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Following the EU Referendum, Lloyds Banking Group plc  
(the Group) notes the outcome that the UK electorate has 
voted in favour of the UK leaving the European Union (EU).
We remain committed to our purpose of helping Britain prosper 
through our focus on UK retail and commercial banking, funding 
business investment, and serving the financial needs of our 
customers to support them throughout this period and beyond.
There are no changes in the products or services offered to 
customers, either in the UK or overseas. Customers can continue  
to use our banking and insurance services as they did before.
Customer deposits in the UK continue to be protected by the 
Financial Services Compensation Scheme; and the Prudential 
Regulation Authority and Financial Conduct Authority remain  
our primary regulators.
With the expected timescales for the negotiations, the Group will 
have time to consider any future changes that may be required in 
the new environment.
GROUP STATEMENT ON THE EU REFERENDUM, LLOYDS BANKING GROUP, 24 JUNE 2016
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Welcome to the sixth in our series of updates 
that look at the potential implications of the 
UK’s decision to withdraw from the EU. 

The UK Government has now formally 
triggered the Article 50 withdrawal process and 
called a General Election for 8 June. 
Negotiations between the UK and EU 
authorities will begin shortly. It is likely that 
there will be three elements to the 
negotiations: a withdrawal agreement that  
will determine the financial settlement;  
a new trade agreement; and potentially  
an implementation phase arrangement.  
This edition discusses all three elements.

Benedict Brogan provides us with his thoughts 
on the political developments in the first few 
months of this year. He gives us his assessment 
of the prospects for the upcoming negotiations 
on the EU withdrawal agreement and a new 
trade arrangement.

An accompanying article then maps out the 
likely timeline for the negotiations of the UK’s 
withdrawal from the EU, summarises the 
negotiating mandates of the UK and the EU27 
countries, and highlights what we know about 
which issues are likely to be more/less 
important for different EU countries.

Adam Chester, our Head of Economics in 
Commercial Banking then gives us an update 
on macroeconomic developments since the 
UK’s referendum result. His article discusses 

how forecasts for UK GDP growth have been 
revised in the period since the referendum 
result and the prospects for the UK economy.

An issue that has received increased 
attention in recent months is the potential 
need for an implementation phase to allow 
firms and the authorities sufficient time  
to adjust to whatever new EU-UK trade 
arrangements are agreed. We summarise  
the key considerations and views in this area 
and highlight which sectors may have most 
need of transitional arrangements.

Nine months have elapsed since the June 
referendum, allowing companies time to  
start to think through some of the issues  
that are likely to affect them. Drawing on the 
results of two recent surveys undertaken by 
Lloyds Banking Group, we summarise clients’ 
concerns and their expectations for the 
EU-UK trade negotiations.

Finally, we take a look at what would happen if 
the UK and EU were to fail to agree on a new 
trade deal.

If you have any comments or questions on the 
content of this briefing note please discuss 
them with your Lloyds Relationship Manager.

The UK government is 
hoping to negotiate a 

trade deal that will allow 
for the freest possible 

trade in goods and 
services between Britain 

and the EU 

KEY MARKET MOVEMENTS

Indices As at end 
Q1 2017

∆ since 
22/06/16

£/$ 1.255 -14.7%

£/€ 1.178 -9.5%

FTSE 100 7323 17.0%

FTSE 250 18,971 11.6%

S&P500 2,362 13.3%

EuroStoxx 50 3,500 18.0%

UK 10YR gilt yield 1.14% -0.18%

AT A GLANCE

• In 2016, UK GDP increased by 0.6% (q/q) in 
Q2, 0.5% (q/q) in Q3 and 0.7% (q/q) in Q4. 
GDP growth in 2016 as a whole was 1.8%

• The Bank of England’s Monetary Policy 
Committee (MPC) has increased its central 
expectation for growth in 2017 to 2.0% and 
forecasts growth of 1.6% in 2018

• In Q4 2016, the UK employment rate  
(the proportion of people aged 16-64 who 
are in work) was 74.6%, the highest since 
comparable records began in 1971.  
For the 3 months to January 2017, the 
unemployment rate was 4.7%, down  
from 5.1% a year earlier

• The spot price of Brent crude oil increased by 
around 25% in the year to end-March 2017

• CPI inflation increased from 0.5% (y/y) in 
June 2016 to 2.3% (y/y) in February 2017. 
The main contributions to the rise came 
from transport and fuel prices and food  
and beverage prices. The increase in the  
dollar price of oil and sterling’s depreciation 
were important influences 

• UK monetary policy is currently on hold.  
The MPC has indicated that if spending 
slows more abruptly than expected, 
monetary policy could be loosened and if,  
on the other hand, pay growth picks up 
more than anticipated, monetary policy  
may need to be tightened.

EDWARD THURMAN

Managing Director 
Head of Financial Institutions

GROUP AMBASSADOR FOR LONDON
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BENEDICT BROGAN

Director, 
Group Public Affairs

Political update
Theresa May’s decision to surprise everyone by calling a General Election for June 8 was driven 
first and foremost by her political need for a personal mandate. She was motivated too, 
however, by a policy imperative: she needs to deliver Brexit. Victory and a large majority based 
on a manifesto that enshrines her negotiating position will transform her ability to get Brexit 
through Parliament in time for the 2019 deadline she has set. The general Election is a logical 
– even if unexpected – consequence of recent developments in the saga of Britain’s withdrawal 
from the EU.

On March 29 the Prime Minister invoked Article 
50 of the Lisbon Treaty to trigger “a historic 
moment from which there can be no turning 
back”. This set in motion a negotiating process 
with a two-year time limit that can only be 
extended by the unanimous agreement of all 
EU governments. Assuming no extensions are 
granted, the United Kingdom will leave the EU 
on 29 March 2019. Such is the current 
uncertainty of British and European politics, 
however, that nothing can be taken for granted.

