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EXECUTIVE SUMMARY

There is an urgent need to move on
from the shock of the UK’s vote to
leave the European Union, and all the
melodrama in the past two years over
what form Brexit should take, and fo-
cus on building a new relationship be-
tween the UK and EU including Mem-
ber States such as Sweden. Trade and
political relationships face change,
but there is much that can be done to
make sure that negative effects are
temporary, and that we find a stable
future path.

Both the EU and the UK wish to pur-
sue a deep economic relationship,
maintaining trade links insofar as pos-
sible in line with the stated red lines of
both. The relationship will only be de-
cided with many years of talking, but in
this paper we suggest a structure that
builds on existing EU practice of put-
ting in place a web of agreements with
third countries, anchored by some-
thing like an Association Agreement.

Part of this will be dependent on the
way the EU's competitiveness agen-
da develops. Sweden and the UK
achieved much together as members
of the EU, in progressing their shared
agenda to pursue an open, competi-
tive Europe, with a deepening single
market and trade agreements increas-
ing in number and ambition. It is now

down to Sweden to work with others
across the EU to maintain this agenda,
against some strong influences which
suggest the development of a more
closed EU, a defensive trade policy
and dirigiste industrial policy.

It is likely that the most economically
significant trade agreement that the
next Commission will negotiate is with
the UK. Sweden can, with like-minded
countries, help to facilitate a mutually
beneficial arrangement, drawing for
instance on the experience of Nordic
cooperation. Existing structures such
as the Northern Futures Forum should
be strengthened. It will not be easy, but
Sweden is one of those best placed to
provide leadership. Creating a concep-
tual framework for what team Sweden
want to see in the EU, then working
with others to make this happen,
should therefore be a priority for the
Swedish government and business.
The UK government should equally
prioritise rebuilding previously strong
relations with Sweden and others.

Delivering such a close relationship will
also be in the interests of the Swedish
economy. At the moment there are
few barriers to UK-Sweden trade,
and two-way economic exchange has
been flourishing. This will inevitably be
affected by Brexit, as numerous stud-

ies such as that by the National Board
of Trade have shown. Such studies
have identified the many individual
issues that will face individual sectors.

There are however major cross-cut-
ting issues for trade that, if given pri-
ority, will alleviate key Brexit concerns
for business. These come in areas
such as the UK's participation in Eu-
rope’s single standard model, mutual
recognition of conformity assessment
testing, and data adequacy. In some
cases the regulation is national, such
as in financial services, where domes-
tic changes could help trade continue
to flow.

The EU's response to Brexit will help
define, and be defined by, the EU's
future development. Is this to be a
Europe espousing openness to trade
and continuing to develop the most
advanced single market in the world,
or a Europe retreating to fortress EU,
where complete adherence to EU
regulations is a pre-requisite to any
sense of openness? The EU without
the UK will be a different organisa-
tion, and countries such as Sweden
will have to step up to protect their
interests. In short, the future relation-
ship with the UK could also define the
future of the EU.
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1. INTRODUCTION

This report discusses future economic and business relations between the UK, EU and Sweden,
post-Brexit, in the context of developments in the EU!. Much has been written about Brexit,
about the likely impacts and short term options, but there have been few studies taking a longer
term view. For the departure of the UK from the EU will lead to changes:

- For Sweden, on top of potential new barriers to trade, the loss of a major ally
at the European Council means Brexit will lead to reduced ability to influence
the EU in a liberal direction in terms of trade, regulation and other matters;

- For the UK, the loss of trade opportunities with the EU will be felt, and it will
no longer be able to influence the direction of policy with its closest economic
ally;

- For the EU the departure of one of the largest Member States will affect the
balance of power, in particular affecting the trade and competitiveness agenda.

Any serious consideration of the future must consider these factors together. The EU has made
y g
progress on the trade and single market agendas. At this stage, however, it seems it will be dif-
ficult to sustain this progress between 2019 and 2024: protectionist forces are growing and the
prog p g g
global political weather conditions are giving more power to inward-looking and interventionist
policies. This in turn will have an impact on the development of EU-UK relations. A more closed
EU will be less inclined to reach a comprehensive agreement with the UK to maintain significant
p g g
trading links, bolstering those in the UK favouring a more decisive break with the EU. Moreover
a closed EU will also be further from meeting the objectives of Sweden or other countries asso-
ciated with a similar agenda.

This is the context we shall examine further below. The main argument of the paper is that
countries like Sweden — economies that depend on openness to trade, competition and inno-
vation — have incentives to provide leadership for establishing strong and mutually beneficial
economic arrangements between the EU and the UK. While Sweden, like other EU countries,
have watched the Brexit process with a growing sense of unease, it now needs to come up with
a political strategy for resolving bilateral trade and regulatory problems, and keeping the UK a
close economic ally whose economic assets remain plugged into the wider European economy.
And on the UK side, there is an urgent need to again build strong political relations with govern-
ments in Europe that want to progress an open and dynamic Europe.

' An early version of this paper was presented at a conference in Stockholm in December 2018
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The report is structured as follows:

Chapter 2 sets the context in terms of Brexit and alternative future models, providing a short
overview of the proposed UK-EU relationship, and the possible alternatives, including con-
sideration of ‘the Brussels effect’ where EU regulations tend to have impact beyond physical
boundaries;

Chapter 3 examines UK-Sweden relations politically, and in more detail trade links. This section
identifies in particular the main horizontal issues that we will need to tackle to maintain strong
trade relations, which are considered in detail in the Annex;

Chapter 4 considers the future development of the EU, using as a particular frame the compet-
itiveness agenda that Sweden and the UK were so influential in advancing together with other
countries. The section will consider future scenarios for the development of the EU in terms of
what these could mean for the future of UK-Sweden relations;

Chapter 5 proposes ways in which we can maintain close UK — Sweden / EU ties, looking at the
drivers of the UK-EU relationship from each side’s point of view, and the role Sweden can play;

Chapter 6 provides a conclusion and recommendations.
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2. BREXIT AND MODELS FOR THE FUTURE

The discussion about future UK-EU relations has largely evolved on the basis of the Brexit ne-
gotiations between the parties. Although the EU has frequently said that these are discussions
about the divorce, not the future, in reality talks have covered both issues interchangeably, not
least on the issue of the Irish backstop.

We therefore start this chapter by focusing on the impact of the agreement unveiled by the UK
and EU in November 2018, then move on to looking at other potential models.

Future UK-EU relations and the Brexit agreement

If the UK and EU agree to the Withdrawal Agreement? as drafted, the UK will leave the EU on
29 March to enter a ‘Transition Period” during which to all intents and purposes it will be treated
as an EU member state, with the exception of representation. This period will last until the end
of 2020 but could be extended, potentially to the end of 20223. The impact of this will be to
allow for the continuation of the existing trading relationship until this time.

Thereafter as illustrated below either a new relationship will commence, on which negotiations
have not commenced, or we will enter the ‘backstop’ designed to avoid a hard border on the
island of Ireland. Judging by the Political Declaration these will be accompanied by other agree-
ments such as on data adequacy.

CHART 1: OVERVIEW OF FUTURE UK-EU RELATIONSHIP

Implementation Period
(to end 2020 or end 2022)
- UK follows all EU regulations

- Trade deals apply in full to UK*
- Frictionless trade / full mobility

with Sweden
Trade related agreements Future relationship or Backstop
(from 2019) (from ?7?2?) (from 2021 or 2023)
Data adequacy - Close alignment in goods - UK-wide customs union
Financial services equivalence - Divergence in services - Northern Ireland close alignment
UK Membership of CEN CENELEC? - Restrictions on mobility - Trade barriers increase with EU

1—with agreement from third countries
2 — CEN CEMELEC membership confirmed Nov 2018

In the case of the backstop, Article 6 of the Protocol on Ireland / Northern Ireland within the
Withdrawal Agreement says: “The Joint Committee shall adopt before 1 July 2020 the detailed
rules relating to trade in goods between the two parts of the single customs territory for the
implementation of this paragraph.” The reality is that agreeing detailed relations will be complex
particularly with regard to differences between Northern Ireland and the rest of the UK. Thus
for example if companies based in Northern Ireland have to have products tested for the EU
market, can this happen on the territory, which notified body will be involved, and could a UK

2 https://www.gov.uk/government/publications/withdrawal-agreement-and-political-declaration

% In the event of a delay to Brexit it is unclear if these dates will be changed

4 Unless either the whole UK or Northern Ireland alone are aligned to EU Customs and Regulatory policies, EU rules require
checks at the border.
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based company based in England take advantage of such relations? Issues such as these will take
time to resolve.

The future relationship will be negotiated on the basis of the Political Declaration, but there is
considerable ambiguity within this document. It is likely that several years of negotiation will be
required, along the lines of previous EU deals with Canada and Japan. Equally, the known issues
which have hampered negotiations so far will continue to apply. These are best illustrated by the
Northern Ireland question, where there are currently no alternatives to a close relationship on
customs and regulatory issues to avoid a border either in the Irish Sea or on the island of Ireland,
where such a border would affect the delicate peace established by the 1998 Good Friday Agree-
ment. However this issue is also symbolic of a larger incompatibility, namely that the UK seeks a
close economic relationship with the EU but rejects any of the existing models.

Potential future relationship models

The EU’s Chief Brexit Negotiator, Michel Barnier, has frequently deployed the ‘waterfall’ picture
(below) to illustrate the future UK-EU relationship, concluding that the answer is a Canada style
Free Trade Agreement. This however does not resolve the Northern Ireland issue, and does not
necessarily provide the template for the kind of close relationship that in reality geography and
business would suggest.

