exit on 29 March 2019” koL a@opd TI§ EMUMTWOEL OTIG ETXELPTOELS EVOG ATAKTOU
Brexit (emiovvantetal)

- Tnv iotooeAida tov Tunuatog ™¢ kuPépvnong tov HB mov aoxoAeital pe tnv ££080 TG xwpag
amd Vv EE 1 omola tapéxel xpriowa £yypa@a kat TANpo@opies kat Bpioketal otn SlevbBuvon :
https://www.gov.uk/government/latest?departments%5B%5D=department-for-exiting-the-
european-union

- Tnv avakoivwon g kuBépvnong touv HB Tou a@opd To mpoowpvd Sacpoloyikd KaBeotws
tov HB o¢ mepimtwon mouv vmapéel €606og ¢ xwpag amd v EE xwpis cvpewvia. H
avakoivwon Bploketal otn StevBuvon:
https://www.gov.uk/government/news/temporary-tariff-regime-for-no-deal-brexit-
published?utm source=ff424005-3430-4a72-acf5-
118e54d6683c&utm medium=email&utm campaign=govuk-
notifications&utm content=immediate#history

Toviletal 0TL To KABETTWS elval TPOoWPLVO KAl aopd TV 12unvn mepiodo amd 11 pp g 297
Moaptiov 2019 péxpt v 291 Maptiov 2020.Katw amd to kabeotws o 87% g ofiag Twv
OUVOAKWV £loaywywv tou HB 8ev Ba vmdkertar oe Saocpuovs evw povo to 13% twv
ELlOAYOUEVWY TIPOlOVTWY Ba vTtdkeltal o€ Saopovs. Ta mpoidvta autd meplauBavouy kupiwg
KPEQTA, UNXAVOKIVTO OXNHATA, KEPUUIKA, ALTACUATA, KAUOLUX, UTIAVAVEG, OKOTEPYAOTN
{ayopn kat kamola (6N Yaplwv.

To xaBeotws Sev Ba oyveL yia poidvTa mov Ba Stakivovvtal uetaty Bopeiov IpAavsiag kat
Anpoxpartiag g IpAavsiag evw 1 kuBépvnom tov HB Ba tapakoAovBel 6TEVA TIG EMMTWOELS
otn Bpetavikn owkovopia katd v 12unvn mepiodo e@appoyng tov 6Tov kat Ba SiegayBovv
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StaBovAeoels Kol TANPNG AVAOKOTNOT UE OTOXO TNV ELCAYWYT] EVOG UOVIUOU SACUOAOYIKOV
KaBEOTWTOG.

H 1o mévw otooeAiba mapéxel emiong tn SuvaTtOTNTA GTOUG EUTTOPEVOUEVOVUS VU EAEYEOLV
(HEow €vOG MAEKTPOVIKOU gpYaAEiov) TOUG TPOowPLVoUg Sacuovs mov Ba oxouvv yla Ta
TPOIOVTA TOUG Katd TtV 12unvn mepiodo péxpl tig 29 Maptiov 2020. MapdAAnAa mapéyet
TAELAS A GAAWV XP1OLUWV TIAT|PO@POPLOV KAL OTOLXEIWV.

To KEBE kat o Kumpo-Bpetavikog Emiyelpnuatikds ZOvEeoog Tov AEITOVPYEL KATW oo TNV atyida
Tov, BewpPoUV OTL 0L TIANPOPOPLEG TIOU TTAPEXOVTAL VAL EEALPETIKA XPTOLUES Kal VTTOBONONTIKES Kal
00G TPOTPETMOUUE OMWG oTo Pabud Tov ocag eMMPedlouvv TIS EKUETOAAELOEiTE TANPWS KoL
TIPOETOLUAOTEITE AVAAOYyQ.

To KEBE kat o Kumpo-Bpetavikog Emiyetpnpatikog Zovéeapog Ba cuveyicouv va 00 EVILEPOVOUY YLX
TG e&edi€els oe oxéon pe 1o Brexit 6mw¢ autés ovpPaivouv yix v kaAUTepn Suvath VO TIS
TEPLOTACELS TIPOETOLUAC (X TNG ETLYE(PTONG OOG.

Me extiunon,

Aewvidag MaoxaAidng
AvamAnpwtig l'evikdg papuatéog

/TB
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Two possible scenarios:

> 1. No 1eal'sce rario

» 2. ae withdrawal Agreement




1. No- deal scenario

How the UK “element” should be treated after
the withdrawal date (WD)? -3 Guidance

> General issues
A. Bilateral EU-UK trade
B. Trade with third countries

» Specific issues
A. Proofs of origin
B. Binding Origin Information (BOls)
C. Approved / Registered exporters
D. Suppliers' declarations




1. No- deal scenario
General issues: A. Bilateral EU-UK trade

> General issues
A. Bilateral EU-UK trade

As from the WD the UK becomes a third
country with which the EU does not have
any preferential trade relationship or
customs arrangements




1. No- deal scenario
General issues: A. Bilateral EU-UK trade

, From the perspective of EU FTAs and preferential arrangements

=
O

+ A. Bilateral EU-UK trade

Situation of products produced in
the UK located in the UK before the
WD and imported afterwards in the
EU

Situation of EU originating goods in
the UK before the WD, if imported
in the EU afterwards.