In a statement to the House of Commons on 
March 29, Mrs May said the UK would now 
make its own decisions and its own laws and 
“take control of the things that matter most to 
us – we are going to take this opportunity to 
build a stronger, fairer Britain, a country that our 
children and grandchildren are proud to call 
home”. MPs were told this marks a “moment of 
celebration for some, disappointment for 
others” and promised to “represent every 
person in the whole United Kingdom” during 
the negotiations, including EU nationals. The 
Prime Minister said that while the UK would 

remain the “best friend and neighbour” to its 
EU partners, it would also look beyond the 
borders of Europe, saying the UK can “look 
forward with optimism and hope and believe in 
the enduring power of the British spirit”.

DEVELOPMENTS IN BRUSSELS

Downing Street and the British negotiating 
team will find that their European counterparts 
will be focused on maintaining the unity of the 
remaining 27 member states. In a brief 
statement after receiving Mrs May’s letter, EU 
Council President Donald Tusk said it was not “a 
happy day” for him or for the EU. He promised 
to immediately begin arrangements for the 
UK's “orderly withdrawal”. He said the EU’s aim 
in negotiations was “damage limitation” and to 
“minimise costs” for EU citizens, businesses and 
member states. Mr Tusk’s approach was 
immediately echoed in Berlin, with Angela 
Merkel stating that “the negotiations must first 
clarify how we will disentangle our interlinked 
relationship. Only when this question is dealt 
with, can we, hopefully soon after, begin talking 

The debate over the  
UK’s future, that has so  
far centred at home,  
will now shift across  
the English Channel.
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about our future relationship”. Battle lines are 
being drawn.

Mr Tusk has released the EU Council’s draft 
guidelines for the UK exit negotiations. These 
outline a “phased approach” to the 
negotiations. Their first priority is the UK’s 
withdrawal. Mr Tusk has said talks on the UK’s 
new relationship with the EU, and specifically a 
trade deal, can only begin once “sufficient 
progress” is made on the terms of the divorce. 
These will involve, among others, agreeing the 
rights of UK and EU citizens living abroad and 
the outstanding costs of EU membership that 
the UK will have to pay, with early European 
Commission estimates placing the figure as 
high as €60bn. But the final figure is anyone’s 
guess. The Ireland/Northern Ireland border 
issue will also feature, as will the future status of 
Gibraltar. 

The EU draft guidelines will be finalised at an 
extraordinary Council session on 29 April.  
Speaking after the publication of the guidelines, 
Mr Tusk said that while the talks would be 
“difficult, complex and sometimes 
confrontational”, he hoped all sides would 
approach them positively. “The EU27 does not, 
and will not pursue a punitive approach – Brexit 
in itself is already punitive enough”. He added 
that the EU shared the UK’s desire for a close 
partnership.

APPROACH TO NEGOTIATIONS

The UK’s negotiating approach was set out in 
the government’s February White Paper (see 
next article). Mrs May has said that she will not 
set out more details of her negotiating strategy 
during the General Election campaign.  The 
combination of the delayed start to 
negotiations and the need to allow time for 
ratification means that the two year official 
negotiating period under Article 50 is looking 
rather tight. The Prime Minister was hoping to 
make best use of the short time available by 
multi-tasking and achieving some quick wins. 
However in response, Mrs Merkel and Brussels 
have given Mrs May little room to talk about the 
issues she wants to (trade) and is instead 
insisting they seek progress of the issues the UK 
Government will find most difficult (the divorce 
bill, the Irish border).

The negotiations will begin immediately 
following the UK election. Mrs May chose her 

timing deliberately: she wants to secure her 
mandate before negotiations begin. She is 
aware that political change in the EU will affect 
her chances. The EU breathed a collective sigh 
of relief when the pro-EU Emmanuel Macron 
came out ahead in the first round of the French 
presidential elections;  he is considered on 
course to win the presidency against the Front 
National’s Marine Le Pen on May 7. EU relief is 
tempered by awareness that the result has 
swept aside traditional parties and left French 
politics in a state of unprecedented disruption.  
Federal elections also take place in Germany in 
September. Mrs Merkel’s Christian Democratic 
Union (CDU) is under pressure from the revived 
Social Democrats (SPD) and the far-right 
Alternative for Deutschland (AfD). Given that 
protectionism has featured heavily in European 
and US elections, the EU has postponed 
potentially controversial trade negotiations 
until they are more convenient later in the year.

TAKING CONTROL OF OUR OWN LAWS

The Government’s Great Repeal Bill, the mechanism by which thousands of EU laws will be 
transferred into UK law, was launched the day after Article 50 was triggered. Whitehall has 
already quietly dropped the word ‘Great’ and ministers privately admit it would be better 
known as the ‘Continuity Bill’ because it doesn't actually in itself repeal anything. Secretary 
of State for Exiting the EU David Davis said the Bill would allow Parliament and Welsh, 
Scottish and Northern Ireland administrations to eventually scrap, amend and improve 
thousands of EU laws.

In a statement to MPs, Mr Davis said the Repeal Bill would allow businesses to continue 
operating on the day after the UK leaves the EU “knowing the rules have not changed 
overnight”. He said the Bill would also make trade talks easier because member states “will 
know that we start from a position where we have the same standards and rules”. 

With a Great Repeal Bill to pass and a need to get trade on the agenda as early as possible, 
the Prime Minister has her work cut out. Mrs May, quoting Churchill, said her style was 
“jaw-jaw not war-war” and that discussion was the way to reach agreement. So, expect 
much discussion, much hyperbole, much feigned revulsion and unprecedented levels of 
smoke and mirrors. She may secure an impressive and effective political mandate on June 
8, but some of the fundamental questions remain unanswered: how much will the divorce 
cost? Will she secure a transition period between the day the UK formally leaves the EU and 
the coming into force of a new trade relationship? Will that transition require the UK to 
keep paying into the EU, to accept continued free movement of peoples, and to accept the 
continuing jurisdiction of the European Court of Justice? These are all prospects that the 
Brexiteers behind Mrs May say are unacceptable. Her hand may be strengthened, but she 
still faces battles ahead.
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WHO WILL NEGOTIATE THE UK’S EXIT FROM THE EU?

UK side: Negotiations will be led by the Prime Minister, working 
closely with David Davis, Secretary of State for Exiting the European 
Union. The UK Government will also involve the devolved 
administrations of Scotland, Wales and Northern Ireland in  
the negotiations. 

