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Foreword

By David Thomas MBE,
Executive Chairman, COBCOE

COBCOE has undertaken this unique paaropean
research to give businesses of all sizes a voice that
will be listened to. Our aim is that this research

will provide national governments, EU officials and
negotiators with a new understanding of the realitieg
of the complex business relationships that underpin
the European economy.

Many businesses across Europe now face
unprecedented challenges which are outlined in this
report. The conclusions drawn from this work offer
an opportunity for the EU and UK to create a future ™
relationship that not only protects the common =
i nterests of the regionos
continued prosperity for the whole ofigope.
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the modern economy, bringing prosperity and
jobs to millions of people. This success should not
be taken for granted; it depends on the
frictionless trade made ®sible by European
economic integration. Partitioning off the UK

from the European marked by introducing tariff,
border and regulatory barrierd threatens the
competitiveness of businesses across Europe.

) European businesses value the UK as an important

Execut|ve sum mary part of the European economy. It is admired for the
liquidity and depth of its financial markets, the

The research strength and openness of its regulatory infrastructure
The format of the research was prescribed throughand the quality of its research and development
a combination of an initial benchmarking survey angapabilities. Many see the UK as being of enduring
a series of 27 roundtables in 18 economies of the importance to the continued success of Europe as a
EU27. Attendees prepared for the roundtables in whole, both as a gateway for international investment
line with a standard briefing pack about the procesgnd a springboard for access to global markets.
and the roundtables themselves were facilitated anBusiness leaders are clear; continued collaboration
reported on using a standard structure. Thus, must not be sacrificed.

although qualitative in nature, the structure of the Many European business leaslexpect that the UK
roundtable process enabled analysis across sectoryjj| remain important for European trade and finance,

and across geography to draw out the key issues it jittle prospect of its central role in the success

per county, per sector and per business through ¢ the EUwide economy being wholly replaced by
the use of a fivelimensional data mapping exerciseyher European capitals in the foreseeable future. As
enabling analysis of themes and concerns as they such, businesses aceoBurope see minimising the
emerged. disruption of Brexit as the key business priority for
The data collected was extensive and therefore forgovernments. Nottariff barriers, including the

the purpose of this report we have presented key practical impact of border controls and regulatory
themeswhich emerged, which have also been  divergence, were highlighted as primary concerns.
highlighted by a complex case study and a series d¢ontinued UK participatio in EU markets,

example points highlighted in the report. This

work was also supported by an online poll in which

some of the emerging themes were tested.

The analysis

What emerges fom the research is a picture of a
highly integrated, transnational economy in which
businesses (even those that serve a largely domestic
customer base) work across borders to obtain the
talent, parts and finance they need. The UK is not
only a link in thabusiness chain but often a ontinu
springboard to success, providing access to EU market
innovation, markets and capital far beyond its own
shores.

organis#fions i

continued

The highly interdependent and interconnected competitiveness of the EU as
nature of European markets is a success story of a whole




projects and organisations is critical to the continued leaders aexious S of
the EU as a whole.

In the immediate term, uncertainty is the word of the: the UK and EU as
indicates that uncertainty aboui
potentially very short timeframe

on investment and commercial decisions that will play into thg

Uncertainty about the future is alreadypacting
European businesses and their decisioaking now.
Our evidence suggests widespread delay in
investment decisions, as management remains
cautious to make commitments that might later turn
out to have been premature, unnecessary or
inappropriate Managing the risk that uncertainty
presents is also of itself a drag
A final theme that arose in our discussions across Europe
on productivity, with management time and resources was the desire that wider policy progress, particularly
in
diverted. Business needs predictability to plan, even if that relation to issues such as the development of the
digital
is predictability about the interim period between the economy, not be held up by an undue focus on Brexit.
present and the future déiation. Without predictability

Europeds gl obal competiti
sooner rather than later, businesses may have no choice development keeping pace with technological
advances.