Situation of goods imported in the
UK under preferences before the
WD, if imported in the EU
afterwards.

g
|




1. No- deal scenario
General issues: B. Trade with preferential partner countries

=
O

+* Trade with EU preferential
partner countries

As from the WD:

UK content (materials and
processing) becomes non-
originating in the EU

UK content (materials and
processing) becomes non-
originating in EU partner
countries




1. No- deal scenario
General issues: B. Trade with preferential partner countries

=
O

Trade with EU preferential
partner countries

Imports from and exports to EU
partner countries via the UK
after the WD

—need to respect the direct
transport/non-alteration rule




1. No- deal scenario

How the UK “element” should be treated after
the withdrawal date (WD)? -3 Guidance

> General issues
A. Bilateral EU-UK trade
B. Trade with third countries

» Specific issues
A. Proofs of origin
B. Binding Origin Information (BOls)
C. Approved / Registered exporters
D. Suppliers’ declarations




1. No- deal scenario
Specific issues: A. Proofs of origin

s A. Proofs of origin

- Issued or made out in the EU

under EU FTAs before the WD

linked to exports effected or

ensured before the WD

= Proofs of origin issued or
made out in the UK
Proofs of origin issued in
EU27 for UK operators
Proofs of origin referred to
goods with UK content
which is determinant for the
acquisition of origin

= Keep their validity for the

preferential import in the

partner country

l-;
] O
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1. No- deal scenario
Specific issues: A. Proofs of origin

=
O

+* A. Proofs of origin
- Issued or made out in the EU
preferential partner countries
before the WD linked to exports
effected or ensured before the
WD
= May be used for preferential
importation purposes in the EU
during the period of their
validity

1 -_— -_— - _— - _— -_— - _— -_— |
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1. No- deal scenario
Specific issues: A. Proofs of origin

Proof: UK=EU
Originating in the
EU

=
O

Issuance of proof and import
before WD

m

NORWAY

Verification
request

Issuance of the Import:
proof preference

Reply: UK=EU
In accordance with the possibilities available to confirm
the originating status of the goods or the authenticity of
those proofs. For those purposes, the EU origin shall be
determined as of the time when the proofs were issued
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1. No- deal scenario
Specific issues: A. Proofs of origin

Proof: UK=EU
Originating in the
EU

Issuance of proof and import
before WD

m

NORWAY

Import: Verification
preference request

Issuance of the
proof

Reply: UK=EU
In accordance with the possibilities available to confirm
the originating status of the goods or the authenticity of
those proofs. For those purposes, the EU origin shall be
determined as of the time when the proofs were issued
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1. No- deal scenario
Specific issues: A. Proofs of origin

Cumulation

END of use of
Proof: UK=EU the proof
Originating in the EU

EU B =LY  NORWAY
-

L]

Issuance of the

proof Import: UK content

preference cannot be used
for cumulation
after the WD
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1. No- deal scenario
Specific issues: B. BOls

¢ B. Binding Origin
Information (BOIs)

BOIs issued by UK customs

BOls issued by EU27 for UK
operators

BOls issued by EU 27 referred
to goods with UK content
determinant for the
acquisition of origin
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1. No- deal scenario
Specific issues: C. Exporters approved or registered

+* C. Approved/registered
exporters

Exporters approved / registered
by UK customs

UK exporters approved /
registered by EU27

Exporters approved / registered
by EU 27 referred to goods with
UK content which is determinant
for the acquisition of origin
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1. No- deal scenario
Specific issues: D. Suppliers” declarations

*¢* D. Suppliers’ declarations

Suppliers’ declaration made out
before the WD referred to goods
with UK content determinant for
the acquisition of origin

- Suppliers should inform the

traders

Suppliers’ declarations made out
by UK suppliers before the WD

= Should not be used

WD
) >
) > |

r
|
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HM Government

Implications for Business
and Trade of a No Deal
Exit on 29 March 2019

26 February 2019



Summary

1. The Government’s primary aim is to ensure that the UK leaves the EU on 29 March
with a negotiated deal which will honour the result of the referendum. However, as
a responsible government, it continues to plan for all eventualities, including one in
which the UK leaves the EU without a deal. Guidance for businesses and citizens
on how to prepare for a no deal scenario can be found on the Government’s Exit
guidance website, www.gov.uk/EUEXit.

