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"Brexit: The challenges for trade as we face an uncertain future" Presentation by Katie Daughen, Head of Brexit Research and Support Services at the  British Irish Chamber of Commerce to ICEL Brexit and Trade Conference,  28th June 2017 ------------------------------------------------------------------------------------------- On behalf of the British Irish Chamber of Commerce, I would like to start by thanking the Irish Centre for European Law for inviting me to come and speak at today’s conference. It has been a very informative and enlightening day so far and I hope that I might be able to add something to the insight that has already been provided by this morning’s distinguished speakers.  I have been asked to speak on the implications of Brexit for future trade on the island of Ireland. This is an issue that consumes the British Irish Chamber of Commerce and our work around Brexit. For those of you present who do not know us, the British Irish Chamber of Commerce is the only organisation focused exclusively on the business activities and trade across the two islands. Our raison d’être is to champion, protect and grow the trade between the UK and Ireland - trade that is worth in excess of €60 billion a year and that sustains over 400,000 jobs, evenly spread across Britain and Ireland.   The UK is Ireland’s largest two-way trading partner while Ireland is the UK’s fifth largest trading partner. The British Irish Chamber of Commerce works on behalf of its members, large and small, North, South, East and West, connecting them to fresh business opportunities between and from these two islands, growing trade, investment and jobs.  As the title of this presentation sets out, the future of this trade is now wrought with challenges and uncertainty as we try to decipher what Brexit will actually mean. The platitudes of “Brexit means Brexit” that have come from the UK Government since Prime Minister May first took office, do little to enlighten businesses as they try to prepare themselves for what will most likely be the biggest economic challenge of this generation. The recent UK election has put in doubt the vision for Brexit as set out in the Prime Minister’s Lancaster House speech in January and subsequently in her Government’s White Paper on “The United Kingdom’s exit from and new partnership with the European Union”, published in February and in her March letter triggering the Article 50 process. 
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Scene Setting: But before we look at where we might end up, I think it is important to first understand where we currently are. As mentioned already, the UK is Ireland’s most important two-way trading partner. Ireland exports 16% of its goods and services to the UK while we rely on the UK for around 27% of our imports. The importance of the UK market to Ireland is even more significant when looked at in the context of our indigenous firms who rely on the market for 50% of their exports.  Taken on an all-island basis, around £6 billion worth of goods and services are traded across the border annually. Northern Ireland has long served as the first market for Irish SMEs who wish to test the water and learn the ropes of exporting before moving to the UK at large and possibly on to further markets. Ireland is the North’s most important international trading partner - 31% of the North’s exports go south of the border while 27% of its imports come from here. Taking the EU as a whole, Northern Ireland has a higher reliance on the EU for trade than the rest of the UK. Nearly 55% of Northern Irish exports go to EU markets while close to 73% of its imports come from these.  When you drill down into the trade figures it quickly becomes apparent that Brexit risk is not evenly spread across all sectors with some being significantly more exposed than others. The food and agri sector is the largest indigenous sector on both sides of the border and is by far the most exposed one to Brexit. In the South, the sector employs around 250,000 people including over 100,000 family farms while in the North over 100,000 jobs are linked to the sector.  Ireland exports 90% of its food and drink production. The UK is the sector’s most significant export market and import supplier - larger than the rest of the EU combined. 47% of Irish agri-food exports end up in the UK while 54% of all imports come from there. The sector also operates on a de-facto all-island basis. The elimination of the border on the island of Ireland has allowed for complex supply chains and trading relationships to develop. This has led to one-third of Northern Irish milk being processed in the Republic while all of the Republic’s wheat is sent north of the border for milling. There is also significant movement of animals across the border with pigs, chickens, lambs and cattle regularly sent from one jurisdiction to the other for processing. Outside of trade, the depth of the UK – Ireland relationship is further evidenced when we look at the connectivity between our two islands. Approximately 120,000 British citizens live in Ireland with three times that number of Irish citizens living in Britain. With these extensive trade and familial links, it is no surprise that the London-Dublin air route is the busiest route in Europe and only second to Hong Kong-Taipei in the world.  The situation gets further complicated and complex when we look at people movements on an all-island basis. Figures vary, but it is generally accepted that around 30,000 people cross the border every day for work or study. Due to the provisions of the Good 
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Friday Agreement, every person born in Northern Ireland is entitled to Irish and therefore EU citizenship. Over the past nineteen years there has been enhanced cooperation on an all-island basis leading to a number of all-island bodies managing everything from our waterways to our tourism. And then there are formal arrangements around access to healthcare, education and energy through the single energy market.  
Future Trading Models There are a number of future trading models that the UK could pursue if it so chooses, each of which would have a varying impact on trade. Over the past year there has been much talk of hard Brexit, soft Brexit and even cliff-edge Brexit, not to mention all the variants of Brexit that lie in-between. The Brexit as outlined by the UK Government in its White Paper on the issue is a hard Brexit. In this scenario, the UK will leave the Customs Union and Single Market while pursuing a comprehensive free trade agreement and a continued open border on the island of Ireland. The reasoning behind this is that the UK wishes to pursue its own free trade agreements with other countries, which means leaving the Customs Union. The UK’s desire to control migration and remove itself from the jurisdiction of the European Court of Justice means it must also leave the Single Market. The flip side of these politically motivated decisions is that they are likely to impact heavily on businesses, the economy and trade.  Figures released from the Office of National Statistics in the UK have shown that Brexit is already starting to bite in the UK economy. Wages are stagnant, growth in retail sales is at its lowest level since April 2013, producer price inflation currently stands at 11.6% (down from a high of 20% in January), while the consumer prices index is at 2.9% - the highest rate since April 2012. Some of the cynics among us might speculate that it was for this reason that the Prime Minister called this month’s general election – she hoped to win a significant majority before the British public felt any significant pain as a result of Brexit. However, if that was her plan it didn’t work and since the election, businesses and industries in the UK, that up until now have been relatively quiet on the subject, have now found their voice and are beginning to put forward their Brexit demands. Only last week, the Society of Motor Manufacturers and Traders voiced their demands to protect the UK motor industry ahead of Brexit. The UK and Ireland have always traded together and will continue to do so post-Brexit. It is the Chamber’s mission to ensure that this mutually beneficial trading relationship is not unduly impacted by Brexit, but should the UK continue on its current course of hard Brexit, there will be negative consequences for this trade. Should the UK fail to secure a free trade agreement, the impact will be even worse. Much of the discussion so far around future trading has focused on tariffs and while many of the main commodities traded between the two islands, most notably in the agri-food sector, might attract substantial tariffs, all who trade with the UK will incur 
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additional costs due to non-tariff barriers. There are 85,000 such businesses in Ireland, of which 68,000 are SMEs – it is thought that around 60,000 of these traders will be dealing with customs for the first time. According to the OECD the non-tariff costs of trading across a border can lead to a 24% increase on the cost of a transaction. If we take Diageo as a practical example, their trucks make approximately 13,000 border crossings each year. A customs check could potentially delay each truck by between thirty minutes to one hour resulting in additional costs of approximately €100 per journey or €1.3 million per annum. InterTrade Ireland recently published a very interesting report that looked at the potential impact of tariffs and non-tariff barriers on the trade of goods both between Ireland and Britain and between the North and South of Ireland. They found that if this trade reverted to WTO rules, coupled with the non-tariff barrier costs we could see a 12% reduction in trade flows from Ireland to Britain and a 6% reduction in the opposite direction. When a potential exchange rate change of 10% is factored in the figures become even starker from an Irish perspective with trade decreasing by as much as 20%, although the UK might make a small gain in this scenario. A 20% reduction would be a loss of over €2.5 billion in trade. The picture is even bleaker when viewed in an all-island context. Trade into Northern Ireland could reduce by 14% while trade from Northern Ireland could reduce by 19%. With the potential currency exchange rate change these figure change to 21% and 11% respectively. This would result in a loss in trade of nearly half a billion euro. These figures do not account for the substantial trade in services that happens between our islands, meaning the true cost to the economy could be even greater. The above is obviously a worst case scenario and one that we hope will not come to pass. Should a Free Trade Agreement be secured, there will be no need to revert to WTO rules for trade. If the negotiations are successful in achieving a “frictionless border” on the island of Ireland, that too should help reduce the non-tariff trading costs.  But in these challenging times, there are actions that businesses can take to counter the uncertainty. In preparing for Brexit, the Chamber advises all businesses exposed to the UK or Irish market to develop a Brexit risk register. There are some steps that all businesses, big and small, can and must take sooner rather than later including: 
• Hedging your currency immediately 
• If you rely heavily on UK/EU trade, develop a base in the other jurisdiction 
• And join the British Irish Chamber of Commerce – we are here to protect and grow the trade both on the island of Ireland and across the Irish Sea. Brexit will not stop us in this mission. 