EU side: Article 50 envisages that three EU institutions will be involved 
in the withdrawal negotiations:

EU COMMISSION

Michel Barnier has been appointed as the chief 
negotiator in charge of leading the Commission’s 
negotiations taskforce.

EUROPEAN COUNCIL

The European Council is made up of the heads of the 
member states. Donald Tusk (Council President) will 
play a central role in the negotiations.

EUROPEAN PARLIAMENT

Guy Verhofstadt will represent the European 
Parliament (EP) in the negotiations. Verhofstadt will 
keep the EP President and group leaders informed  
of developments. 

WHAT WILL BE NEGOTIATED AND WHAT DO WE KNOW ABOUT  
THE MAIN PRIORITIES ?

It is likely that there will be three elements to the negotiations:

The ratification process of the agreements is likely to take around 
six months, so the amount of time available for negotiations will be 
around 18 months or less. The EU27 are insisting on a phased 
approach with the withdrawal agreement in the first phase and only 
moving on to discuss trade arrangements when sufficient progress 
has been made on the withdrawal agreement. Legally, the trade 
agreement can only be concluded once the UK has withdrawn from 
the EU. The UK Government, in contrast, wants the negotiations to 
proceed in parallel. It seems likely that the withdrawal agreement 
will play an important role in setting the tone of what follows.

NEGOTIATION PRIORITIES

The European Council has issued draft guidelines for the EU27's 
negotiation approach; these guidelines are due to be finalised at  
a summit on 29th April. 

The UK’s approach towards the negotiations were set out by the 
Prime Minister on 17th January.

a withdrawal agreement that will determine 
the UK’s financial settlement with the EU27; 

a new trade agreement between the UK and 
the EU27 

and potentially an implementation  
phase arrangement. 

OCTOBER
‘Gloves off’ negotiations; with clear 

Franco-German steer

MARCH
Article 50 triggered

APRIL
Euro 27 Summit to discuss Brexit

OCTOBER
German Federal Elections

MARCH
Dutch General Election

APRIL / MAY
French Presidential Election

JUNE
UK General Election

2017

1
2
3
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OCTOBER
Barnier’s deadline for conclusion  

of negotiations

OCT 2018 – MARCH 2019
Ratification by European Parliament  

and EU 27 National Ratifications. 
UK Parliamentary Ratification

MARCH
Coming into force of Great Repeal Act

2018 20192017

Brexit

EU 27 priorities UK priorities

Guarantee the rights of UK citizens currently resident in EU27 countries and 
the rights of EU27 citizens currently resident in the UK.

Guarantee the rights of UK citizens currently resident in EU27 countries and the 
rights of EU27 citizens currently resident in the UK.

Prevent a legal vacuum once the Treaties cease to apply to the UK – agree 
enforcement and dispute settlement mechanisms for legal contracts.

Introduce Great Repeal Bill to provide as much legal certainty as possible.  
Agree a dispute resolution mechanism to replace the jurisdiction of the Court of 
Justice of the EU.

Agree a financial settlement to cover the UK’s legal and budgetary 
commitments and contingent liabilities.

Avoid a hard border in Ireland ‘while respecting the integrity of the Union 
legal order’ [Customs Union]. Avoid outcomes that could weaken the peace 
process in Northern Ireland.

Avoid a hard border in Ireland while also exiting the Customs Union; maintain  
the Common Travel Area; and ensure no harm done to the peace process in 
Northern Ireland.

Discussion of a future trade arrangement can only be ‘preliminary and 
preparatory’ and should not commence until sufficient progress has been 
achieved on the above elements. 

Discussions of the withdrawal agreement and the new trade arrangements 
should proceed in parallel.

Willing to negotiate a free-trade agreement between the UK and EU27, but 
this will be less favourable than what exists today. Any agreement will have 
to ensure a level playing field in terms of competition and state aid and must 
include safeguards against unfair competitive advantages (e.g. through 
reductions in UK corporate tax rates).

Seeking an ambitious Free Trade Agreement and a new customs agreement  
but not membership of the Single Market. Will ensure the continued  
protection of workers’ rights when the UK converts existing EU laws into UK 
domestic legislation.

EU27 willing to discuss a transitional arrangement. But, this must be  
clearly defined, limited in duration and would require existing Union 
regulatory, budgetary, supervisory and enforcement instruments and 
structures to apply.

People and businesses in the UK and EU27 would benefit from an 
implementation period to avoid disruptive cliff-edge effects. End the jurisdiction 
in the UK of the Court of Justice of the European Union from the day the UK exits 
the EU.

Introduce an immigration system that will control the number of people coming 
to the UK from the EU.

Seek continued collaboration with EU27 on major science, research and 
technology initiatives.

Want to continue to cooperate closely on security, terrorism and  
justice issues.

Want a deal on both economic and security cooperation. A failure to reach a  
deal would weaken cooperation in the fight against crime and terrorism.

The EU27 priorities were set out in the European Council's 31 March "Draft guidelines following the United Kingdom's notification under Article 50 TEU". The UK priorities were set out in HM Government's February white paper 
"The United Kingdom's exit from and new partnership with the European Union" 
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Withdrawal bill The UK is expected to pay an exit bill when it leaves the EU; the European Council wants 'sufficient 
progress' on the withdrawal bill negotiations before starting negotiations on a UK-EU long-term 
trade relationship. Unofficial estimates for the potential size of the exit bill are in the range €25 -75 
bn. The UK’s share of EU liabilities relates to: outstanding EU budget commitments; a contribution 
towards pension scheme arrangements for EU officials; and possible additional payments towards 
any EU contingent liabilities that might crystalise. However, the UK should also be given credit for its 
share of EU assets (e.g. buildings, financial assets etc). 

In addition, the European Parliament wants the withdrawal bill to address: (i) the legal status of EU 
citizens living in the UK and UK citizens living in the EU; (ii) the EU's external border; (iii) legal 
certainty for legal entities; and (iv) the designation of the Court of Justice of the EU as the 
competent authority for the interpretation and enforcement of the withdrawal agreement.