but to implement contingencies for the worst case
In this regard, participants particularly lamented the loss
scenario that should not be needed and give rise to of the UK Government as a busirad$y force for
cost and inefficiency that could be avoided. driving reform within the EU.
A consistent andesounding message from our
This reportds findings dei
roundtable events was that business leaders are anxious businesses believe the EU and European
governments
for clear and unambiguous signals from the UK and EU are not listening to their concerns. The process of
the



as soon as possible that will allow them to pl an
approach

Participants recognised thegaching substantive adopted by the parties to the negotiations, and the risks

agreement on the issues in play in the negotiations will and uncertainties that firms across Europe now face
as

take time; they do not expect full sight of the future a résedch undermine continued European economic

relationship for many years. This has led businesses to productivity and competitiveness. A bad deal is a ba

focus on the need for the negotiating parties to give for everyone and therefore should Iedvat all costs.

some robust indications that they will provide businesses with sufficient continuity while the details of a fut

relationship can be thrashed out.



What is at stake?

Through close international trading links, businesses not only interact with others in their own vertical
supply chains, but also in other sectors that facilitate this trade. For instance, an average business may have
crossborder relations with service mviders (e.g. banks, consultants, legal services), investors and finance
providers (credit institutions, venture capital firms, seed investors, etc.) suppliers, customers and end users.

Case study EE
‘ ‘ Clothes manufacturer =—®

based in Eastern Europe

Company COO and Co -

founder concludes:

. - . This clothing manufacturer designs and sells clothes te UK
The 'r_]Stab'“ty of WhQVVIII based retailers which also have stores in Europe and the US.
come is the greatest issue for The clothes are manufactured mainly in Eastern Europe.

forward plannlng. It 'S_ difficult Operatingintheni ghly competitive wo
USUERVISIIESSR U CVERUOVRTE iis manufacturer has to ensure short letihes from
SIS LUCIANICH G ITTo Mol oINSl design to the finished product, which is mainly delivered to

IO RS RN {CUNCENONGCEYAGCHEN ¢t he clientsd distribution ce
change fast factors, including price, the wdsr and trends. Clients are

major UK retailers such as Tesco and Primark, some of
’ , which have branches around Europe and in the USA.
I |
The supply chain model
A Design takes place in the UK.

About the business

A Materials, fabric and components are sourced
fromTurkey, European couries and Asia.

A Production takes place mainly in Romania and
surrounding countries Bulgaria and Moldova.
Some also takes place in Vietnam.

A Transportation and distributiod finished
garments are sent from Eastern Europe to the
UK. Clients then distribute the clothes through
their retail networks.

Client-based operations each client to deal with their particular design,

Working with most of the top 10 UK retailers, each production and Igistics processes.
client has its own particular supply chain. The
manufacturer therefore assigns an entire team to



Short leadtimes Risingcosts 8T hi s ma n wdsts kad isene r 8 s
by 15% since the Referendum due to currency

Fast fashion means reacting to trends and time is .
g’chtuatlons.

critical. This manufacturer gets garments from desi
to the client in no more than 10 to 12 weeks. (It mayconomic consequences 9 The future level of

take another week for the client to distribute the  sterling is seen as being dependent on the final Brexit
garments ¢ the stores.) Fabric flow is key and this agreement. If sterling weakens further and Eastern

must be organised in advance. Europe becomes an uncompetitive location for
manufacturing for the UK market, many jobs in
Brexit challenges Eastern Europe could be lost, indlag those of

Planning uncertainty & Being dependant on post Eastern Europeans working in logistics in the UK.