Conclusion Had I been asked three weeks ago to predict what type of Brexit we would end up with, I would have been around 90% certain that a hard Brexit would be the outcome. Recent 



Page 5 of 5 
 

events have tempered this view slightly and while I would still advise all businesses to prepare for the worst possible scenario, I am slightly more optimistic that a softer approach might ultimately be pursued. While the Conservative Party are still reading from the same script as before the election, I do think at some point the new political reality will have to come into play.  The role of Parliament will now be crucial in the final deal as the Government has lost its majority. For legislation to get passed, the Conservatives will need to ensure all members of the party toe the line and vote with the Government. They will also be reliant on the votes of the DUP who just this week finalised their confidence and supply arrangement with the Government. This weakened position could hand the moderate wing of the Tories an opportunity to curb the extreme Brexit being sought by the die-hard leavers in the party. It also presents the DUP and the Scottish Conservatives with an opportunity to influence the course of negotiations. While the DUP is still saying they want to leave the customs union and single market, at some point they will have to reconcile the impact such a move could have on Northern Irish trade. And will they remain steadfast in this position when they realise it could possibly destroy the farmers on whom they rely so heavily for their support? Businesses now have a greater opportunity than ever before in this process to have their voices heard. It is with this in mind that the Chamber is currently participating in the British Irish Business Dialogue, a collection of likeminded organisations who are coming together to put forward solutions to the challenges posed by Brexit. The Irish and UK Governments, and the diplomats supporting them, deserve credit for achieving priority status for the Ireland / Northern Ireland situation in the negotiations. They now deserve the support of the business community to ensure that negotiation ready solutions are found to make certain that all barriers to trade are avoided. Failure to do this right will not only impact our lives but the lives of future generations. We owe it to them not to fail.  ENDS (Word Count 2,333) 