Rights of current 
expatriate workers

General expectation that the right to work & reside will be agreed for all EU27 nationals already 
resident in the UK and for all UK nationals already resident in EU27 countries. However, there may 
also need to be a financial settlement to cover associated healthcare, social welfare, pensions, and 
education costs.

Controlling 
immigration

The UK’s intended new approach will control the number of EU27 immigrants arriving in the UK. 
EU27 Member States have said that they will not allow the UK to pick and choose between the 
single market’s ‘four freedoms’ of movement of goods, services, capital and labour; restricting 
labour mobility will, therefore, will make it difficult to reach any sector-specific deals on access to the 
single market for goods or services.

Legal framework The UK Government is determined that UK laws will only be made in London, Edinburgh, Cardiff and 
Belfast, and no longer in Brussels. In addition the UK wants to bring an end to the jurisdiction in the 
UK of the Court of Justice of the European Union.

Financial services The UK government is targeting the freest possible trade in financial services. Both EU27 and UK 
want to avoid a sudden stop in the provision of cross-border financial services. But, some EU27 
commentators argue that maintaining a concentration of EU27 financial activity in London, with the 
UK outside the EU, would pose a threat to EU27 financial stability since EU27 authorities would not 
have regulatory responsibility for, and powers to control, the risks. Paris, Luxembourg, Frankfurt, 
Madrid and Dublin are looking for financial firms to migrate to them from London.

Manufacturing UK manufacturers are well-integrated into European supply chains (particularly for automobiles, 
aviation and electronics). UK and EU27 firms will want early clarity on new trade and regulatory 
arrangements and sufficient time to adjust. Two other important issues are: application of European 
standards and customs arrangements.

Agriculture Agriculture will be a priority for both sides: EU farm subsidies make up around 50% of UK farmers’ 
income; and the UK imports around £28bn of agriculture, fisheries and food products from the 
EU27. Key issues: future trade arrangements; implications for payment support levels in both UK 
and EU; seasonal labour availability; application of EU standards; and UK intentions for trade 
liberalisation with non-EU countries.

Key sectors / issues
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Fisheries In 2015, EU27 vessels caught 683,000 tonnes of fish in UK waters and UK vessels caught 111,000  
tonnes of fish in other EU Member States’ waters. Fish migrate between these two territorial waters. 
Key issues: quotas to ensure long-term viability of fish stocks; trade tariffs; and application of 
common standards.

Pharmaceuticals A UK priority – in 2015, the UK exported over £10bn of pharmaceutical products to the EU27.  
The European Medicines Agency (EMA) – currently based in London, but expected to move  
to an EU27 country post-Brexit – can grant pharmaceutical companies a single EU 
authorisation. Pharmaceutical companies want continued UK membership in the European 
regulatory framework and continued UK participation in EU public/private partnerships on research.

Transport A substantial body of EU law covers aviation, roads, rail and maritime. For example, any airline 
carrier licensed in the EU is entitled to operate any service in the EU and HGV operators have a 
right to carry goods to, from, through and within other EU countries. The UK has the third largest 
aviation industry in the world; it is pushing to remain within the EU’s Open Skies Agreement.  
Key issues: the degree of ongoing transport access rights and applicability of EU standards, 
regulation and state aid rules.

Energy In 2015, net imports accounted for around 40% of the UK’s total energy supply. EU legislation 
covers trading of gas and electricity through interconnectors with Member States. Brexit could 
allow the UK greater flexibility in energy and climate policy. But, isolating the UK from the 
European energy market would require more domestic investment to maintain security of supply. 
The fact that electricity is traded freely between Russia and Finland and the Baltic countries 
suggests electricity and gas border tariffs are unlikely to be applied post-Brexit. The UK will seek 
to avoid any disruption to the all-Ireland single electricity market and also continued access to 
preferential loans for infrastructure projects from the European Investment Bank.

Nuclear The Euratom Treaty provides the legal framework for civil nuclear power generation and radioactive 
waste management for EU Member States. This includes safety standards and regulation of 
movement and trade of nuclear materials. 

A priority for the UK will be to agree new arrangements for the UK’s relationship with Euratom and 
continued participation in international nuclear research.

Defence cooperation The UK is one of only two Member States possessing the full spectrum of military capabilities and 
has the largest military budget within the EU. While the EU27 countries will want the UK to maintain 
close cooperation on defence issues after Brexit, the European Parliament has stressed that any 
deal cannot involve a trade-off between security cooperation and the future economic relationship. 
Terrorism, drug trafficking and organised crime are transnational issues. Maintaining strong security 
cooperation will be a priority for both the UK and the EU27.

Science cooperation / 
university cooperation

The UK received £8bn in EU research funding in 2015. Continued UK participation in research 
collaborations may be possible if the UK agrees to make a financial contribution, as the Swiss do. 
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What do we know about the likely priorities of other Member States?

Germany Given large UK imports of German products and also the UK’s integration into European supply chain 
arrangements (e.g. in automotives and aerospace), German business is lobbying to minimise any increases in 
trade barriers. The formal German position may change following the October Federal Elections; if re-elected, 
Chancellor Merkel will probably seek an economically pragmatic settlement. Finance Minister Schauble has 
said it is in the EU's interest to have a strong financial centre in London.

France There will be a new French government in place in May. London’s future role in the provision of financial 
services to Europe is likely to be a priority issue; various French politicians have said that the UK should lose its 
passporting access rights in financial services and that central clearing arrangements for euro-denominated 
derivatives contracts should be migrated to a euro-area country. Other issues of importance to France will be 
(a) employment and residency rights of migrants (300,000 Brits live in France and 300,000 French citizens live 
in the UK); (b) the cross-Channel customs and passport control arrangements; and (c) fishing rights.

Italy Italy, as a strong NATO advocate, will likely attach high importance to maintaining close EU-UK defence 
relations. Italy will also want to guarantee the rights of the existing Italian migrants living and working in  
the UK. The Italian government may be amenable to allowing some form of British access to the single  
market in exchange for concessions from the UK in the fields of security and migration and/or a financial 
contribution to the EU budget by the UK. 