CHART 2: MODELS OF FUTURE UK-EU RELATIONSHIP (AKA BARNIER’'S WATERFALL)
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Future relationship
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The table below examines in more detail the models identified by the Barnier ‘waterfall’ picture,
noting that it may be some time before we are clear of the outcome, and that the backstop could
therefore persist for a number of years:

TABLE 1: POTENTIAL MODELS FOR FUTURE UK-EU RELATIONSHIP

Ireland border. Could be part of Associ-
ation Agreement

No-deal Low-Medium — there seems to be a In the short term economic shock and

between UK UK Parliamentary majority against this | immediate barriers to trade. Likely that

and EU option, but unless a Withdrawal Agree- | both sides will want to start signing
ment is signed or an extension granted | specific agreements to protect trade, and
before March 30 it will happen Brussels effect will hold

Free Trade Medium — this would be the clear path | Greater barriers to trade, which will not

Agreement if it wasn't for the issue of the Northern | be frictionless. However a deep agree-

ment could address many issues

Customs Union

Low-Medium — the policy of the UK

It is possible a deep Customs Union

believe the result of the 2016 referen-
dum should be upheld

(Turkey style Labour Party, but the lack of control which included elements of single
agreement) of tariff policy means Government market alignment would mean few new
opposition frictions to goods trade, but services
would be heavily affected
Bespoke Associa- | Medium-High — there seems to be Could incorporate free trade agree-
tion Agreement/ | appetite on both sides for a relationship | ment as above, may also imply a more
Switzerland wider than trade alone dynamic relationship than the usual
static FTA
Single market Low-Medium — while there is grow- Goods and services trade would suffer
membership ing support for this option in UK fewest new barriers under this scenario,
(EEA — Parliament, the retention of freedom although trade would not carry on
Norway style) of movement in this option makes it exactly as before
politically difficult
UK remains Low — while there is some UK support | Economically this option clearly has the
in EU for another referendum, most MPs still | least impact on UK-EU trade

It is worth noting that in all cases except the UK retaining full membership of the EU, there will
be a loss of UK influence in rule making, that is the UK will become to a degree a rule-taker
(there is of course some consultation for EEA members). This is an inevitable consequence of
leaving the EU and the Brussels effect described below, although the UK will have greater scope
for independence in some areas of regulation. This is one of the most consequential impacts of
the UK leaving the EU.

A further factor that applies to all except the last option is continued uncertainty. It is unclear
when the relevant decisions affecting trade will be taken, and in the case of a free trade agreement
these could take some years. This is to a degree inevitable, but it would be good for policy makers
on all sides to acknowledge this issue and help companies to manage uncertainty, for instance
by setting out clear and realistic views of what type of future arrangement that they will seek.
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The Brussels Effect and the case for close cooperation

Britain will be affected by EU regulation also after its departure. This is due to the so-called
‘Brussels effect’. A term coined by Professor Anu Bradford, it holds that, regardless the discus-
sion about models, UK businesses will be substantially regulated by Brussels in the future simply
because the EU is such a big market. In the first instance, companies will have to keep following
EU law after Brexit in order to keep trading with the bloc. But what is equally important is that
“the Brussels Effect’ will encourage companies to choose EU rules also as their global standard
rather than adopting different regulations for domestic markets. It is often too complicated, and
costly, to produce for a variety of standards and, says Prof. Bradford, “for all the talk of the EU
economic model being in trouble, the ‘Brussels effect’ is getting stronger.5” The EU has become
a global power of regulation and in many sectors countries chose to use the EU standard for all
global sales. For instance, the US’s Dow Chemical Company in effect complies with EU regula-
tions in its global business.

Consider some basic metrics of UK trade. Close to 50% of the UK’s trade is with the EU, and at
least 50% of the population are likely to support close economic relations with the bloc. On top
of ‘the Brussels effect’, this implies that the UK will have a continuing close relationships with
the EU in terms of regulations. Consequently, it should be in the economic interest of the UK
to choose a model including close regulatory cooperation, not least because it benefits substan-
tially from a solution where UK products will be easily approved for being in compliance with
standards that businesses will follow anyway. However, the absence of clarity about the future
direction of the negotiations has caused substantial uncertainty about the future terms of market
access. While this remains such a political question in both UK and EU, there is a risk of short-
term disruption, even if both parties acknowledge the economic benefits of a close relationship.

5 https://www.ft.com/content/7059dbf8-a82a-11e7-ab66-21cc87a2edde
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3. SWEDEN-UK TRADE AND POLITICAL RELATIONS

Where do bilateral Sweden-UK relations fit into the picture? The two countries have for many
years maintained close economic and political relations, bilaterally and through the EU. The
UK’s vote for Brexit has disrupted these relations, and they will take time to recover. The scale
of the damage will also depend on what each country decides about the future. It is certainly
possible to limit the negative effects of Brexit by purposeful efforts on both sides to build new
forms of collaboration, directly and indirectly through the EU.

While the UK’s exit from the EU will lead to changes, there should be mutual benefit in retain-
ing close political and economic relations. The predominant political culture in both countries
continues to be aligned in support of open, well-regulated markets, trade, and international
cooperation. Whatever the shape of the future relation between the EU and the UK, there are
several reasons — such as geography and ‘the Brussels effect’ — why all sides will have strong inter-
ests in maintaining close economic ties.

This chapter will predominantly consider the changes to trading relations likely as a result of
Brexit, but will commence with a brief discussion of political relations, which will be built upon

in Chapter 5.
Political relations

The UK and Sweden have been united on numerous issues within the EU, in particular in the
competitiveness agenda. For example on trade policy, the development of the single market,
and ensuring good regulatory practice within the European Commission they have consistently
worked together. The departure of the UK will change this relationship, and indeed the dynam-
ics of the EU. However, although the incentives to cooperate will change, there will still be ben-
efits to both countries in maintaining close political links. As political relations have grown cold
during the past years, both sides will need to make new efforts in building political intimacy,
and the UK in particular needs to craft a policy and strategy for post-Brexit relations with Euro-
pean partners. While there is already a very tight relation in matters like student exchange and
commerce, it is notable how few connections that Britain’s two main political parties have with
Sweden. Brexit negotiations have exacerbated notions that it is only the big EU member states
that matter — and, consequently, that the UK should prioritise them. However, the best chance
for the UK to influence the future direction of the EU will come though building a strong rap-
port with countries who share the belief in openness to trade and better competitiveness, and
that are willing to invest their limited political capital to that effect.

The UK has become increasingly politically insular in the last two years, and as a result has fre-
quently not considered the trading issues and how they relate to partners like Sweden. Although
UK Ministers and officials have travelled extensively through the EU, much of recent diplomacy
has been transactional, with regard to specific UK’s needs in an EU negotiation. There have been
times when the UK has given the impression of not needing friends after Brexit, which is surely
not correct.

For Sweden, the incentives to cooperate with the UK will also change. In the first place, the
UK is an important market for Swedish trade and commercial exchange. Defending current
commerce and building opportunities for new trade will require more effort from Sweden, both
from the government and from business. Moreover, if Sweden wants to keep the UK as a source
of energy in European politics, it will have to build up attendant structures for it. Rather than
being a leader within the EU, the UK will soon be requesting information from EU members
and will be looking for bilateral partners to channel their ambitions for an open and competitive
Europe. Sweden is one of the leading candidates.
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Economic relations

There have been numerous detailed studies of the issues that will face businesses trading be-
tween the UK and the EU after Brexit, with one of the most detailed being produced by the
National Board of Trade. According to this study, “in 2016, the UK was the sixth largest
export market and the fifth largest import market for Sweden’s trade in goods. The UK was
the third-largest market for Sweden’s exports of services in 2016 and the largest market for
imports of services.” Sweden is not quite as important for the UK’s trade, but remains the UK’s
8th largest export market of EU Member States, and among non-EU trade partners is only
exceeded by USA, China, and Japan .

Typically, post-Brexit studies have taken a sectoral focus, and focused on the problems likely
to be caused by Brexit. We have taken a more cross-cutting look at issues likely to be faced
by Swedish businesses, and looked at the likely impacts in the different models of future rela-
tionship previously discussed. These issues and the impact of different economic models are
described in the Annex, and summarised in the table below.

The issues selected are data transfers, e-commerce, financial services, food and drink regula-
tions, movement of professionals, other services, procurement, product testing, professional
qualifications, sector specific regulations, tariffs and customs, and voluntary standards. What
we particularly find when examining these is that, in the event of the UK and EU agreeing a
Withdrawal Agreement and transition period, little would change in the short-term, but that
business face potentially multiple changes from the introduction of a backstop relationship,
followed by the future relationship. Originally, Brexit talks aimed at avoiding multiple transi-
tions, which might not be achieved. In the case of no-deal there would be immediate business
issues in most of these areas.
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TABLE 2: SUMMARY OF CROSS-CUTTING BUSINESS ISSUES AFFECTED BY BREXIT

Impact of transition
period / backstop

Area Issue Business Aim

Long term relationship
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Impact of transition
period / backstop

Area Issue Business Aim

Long term relationship

II
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Longer term Sweden-UK business priorities

The provision of services and movement of people currently appear to be the biggest potential
problems in the future UK-Sweden relationship. This is particularly true in the event that there
is a standard trade agreement signed between the EU and the UK. EU Free Trade Agreements
have become increasingly sophisticated in terms of trade in goods, but on services fall far short
of the provisions in the single market. The mutual recognition of professional qualifications are
put into a framework where specific agreements can be made later, and the Political Declaration
only mentions short term business visits. The UK process for handling longer term business visas
is well known as inefficient, expensive, time-consuming, and generally hostile to business and
individuals. Sweden has a clear interest in ensuring better access to business visas than what is
generally offered by the UK to third countries. Sweden’s unpredictable system for foreign labour
from third countries that are based in the country over a longer period of time is also a source of
concern for future bilateral relations.

Should the UK and EU be in discussions for a Free Trade Agreement there is a further compli-
cation of existing trade agreements which the EU would have to improve if the UK got a better
deal, for example with Canada. For some, this makes it difficult to envisage the UK being offered
a substantially better deal. However, it shouldn’t be the case. First, services trade between the EU
and the UK is profoundly different from services trade between the EU and Canada — in scope
as well as profile. The EU is far more dependent on access to the UK services economy, both for
exports and imports, and its own economic interest suggest that an agreement on services with
the UK cannot be a replica of the agreement on services with Canada. Second, in the services
sectors that will need a better framework than a standard FTA, Canadian exporters aren’t a sub-
stitution for the UK providers. Extending direct market-access openings to Canada aren’t going
to have much effect on Canada’s export of services to the EU.

A more important problem is how the EU and the UK can find the technical solutions that are
required — on direct market-access commitments and regulatory standards — for services trade to
flourish. There is as yet no clear idea how that could be achieved, and the first step would be to
examine what the main losses would be through a typical EU FTA approach, and then consider
what different type of agreements could do to help that situation®.