2. Over recent months, the Government has undertaken significant action to prepare
for a potential no deal scenario. Getting ready for this scenario depends not only on
Government action, but also on action from a range of third parties. A no deal
scenario would also have impacts on the EU and other Member States, and the
steps the Commission and Member States have been taking also have a significant
influence on the UK’s preparations for no deal.

3. This paper summarises Government activity to prepare for no deal as a contingency
plan, and provides an assessment of the implications of a no deal exit for trade and
for businesses, given the preparations that have been made. The paper explains
that leaving the European Union without a deal on 29 March would have a variety of
effects on business, trade and the economy, and despite government mitigation, the
impact of a 'no deal' scenario is expected to be significant in a number of areas.
While some of this is inherent to a scenario where the UK does not have any
agreements with the EU, or with other countries and organisations with which the
UK currently has deals through EU membership, in other cases it would be caused
by the abrupt nature of the transition, and the late stage at which many parties are
starting their preparations. The paper also addresses issues in relation to Article
XXIV of the General Agreement on Tariffs and Trade.

4. The information in this note is drawn from a number of sources over a period of
time. It represents a fair reflection of the current state of readiness for a no deal
exit.

Government preparedness activity

5. Since the referendum in June 2016, the Government’s priority has been to secure
the best possible deal for the country from the EU, and deliver that through
Parliament. However, it has also been preparing for other possible outcomes,
including a no deal scenario as a contingency. The Government has revised its
Cabinet committee structures to include a new Cabinet sub-committee, EU Exit and
Trade (Preparedness) (EUXT(P)), which has a more focussed remit that its
predecessors on overseeing and ensuring effective delivery of plans for an orderly
exit from the EU. This sub-committee has, in recent weeks, been specifically
focussed on overseeing preparations for a no deal scenario.

6. The Government has taken strategic policy decisions to minimise disruption and
provide certainty to businesses and citizens should a no deal scenario arise. In May
2018, the Government agreed to apply a short-term ‘continuity approach’ to no deal
plans, meaning that it would take unilateral action to maintain as much continuity as
possible in the short term, irrespective of whether the EU reciprocated. For


http://www.gov.uk/EUExit
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11.

example, in a no deal scenario, EU hauliers would be able to use their licences in
the UK to minimise disruption to businesses that rely on these hauliers to transport
goods. Approximately 8 out of every 10 lorries in UK roads is an EU haulier,
meaning that this unilateral action would mean that the vast majority of lorries
operating in the UK would be able to continue doing so, whilst also having access to
EU roads. In relation to human medicines, the Government would continue to
recognise batch testing (the process of confirming every batch of medicine has the
correct composition, through laboratory tests) carried out in the EU in a no deal
scenario. The extent of such continuity varies by area.

In recent weeks, the Government has taken further decisions to increase the
visibility and intensity of its no deal preparations. In December 2018, the
Government took a decision to make preparations for a no deal exit the principal
operational focus within Government, notwithstanding the Government’s ongoing
focus on securing approval for a deal in Parliament. This meant that resources
were moved to support no deal preparations, which has supported Government to
meet a number of key milestones in no deal programmes in recent weeks.
Significant policy announcements therefore have taken place to provide certainty to
individuals making plans for their future, such as the offer to EEA citizens on leave
to remain in a no deal scenario, and updated guidance on motor insurance, vehicle
registrations, number plates, and country stickers for driving in the EU after exit.

Notwithstanding very significant efforts to prepare for a ‘no deal’ scenario, the latest
internal Government-wide delivery reporting reveals the scale of risk remaining in
the limited time available. In February, Departments reported being on track for just
under 85% of no deal projects but, within that, on track for just over two thirds of the
most critical projects. The delays to no deal preparations are partly due to
communications to third parties, including many businesses, not having the
intended effect (see below), and also because the acceleration of preparedness
since December is not yet bringing delivery of these preparations back on track
where there has been prior slippage.

The Treasury has made in excess of £4bn available for EU Exit planning since
2016, £2bn of which was allocated in December 2018 to support core EU exit

preparations for the 19-20 financial year. This funding will apply regardless of

whether a deal is agreed, and is ring-fenced to specifically support EU exit.

The Government also continues to work with the Scottish and Welsh Governments
and, in the absence of an Executive in Northern Ireland, the Northern Ireland Civil
Service, to make preparations for a potential no deal scenario. The devolved
administrations are invited to relevant meetings of the new Cabinet sub-committee,
EUXT(P).

The Government has also been working where possible to adopt agreements made
between the EU and third countries transitionally, which would otherwise fall away
once the UK leaves the EU. A number of the most critical international agreements
have been signed and are on track to come into force on exit day, including on
aviation and civil nuclear cooperation and safeguarding. Those that are not may
not be in force on exit day. If contingency options were not in place, there would be



a gap in coverage for some international agreements, the impact of which would
vary depending on the nature and scale of the agreement.