Brexit trade agreements, this manufacturer is lookirfgfaffing issues & This company has 90 people in its
at different scenarios. At the time of the interview, London office in highly skilled roles such as designers
however, the situation was so unclear that the and account managers, a third are from European
manufacturer was not able to plan for Brexit. countries and 40% of the Executiommittee

Changing processes & Sincethis business uses ~ c0me from outside the UK. Being forced to hire
materials from different continents and delivers to locally is a concern i.e. finding the right designers in

clients around the world, there are a number of ~ Eastern Europe or Eastern European language
possibilities of how processes could change. It maySP€akers in London. Another is the potential
for example, be beneficial to bring materials to the difficulty of travelling between countries to
UK in future. If there are adtibnal customs duties ~ collabaate on developing collections, etc.

between the UK and EU, it could add one or two  pata and IP questions & The company has data in
weeks to the leadime. the form of designs, which are created in the UK

Cutting the UK out of deliveries & While most  Using design software. (One designer is based in
deliveries are currently to the UK, some clients are Poland.) The designs are sent to Romania and
now asking the manufacturer to deliver orders developed into sample garmtsrto show to clients.
directly to Europen countries on behalf of the UK Wil they be subjected to customs duties creating
retailer. The flow of goods for European consumer&dditional costs? There is a great deal of ambiguity

going through the UK could diminish after Brexit. ~around how a prototype is developed in the fashion
industry, which raises questions over which part of

Fluctuating exchange rates 0 This is the biggest the business owns the data.

risk factor for the company at present and how this

will develop post Bexit remains to be seen. This . .

company6s financial ser k'@%tpelgmge\”egvpl it between t
and Romania. This company sees many challenges ahead if it is to
remain competitive in the UK and adapt to new ways

of operating. It does not envisage leaving the UK
market, however, and acknowledges that every

change creates opportunities.

Costs are in sterling, which is also the sales
currency. The purchase of raw materials and
manufacturing is in US dollars.

EU and UK trade

Historically, the EU and UK have had very close trading links dating back from long before Britain joined
the European Economic Community in 1973. Having become the second largest economy within the EU,
the UK has becom a key player in internal and external EU trade.

Intra-EU and external trade in goods and services has continued to grow in recent years. Trade in goods
bet ween member states (measur ed ©&opnsidexaplphighes) r eac



e |l evel recorded for exports | eaving EU28 wh
of the EUds exports tao the rest of the world in

Intra-EU trade

The growth in intraEU trade reflects the development of the single market, growingynatgon and
the development of complex supply chains in many sectors such as agriculture, automotive,
pharmaceuticals and energy.

The UK tends to import industrial goods and export services. It has a large deficit with the EU for trade
in goods. Estimategary on the percentage of EU27 exports that goes to the UK. While 7% of EU27
goods are estimated to go the UK in a recent report by the UK Office for National Statistens

earlier report by the UK National Institute of Economic and Social Researckhpuigure closer to

16%: (By contrast, the EU receives 47% of UK goods exp@rtatra-EU trade with the UK is,

however, a complex picture.

Overall, the UK imports more goods from EU member states than it exports and has the greatest negative
intra-EUtrade balance of any member state, as demonstrated by Figure 1.

Figure 1: I ntra EU trade in goods balance by mem
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Source: Eurostat D818995 / Eurostat Statistics Explained Ififd trade in good$ recent trends

1 Eurostat Statistics Explained International Trade in Goods

2 Trading places: UK goods trade with EU partners by ONS Digital based on merchandise statistics from UK Comtrade

3 After Brexit: how important would UK trade be to the EU? National Institute of Ecoimand Social Research, based on European Commission Trade Helpdesk data
4 Trading places: UK goods trade with EU partners by ONS Digital based on merchandise statistics from UK Comtrade

The countries for which the UK is an important export market are Iralggoods worth 14.1% of GDP are
destined for the UK), Luxembourg (10.1% of GDP), Malta (9.1% of GDP), the Netherlands (7.6%), Belgium
(7.3%) and Slovakia (5.2%). Germany exports goods worth 3.5% of its GDP to the UK.

A recent paper from the Economic an@@&al Research Institute, Dublin, and the Department of Economics,
Trinity College, Dublin, estimated that Ireland and Denmark would face the highest average tariff rates (of
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over 10%) on their exports to the UK under WTO rules, due to the high tariffstbmir exports in the
agricultural secto®.