Such an exercise is also needed at the bilateral level between Sweden and the UK. Regulatory
changes within Member States could make a difference, and in some sectors these are clearer
than in others. For Sweden for example this could include financial services, where there are
notable restrictions.

EU directives establish the base conditions for banking regulations in Sweden. These directives,
however, are by necessity general and do not go into specific regulatory behaviour; there is far too
much variance in the regulatory tradition and setup of financial services in Europe for a detailed
EU-wide approach to be possible. Furthermore, the directives aim to establish the necessary
conditions for the single market and only tangentially address what applies to ‘third countries’.

Much of the real market access in EU countries for banking services from ‘third countries” are
addressed through national licensing regimes, which vary substantially in Europe. Sweden is one
of the most closed markets in Europe for banking services from ‘third countries’ as illustrated
below.

6 Such an approach could build on OECD work described here https://blogs.sussex.ac.uk/uktpo/2019/02/14/not-fit-for-ser-
vice-the-future-uk-eu-trading-relationship/
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TABLE 3: THE DIFFERENCE BETWEEN A SUBSET OF THE EU MEMBERSHIP FOR A VARIETY OF
PROFESSIONAL BANKING SERVICES.

Product/Country

Corp. banking -
lending

Corp. banking —
deposit taking

Corp. banking —
risk management

Inv. banking —

primary markets

Inv. banking —
sales and trading

Asset
management

Private banking and
wealth management

Market
infrastructure

Retail
banking

Prohibition or very significant restriction in all cases

Prohibition other than in limited circumstances

Permissible subject to an exemption which must be applied for and/or some significant restrictions

Permissible subject only to minor exceptions (if any) and no need to apply for exemption

Many of the other issues discussed above will be the subject of significant debate during future
relationship talks. One way in which the private sector — also at the national level — can assist
is in ensuring that their own bodies allow the participation of the UK as a non-member. There
are many such bodies, some of which play a quasi-formal role in EU regulations. The example
of CEN CENELEC is instructive, in that they appear to have recognised the benefit in the UK
staying as members, even though it was not obvious this would be allowed by the rules. The
Annex contains further information on this subject.

Immediate business priority — reducing uncertainty

The immediate issue business face is uncertainty. At the time of writing, no one knows if trade
between the UK and EU will be unaffected or completely changed after March as the result of a
Brexit with no deal. Even if there is Brexit with a deal, while negotiations on the future relation-
ship are ongoing, the detailed outcomes (and the level of trade friction) will still be uncertain.

This is no basis for future planning — not for business, nor for governments. What makes un-
certainty all the more troubling is that the backstop negotiated within the EU-UK Withdrawal
Agreement is inadequate and cannot support existing trading relationships. Combined with an
unrealistic sense of how long a new agreement will take to negotiate, there is a very real possi-

13
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bility of a cliff edge in 2020 or 2022. While this is not in the interest of EU and UK business,
and while some problem can be mitigated by smaller agreements such as on data adequacy and
financial services equivalence, the simple fact is that uncertainty dominates.

Obviously, it should be a major priority to ensure greater predictability in the entire Brexit
process and that future arrangements deliver greater certainty to business. This would mean in
particular encouraging both sides to set a realistic timetable for the transition period, that allow
a proper transition to the new arrangements. The last two years have set a very bad example
in terms of uncertainty. Continuing in this way will inflict real damage on economies across
Europe.

A case in point regards EU trade agreements with third countries and the process of the UK
departure from them. During the transition period, or a backstop, the UK will be subject to EU
tariffs, and UK products will continue to count towards EU content for rules of origin purpos-
es. However, it is not clear whether UK firms will be able to benefit directly from all EU trade
agreements in this period in terms of reduced tariffs or increased access to services compared to
WTO terms. Some major trading partners such as Switzerland or Japan have indicated that the
UK will continue to form part of the EU as far as they are concerned during a transition period.
Other countries have yet to confirm.

During a backstop period however the UK would be reliant on making separate agreements with
EU trade partners, to allow UK companies to benefit directly. In the event of no-deal, the UK
would need to renegotiate all agreements from scratch, a process which has begun but proved
to be slow going”.

This uncertainty over trade agreements adds to the general Brexit uncertainty, especially for
Swedish and other European firms that trades with inputs from the UK.

" https://www.ft.com/content/c44581c2-1a75-11e9-9e64-d150b3105d21
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4. THE FUTURE DEVELOPMENT OF THE EU

In March 2011 the Prime Ministers of the UK and Sweden, along with those from Finland,
Denmark, the Netherlands, Poland, Latvia, Lithuania and Estonia, wrote to then European
Council President Van Rompuy calling for a new direction in economic policy, prioritising com-
pleting the single market, unlocking the benefits of trade, reducing the costs of doing business,
and making Europe the number one region for innovation. This was accompanied by a pamphlet
translated into a number of EU languages.

This work, in which the UK and Sweden were prominent, was successful in many aspects. On
trade, although conclusion of the Doha round already looked unlikely in 2011, agreements have
been concluded with Japan, Canada, Singapore, and Vietnam, as has an update with Mexico,
and talks started with Australia and New Zealand. There has been progress on the Digital Single
Market, not least in terms of content portability and the abolition of mobile roaming charg-
es. The EU’s Better Regulation agenda under Vice President Frans Timmermans has improved
consultation and sought, perhaps as yet without enough results, to tackle an overly-bureaucratic
culture. In terms of innovation the main aim was the creation of a Unitary Patent & Unified
Patent Court, which is due to come into force in the first half of 2019.

Clearly some of the agenda was less successful, for example the UK and Swedish governments
worked hard to bring TTIP to successful conclusion but were not able to overcome fundamental
challenges, though some of the regulatory agenda is still being pursued. Nonetheless the direc-
tion of travel was positive and reflective of good joint working. The challenge will be maintaining
such an agenda in the new Commission.

The challenge — Maintaining competitive Europe

There are few signs at the moment of a similar competitiveness agenda gaining traction within
the EU for the period 2019 — 2024. Indeed a number of factors seem to have encouraged a more
defensive or protectionist view of the EU’s future development:

- The departure of the UK and difficulty of a former member state asking for a
privileged future relationship;

- The rise of populist governments seeking to challenge the EU, particularly in
Italy, Poland and Hungary;

- Continuing challenges over migration from outside the EU, and then move-
ment within;

- Aggressive US trade policy, on tariffs and towards the WTO;

- Unresolved issues around the Euro and monetary union;

- Questions over neighbourhood policy and whether any more new countries
should join.

European elections in 2019 and the appointment of a new Commission will take place against
this backdrop. It is likely that the new European Parliament will see further swings away from
the European People’s Party (EPP) and Socialists & Democrats (S&D) groups, and growth of
the far-left and far-right groups. With the EPP and S&D groups also showing signs of increasing
nervousness over an open agenda, and the recent example of the move to relax EU antitrust
rules and establish more activist industrial policies favouring European or national champions3,
it is unlikely that such an ambitious competitiveness agenda will be delivered in the near future.
Indeed we already see backward steps such as the new EU inward investment screening regime.

& https://www.euractiv.com/section/economy-jobs/news/19-eu-countries-call-for-new-antitrust-rules-to-create-european-
champions/
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Nonetheless, although the rise of populism has not predominantly been caused by a lack of
growth, there is no question that a slowing economy, remote governments and unequal distri-
bution can play a role. Thus trade policy and continuing development of the single market must
be one of the policy responses, however politically difficult this may be. Brexit and a future FTA
instead of the current relationship could cause a decline in EU GDP of 0.6% according to one
reliable study®. By comparison new trade deals with Australia and New Zealand would be likely
to deliver negligible economic growth. There is also the continued danger of trade wars and risks
to the future of the WTO to account for.

The question then would be what a new competitiveness agenda could look like for the period
0f 2019 — 2024. Amending the headings used in 2011 slightly, we can start to identify some key

targets for this period.

TABLE 4: POTENTIAL EU COMPETITIVENESS AGENDA 2019-2024

Trade Better regulation

Defend WTO as core institution

Complete Australia and NZ FTAs

Complete EU-China Investment Agreement
Launch plan for future developments in trade
policy, what next as new FTA opportunities
reduce

Develop deep partnership with UK

- Develop International Regulatory Coopera-
tion strategy, including aligning regulations
as part of trade policy

- Target for reduced regulatory burden

- Improve regulatory environment for innova-
tion, promoting a culture of experimentation

Single Market

Renewed efforts to cut barriers to services
trade in the EU'

Refinement of digital single market to ease
regulatory burden

Other growth measures

- Avoid punitive tax measures at the EU level

- Defend competition policy against powerful
calls to allow the creation of European cham-
pions at the expense of EU consumers

Development of Electronic ID solutions

- Ensure data rules support services growth

One interesting factor to consider is whether EU trade deals will be less valuable without the UK
as a large market, assuming of course the UK does leave a Customs Union. Certainly this could
be the case with major negotiations such as with Mercosur, but not be such a factor with the
likes of New Zealand and Australia. However in all three cases the strong agricultural interests of
the other party may be a barrier to reaching agreement. The future trajectory of EU trade policy,
given the success in signing Free Trade Agreements, needs further discussion, as it is unclear what
the next steps should be.

Political balance in the EU

The departure of the UK will make a big difference to the political balance of the EU. Even if
the full consequences are yet unknown, the political fallout should already be causing concern
to those countries pushing for more open policies in the EU. Without the support of Germany
it is now unlikely that such countries will be a blocking minority, and the impetus for new trade
agreements and further single market reforms is likely to be reduced.

¢ https://www.ft.com/content/6d00353c-2616-11e8-b27e-cc62a39d57a0
1% https://dbei.gov.ie/en/Publications/Publication-files/Copenhagen-Economics-Making-EU-trade-in-services-work-for-all.pdf
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The formation of the “New Hanseatic League” by 8 EU countries'! has been seen as an attempt
to maintain impetus for the competitive agenda, although thus far it has mostly focused on fiscal
policy and the completion of the Capital Markets Union. However this was enough to provoke
a response from the French Government, describing their opposition to clubs within the EU™.

There has been a suggestion that the Commission would in fact provide a counterweight to
what is likely to be a more cautious Franco-German spine to the EU in future years. However,
although the Commission is institutionally well regarded to trade and single market deepening,
it is not a substitute for member-state leadership and has to balance the wishes of all member
states. Like all other government-like entities, the Commission is not a singular unity with one
set of beliefs and one agenda of priorities; it has many fractions and power bases, many of whom
are competing to set the policy agenda.