12. Around forty of these agreements are trade agreements. To date, the Government
has signed trade agreements with Switzerland, Chile, the Faroe Islands, members
of the Eastern and Southern Africa (ESA) Economic Partnership Agreement, Israel
and the Palestinian Authority. Discussions with other partners continue with the aim
of replicating the effects of existing EU agreements as far as possible. The
Government is continuing to engage with those other partner countries to conclude
agreements in time for exit day. Intensive discussions are, for instance, happening
now with partners such as SACU+M, EEA EFTA countries, Canada and South
Korea. Other discussions are ongoing. As above, if the UK leaves the EU without a
deal, some agreements will not be concluded in time and therefore will not be in
place for exit day. Agreements which will clearly not be in place for exit day are
Andorra, Japan, Turkey, and San Marino; the government has set out further details
in published guidance. Excluding Japan and Turkey, UK trade with countries with
whom we are seeking continuity represents 11% of total UK trade. The 20 least
valuable trade agreements account for just 0.8% of UK trade.

13. Where discussions are off track, the Government is looking urgently at contingency
options, such as provisional application and bridging mechanisms (e.g. Memoranda
of Understanding) to bring agreements into force on exit.

GATT Article XXIV

14. One argument that has been put forward in relation to our future economic
relationship with the EU is that the UK can simply rely on the provisions under
Article XXIV of the General Agreement on Tariffs and Trade (GATT) to have tariff-
free trade with the EU for a ten-year period. This is a misunderstanding of what the
rules are. As the Secretary of State for International Trade told the House of
Commons on 14 January this year:

Some have suggested that it would be possible under Article XXIV of the General
Agreement on Tariffs and Trade to maintain tariff-free trade as an alternative to the
negotiated agreement in a no-deal scenario. There are two immediate problems
facing that suggestion. The first is that it would require the agreement of the EU and
be based on the expectation of a future trade agreement or customs union to be
operable in WTO law. Although it might be argued, as | am sure many in the House
would, that that would be in the economic interests of the EU27, we all know from
experience that the politics of the EU can take precedence over economic
pragmatism. In the political atmosphere of no deal, it would be difficult to cultivate
the good will necessary for that to proceed. Secondly, that suggestion would not
deal with all the regulatory issues—the non-tariff barriers—that are so important to
many businesses.

Third party preparedness
15. Many of the Government’s plans depend on third party or third country action for

successful delivery. In August, September and October 2018, the Government
released a series of technical notices, outlining in detail the potential impacts of a
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no deal scenario, as well as the steps that businesses and traders might want to
consider taking to prepare. In recent weeks, the Government has stepped up
communications to businesses and individuals to provide the information they need
to prepare. All this information is available in a dedicated preparedness website:
www.gov.uk/EUEXit. The Government is continuing to work to increase funded,
targeted advertising on no deal preparedness, including through radio and social
media. This media campaign is complemented by a substantial volume of briefings
given to relevant industry, trade, consumer and other bodies.

Despite communications from the Government, there is little evidence that
businesses are preparing in earnest for a no deal scenario, and evidence indicates
that readiness of small and medium-sized enterprises in particular is low. For
example, without an Economic Operator Registration and Identification (EORI)
number, businesses would not be able to complete the necessary customs
documentation for goods they are importing. As an EORI number registration is
one of the most basic and straightforward parts of the process most businesses
would need to undertake to prepare for no deal, this is assumed to be a generous
indicator of overall readiness. As of February 2019 there had only been around
40,000 registrations for an EORI number, against an estimate of around 240,000
EU-only trading businesses. There is capacity to sign up 11,000 businesses per
day, and so this position could change rapidly with behaviour change from
businesses. In practice, the UK’s approach is based on, in the short-term, allowing
hauliers to pass through the border without stopping, but they would be stopped if
taking goods into France without the right paperwork. The lack of preparation for
EU controls - of which this is an example - greatly increases the probability of
disruption.

Evidence suggests that individual citizens are also not preparing for the effects that
they would feel in a no deal scenario. UK citizens travelling to or living in the EU
would need to complete a number of administrative tasks to ensure that their
interactions with the EU are as unaffected as possible. These range from renewing
passports, to applying for a car insurance green card and International Driving
Permit to drive in the EU. As of February 2019, despite a public information
campaign encouraging the public to seek out the Government’s advice on preparing
for a ‘no deal’, noticeable behaviour change has not been witnessed at any
significant scale. Based on DEXEU survey data from January 2019, 55% of UK
adults did not expect to be affected by a no deal exit.

Government judges that the reason for this lack of action is often because a no deal
scenario is not seen as a sufficiently credible outcome to take action or outlay
expenditure. In some cases, businesses or individuals are seeking answers to
specific policy questions. As set out above, the Government is finalising policy in
these areas at pace, and prioritising these issues for discussion at the EUXT(P)
Cabinet Committee where needed.