Spain Over 300,000 Brits are resident in Spain and around 150,000 Spanish citizens are resident in the UK, so 
securing migrants‘ access to social security and healthcare will be important for Spain. Spain is insisting that no 
agreement between the EU and the UK should apply to Gibraltar without a separate agreement between 
Spain and the UK.

The Netherlands The Dutch authorities may be reluctant to agree to full access to the Single Market for the UK without the  
UK also having to agree concessions in other areas. The Dutch government has also said that it would block 
any EU trade deal unless the UK signs up to tough tax avoidance regulations preventing the UK from 
becoming a low-tax haven for EU multinational firms and wealthy individuals.

Ireland The UK is Ireland’s largest trade partner and around 330,000 Irish nationals are resident in the UK. The Irish 
government’s stated priorities for the Brexit negotiations are: (i) minimising the impact on UK-Ireland trade; 
(ii) protecting the Northern Ireland Peace Process; and (iii) maintaining the common travel area between the 
Republic and Northern Ireland with no hard border.

Poland There are over 850,000 Polish nationals resident in the UK. Poland’s Prime Minister has said that her priority 
will be to obtain a guarantee to uphold the current rights of Polish people living in the UK. Poland’s second 
priority will be the importance of retaining close EU-UK defence cooperation. As the largest recipient of EU 
regional funds, Poland will also be concerned about the size of any financial settlement and the prospects for 
the EU’s development-aid budget. 

10

The Future of the UK and Europe – The negotiation process



Around 30% of the respondents to our 
global corporates survey expect the UK 
government will be able to agree a  
free trade agreement1 (covering free 
movement of goods, services, capital 
and people) with the EU27. However, 
around 20% of the global corporate 
respondents expect that the UK and 
EU27 will not be able to strike a deal. 

Question: How confident are you that the 
UK government will protect and promote 
the interests of British businesses in the 
forthcoming negotiations surrounding 
the UK's exit from the EU?

How the economy evolves this year and next will be partly dependent on the type of EU-exit deal that companies expect to be achieved, since this 
will affect their investment and employment decisions. So, what are firms’ views about the prospects for the trade negotiations?

47% of our financial institution respondents have become less optimistic 
about the outlook for the UK economy since the June referendum1.

Amongst financial institution respondents, the top three areas viewed as 
a potential concern were (i) loss of ‘passporting rights’ to sell products 
and services cross-border to clients in other EU countries or to set up a 

branch in another EU country without additional regulatory approval;  
(ii) the possibility of increased barriers to trade and (iii) the likelihood of 
weaker UK economic prospects.

18% of FI respondents are considering moving some of their operations 
to another jurisdiction outside of the UK.

1  The Lloyds Bank global corporates survey was undertaken between November 2016 and January 2017 and received responses from 77 firms; Lloyds Bank financial institutions survey was conducted between January and 
February of this year and received 122 responses. In both cases, respondents were a mix of CEO, chairman, CFO, Finance Director, Treasurer or Managing Director/Partner. 

2  See IoD Policy Report, February 2017: ‘Navigating Brexit: Priorities for business, options for government’. The IoD is a non-political organisation with 30,000 members from all sectors of the economy, ranging from CEOs of large 
corporations to entrepreneurial directors of start-up companies.

A recent survey2 by the Institute of Directors found:

• 64% of respondents thought the referendum result will be 
negative for their organisation;

• 13% are considering moving some or all of their operations  
from the UK to elsewhere in the EU; and

• 55% thought it was important for the UK Government to  
secure transitional provisions for the period between Brexit 
negotiations and when new arrangements for UK-EU trade 
come into effect.
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Why is the UK economy 
performing so well?
Despite the uncertainty generated by last 
summer's EU referendum result, the UK 
economy has so far held up remarkably well. 

UK GDP rose by 1.8% in 2016. Indeed, the UK 
expanded more strongly in the second half of 
last year (after the referendum) than it did in 
the first – confounding many economists’ 
expectations.

So why has the economy been so resilient?

CONSUMER LEADS THE WAY

The strength of the consumer has played a 
large part. Last year, household expenditure 
rose by 3.1%, its strongest annual growth for 
twelve years. 

Fears that consumers would react to the 
referendum result by pulling in their horns  
were wide of the mark. Although consumer 
confidence fell immediately after the 
referendum, it recovered back above its  
historic average over the following months. 

The rapid appointment of a new Prime Minister 
and the policy easing by the Bank of England 
over the summer no doubt helped. In addition, 
slightly more than half of UK voters probably 
saw little reason to be pessimistic about the 
outlook as the outcome was in line with what 
they had voted for. 

A strong labour market, exceptionally low 
interest rates, the introduction of the new 
Living Wage, and rising house and equity prices 
help to explain the strength of household 
spending. Last year, total employment rose by 
127,000 lowering the unemployment rate from 
5.1% to 4.8% – its lowest since August 2005. 

BUSINESS CONFIDENCE IS BACK AT  
PRE-REFERENDUM LEVELS

The recovery in confidence has not been 
confined to households – surveys of business 
confidence have also firmed.

Each month we survey around 200-300  
small to mid-sized UK companies about their 
perceptions of their own business prospects 
and the wider economy. In the immediate  
wake of the referendum, the net percentage  
of businesses reporting an improvement in 
their prospects slumped to a low of +19% in 
August. It has since bounced back to +49%  
(see Chart 1). Other surveys of business 
confidence have shown a similar picture.

DROP IN POUND CUSHIONS THE BLOW

The sharp depreciation of sterling since the 
referendum has acted as a release valve, making 
the UK more competitive internationally. 
Business surveys have reported a strong 
improvement in export orders over the past  
six months, overseas visitor numbers have 
increased, and the slowdown in London 
property prices has been cushioned by the 
resilience of foreign investor demand. 

The fall in the pound may also have 
encouraged households and firms to bring 
forward big-ticket purchases in anticipation of 
large price increases. This, coupled with cheap 
credit deals, may help to explain the surge in 
car sales last year. 