There is an expectation, both within the EU and among other countries, that Sweden will be one
of the countries spearheading the openness and competitiveness agenda, along with the Neth-
erlands, Denmark and Finland in particular. Indeed there have been comments to suggest some
surprise that the Swedish Government has been quiet in Brexit talks, perhaps because it was not
completely clear what the optimal Swedish position should be.

Building on the UK-Sweden trade section above, and next section discussing wider political re-
lations between the EU and UK, we believe that Sweden can have a clear road map of priorities
for the EU’s competitiveness agenda. However, the difficulty will come in being able, as a smaller
EU state, to turn these priorities into a sense of direction. It will be important for the Swedish
government to work with other like-minded countries and ensure there is always a voice for these
priorities in meetings.

The impact of the UK’s departure may not be evident until the formation of the new Commis-
sion and the plans they start to put in place. Given the pivotal nature of this, it would be advisa-
ble for countries advocating a continuing competitive Europe to ensure they have clear proposals
ready to be taken forward from late 2019.

" Sweden, Denmark, Finland, Latvia, Lithuania, Estonia, Netherlands, Ireland. The continuity of countries that also signed ‘Let's
Choose Growth” is worthy of note.

12 hitps://www.ft.com/content/d47c60cc-ef20-11e8-8180-9cf212677a57 ?emailld=5bfad2f217a34c00049ccbdb&segme
ntld=488e9ab0-190e-700c-cc1c-6a339da99cab
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5. MAINTAINING CLOSE TIES
Will there be a close UK-EU relationship?

The proposed Political Declaration between the UK and EU is ambiguous about the nature of
the future relationship. In the opening paragraphs there is a clear statement of intent, suggesting
that “this declaration establishes the parameters of an ambitious, broad, deep and flexible part-
nership across trade and economic cooperation, law enforcement and criminal justice, foreign
policy, security and defence and wider areas of cooperation.” This is not sustained throughout
the document however, with a later paragraph saying: “The Parties envisage that the extent of
the United Kingdom’s commitments on customs and regulatory cooperation, including with
regard to alignment of rules, would be taken into account in the application of related checks
and controls, considering this as a factor in reducing risk.”

In truth, there are strong forces for and against a future close relationship. In the UK, these forces
are relatively balanced, but in the case of the EU the stronger position seems to be in support
of a weaker relationship. The table below summarises this, and illustrates why we cannot take a
future close relationship for granted.

TABLE 5: ARGUMENTS IN FAVOUR OF STRONG OR WEAK RELATIONSHIP

- Strong relationship Weak relationship

EU | - Economic and trade ties - Indivisibility of four freedoms
- Neighbourhood policy - UK not to benefit from leaving
- Shared values? - UK not the priority
- Existing cooperation structures - Fear UK wants to deregulate
- Ally in security policy - Lack of powerful players prioritising future UK
relationship

- Competitiveness agenda less important

UK | - Geography - Restriction on free movement
- Trade ties - “We can do it without EU”
- “Brussels effect” - Trade deal with US or CPTPP
- At least 50% of population favour | - Desire for change / deregulation
close ties

Trade ties are important for both sides. However, in both the EU and UK political factors act
against the economic factors that would suggest a close relationship, and in the case of the EU
these could easily tilt the balance of debate. A hard-bargaining approach from the EU is likely to
be met with the same from the UK, risking a deterioration in relations. This is especially the case
as the UK’s asks currently are rather transactional, focusing only on trade, whereas the EU has
more of a balanced picture of hoping for but also slightly fearing wider cooperation.

The trade agreement with the UK is likely to be the most important in terms of economic and
political value to be negotiated by the next Commission. A relatively closed approach to the UK
will have an effect on other negotiations. There is a need for those with an interest in a different
outcome to act to make this happen.
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The UK Approach to future relations

The UK Government, Parliament and other institutions still do not seem to have come to terms
with what leaving the EU actually entails. As a consequence, it has been difficult to get to a point
where we get clarity rather than confusion about exactly what type of the relation with the EU
that the UK will seek. During the last two years there have been regular references from Cabinet
Ministers to, for example, attending post-Brexit council meetings in different capacities, having
an easy trade deal as we will start from the same regulations, the EU needing the UK more than
vice-versa on financial services, and using our security capabilities to get a good trade deal. All
these propositions are missing the essential truth that a non-member will have little influence
in EU decision making and that the starting point for the EU in a negotiation with any third
country is the existing models of EU relationships with third parties.

Negotiations on the future UK-EU relationship should start soon after the UK’s formal exit from
the EU at the end of March. This however will require both sides to be prepared, and in the case
of the UK we see that current political difficulties and the need to prepare for a no-deal Brexit
mean that the UK is simply not preparing also for imminent negotiations. As the table below
shows, there is little clarity on the most significant questions the UK Government must answer:

TABLE 6: KEY UK DECISIONS REQUIRED AHEAD OF FUTURE EU NEGOTIATIONS

Decide on government structure, i.e. who runs
the next stage of negotiations

Enhance Brussels and Member State diplomatic | Believed to have been the subject of internal
presence to stay informed once officials no debate, but not yet actioned
longer attend EU meetings

Determine policy positions on every issue to be | Many meetings, but business does not believe

discussed in next stage negotiations Government has engaged to the required depth
Prioritise defensive and offensive position in Work has commenced, not believed to be mature
negotiations

Coordinate EU and other international nego-
tiations

Consider changes to Parliamentary involvement
given stage one of negotiations

The Brussels effect discussed earlier suggests that UK business will lobby the UK Government
strongly to maintain a relatively close future relationship with the EU, for example in terms of
regulatory alignment. Such close alignment will also have substantial public support. In terms
of day-to-day government decisions this is likely to produce a bias towards a close relationship,
as we have already seen®.

We have also seen that the EU debate within the UK is not fully determined on economic
grounds, that sovereignty has also been a significant issue. There is already a popular narrative
in the UK that the EU has punished the UK for leaving in the negotiations to date, and this
narrative could become more widespread in the future given that we know trade negotiations are
often divisive. Thus we can expect a continued tension within the UK of wanting a close trading
relationship, while rejecting the Commission’s existing models to achieve this.

13 See for example the work by BSI to maintain membership of CEN CENELEC
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A further complicating factor is that the UK government will also be wanting to pursue a ‘Global
Britain’ agenda', including a trade deal with the USA or joining CPTPP - either of which will
threaten alignment with EU regulations. There is a degree of awareness in the UK that this may
not be compatible, but further debate is inevitable, which will interact with the EU-UK talks.
The bottom line is that there is no shared understanding in the UK polity about its future foreign
economic policy and relations. The negotiations with the EU over the future relationship will
likely be happening in a context of political ambiguity and vexed discussions about the costs and
benefits of alternative courses of actions.

The EU approach to the UK

It is natural for other EU members to be sore about the UK’s departure: it is a serious blow to
the European project. There has been an element of denial in the EU’s response to the departure
of the UK, essentially that the EU will be fine and the UK will suffer. In the short term, that is
what has happened, certainly politically. But just as the UK cannot escape geographical reality,
neither can the EU. The UK is a neighbour and two-way integration is strong in virtually all
areas of policy. Consequently, there should also be a debate in the EU about what the future
relationship should look like.

The EU has some sort of formal relationship with every neighbouring country, and there are sev-
eral models for cooperation. Many neighbours are accession countries, some are part of EFTA,
while others are covered by the European Neighbourhood Policy (ENP), which “aims at bring-
ing the EU and its neighbours closer, to their mutual benefit and interest”>.” However, it is not
yet clear that the relationship with the UK will fit into any existing category. Nor is it obvious
that the existing models would serve European interests, commercial as well as political. While
it could be rational to seek an agreement with the UK that is different from existing models, the
EU suspects that the UK is attempting to craft a new relationship that includes the benefits but
excludes the cost of EU membership.

Threats to the EU from the UK’s Brexit have been often mentioned, but less often subject to
serious analysis. When such an analysis is carried out we can see that EU fears are not without
merit, certainly the UK does want to split the four freedoms, as others have done before, and
regulatory divergence remains distinctly possible. On the other hand UK efforts to divide EU
member states have failed badly.

* Though note issues rolling over existing EU trade deals, e.g. https://www.theguardian.com/commentisfree/2019/feb/07/
trade-deals-britain-liam-fox-brexit
'® https://www.euneighbours.eu/en/policy
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TABLE 7: ANALYSIS OF UK THREATS TO THE EU

Threat — the UK might Analysis

This analysis strengthens the view that there will be tensions in the EU approach to the future
UK relationship just as significant as those on the UK side. Similar to the UK the tension will
be between the political imperatives, in maintaining the indivisibility of the four freedoms and
showing that being a member also delivers economic benefits, and the economic and other
benefits of retaining close ties with the UK. To add to the EU’s challenge, adopting a hard line
approach to UK asks may also help to bring about some of the scenarios that are most feared,
such as a deregulatory UK economy and financial services centre next to the EU. On balance,
while being suspicious of UK desires to take all the benefits without any of the costs of member-
ship, the EU would benefit if it starts with this appraisal of its own interests and how they could
be attended in a future arrangement, rather than attempting to shoehorn an existing approach
to another third country.

Formalising a future relationship

During the Brexit talks to date there have been a small number of serious proposals as to how
the future EU-UK relationship could be structured. Former MEP Andrew Duff has persistently
advanced the case for an Association Agreement model'® as being in the case of both the EU and
UK. As he writes

“It is absolutely in Europe’s interest to hug Britain as close as possible. In its present unreformed
condition, poised uneasily as it is between the confederal and federal, the Union would not be
insulated from damage wrought by a belligerent, nationalistic Britain sulking 40 kilometres off
Calais. The EU’s immediate interest lies in keeping the British within its regulatory orbit. The
EU’s long-term strategy must be to return with more confidence to its historic mission of pro-
moting the ever closer union of the peoples of Europe — not excluding the British peoples. For
everyone’s sake, the United Kingdom is better half in than right out of Europe.”