Preparations by businesses and citizens are also significantly influenced by actions
taken by the EU Commission and Member States. The UK Government has
discussed no deal with the Commission, who have published three batches of ‘no
deal legislation and their own preparedness notices. The unilateral contingency
measures the EU has announced do mitigate some of the most acute immediate



impacts, for example on aviation, road haulage, financial services and potentially
citizens’ rights. The EU has stressed, however, that the mitigations it is putting in
place are only temporary, and some important gaps remain; perhaps most
significantly on data adequacy and action to ensure smooth flow at the border.

The anticipated effects of a no deal scenario

20.

Despite the Government'’s efforts to prepare for a no deal, a no deal scenario would
have a range of significant impacts for the UK. The key areas of residual impact,
notwithstanding the mitigating action being undertaken, are set out below.

Economic

21.

22.

23.

The Government has already published long term analysis of the impact of a no
deal scenario that implicitly assumes a smooth, orderly transition to WTO rules.
This estimates that the UK economy would be 6.3-9% smaller in the long term in a
no deal scenario (after around 15 years) than it otherwise would have been when
compared with today’s arrangements, assuming no action is taken. There would
also be significant variation across the UK (Wales -8.1%, Scotland -8.0%, Northern
Ireland -9.1% and the North East of England -10.5%). This analysis does not
account for any short term disruptions, which would be likely to have additional
short and long run economic impacts in an immediate no deal scenario. No
modelling can completely capture the complex ways in which the UK economy
could be affected by exiting the EU, particularly given the unprecedented
circumstances of the UK's departure. While the analysis draws on a robust set of
tools and evidence, there is an inherent uncertainty around this type of economic
analysis. The results are therefore presented as ranges, and should be interpreted
with caution. EU Member States are also expected to face economic risks following
a no deal exit.

The Bank of England published EU exit analysis on 28 November 2018 in response
to the Treasury Committee’s request for “analysis of how leaving the European
Union would affect its ability to deliver its objectives for monetary and financial
stability”. The Governor of the Bank of England also appeared before the Treasury
Committee to discuss this analysis on the 4 December 2018._The analysis and
transcripts from the Treasury Committee session are publicly available.

Despite the steps being taken by Government to manage the negative effects of no
deal, there are a number of areas where the impact on trade, businesses and
individuals would be particularly significant.

Border issues, including inbound and outbound ‘roll on, roll off’ road traffic

24.

When the UK leaves the EU, it will leave the Single Market and the Customs Union,
and, in the absence of a trade agreement, the EU will treat the UK as a third country
for trade in goods. On exit, this could affect the availability of goods in a number of
ways, including customs administration and delays at the border. In the absence of
an alternative agreement, UK citizens would be treated as third country nationals by
Member States, and potentially be subject to full Schengen checks. This would
mean they would no longer be able to use e-gates, and checks to enter EU Member


https://www.bankofengland.co.uk/-/media/boe/files/report/2018/eu-withdrawal-scenarios-and-monetary-and-financial-stability.pdf?la=en&hash=B5F6EDCDF90DCC10286FC0BC599D94CAB8735DFB
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/treasury-committee/the-uks-economic-relationship-with-the-european-union/oral/93283.html
http://data.parliament.uk/writtenevidence/committeeevidence.svc/evidencedocument/treasury-committee/the-uks-economic-relationship-with-the-european-union/oral/93283.html

25.

26.

27.

28.

29.

States could take longer than they currently do.

In a no deal scenario, both the UK and EU would need to apply customs and excise
rules and VAT to goods moving between the UK and EU, as they are currently
applied to goods traded in the rest of the world. Every consignment would require a
customs declaration, and so around 240,000 UK businesses that currently only
trade with the EU would need to interact with customs processes for the first time,
should they continue to trade with the EU. HMRC has estimated that the
administrative burden on businesses from customs declarations alone, on current
(2016) UK-EU trade in goods could be around £13bn p.a. (not accounting for any
behavioural change).

Industries with supply chains that are integrated within the EU would face additional
costs and burdens as a result of new customs procedures, compliance
requirements and reductions in traffic-flow across the Channel.

Although the Government has made progress in ensuring that additional controls at
the UK border would not cause disruption, including phasing Entry Summary
Declarations and Transitional Simplified Procedures, those imposed by Member
States would be disruptive. There have been efforts from some Member States to
put in place the new infrastructure which would be required at the border to
implement customs controls. However, this work is at an early stage and even
when completed would lead to new burdens, and would not be the same as the fully
free-flowing border in place today. In particular, third country rules applied by the
EU, including France, would mean that no goods are allowed to leave the port until
they have provided the correct paperwork and have been customs cleared
(including any necessary checks at the port, for example on products of animal
origin). More significantly, Member States would hold any goods which are not
correctly customs cleared. This would hold up all goods where trades are not
prepared, expected to be a significant proportion in the early period after exit day.
The Government’s worst case planning assumption is that, as a result of French
checks and lack of businesses readiness, the flow of goods through the Short
Channel Crossings (Dover and Eurotunnel) could be very significantly reduced for
months.