This highlights the fact that different sectors in each country will be affected differently by any barriers to
trade in goods. One of the most common examples is that of German car production, with one in seven
cars made in Germany (14%) exported to the UK. S
chocolate exports, 26% of Danish sausage and 15% of Greek cheese are destined fosthe UK.

Most member states have two or three partners within the Btcounting for over 50% of their int/&aU
exports. These partners tend to be large countries or those within close geographical proximity. The UK
I s at hOorteoepd export partner for 10 EU countri es:
Netherlands, Poland, Spain and Sweden.

5 Brexit: Thew View from Europ® KPMG
6 The Product and Sector Level Impact of a Hard Brexit across the EU by Martina Lawless and Edgar L W Morgenroth
7 Eurostat Statistics Explained IfE&J Trade in Good$ Recent Trends

UK contribution to EU trade in services
The UK is a major contributor to the EUOs trade
approximately 1@old since 2000.

International trade in services accounted for nearly 30% of all EU transagtitneaon-member
countries in 2016. During the previous five year

V8 |
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was greater than that for international trade in goods, showing how important international
transactions in services have become to thefpenance of the EU economy overall

The UK plays an important role in this trade in EU services. In 2016, as in previous years, the UK

accounted for the highest value of exports of servicesto-noe mber countries, value
or 22% of the

i i 8 Eurostat Statistics Explained
EU tOtal’ as shown in Flgure 2 below. International Trade in Services June 2017
Figure 2: EU external trade in services by member Note
state Services consists of transport, travel, insurance and

pensions, financial services, use of intellectual
property, telecommunications, computers and
information, other business services (R&D,
professional and management consulting, technical,
traderelated and other services) and other
services (manufacturing services on physical inputs
owned by others, maintenance and repair services
not identified elsewhere, construction, personal,
cultural and recreational services, government
goods and services not indied elsewhere, and

Germany  services not allocated).
176

Exports Imports

Other EU Member States Ireland

18%

Other EU Member States United Kingdom
2% 2%

Germany
1%

Netherlands
11%

Netherlands

% France Uniti%}(ingdom
0

Ireland 12%
8% 12%

France

Source: Eurostat Statistics Explained International Trade in Services

Financial services

Financial services accounted for 11% of EU services exports i 2U0K6EU is the largest
market for UK financial services. About 75% of the EU foreign excharmyeterest rates
derivatives trading takes place in the WK.
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Research highlighted in this report shows that manylased SMEs are concerned about future
access to large, liquid and efficient capital markets.

The points below highlight the ways in whitte UK is the centre of European capital markets and
investment banking:

A 46% of EU equity is raised in Londen.

A 112 companies from other EU countries were listed on the London Stock Exchange markets as
of May 20172

A The City of London dominates in Eosdenominated transactions with the UK accounting for
around 01 trillion per day of notional contract
three times the trading volume in the whole of the rest of Europe).

A The UK accounts for £45 billion out of the total £58 billion in European capital markets and
investment banking reven&eThe amount of lending outstanding from banks in the UK to
recipients in other EU countries totalled US$1.9 trillion in Q120iBalfof t he wor | d&s
financial firms have based their European headquarters in London and more than 1 million
people work in the financial sector in the UKOther estimates put the number of staff in the
sector closer to 2 million, whereas the population gaRkfurt is around 725,000.

A 90% of European turnover and employees of the five largest US investment banks (Goldman
Sachs, JP Morgan, Citigroup, Morgan Stanley, Bank of America Merrill Lynch) are located in
London with all five using their UK passports to conduct business throughout the European
Economic Areas

A Major European banks with substantial branches in London include Deutsche Bank, BNP
Paribas,
Société Générale, ING and UniCredit. Deutsche Banlenees 19% of net revenues from
its UK branche

A decline in activity and investment in London is likely to benefit hubs outside tréerethbly
New York, Hong Kong and Singapore. If the London ecosystem is not protected, the European
economy could suffeo

9 Eurostat Statistics Explained International trade in Services

10 Briefing on Brexit: the United Kingdom and EU financial services by European Parliament DireGenatal for Internal Policies and Economic Governance Support
Unit