16 For example http://www.epc.eu/documents/uploads/pub_8347_brexit-halfinhalfoutorrightout.pdf?doc_id=1958
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Ferry et al'” see a similar need to keep the UK close but in a more ambitious “Continental
Partnership” with the aim “to sustain deep economic integration, fully participating in goods,
services, capital mobility and some temporary labour mobility, but excluding freedom of move-
ment of workers and political integration.” This would become an outer tier of the European
integration project, with the potential to also include current EEA members and other potential
new joiners such as Ukraine.

The UK Government’s ‘Chequers’ proposals published in July 2018 essentially proposed a
balance between Turkey, Canada, and Norway relationships, with shared rules on goods trade,
a customs arrangement allowing the UK to make trade deals while still having frictionless trade
with the EU, but less alignment in services. While the customs element of this was never ac-
ceptable to the EU, the paper did help to inform the discussions which led to the Political
Declaration.

These proposals all share the view that the future relationship with the UK is an opportunity to
define a wider ‘Europe’ outside of the EU, continuing to bind economies relatively tightly in a
dynamic arrangement but with enough leeway for countries who don’t wish to be part of polit-
ical union. The possibility of such an arrangement with the UK has always been problematic to
the Commission, anxious to avoid the complex web of agreements that make up the Switzerland
agreement, seen to also allow particular privileges for the Swiss. Yet the EU’s third party relations
typically do consist of a number of agreements in different subjects with each country, often
underpinned by one overall agreement.

A structure of an overall agreement that can be enhanced over time by specific cooperation in
different fields would allow both sides breathing space to re-establish a beneficial mutual rela-
tionship, as well as ensured continued cooperation on the island of Ireland. Such a structure
is compatible with the Political Declaration, which already references specific agreements that
could be reached. Thus for example the UK and EU can start to reach agreement such as:

- Data adequacy;

- Financial services equivalence;

- Recognition of Authorised Economic Operators;

- UK membership of the Pan European Mediterranean convention on Rules of
Origin, mentioned above in Section 4;

- Conformity Assessment Testing, such as the Agreement on Conformity As-
sessment and Acceptance (ACAA) of Industrial Products between the EU and
Ukraine / Israel

- Agreement on Supply Chain security such as that with Canada;

Sweden and other like-minded countries should be able to help in facilitating a mutually ben-
eficial model such as that outlined above. Particularly as there is an alternate model, which we
can think of as “Fortress EU” where the departure of the UK is seen as a possible forerunner to
the departure of others such as Hungary or Poland, and the essence of the EU is defined as pro-
tecting the four freedoms and ensuring a member who departs must not benefit. In this version
the likely relation with the UK is legalistic and largely static, based on a Free Trade Agreement
model.

The UK relationship presents the chance for the EU to formalise a new model of external rela-
tions. This would be aligned with an open approach, in ensuring that many institutions are not
just open to EU members, but are genuinely Europe wide.

'7 http://bruegel.org/2016/08/europe-after-brexit-a-proposal-for-a-continental-partnership/
'8 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/725288/The_fu-
ture_relationship_between_the_United_Kingdom_and_the_European_Union.pdf
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The future UK-Sweden relationship

The Brexit process has not been a comfortable one for those countries who were formerly close to
the UK on issues such as trade and competitiveness, particularly given losing their most consist-
ent large Member State ally. It is understandable that there has been a strong wish that the UK
changes its mind and remain in the EU. However, while countries like Sweden has been focusing
at trying to help business to understand the practical consequences of Brexit, many countries
have neglected to form their own opinion about what arrangement they would like to have with
the UK in the future. The model described above should hopefully help to answer this question.

The UK government have also appeared careless at times with close relationships such as those
with Sweden. Little thought seems to have been given to these relationships after Brexit, specific
questions have received curt replies, and the UK’s hope that Member States might support them
over the EU seen as naive at best. The Brexit process and its outcome therefore risk permanent
damage to the UK-Sweden relationship.

Once the UK Parliament has confirmed the terms of withdrawal from the EU, it will be im-
portant that the UK and Sweden seek to rebuild their previous relationship and repurpose for a
new time and context. In the matter of close relations with non-EU members, Sweden has prior
experience and can help significantly so long as the UK is receptive. As long as the UK does not
expect any country to choose them over the EU, this experience could be used to help the UK
to define and navigate their new status. There will of course be other countries who could be in
a position to help, not least Ireland and the Netherlands, but Sweden has unique experience to
bring about close future economic relations.

Assuming the UK will be open to such dialogue, there are other areas where it should be able
to provide reciprocation outside of the oft-discussed security relationship. In taking up an inde-
pendent space at the WTO, the UK should be party to more discussions about trade liberalisa-
tion, and be able to discuss these with those in the EU who favour such policies. Here it should
be recalled that Sweden are one of the few countries in the EU to show their commitment in
having a full time Ambassador to the WTO, and this role has in the past been active in pushing
new initiatives on green goods and trade in services among others. The UK’s regulatory experi-
ences once outside the EU are also likely to provide an interesting source of discussion.

There are also institutions which could help. The Nordic Council is an existing body with EU
and non-EU members included, and has taken on policy questions such as the 2017 declaration
on digital policy”. Another example is the Northern Future Forum, established on the sugges-
tion of former Swedish Prime Minister Fredrik Reinfeldt in 2010, and first meeting in 2011.
Bringing together the UK along with countries of the Nordic-Baltic region, there was no annual
meeting in 2016 in 2017, but meetings resumed in 2018.

It is recommend that both the UK government and a new Swedish government should make
a priority of deepening such ties with the UK from 2019. UK and Swedish officials have been
used to cooperating within the EU, and these personal relations should not be left to gradually
decline.

19 https://www.norden.org/en/declaration/nordic-baltic-region-digital-frontrunner
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6. CONCLUSION

Brexit has brought challenges to the UK, EU and to individual Member States like Sweden. It
has created uncertainty in business, and not just about the future of trading links between the
EU and the UK. During the last two years there have been many reports considering the precise
impact on business ties, and companies have therefore been considering their contingency plans.

Beyond negotiation of the Withdrawal Agreement there has been little attention on the political
dimension of Brexit. Against a backdrop of other global problems such as President Trump’s
attacks on the WTO it is important that Brexit isn’t another influence towards closed markets
and reduced trade.

Right now this is in the balance. There are forces encouraging a deep split between the EU and
UK, and contrary ones pointing towards a retention of strong links. We think that on balance
the UK will seek relatively close links, and we hope that the EU will respond positively with an
open offer for a dynamic relationship that can form a new EU model for relations with a third
country.

Governments and business in both UK and Sweden can help to make this happen:
The UK Government should;

- Provide more clarity on preferences and priorities;

- Recognise the damage of the last two years on close relationships such as that
with Sweden, and find ways to work together in the future such as pursuing
the multilateral agenda at the WTO;

- Demonstrate realism in their views on future relationships and timescales;

- Consider modifications to the way long-term business visas are handled once
EU citizens fall under the Home Office.

The Swedish Government can help through:

- Developing with like-minded countries a new competitiveness agenda;

- Supporting close economic ties and appropriate future structures between EU
and UK where there is a strong case for doing so;

- Using their experience with Norway to propose deeper UK-Sweden political
ties;

- Examining where regulatory changes at domestic level can help retain ties.

There are also roles for Swedish and UK businesses can play:
- Continue to make the case for close economic relations;
- Ensure that UK companies can be part of Europe-wide bodies;
- Identify the main priority areas for the new UK-EU relationship.
It should be possible to develop the EU competitiveness agenda in tandem with a new UK re-

lationship, to mutual benefit. It will not however be straightforward, and has not been to date.
This report suggests with effort on all sides there can be a positive outcome.

24



UK PROJECT — 1/2019

ANNEX — HORIZONTAL ISSUES

This Annex provides more detail on the horizontal business issues identified in Section 4 of the
report. A final part examines one way in which the UK and EU business can help to maintain
close relations after Brexit, namely through continued UK membership of EU representative

bodies.
Data

Maintaining provisions that allow data to be easily transferred between the EU, UK, and rest of
the world is recognised as one of the most important trade issues to be tackled as part of Brexit.
UK industry body Tech UK has said “Without a clear legal framework to allow the free flow of
personal data, the burdens both on tech businesses and businesses across the whole of our rapidly
digitising economy, would be significant.?*”

There is a clear process through which the EU recognises the adequate level of data protection in
other countries, and a number of third countries have already been recognised, including the US
and Israel?'. The UK-EU draft Political Declaration sets out that the EU will begin the processes
of assessing the UK for such an agreement as soon as the UK leaves the EU, with the aim of
ensuring adequacy by the time the backstop may come into force.

Simultaneously the UK will also start its own adequacy process, in order to meet commitments
under the General Data Protection Regulation, which will be retained in full. This process will
declare the EU, and other third countries, adequate for the purposes of sharing data.

In terms of a deeper relationship Tech UK hope that the UK Information Commissioner may
be able to engage on the European Data Protection Board (EDPB), which ensures a “uniform
application of EU rules to avoid the same case potentially being dealt with differently across
various jurisdictions.””” At present only EU countries are full members, with EEA countries
members without voting rights. On this basis the most likely outcome is informal consultation,
but no UK membership.

Should the UK leave the EU without an agreement, or an adequacy decision is not reached in
time, the Institute for Government in a helpful primer on the subject explain that “transfers of
EEA data to the UK after Brexit would only be permitted subject to additional safeguards.?”
The UK would continue to recognise EU data protection as being adequate though, allowing
UK data to be transferred. However there would inevitably be extra costs in this situation, and
it is likely that both sides will want to make a data adequacy agreement a priority as soon as
politically possible.

E-Commerce

The UK is currently a leader in e-commerce, defined here as business to consumer sales, with
over a third of total sales in the EU*. E-commerce trade across the EU is governed by numerous
regulations, such as those on distance selling, postal services, VAT and geo-blocking, and if the
UK does not stay a part of the single market there is no simple solution to avoiding disruption.

20 https://www.techuk.org/insights/news/item/14351-brexit-a-declaration-of-intent

2! https://ec.europa.eu/info/law/law-topic/data-protection/data-transfers-outside-eu/adequacy-protection-personal-da-
ta-non-eu-countries_en

22 https://edpb.europa.eu/role-edpb_en

2 https://www.instituteforgovernment.org.uk/explainers/data-adequacy

24 https://postandparcel.info/73856/news/brexit-could-lose-uk-33-4bn-in-e-commerce-sales-claims-scurri/
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The European eCommerce and Omni-Channel Trade Association (EMOTA) has produced one
of the more comprehensive guides to the issues surrounding Brexit in this area®. Customs,
including tax issues, and regulatory alignment in various areas are the two main areas of focus.