2017 GROWTH FORECAST  
REVISED HIGHER

According to polls of forecasters conducted  
by Bloomberg, the consensus forecasts for 
2016 and 2017 GDP growth were marked down 
sharply following the EU Referendum result. 
But, contrary to these expectations, growth did 
not slow in the second half of 2016. Reflecting 
this, growth projections for 2016 and 2017 have 
been revised back up. By March of this year,  
the consensus forecast for 2017 GDP growth 
had risen to 1.7%, from just 0.5% immediately 
following the referendum (see Chart 2). 
Projections of both household spending and 
business investment have been revised up.

Both the Bank of England and the Office for 
Budget Responsibility, the Government’s fiscal 
watchdog, recently revised up their respective 
2017 GDP forecasts to 2.0%. 

The upward revisions to projections for 2017 
growth are largely attributable to the strength  
of the economy in the second half of 2016.  
In short, the UK started 2017 on a much firmer 
footing than previously expected.

Although the headline growth rate is expected 
to be broadly unchanged this year, the quarterly 

ADAM CHESTER

Head of Economics,  
Commercial Banking
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growth profile is expected to slow as the year 
progresses. Most economists expect this year 
to be more challenging for the consumer.  
At 1.6%, the overall rise in consumer spending 
in 2017 is predicted to be barely half what it was  
in 2016. Rising inflation and a slowdown in the 
pace of jobs growth are projected to pose 
particular headwinds. 

Inflation pressures are clearly building. Since 
last summer, consumer price inflation has risen 
from close to zero to above 2%. It is now above 
the Bank of England's inflation target for the 
first time in over three years. The consensus 
prediction is that inflation will increase further 
to around 3.0% later this year as the effects of 
sterling's depreciation continue to feed 
through. Meanwhile, the unemployment rate  
is forecast to edge back above 5.0%, as the 
economy slows. 

Given the uncertainty created by the UK’s 
decision to withdraw from the EU, most 
forecasters are also expecting investment  
to remain weak this year. In 2016, investment 
spending rose by just 0.7%; economists  
predict it will contract by around 0.4% this year. 
This forecast may be too pessimistic, however, 
since surveys of firms' investment intentions 
have shown signs of improvement in recent 
months (Chart 3). 

To some extent, a slowdown in domestic 
spending is likely to be reflected in a weakening 
in demand for imports. But the big question is 
the extent to which UK companies will respond 
to the competitive boost afforded by the drop 
in sterling – either by increasing exports, or by 
substituting away from higher priced overseas 
production towards local sources of output. 

MONETARY POLICY ON HOLD?

Recent economic developments pose a 
dilemma for the Bank of England. On the one 
hand, the current economic environment  
may argue for a modest rise in interest rates, 
especially with inflation headed higher.  
But, on the other hand, most forecasters are  
still projecting a slowing in growth, implying 
that any increase in inflation might prove 
temporary. On balance, most economists 
expect the Bank of England to keep interest 
rates unchanged at 0.25% both this year and 
next. Judging by the level of money market 
rates, it appears market participants 
generally agree. 

A DELICATE BALANCING ACT

In summary, the UK economy has performed much better than expected since the EU 
referendum, but it is clear that substantial challenges remain. While the upward revisions to  
UK growth forecasts for 2017 reflect the economy’s current resilience, growth forecasts for 
2018 and beyond suggest that some of the expected weakening in the UK economy has 
been pushed further out rather than being completely revised away. 
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What would be the benefits of  
an implementation phase?
The main reason why an implementation  
phase might be warranted is to allow firms and 
the authorities sufficient time to prepare for  
the new trade and regulatory arrangements 
prior to them coming into force. This would 
then minimise any disruption to trade in goods 
or services.

Following the UK’s formal notification to the  
EU of its intention to withdraw from the EU, 
Article 50 of the Lisbon Treaty of the European 
Union provides for a two year period for the UK 
and EU authorities to negotiate a withdrawal 
agreement. If no agreement is concluded within 
two years, the UK’s membership of the EU will 
end automatically, unless the European Council 
and the UK decide jointly to extend the period. 

In addition to the withdrawal agreement, the 
UK government wants to negotiate a new trade 
arrangement with the EU. There is a risk, 
however, that the new trade agreement will  
not be finalised during this two year interval. 

This risk is heightened by the European 
Commission’s position that trade talks should 
only begin when sufficient progress has been 
made on the withdrawal agreement. In 
contrast, the UK Government wants the two 
negotiations to proceed in parallel. 

It is possible, therefore, that either the new 
EU-UK trade agreement will be finalised close 
to the end of the two year Article 50 period or 
that it will not have been finalised prior to the 
UK withdrawing from the EU. In both cases, 
firms and the authorities would only be ready  
if they had correctly anticipated the outcome 
and made contingency plans for such an 
eventuality. Given the complexities involved 
and the potential material costs of adjusting  
to new tariff, non-tariff and customs 
arrangements, it seems likely that some firms 
will not put in place changes ahead of certainty 
about what the new trade arrangements will be. 
Agreement on an implementation phase could, 
therefore, allow sufficient time for firms and the 
authorities to adjust even in the case where a 
trade deal is only finalised shortly before the 
end of the two year period. 

WHICH SECTORS MIGHT HAVE MOST NEED 
OF AN IMPLEMENTATION PHASE? 

Key considerations that are likely to influence 
the need for an implementation phase include: 
any requirements to relocate activities or to 
change legal structures; any requirements  
to renegotiate long-term contracts; any 
requirements to renegotiate complex 
regulatory arrangements (such as oversight  
of nuclear materials); potential disruption to 
integrated EU-wide supply chains; material 
changes in customs-related infrastructure 
arrangements; and any required reductions in 
the numbers of foreign nationals that firms are 
permitted to employ.

Relocation of activities / changes to  
legal structures: 
Any requirements to relocate activities and/or 
any requirements to change the legal structure 
of a firm and seek new local regulatory 
authorisations are likely to take the longest 
time to execute. Such considerations will be 
particularly important for financial services 
firms. But other sectors could also be similarly 

Both the UK Government and the European Commission have said that they are willing to consider the potential merits of an implementation 
phase for any new trade arrangement. This article discusses why a transition period might be agreed. 
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3 See Principal 12 in “The United Kingdom’s exit from and new partnership with the European Union”, Feb 2017.

affected. For example, the packaging of all 
cosmetics products sold in the EU must be 
undertaken at an office located and staffed in 
an EU country. 