However, French willingness to facilitate cross-border flows means that the
Government does not currently expect ‘day one’ disruption to be at the most severe
end of its planning assumptions. The French have begun construction of Border
Inspection Posts (BIPs) in both Calais and Coquelles, which they intend to have
operational for day one after exit. However, at this stage only initial ground works
are underway. The recruitment of vets for these BIPs began in November 2018.
The French also intend to increase the capacity of the Douane (French Customs) to
process HGVs arriving from the UK, and some French politicians have also
indicated recently that they want to keep traffic as fluid as possible.

One of the most visible ways in which the UK would be affected by delays in goods
crossing the Channel is our food supply, 30% of which comes from the

EU. Although our food supply is diverse, resilient, and sourced from a wide variety
of countries, the potential disruption to trade across the Short Channel Crossings
would lead to reduced availability and choice of products. This would not lead to an



overall shortage of food in the UK, and less than 1 in 10 food items would be
directly affected by any delays across the Short Channel Crossings. However, at
the time of year we will be leaving the EU, the UK is particularly reliant on the Short
Channel Crossings for fresh fruit and vegetables. In the absence of other action
from Government, some food prices are likely to increase, and there is a risk that
consumer behaviour could exacerbate, or create, shortages in this scenario. As of
February 2019, many businesses in the food supply industry are unprepared for a
no deal scenario.

30. In order to mitigate against the lack of business readiness for no deal, the
Government has announced transitional simplified procedures for EU trade at roll-
on roll-off ports, which will make it easier for traders importing from the EU to
comply with customs requirements immediately after EU Exit. HMRC has also
published its intention to phase in Entry Summary Declarations for imports from the
EU over six months following 29 March 2019, rather than requiring these from day 1
of exit.

Tariffs

31. In a no deal scenario there would be wider macroeconomic effects, and a number
of factors would impact on the trade and economic viability of UK industries, and in
particular could be expected to increase the price of imports Such factors would
include the resurrection of non-tariff barriers with the EU, and countries covered by
EU free trade agreements but not yet new UK ones, and any restrictions at the
border which could delay imports and exports. Despite the use of a continuity
approach where possible, and notwithstanding very significant efforts to prepare for
a no deal scenario, the impact of a no deal scenario is likely to be severe in a
number of areas.

32. Industries would need to respond to the application of EU tariffs. These would vary
by sector. While for some sectors (such as life sciences or electronics) the effect of
any tariffs would be minor, other sectors would be more affected. For example, the
EU would introduce tariffs of around 70% on beef and 45% on lamb exports, and
10% on finished automotive vehicles. This would be compounded by the challenges
of even modest reductions in flow at the border. Given the unprecedented nature of
the sort of economy-wide adjustment that would be required in a no deal scenario, it
is impossible to accurately predict the ability of businesses to adapt. The second
order effects on local economies dominated by a small number of industries, or on
businesses in the supply chains for those companies, is also hard to predict with
precision, although it would be likely to be uncertain and costly.

33. Case study: The automotive industry. The UK automotive industry is highly export
intensive. In 2018, 81.5% of UK vehicle production (1.24 million vehicle) was
exported. 42.8% of UK vehicle production was exported to the EU27. The risk of
no deal is of major concern for the industry, due to the high tariffs which would be
applied on exports to the EU. This would be 10% on finished vehicles, and around
2.5 - 4% on components. Although wider macroeconomic effects will influence how
the sector is affected, low operating margins may mean that in many cases extra
costs could be likely to be passed on to consumers at the showroom. Car



34.

manufacturers also use a just-in-time production model, which would be disrupted
by delays at the border.

The Government will bring forward secondary legislation and set out the UK import
tariff in a no deal scenario soon, in line with the provisions in the Taxation (Cross-
Border Trade) Act. The Government is committed to an open and liberal economy
that works for everyone. There needs to be a balance between protecting
consumers and downstream users from the possible price impacts of a no deal
scenario and avoiding the exposure of industries to unfair competition. Further
details will be announced in due course.

Northern Ireland

35.

36.

37.

38.

Overall, the cumulative impact from a ‘no deal’ scenario is expected to be more
severe in Northern Ireland than in Great Britain, and to last for longer. This is
because of Northern lIreland’s unique circumstances, including in particular its
geographical position as the only part of the UK with a land border with the EU, and
the current lack of an Executive in Northern Ireland.