Unless there is a particularly close economic relationship after the transition period ends there
will be delays in goods being processed at the border compared to today. This will also inevitably
add to shipping costs. Similarly the UK will no longer be part of the EU VAT area. For low value
consignments under £135 coming into the UK a technology solution should be put in place
allowing VAT to be added at point of sale, for goods values above this VAT will be collected once
the goods are brought into the UK?*. However no such special scheme is envisaged by the EU¥,
so that standard procedures for goods exported and imported outside the EU must be followed.

In terms of regulations the UK and EU will be aligned after the transition period in key areas
like postal services and consumer protection, though EMOTA note that “Certain laws and legal
provisions are unlikely to apply to the UK, such as the Injunctions Directive, Online Dispute
Resolution and Alternative Dispute Resolution Directive, together with the infrastructure they
provide.” It will be useful to maintain dialogue in these areas, to avoid unnecessary divergence.
Of more immediate concern in no-deal or after a transition period will be conformity assessment
(covered below) and geo-blocking, for the latter the UK Government note that “In a ‘no deal’
scenario, the UK version of the Geo-Blocking Regulation would be repealed. The original EU
Regulation will continue to apply to UK businesses operating within the EU, and indeed all
other non-EU businesses selling goods and services into the single market.?”

It is likely that e-commerce will be one of the areas most directly affected by a no-deal or back-
stop Brexit. Amazon has already warned UK sellers to move inventory to the EU?. This should
therefore be an area of horizontal focus in talks about the future relationship.

Financial services

Financial Services are of particular importance to the UK economy. The vote to leave the EU
could also have significant implications for the financial services sector across Europe. The degree
of inter-linkage between the ‘City’ and the EU economies is substantial, economically speaking,
and intricate in terms of the legislative interface™.

Fortunately the impact of these matters on UK-Sweden trade have been specifically considered
in detail by Finansinspektionen (FI) as Sweden’s financial supervisory authority®'. The scenario
considered by FI was one where the UK leaves the Single Market, meaning changes to the way
financial services were provided between the UK and EU.

The summary of the report is that “The supply of financial services is expected to largely remain
the same for Swedish households and businesses since British firms have announced that they
will apply for authorisation within the EU to be able to continue to conduct business.” However
there are particular concerns that more than 90 per cent of interest rate derivatives trading in
SEK is cleared in London. The concern over derivatives, shared across the EU, has led to the

2 https://www.emota.eu/media/ 1 164/a-brexit-that-works-for-ecommerce-finding-the-right-balance.pdf

2 https://www.gov.uk/government/publications/vat-for-businesses-if-theres-no-brexit-deal/vat-for-businesses-if-theres-no-
brexit-deal

27 https://ec.europa.eu/taxation_customs/sites/taxation/files/notice_to_stakeholders_on_the_withdrawal_of_the_united_
kingdom_and_eu_rules_in_the_field_of value_added_tax_en.pdf

2 https://www.gov.uk/government/publications/geo-blocking-of-online-content-if-theres-no-brexit-deal/geo-blocking-of-on-
line-content-if-theres-no-brexit-deal

2 https://www.bbc.co.uk/news/uk-northern-ireland-46903062

%0 https://researchbriefings.parliament.uk/ResearchBriefing/Summary/CBP-7628#fullreport

81 https://www.fi.se/en/published/reports/reports/2018/brexit-consequenses-for-the-swedish-financial-market/
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Commission announcing in December 2018 that there would be “A temporary and conditional
equivalence decision for a fixed, limited period of 12 months to ensure that there will be no

immediate disruption in the central clearing of derivatives®.”

In the event of a Transition Period the EU expects to start the process of granting UK equiv-
alence in terms of the provision of financial services, with a view to completion by the end of
2020. However according to a briefing by Linklaters “the scope of EU equivalence is limited
and patchy®.” According to FI, due to the narrow EU regulations regarding equivalence, British
firms will only be able to conduct very limited business directly from the UK. The extent to
which Swedish firms can conduct business in the UK will be dependent on British rules, but
there are strong indications that it will be possible to do so through subsidiaries or branches. In
practice UK based financial services companies have also been setting up subsidiaries across the
EU to mitigate likely market access barriers.

As stated above much of the real market access in EU countries for banking services from ‘third
countries” are addressed through national licensing regimes. These vary substantially in Europe,
and Sweden is one of the most closed markets in Europe for banking services from ‘third coun-
tries’. Sweden, like every other member of the EU will have to decide for itself the exact regula-
tory conditions for market access between Sweden and the UK in banking services post Brexit.

Thus in terms of financial services the post-Brexit position will be determined by a combination
of Member State and EU level activity. It is likely that in the short term, London will continue
to be an important financial services player across the EU.

Food and Drink

Within the UK Brexit debate the future of EU-UK trade in food and drink products has been
one of the most prominent. The UK food and drink industry is the largest manufacturer in the
country, there is considerable UK-EU trade, and checks for goods coming into the EU are typ-
ically more onerous than for any other sector*. Food exports from the UK are valued at more
than £20bn each year, and 60% of them head to the EU®. In the event of no deal being agreed
considerable disruption is expected. However even a backstop or Free Trade Agreement would
represent considerable barriers compared to the current situation.

The two key issues in this sector are tariffs, and product checks. As is well known, the tariffs
on food and drink products are high, for example cheddar cheese faces a tariff of 42%, making
trade largely uneconomic outside of reduced rate quotas. The UK and EU are in the process of
splitting existing WTO quotas which attract reduced or zero tariffs, however this is with regard
to other countries®®. Should the quotas need to be adjusted for UK-EU trade we can expect a
lengthy process, and it is not clear what would happen for a no-deal Brexit at the end of March.
These issues would not arise in the backstop or a long-term Customs Union.

The need for product checks is if anything causing more concern if there is a no-deal Brexit at the
end of March. A large percentage of UK-EU trade comes via the Dover-Calais route, and neither
port is currently designated as a Border Inspection Post, where food imports can be checked.
There is a high level of checks for many food related products, and the expectation therefore of

82 http://europa.eu/rapid/press-release_IP-18-6851_en.htm

33 https://www.linklaters.com/en/insights/blogs/tradelinks/financial-services-post-brexit-equivalence-does-not-mean-equal-to

34 https://ec.europa.eu/taxation_customs/business/customs-controls/safety-health-environment-customs-controls/sani-
tary-phytosanitary-requirements_en

35 https://www.virtual-college.co.uk/news/food-hygiene/2018/11/how-will-brexit-impact-the-food-and-drink-industry

% https://ecipe.org/publications/the-uks-first-international-trade-negotiation/
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severe disruption to trade. This disruption would be reduced by the UK remaining part of the
single market after Brexit, or a veterinary agreement®’.

There are numerous other issues which may affect food and drink trade after Brexit, includ-
ing changes to labels®®, obtaining certifications as approved exporters, trans-shipment for goods
coming to and from the EU, and the possible divergence of regulations after Brexit. The latter
could become a particular issue should the UK pursue a trade agreement with the US that is
likely to involve accepting US rather than EU food standards®.

Typically many of these issues would be discussed and appropriate procedures put in place as
part of a Free Trade Agreement. There has been some discussion of whether all food and drink
tariffs would be removed in a UK-EU agreement, and most experts believe this would be the
case, unusually in an EU FTA. Alongside procedures to streamline checks we could expect that
such an agreement would go a long way to removing barriers to trade, so it is the prospect of no
deal in the short term that is particularly worrying.

Movement of Professionals

The UK Government has made it a priority of Brexit talks to restrict freedom of movement
after Brexit®. Although those from the EU already resident in the UK and vice versa should be
protected even under no-deal, there are likely to be significant restrictions on the movement of
professionals in any future relationship.

Should the UK and EU sign a Withdrawal Agreement then Freedom of Movement continues
under the Transition Period, and under all circumstances between Ireland and the UK under the
Common Travel Area. The backstop does not however contain any provisions outside of those
pertaining to Ireland, and under no-deal there will similarly be no arrangements.

Without a new agreement being reached business travel will be covered by existing EU and UK
rules. Whilst both the EU and UK have ruled out visas for short visits in the event of a no-deal
Brexit these will not cover ‘paid work’ for entry to the EU*. The UK has announced a new
Temporary Leave to Remain scheme, but it is not completely clear whether this apply in all cir-
cumstances, for example for regular work visitors®. It is likely work visas will be required in the
circumstance of no-deal or backstop, in the absence of a new agreement.

Should the UK remain in the Single Market then Freedom of Movement will continue. In the
event of a Customs Union or Free Trade Agreement this is unlikely to be the case. The UK’s
commitments under the General Agreement on Trade in Services in Mode 4, the temporary
movement of natural persons, are limited®. In December the Government published a White
Paper on migration which envisaged that in the future there would be a “a single skills-based
system” for both EU and non-EU, including a willingness “to expand, on a reciprocal basis, our
current range of “GATS Mode 4” commitments which we have taken as part of EU trade deals.

87 https://ec.europa.eu/food/safety/international_affairs/agreements_en

38 https://www.gov.uk/government/publications/producing-and-labelling-food-if-theres-no-brexit-deal/producing-and-label-
ling-food-if-theres-no-brexit-deal

39 https://uktradeforum.net/2017/09/20/what-chlorinated-chicken-tells-us-about-brexit/

40 https://news.sky.com/story/theresa-may-says-ending-freedom-of-movement-is-top-priority-after-brexit- 11568339

41 https://www.independent.co.uk/travel/news-and-advice/brexit-european-union-eu-passport-visa-rules-strasbourg-trav-
el-permit-etas-a8631916.html

2 https://www.gov.uk/guidance/european-temporary-leave-to-remain-in-the-uk

3 https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/762808/SCW380_-_
UK_GATS_Schedule-FINAL_03_12_2018.pdf
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These commitments may cover independent professionals, contractual service suppliers, intra
company transfers and business visitors™.”