Long-term contracts: 
There is uncertainty about how long-term 
contracts that are agreed before the UK’s 
withdrawal from the EU will be treated after  
the UK’s exit. For example, it could become 
more difficult for insurance providers to  
service contracts that were entered into  
before the UK’s withdrawal from the EU. 
Without suitable transitional provisions,  
there may be considerable uncertainty for  
firms and consumers as to the legal standing  
of such contracts. 

Complex regulatory arrangements: 
Alongside withdrawing from the EU, the UK  
will also exit from Euratom, the pan-European 
body that regulates the use of nuclear energy. 
All trading and transportation of nuclear 
materials by EU countries is governed by 
Euratom. If, in the next two years, the UK were 
unable to finalise a new regulatory regime and 
to negotiate relevant international agreements,  
all of the UK’s trade in nuclear materials would 
have to cease unless there were a transition 
arrangement in place.

EU-wide supply chains: 
Many UK firms are part of integrated EU-wide 
supply chains. Material changes in tariff  
rates might require considerable lead times  
to ensure no disruptions to these supply 
chains. Concerns in this area have been 
highlighted, in particular, for the automotive, 
aviation, telecommunications, agriculture  
and food sectors. 

Customs infrastructure: 
It will also take time to implement any material 
changes in infrastructure relating to ports, 
airports and logistics companies handling  
the UK’s goods exports and imports. For 
example, the current facilities at Dover have no 
room to accommodate a material increase in 
customs checks for the 2.6 million lorries that 
pass through Dover every year.

Employment of EU27 nationals: 
Firms in all sectors will need time to adjust  
their staffing and recruitment policies to 

WHAT FORM MIGHT ANY 
IMPLEMENTATION PHASE TAKE ?

The optimum length of the 
implementation phase will depend on  
the extent of the changes to the trade 
arrangements, with greater changes 
taking longer to adjust to. Financial 
services firms are typically calling for a 
two-year phase-in period. Whereas,  
some firms in the wine and cosmetics 
sectors are arguing for a three to four  
year transition period.

The BBA has called for the following 
elements to be included within an  
implementation phase:

• It should cover both new and  
existing businesses and new and 
existing activities

• Contracts entered into prior to  
and during the transition period should 
remain valid and enforceable beyond 
the conclusion of the transition period

•  It should include a dispute  
resolution mechanism.

The EU27 has said that any transitional 
agreement must be clearly defined, 
limited in time (the European Parliament 
says not exceeding three years), and 
subject to effective enforcement 
mechanisms including application of EU 
enforcement instruments and structures, 
e.g. the Court of Justice of the EU (CJEU). 
Whereas, it is envisaged under the UK 
Government's draft Great Repeal Bill that 
the legal supremacy of the CJEU within 
the UK will end as soon as the UK exits the 
EU. Prime Minister May has recently 
suggested that free movement of EU 
citizens to the UK might continue during 
an implementation phase.

comply with any changes that might be  
made to the UK’s rules covering the hiring  
of EU27 nationals. 

HAVE TRANSITIONAL ARRANGEMENTS BEEN 
USED IN OTHER TRADE AGREEMENTS?

Implementation phases have been a common 
feature of previous trade deals and regulatory 
changes. Two examples of transitional phase-in 
agreements include:

• The World Trade Organisation’s 
Uruguay Round was concluded in 1994 
but most tariff reductions did not have 
to be implemented until the year 2000.

• Within the EU, the Solvency II 
regulatory framework for insurance 
was finalised in October 2014 but did 
not come into legal effect until January 
2016. Furthermore, it included a 
10-year phase-in period for the new 
composition of capital requirements.

WHAT VIEWS HAVE BEEN EXPRESSED ON THE 
MERITS OF AN IMPLEMENTATION PHASE?

Both the UK and EU authorities have stated 
their willingness to consider a transition 
arrangement. In its White Paper, the UK 
Government said “... we believe a phased 
process for implementation... will be in our 
mutual interest” 3. And, Michel Barnier, the 
European Commission’s top negotiator for  
the UK’s exit from the EU, has said there  
would be “some use in a transitional period”. 

Within the UK, the Bank of England, the  
Financial Conduct Authority and various trade 
associations including the Confederation of 
British Industry (CBI), the British Chambers of 
Commerce (BCC), the Institute of Directors 
(IoD), the British Banking Association (BBA) 
and the Financial Markets Law Committee 
(FMLC) have all called for a transition 
arrangement to be agreed.

Both the UK and EU authorities  
have stated their willingness to consider  

a transition arrangement
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Following the UK’s decision to withdraw 
from the EU, companies are still waiting to 
understand the terms by which they will be 
able to trade with their clients overseas. 
Adrian Walker, Head of Global Transaction 
Banking at Lloyds Banking Group, considers 
the road ahead and some of the key trade 
issues that British businesses should have 
in mind.

As highlighted earlier in this publication, the 
British Government has invoked Article 50 of 
the Lisbon Treaty, thereby starting a complex 
two year negotiation process. For British 
businesses, probably the most important 
consideration is what the future trading 
relationship will look like between the UK and 
Europe (our biggest trading partner) and also 
between the UK and the rest of the world. 
Today, the UK enjoys tariff-free and customs-
free access across the other 27 EU member 
states, benefitting from a common legal and 
regulatory framework, short transport times 
and access to a large pool of labour. But with 
Europe firmly indicating that sufficient progress 
on the UK’s withdrawal agreement must be 
made before any trade-related negotiations 
can begin, the uncertainty surrounding the EU 
Referendum has, if anything, increased.

Benedict Brogan’s article discusses how 
Britain’s snap election in June, France’s 
Presidential Election this May, and Germany’s 
upcoming election in September could have 
significant impacts on the EU-UK negotiations, 
depending on which parties gain power. Across 
the Atlantic, a new US Government is publicly 
putting US interests first, leaving the prospect 
of completing an EU-US Free Trade Agreement 
(FTA) a secondary consideration. Furthermore, 
the US recently stated that the EU will be 
prioritised ahead of the UK for any FTA 
negotiations.