11 Briefing on Brexit: fte United Kingdom and EU financial services by European Parliament DireeBeatgal for Internal Policies and Economic Governance Support
Unit

12 TheCityUK report The UK: Europeds Financi al Centre

13 Law 360 the PosBrexit Future of Euro Clearing in London

14 European Parliament Directorat®eneral for Internal Policies Economic Governance

15 TheCityUK report The UK: Europeds Financi al Centre

16 Briefing on Brexit: the United Kingdom and EU financial services by European Parliament DireGenatal for InternaPolicies and Economic Governance Support
Unit 17 Open Europe report How the UK®6s financial services sector can continue

18 Breugel.org (Brussels economic thiténk) report Lost passports: a guide to the Brexit fallout for the CityLoindon
19 Breugel.org Lost passports: a guide to the Brexit fallout for the City of London
20 Open Europe report How the UKGO&s financial services sector can continue thriving e
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UK-EU trade overview

In its trade with other EU countries, the UK is a nieporter overall, although it has a trade surplus in
services as shown by the 2016 data in Table 1.

Table 1: UK -EU trade figures 2016

All goods and services Exports to EU Imports from EU Balance
£ million £ million £ million
Goods
. 240,560 311,994 -71,434
Services
144,145 239,804 -72,190
96,385 72,190 24,195

Source: UK Office for National Statistics

By comparison, UK trade with the rest of the world over the same period for all goods and
services for 2016 was:

A Total UK exports: £547,590 milliod percentage to the EU 43.93%

A Total UK imports: £584,616 milliod percentage from the EU 53.37%

Many of the UK®G&s export to the rest of the world
acts as a launch pad the rest of the world.

21 UK Office for National Statistics Total Trade exports, UK tradeevisions
22 UK Office for National Statistics Total Trade imports, UK tradeevisions

e w

—~




14

Foreign Direct Investment (FDI)

Almost half of EU FDI inward flows go to théK. In 2016, US$253,700 million of the total US$522,031
million for the EU28 recorded by the Organization for Economic Cooperation and Development (OECD)
went to the UK.

Financial services attract more FDI than any other sector. EU FDI stock in the UbBeleasgrowing and
now accounts for around half of all FDI stock in the UK. A substantial amount of FDI into the UK is from
nonEU countries, many of which use the UK as an entry point into theseU.

Six EU member states account for around 85% of UK asagetks liabilities within the EU. In 2015, the
Netherlands and Luxembourg held the largest proportions, where 27.4% and 18.6% of UK assets in the EU
were located in these two countries respectively, as shown in Table 2. A factor in this will be the presence
of special purpose entities (SPEs) that form part of corporate structures. The other main investment partners
are France, Ireland, Spain and Germdmajle 2: Top 10 EU member states for UK FDI

Member state FDIIa.ssets Proportion total EU FDI
5 (£ billion) assets (%)
. Netherlands 150.7 27.4
4 Luxembourg 102.3 18.6
e France 81.6 14.8
. Ireland 56.2 10.2
. Spain 47.5 8.6
s Germany 27.9 5.1
9 Belgium 22.1 4.0
0 Sweden 18.2 5L
Italy 14.4 2.6
Denmark 7.1 1.3
Other EU 22.8 4.1

Source: UK Office for National StatistiésA review of UK foreign direct investment statistics: winter 2017

Total UK FDI credits in the EU were valued at £21.7 billion in 2015, having peaked in 2011 at £38.9
billion24

For some of the largest countries (France, Germany and Spain), FDI from Britain largely exceeds FDI to
Britain, suggesting that British firms subcontract production to these countries and that keeping these
flows open may well be an important objective 2725



23 TheCityUK report The UK: Europeds Financial Centre
24 UK Office for National Statistics: A review of UK foreign direct investment statistics winter 2017
25 The Center for Economic and Policy Reseaéchew ebook: What to do with the UK? EU Perspeeti/on Brexit
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