In practice the UK has been restrictive with Mode 4 commitments in the past, even in the EU-Can-
ada agreement it is noted that “the UK is notably restrictive in terms of mode 4 regulations; in
CETA the UK registers restrictions in every single mode 4 category that we distinguish.®” Given
an already complex system and the operation by a Home Office that many businesses have seen as
unhelpful, we believe that the UK’s visa system will be the single biggest obstacle to UK-Sweden
trade in the future. By comparison the situation in Sweden, for UK workers, is likely to be much
more straightforward though the environment can be unpredictable®.

Other services

Services comprises a number of individual areas, best structured by the OECD’s Services Trade
Restrictiveness Index? into Digital Network, Transport and Distribution, Market Bridging and
Supporting Services (legal and professional services for example), and Physical Infrastructure
Services. In all of these there will be a significant difference between the barriers encountered
under EU Membership, the transition period, or EEA membership, and any other arrangement
including a Free Trade Agreement. As Sam Lowe notes in a CER briefing paper “Although bar-
riers to trade in services between member-states exist across most sectors, and the single market
for services is not as developed as the single market for goods, it remains the most comprehensive
example of multi-country services liberalisation in the world. Indeed, in some areas it has liberal-
ised services trade between its members further than some countries have managed within their
own borders. For example, the EU has been much more successful in developing a framework
for the mutual recognition of professional qualifications than the US*.”

Starting with transport and distribution, EU laws in areas like haulage and aviation are extensive,
and there will be impacts from any non-EEA Brexit after any transition period. For example the
rights of UK-owned haulage and aviation firms will be significantly reduced, with likely knock-
on effects to the cost of doing business with the UK. Temporary measures will be put into place
by the Commission to cover a no-deal in 2019 scenario®, but thereafter there are likely to be
ongoing negotiations balancing trade with upholding EU laws.

The main issue in the Digital Network cluster is data, covered above, but without further agree-
ments there will be restrictions on broadcasting from the UK across the EU (though UK con-
tent can still be considered European), some issues in copyright such as the sharing of orphan
works®, and potentially the return of mobile roaming charges between EU countries and the
UK. In any Free Trade Agreement we could expect the EU to implement the usual audio-visual
carve-out meaning arrangements in this area would need to be stand-alone.

Issues in the other clusters, covering mainly professional services, will be particularly affected by
issues discussed elsewhere under Freedom of Movement and Professional Qualifications. There
will be particular difficulties in the field of legal services with a much restricted ability for legal
services professionals to work across the EU'.

4 https://www.gov.uk/government/publications/the-uks-future-skills-based-immigration-system/future-skills-based-immigra-
tion-system-executive-summary

 http://blogs.sussex.ac.uk/uktpo/publications/can-ceta-plus-solve-the-uks-services-problem/

“ https://sweden.se/society/obtaining-a-work-permit/

47 http://www.oecd.org/tad/services-trade/services-trade-restrictiveness-index.htm

8 https://www.cer.eu/sites/default/files/brexit_trade_s|_pbrief_6.12.18.pdf

“ http://europa.eu/rapid/press-release_IP-18-6851_en.htm

50 https://www.gov.uk/government/publications/copyright-if-theres-no-brexit-deal/copyright-if-theres-no-brexit-deal

5" https://www.lawsociety.org.uk/support-services/documents/no-deal-brexit-legal-services/
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The CER study mentioned earlier suggest that services trade between the UK and EU will
change substantially, with less supply directly from the UK and EU across-border, and more
based on commercial presence in the market (from Mode 1 to Mode 3 in GATS parlance). There
are limits to the rights of establishment in the UK and EU but these are less than the new limits
on cross-border provision of services, judged on the basis of existing GATS schedules. Negotia-
tions for a new Trade in Services Agreement at the WTO have stalled, but pushing this could be
a priority for UK and Swedish Governments.

Procurement

Access to public procurement contracts from EU to UK and vice versa should be one of the least
impacted areas of business operations from Brexit. In November 2018 a meeting at the WTO
confirmed that the UK’s application to continue membership of the Government Procurement
Agreement (GPA) in its own right, as opposed to as part of the EU, had been successful®?. As
both the UK and the EU will therefore be part of this agreement companies will still be able to
tender for work as they do currently.

There will be some differences between the new and previous procurement regimes. As in other
areas these would not come into force until the end of any transition period. Most notably the
coverage of the GPA is less than that from being EU members, as an article for law firm Mon-
ckton notes “The scope of procurement activities covered under the GPA schedules for the EU
(and the UK at present) is, however, narrower than the scope of covered procurement under the
EU procurement laws. For example, market coverage access is particularly more limited in terms
of below-threshold or private contracts subsidised by government; defence; and utilities®.”

Procurement notifications will also no longer be published in the EU Official Journal in the case
of no-deal or after a transition period. As the Government’s no deal notice states “Contracting
authorities have a legal obligation to publish public procurement information. In a no deal sce-
nario, contracting authorities may no longer have access to the EU Publications Office and the
online supplement to the Official Journal of the EU dedicated to European public procurement
(Tenders Electronic Daily). Therefore the Government will be amending current legislation to
instead require UK contracting authorities to publish public procurement notices to a new UK

e-notification service’*.”

In the case of the UK remaining in the single market public procurement will remain as per EU
membership, however public procurement is not covered in the EU-Turkey Customs Union. In
such an agreement or a Free Trade Agreement we would expect that both the UK and EU would
be keen to move slightly beyond GPA commitments. However in general this is one of the areas
where least action is required for companies doing business between the EU and UK.

Product Testing

The interface between UK and EU conformity assessment procedures in the post-Brexit period
is particularly dependent on the exact nature of the UK-EU relationship. There should be no or
very limited effective change to trading procedures during any transition period, but outside of
this there are four potential trade and conformity assessment pathways:

1. UK formally part of a Turkey-style Customs Union or the European Eco-
nomic Area, in which case we would expect no change in UK or EU con-
formity assessment procedures for goods traded between the two;

52 https://uk.reuters.com/article/uk-britain-eu-wto/wto-agrees-in-principle-to-keep-britain-in-procurement-deal-envoy-idUK-
KCN1INW1WN

53 https://www.monckton.com/procurement-after-brexit-the-uk-and-the-gpa/

54 https://www.gov.uk/guidance/public-sector-procurement-after-a-no-deal-brexit

30


https://uk.reuters.com/article/uk-britain-eu-wto/wto-agrees-in-principle-to-keep-britain-in-procurement-deal-envoy-idUKKCN1NW1WN
https://uk.reuters.com/article/uk-britain-eu-wto/wto-agrees-in-principle-to-keep-britain-in-procurement-deal-envoy-idUKKCN1NW1WN

UK PROJECT — 1/2019

2. UK negotiates a Free Trade Agreement with the EU covering conformity as-
sessment, or a stand-alone Mutual Recognition Agreement such as those the
EU already has with countries such as Australia and Israel®. Such an agree-
ment would set out “the conditions under which one Party (non-member
country) will accept conformity assessment results (e.g. testing or certifica-
tion) performed by the other’s Party (the EU) designated conformity assess-
ment bodies (CABs) to show compliance with the first Party’s (non-member
country) requirements and vice versa.” Such an arrangement would however
be unlikely to cover all products required to be tested by third parties;

3. The UK unilaterally recognises products recognised as passing EU procedures
as being safe to import, as is planned in the case of a no-deal Brexit but “in-
tended to be for a time-limited period.’®”

4. There is no recognition of each other’s conformity assessment, for example
if there is no-deal in March UK products requiring third party conformity
assessment already on sale in the EU must make new arrangements with a

Notified Body within the EUY.

It should be noted that at the moment if the Irish backstop were to come into operation then
without any further agreement this would mean pathway 4 would be followed for trade between
the EU and Great Britain, as the backstop does not cover conformity assessment. The relation-
ship between the EU and Northern Ireland in this situation is yet to be specified and likely to
be complex.

According to the UK Government’s no-deal notice there will be a new UK marking to replace
the CE marking for goods placed for sale in the UK. Plans for this new marking are expected in
the coming weeks. Companies with existing EU marking derived from UK bodies are in many
cases transferring these and future approvals to EU27 regulators.

The situation with regard to conformity assessment procedures between UK and EU from March
2019 is not therefore completely clear, and may not be for some time. It is likely that there will
be new barriers to trade in this area, and it will be important for business to monitor and poten-
tially pressure the UK to seek a continuing close relationship with the EU system, which could
be available in a stand-alone agreement or as part of a larger package.

Professional Qualifications

Unless the UK remains in the European Economic Area it is unlikely that any comprehensive
system for the mutual recognition of professional qualifications between EU Member States and
the UK will continue after the Transition Period. In the case of no-deal, the system will end on
Brexit day. It is important to note that this will not apply to individuals whose qualifications
have been recognised prior to Brexit day or the end of the Transition Period if there is to be one.

Although the methods of mutually recognising professional qualifications across the EEA vary in
practice, systems are in place to facilitate the movement of professionals®®. There are no similarly
comprehensive systems established under EU Free Trade Agreements or Association Agreements.

For example under the EU-Canada CETA agreement the two parties encourage professional or-
ganisations to negotiate Mutual Recognition Agreements and provide a rough template of what

% https://ec.europa.eu/growth/single-market/goods/international-aspects/mutual-recognition-agreements_en

%6 https://www.gov.uk/government/publications/trading-goods-regulated-under-the-new-approach-if-theres-no-brexit-deal/
trading-goods-regulated-under-the-new-approach-if-theres-no-brexit-deal

57 https://ec.europa.eu/info/sites/info/files/file_import/industrial_products_en_1.pdf

%8 https://ec.europa.eu/growth/single-market/services/free-movement-professionals/qualifications-recognition_en
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should be covered including the verification of equivalency, evaluation of substantial differences,
compensatory measures, and the identification of the conditions for recognition. However no
actual agreements have as yet been reached®.

Previous EU agreements such as that with Ukraine encouraged such agreements without the
provision of a template. In practice agreements tend to be concluded between the professional
bodies of Member States and third countries, such as one relating to accountants between Ire-

land and the US®,

After Brexit the UK will retain a general system for recognition where UK regulators will be
required to recognise EEA and Swiss qualifications which are of an equivalent standard to UK
qualifications in scope, content and level®, however this will clearly be of reduced scope com-
pared to what is currently in place. More detailed guidance will be published before exit day, to
include detail of a separate arrangement with Iceland, Liechtenstein, Norway, and Switzerland.