The Government has been clear that it is committed to avoiding a hard border
between Northern Ireland and Ireland in any scenario. The Government will shortly
publish further details on its immediate, temporary, arrangements for trade between
Northern Ireland and Ireland in a no deal scenario. The Government would need to
work urgently with the Irish Government and the EU to find any sustainable longer-
term solution.

In a no deal scenario there is an expectation of disruption to closely interwoven
supply chains and increasing costs that would affect the viability of many
businesses across Northern Ireland. There is a risk that businesses in Northern
Ireland will not have sufficient time to prepare. This could result in business failure,
and/or relocation to Ireland with knock-on consequences for the Northern Ireland
economy and unemployment. Northern Ireland is particularly vulnerable given its
high proportion of, and reliance upon SMEs (75% of all private sector employment)
and the number of businesses who trade directly with Ireland (Northern Ireland’s
largest international export market). The agri-food sector is a disproportionately
large part of Northern Ireland’s economy and located predominantly in border / rural
areas. lItis particularly vulnerable given its reliance on cross-border supply chains
in the production stage and in finished products. Disruption could also include
impacts for the single electricity market (SEM), cross-border cooperation on areas
such as crime and security, and potential for community tensions to be heightened.
Groups could seek to exploit gaps in law enforcement and any divergence between
Northern Ireland and Ireland, which may lead to increases in smuggling and
associated criminality. The Government is committed to restoring an Executive in
Northern Ireland but in this context this would become more challenging.

Case Study - Single Electricity Market. The Single Electricity Market (SEM)
between Northern Ireland and Ireland is integrated more than any other cross-
border wholesale market. In the first instance, even in a no deal scenario, the UK
would seek to agree with Ireland a continuation of the SEM, which would minimise
impact on exit. This relies on cooperation with Ireland and the EU, which is not
within the UK’s gift to unilaterally control or mitigate.



Service sectors

39.

40.

41.

42.

The service sector (which makes up around 80% of UK GDP) is supported by free
movement of people and a range of cross-cutting regulation such as mutual
recognition of qualifications. In a no deal scenario, UK businesses would be treated
as third-country service providers by the EU. The UK would risk a loss of market
access and increase in non-tariff barriers. UK businesses would face barriers to
establishment and service provisions in the EU which they had not previously faced,
including nationality requirements, mobility, recognition of qualifications and
regulatory barriers when setting up subsidiaries in EU member states.

Case study - legal services. The legal services sector generated £31.5bn in
revenue in the UK in 2016, as well as underpinning other service sectors including
the financial industry. UK legal professionals benefit from being able to provide full
service to clients, across the EU as well as domestically. In a no deal scenario, the
EU has said that UK nationals would be treated in the same was as third country
nationals with regards to recognition of their professional qualifications. This would
mean the loss of the automatic right to provide short term “fly in fly out’ services, as
the type of work lawyers can do in each individual member state may vary, and the
loss of rights of audience in EU courts. UK lawyers and businesses would be
responsible for ensuring they can operate in each Member State they want to work
in.

Case study - financial services. In the financial services sector, firms could lose
their regulatory permissions to conduct cross-border business in a ‘no deal’ exit. In
addition, the Commission has implied that third country access (‘equivalence’) will
not be in place for the UK across EU legislation in no deal. The Government has
taken action to minimise disruption for UK households and businesses, including by
introducing temporary regimes for EEA firms operating in the UK. The European
Commission has also taken action in some areas, and some Member States are
introducing ‘no deal’ legislation to mitigate risks of disruption to certain financial
services provided by UK-based firms. However, as the Financial Policy Committee
said in its Financial Stability Report in November 2018, it is unclear how
comprehensive Member State actions to mitigate certain risks will be by March. The
Commission has stated that it is only focusing on areas in its self-interest, for EU
financial stability, and that any decisions taken may be conditional and time-limited.

In addition to this, financial services firms have set up new European entities as part
of their no-deal planning. The Financial Policy Committee also said in its Financial
Stability Report from November 2018 that the UK banking system is strong enough
to continue to serve UK households and businesses even in the event of a
disorderly exit. And most risks of disruption to the financial services that EU firms
provide to UK households and businesses in the event of a disorderly exit have
been addressed, including through legislation. However, the absence of action by
EU authorities to mitigate risks in some areas of financial services, there could be
some disruption in a no deal scenario.



Regulated, integrated and just-in-time industries

43.

44

45,

46.

Goods bhusinesses would face additional regulatory barriers in a no deal

scenario. For harmonised goods sectors (such as chemicals, aerospace,
medicines and automotive) that are subject to EU common rules, the continuity
approach means some form of continued recognition of EU product requirements
and associated compliance activity would continue for a limited period after the UK
has left the EU in a no deal scenario. This would ensure that these goods continue
to flow onto the UK market.

. Those UK businesses which export goods to the EU would still have to have their

products tested with the relevant EU27-based assessment body, which would add
to their compliance costs. Existing licences and authorisations for UK authorities
would likely not be acceptable in the EU27 beyond the short-term unilateral
commitments made by the EU.