For UK citizens the recognition of their professional qualifications will after Brexit be dependent
on individual Member States. According to a study published on the website of the Norwegian
Agency for Quality Assurance in Education (NOKUT) Sweden has an extensive system for rec-
ognising third country professional qualifications®>.

Sector specific regulations

The intention of the UK Government is that the substantive intent of EU regulations will be
implemented in a UK form on the day of Brexit, or the end of a Transition Period. In the latter
case the UK will continue to implement all changes from the EU during this time, as if an EU
member. If the backstop were to come into force then Northern Ireland will have to follow EU
goods regulations, and the UK Government has stated an intent not to allow divergence between
regulations in force in Northern Ireland and the rest of the UK, thus implicitly continuing to
align regulations. However in reality this is likely to be a complex process, where Northern Ire-
land would fall under EU regulators, whereas the rest of the UK would need to come under UK
regulators. The exact details of how this would work will not be known until at least 2020, and
possibly later. In the event of the UK remaining part of the Single Market there would of course
be no need for such a distinction.

Excluding the backstop, for which the process of separation would be highly complex, the major
change will therefore come with no-deal between EU and UK, or in the event of negotiations for
a Free Trade Agreement. The UK Government’s no deal notices make it clear that the UK will
set up parallel regulatory regimes in areas like chemicals®, biocidal products®, and medicines®.
Alongside this there will be ‘grandfathering’ processes to aim to transfer existing approvals. How-
ever, the exact processes for controlling trade in such products between EU and UK is not fully

%9 http://eulawanalysis.blogspot.com/2018/06/recognition-of-professional.html

50 https://www.charteredaccountants.ie/News/chartered-accountants-ireland-renews-mutual-recognition-agree-
ment-with-us-accountancy-bodies

8! https://www.gov.uk/government/publications/providing-services-including-those-of-a-qualified-profession-
al-if-theres-no-brexit-deal/providing-services-including-those-of-a-qualified-professional-if-theres-no-brexit-deal

52 https://www.nokut.no/globalassets/nokut/artikkelbibliotek/utenlandsk_utdanning/foredrag_presentasjoner/2017/map-
ping_study_ramboll_summary_in_english.pdf

53 https://www.gov.uk/government/publications/regulating-chemicals-reach-if-theres-no-brexit-deal/regulating-chemicals-
reach-if-theres-no-brexit-deal

54 https://www.gov.uk/government/publications/regulating-biocidal-products-if-theres-no-brexit-deal/regulating-biocid-
al-products-if-theres-no-brexit-deal

%5 https://www.gov.uk/government/publications/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-
clinical-trials-if-theres-no-brexit-deal/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-clinical-
trials-if-theres-no-brexit-deal
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https://www.gov.uk/government/publications/regulating-biocidal-products-if-theres-no-brexit-deal/regulating-biocidal-products-if-theres-no-brexit-deal
https://www.gov.uk/government/publications/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-clinical-trials-if-theres-no-brexit-deal/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-clinical-trials-if-theres-no-brexit-deal
https://www.gov.uk/government/publications/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-clinical-trials-if-theres-no-brexit-deal/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-clinical-trials-if-theres-no-brexit-deal
https://www.gov.uk/government/publications/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-clinical-trials-if-theres-no-brexit-deal/further-guidance-note-on-the-regulation-of-medicines-medical-devices-and-clinical-trials-if-theres-no-brexit-deal
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known, even where outlines are provided. Companies in these sectors will be working with
Governments to understand how trade will be affected.

It is likely that once there is a separate UK regulatory regime there will be a gradual divergence
between EU and UK regulatory practice, unless regulatory cooperation mechanisms are put in
place, perhaps through a Free Trade Agreement. Such mechanisms would be sensible and help
maintain safety standards across Europe, but could take some time and political will to put into
place. Mutual recognition schemes could also be implemented, typically on parts of conformity

assessment, such as schemes the EU currently has for medicines®.

The important point for business to pursue would be that without an overall framework such
as a Free Trade Agreement, there would need to be agreements in specific areas, each of which
would take time and effort to put in place. For this reason it would be sensible to seek minimal
divergence until such an overall framework could come into place. In the short term regulators
should be encouraged to maintain EU-UK contacts.

Tariffs and customs

Future arrangements for tariffs and customs will be particularly dependent on the exact form of
the future arrangement. As UK customs expert Dr Anna Jerzewska has shown®, there will be
different paperwork requirements for transporting goods between EU and UK depending on
the exact model.

TABLE 8: CUSTOMS FORMALITIES AND SUPPORTING DOCUMENTATION UNDER DIFFERENT
BREXIT SCENARIOS, DR ANNA JERZEWSKA

Free Trade
Single Market Agreement Customs Union

No deal

Back
(EU) (g EU- |(e.g EU-Turkey) R Dockstop
Canada)
Pre-notification /
Customs declaration X X ? (expected)
Preferential origin .
certificate e.g. EUR1
Movement certificate X

e.g. ATR

Transport / shipping
documentation X (some) X X X X X
(e.g. bill of lading)

Commercial
documentation X (some) X X X X X
(e.g. invoice)

At present there is a small amount of paperwork required for trade within the EU, and no tariffs.
Together with the single market eliminating product checks this allows for frictionless trade.

56 https://www.ema.europa.eu/en/human-regulatory/research-development/compliance/good-manufacturing-practice/mutu-
al-recognition-agreements-mra
57 Unpublished in full, used with permission
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If the UK leaves the EU with no-deal there are immediate changes, which will have the effect
of meaning EU-UK trade faces tariffs and customs procedures®®. These will be as per checks for
other EU trade with third countries such as the USA. The biggest concern with this is less the
formalities, of which many business know, but the danger that the main trade routes are not set
up for checks (Dover and Calais do not currently have sufficient space). In addition there will
be the immediate imposition of tariffs, which will in some areas be significant, such as 10% on
automotive.

Any agreement between the UK and EU will remove some of these barriers, but only the combi-
nation of Customs Union and EEA can maintain the status quo for the moment. There is a ques-
tion as to whether in the future EEA protocols might allow for technology solutions allowing
for frictionless trade without a Customs Union, but these are not currently in place for example
for the Sweden-Norway border. This is one of the most explored topics of Brexit and companies
are already preparing.

Voluntary standards

The relationship between voluntary standards and regulations is not always well understood,
and in practice varies across the world. According to the European standards bodies CEN and
CENELEC “A standard is a document that sets out requirements for a specific item, material,
component, system or service, or describes in detail a particular method or procedure. Stand-
ards facilitate international trade by ensuring compatibility and interoperability of components,

products and services.*””

The EU has a model of technical product regulation where performance requirements are set
down in technical regulations” and standards provide a voluntary means to demonstrate con-
formity with those regulations. What makes the European system unique is that there may not
be competing standards, therefore when a standard is adopted potentially competing standards
must be withdrawn. Other countries such as the USA allow for competing standards. The system
also includes members who are not EEA members”, thereby providing a precedent for contin-
ued UK involvement after Brexit.

The UK has long been a leading player in European standardisation, and BSI, who coordinate
this involvement, set as their priority soon after the referendum to retain membership of the
European standardisation bodies”. It was confirmed in November 2018 that the UK would
continue as members in a transition period until 2020 while the future economic partnership
was negotiated. This means that the UK will continue to apply European standards during this
period, as well as participating in the standards development process. This will be the case even
in a no-deal Brexit, and will help keep the UK close to the EU in terms of regulations based on
these standards.

Beyond 2020 the biggest threat to the continued participation of the UK in European stand-
ardisation bodies will be potential UK trade agreements with the US and joining the CPTPP.
Traditional US trade agreements define an international standard as any drawn up by a standards
developer, and expect these to be recognised by a party to a trade agreement. This would mean a
competing standard against the rules of CEN CENELEC. CPTPP has also been written in this
way. The UK’s trade agreements could therefore impose barriers to trade with the EU”.

58 https://www.gov.uk/government/publications/trading-with-the-eu-if-theres-no-brexit-deal/trading-with-the-eu-if-theres-no-
brexit-deal

59 https://www.cencenelec.eu/standards/DefEN/Pages/default.aspx

0 https://ec.europa.eu/growth/single-market/european-standards_en

" https://standards.cen.eu/dyn/www/f?p=CENWEB:5

2 https://www.bsigroup.com/en-GB/about-bsi/uk-national-standards-body/standards-policy-on-the-uk-leaving-the-eu/

73 This is not fully documented but see for example p156 of the US 2018 National Trade Estimate Report on FOREIGN TRADE
BARRIERS - https://ustr.gov/sites/default/files/files/Press/Reports/20 18%20National%20Trade%20E stimate%20Report pdf
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The decision on remaining part of the European standards network or adopting the US model
through a US trade agreement or joining CPTPP is one of the most significant the UK Gov-
ernment has to take after Brexit. At this stage it is hard to predict what decision will be taken.

UK Membership of European Business Groups

One way in which business is likely to help facilitate a strong ongoing UK-EU relationship is
through trans-national bodies. As we have already seen, the European standards bodies CEN
and CENELEC have agreed that BSI can remain members, even though it was not clear back in
2016 that this was legally possible. This should help to maintain personal and business relations,
as well as allowing UK organisations to keep an awareness of regulations in Brussels which will
affect them. UK business groups will also be able to inform their European counterparts of likely
divergence of UK regulations.

In terms of the general business representative groups both BusinessEurope and Eurochambres
include members who are not just EU or EEA members. Therefore we would expect UK bodies
to still retain their places.

However at a sectoral level many groups do not include representatives from outside of the EEA.
For example spirits EUROPE, of which both the Scotch Whisky Association and the UK Wine
and Sprit Trade Association are members, does not have non-EEA members, though corporate
membership is available. European agricultural groups COPA COGECA have non-EEA partner
organisations, but membership is restricted in this case to EU Member States. Digital Europe,
which includes Tech UK within their membership, does have non-EU membership.

UK individuals, bodies and companies play significant roles in pan-European organisations.
Given the uncertainties of the future UK-EU economic relationship it would be a positive de-
velopment if the UK could be considered to be a continued member where possible, not least as
there is likely to be continuing close relationships in so many areas.
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