Case study: The chemicals sector

a) The chemicals sector is the UK’s second largest manufacturing exporter by
value, exporting £28.3bn in 2017, £17bn of which was exported to the EU. The
sector has four main clusters of operations in the North of England and
Scotland, and is an important contributor to the local economies. Supply chains
are highly integrated within the EU, and products will cross borders a number of
times before becoming final products, making them vulnerable to delays at the
border.

b) Currently, businesses who manufacture or import substances into the EU need
to register them with the central European Chemicals Agency. As of August
2018, UK businesses held over 12,000 of these registrations. Following a no
deal scenario, UK companies would only be able to sell into the EU providing
they have transferred their existing registration to an EU-based entity. The
European Chemicals Agency transfer fee for a single registration is around
£1,500, excluding admin costs. Businesses would need to meet both UK and
EU requirements when they register new chemicals or seek authorisation to sell
into both markets, creating duplication of registration fees and additional
administrative burdens. EU WTO tariffs of on average 5% would also apply.

Trade in non-harmonised goods (such as furniture, sports equipment and bicycles)
is governed by the principle of mutual recognition. A UK business that wants to sell
goods in the EU would have to conform to the domestic regulations of the first
member state that it exports to, and so may have to track multiple domestic
requirements, or have less flexibility about where an initial sale can be. However,
non-harmonised goods represent a minority of UK-EU trade in goods (26.8% of UK
exports to the EU and 16.8% of UK imports from the EU) and it is likely that only a
subset of trade is reliant on the mutual recognition principle. This means that in the
short term, other factors being equal, the majority of non-harmonised trade in goods
would be likely to continue.



Data flows

47. Uninterrupted personal data flows are critical for many UK businesses’ processes
and all trading activity. For example, a wide range of financial services activities
require the transfer of personal data, including the servicing of cross-border
contracts and payments. The UK would need to seek adequacy decisions from the
EU, which the EU has said they will not start until the UK is a third country.
Therefore, in the event of a no deal exit, there would be a gap in the lawful free flow
of personal data while the assessment takes place. Alternative legal bases to
enable the continued lawful flow of data, in the absence of adequacy, are available.
To prepare for a no deal scenario, many UK businesses need to work with their EU
partners to secure a legal basis for the continued transfer of personal data from the
EEA to the UK. Businesses are at varied levels of readiness and the Government is
engaging widely to increase awareness of actions that businesses can take.

Citizens

48. Effects of a no deal scenario would also be felt by individuals. In addition to the
economic impacts detailed above, there would be practical barriers preventing UK
nationals from interacting seamlessly with the EU in the way they do currently. UK
nationals would still be able to travel to the Schengen Area visa-free, for 90 days in
every 180, but would not be able to undertake paid activity during this time. For UK
nationals living in another EU Member State, citizens with less than five years’
residency would be subject to the rules of the Member State in which they are
living, including their immigration rules. Although most Member States have now
announced unilateral arrangements for resident UK nationals, the offers do vary.
The Government is encouraging Member States to reciprocate the rightly generous
offer that the UK has made to resident EU nationals, but in the absence of an
arrangement of this sort UK nationals would see changes ranging from the
administrative to more profound effects, such as the potential need to arrange for
healthcare cover.

Impact across the UK

49. The effects on Scotland, Wales and Northern Ireland are likely to be similar to those
for the rest of the UK, as described above. In addition to issues arising specifically
in Northern Ireland, and the economic impacts mentioned in paragraph 20, key
examples of particular impact on Scotland, Wales and Northern Ireland include:

a) Impact on the UK’s agriculture, forestry or fishing industries would have
particular effects in Scotland. ONS figures demonstrate that these three
industries account for 1.21% of Scotland’s economy, compared to 0.46% of
England’s.

b) Around 92% of Welsh lamb exports by value go to the EU. Consequently,
disruption to animal exports would likely be felt strongly by the Welsh lamb
industry.



c) Impacts on the UK’s food and drink sector would be more pronounced in Wales,
Scotland, and particularly Northern Ireland, where the sector comprises 5.07%
of the economy, compared to 1.38% for England.

British Overseas Territories and Crown Dependencies

50. The UK Government continues to work closely with British Overseas Territories,
Crown Dependencies, and Gibraltar to prepare for all outcomes, including a no deal
scenario. Overseas Territories are likely to experience effects to those parts of their
economies with close ties with the EU.

Conclusions

51. Government has been accelerating its preparations for a no deal scenario since
September, with a particular emphasis since December 2018. However, the short
time remaining before 29 March 2019 does not allow Government to unilaterally
mitigate the effects of no deal. Even where it can take unilateral action, the lack of
preparation by businesses and individuals is likely to add to the disruption
experienced in a no deal scenario.
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