For all this uncertainty, however, Adam 
Chester’s article illustrates that the UK 
continues to outperform expectations. Our 
newly-launched Working Capital index1 
identifies that manufacturers experienced the 
fastest build-up of inventory in 6-years through 
the last quarter of 2016, reflecting ongoing 
opportunity in the face of sterling’s 
depreciation. But will the nation continue to 
outperform in the face of FTA negotiations? 
What would happen to key industries if the UK 
and EU authorities failed to agree a new trade 
deal in the next two years and, instead, we were 
forced to revert to existing World Trade 
Organisation (WTO) Agreements?

Chart 4 – AVERAGE APPLIED EU MOST FAVOURED NATION (MFN) TARIFFS BY PRODUCT CATEGORISATION

ADRIAN WALKER

Managing Director 
Head of Global Transaction Banking

Source: WTO (2015)

1 Lloyds Bank Working Capital Index April 2017
2 Based on HMRC’s Dispatch/Export data for EU and World for 2015 by 

HS2 code, and WTO’s breakdown of EU average tariff by product group
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import tariff. At current trade levels, the imposition 
of such a tariff on UK agricultural exports to the EU 
would represent a potential total cost of £2.3bn 
per annum (Chart 5). Dairy products, in isolation, 
attract a substantial 35% tariff (Chart 4). For Britain, 
with 61% of agricultural exports going to the EU, 
this is certainly one area where securing of an FTA 
will be very important. Other industries that could 
be adversely impacted are Transport, Aerospace 
and Defence which, under the EU’s current MFN 
tariff rates, would attract an estimated total tariff 
cost of some £1bn per annum.2

Another important consideration is that many 
British and EU27 companies have extensive 
supply chains across Europe. Reflecting this, if 
the EU and UK were to fail to agree a trade deal, 
the imposition of higher tariffs on certain 
industries could have a detrimental impact on 
profitability linked to higher costs for 
component parts and input services. The 
current weakness of sterling against the euro 
adds additional complexity.

Whilst important for profitability and cash flows, 
tariffs are often considered one of the smaller 
barriers to trade that companies face; so-called 
‘technical barriers’ often cause the most 
material problems. Technical barriers can be 
wide-ranging (see Table). Increasingly, such 

61% 
export to EU

59% 
export to EU

43% 
export to EU

45% 
export to EU

weighted average tariff
17.6%

potential total tariff
£2.3bn

weighted average tariff
3.4%

potential total tariff
£1.5bn

weighted average tariff
1.9%

potential total tariff
£0.7bn

weighted average tariff
4.3%

potential total tariff
£1.0bn

THE FUTURE TRADING RELATIONSHIP  
WITH EUROPE

Negotiating FTAs is a complex and often lengthy 
process that needs to consider the differing 
economic priorities of each nation. Whilst EU 
member states benefit from zero tariffs when 
trading with each other, so-called ‘third countries’ 
outside the EU must trade with the bloc under WTO 
Most Favoured Nation (MFN) arrangements. 
These third countries face a variety of EU import 
tariffs (see Chart 4). These tariffs are paid by the 
European importer, and directly impact 
competitiveness and profit margins. Unless the UK 
can secure an FTA with Europe in the next two 
years, or negotiate a transition period, British 
companies will soon be facing the prospect of 
trading with the EU on this WTO MFN basis.

The risk of trading with EU27 countries under 
MFN tariffs needs careful consideration even 
now, especially when companies sign up to 
longer-term supply contracts. Will the contract a 
company has negotiated today still be profitable 
or viable in two years’ time? Would there be a 
detrimental impact on working capital if margins 
were eroded by e.g. 5%, 10% or even 20%?

One of the most protected industries in Europe is 
agriculture, attracting a 17.6% weighted average 

technical barriers have been the focus of 
attention in trade negotiations.

LIST OF TECHNICAL BARRIERS TO TRADE

• Embargoes or sanctions
• Product / production / packaging 

specifications
• Customs procedures / shipping regulations
• Documentation requirements
• Time taken for goods to reach 

their destination
• Import/export licenses
• Sourcing requirements that favour 

domestic supply
• Legal uncertainty
• Industry specific regulation
• Corrupt practices at destination
• Uncertainty regarding quality of 

trade counterparties
• Language / cultural barriers
• Exchange rate uncertainty
• Economic viability given costs of 

above considerations
• Transparency/ease of access of 

relevant information

Potential total tariffs are calculated from aggregated data, so are provided for illustrative purposes only. Source: based on HMRC Dispatch / Export data (2016), and the WTO average applied MFN tariff data (2015)

Agricultural  
Products

Metals, Ores  
and Machinery

Chemicals  
and Fuels

Transport, Aerospace  
and Defense

UK Exports to Non-EU nations UK Exports to EU

Chart 5 – POTENTIAL TARIFF AMOUNT FOR UK EXPORTS TO THE EU IN THE EVENT OF MFN TARIFFS
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For UK companies trading with Europe today, 
however, such technical barriers are very low 
given the shared regulatory framework, 
commonly agreed technical standards, close 
proximity, transparency and long trading history. 
The good news is that technical barriers should 
continue to stay low, but UK companies looking to 
trade outside of the EU today, and in the future, 
must give these elements due consideration.

So, how likely is it that the UK can complete an 
FTA negotiation with the EU within the next two 
years? On the face of it, the negotiation process 
should be relatively straightforward, at least 
when considered against other FTAs completed 
in recent years, for three reasons: first, the UK 
and EU27 start from a position of zero tariffs for 
their trade with each other; second, the UK and 
EU27 already enjoy a common regulatory 
framework, which is likely to remain unchanged 
for quite some time (due to the complexity for 
the UK of creating a whole new regulatory 
framework from scratch); and third, there is 
political will on both sides to reach an 
agreement. These three elements will be 
important ingredients in the negotiation. 
Counterbalancing this is the ongoing 
geopolitical uncertainty across the EU - once 
the British, French, and German elections are 
completed, will there remain the same political 
will on both sides to complete a deal?

FORGING FTAs OUTSIDE OF THE EU

The EU has successfully negotiated a number 
of FTAs in the past, most recently completing a 
multi-year negotiation with Canada under the 
Canada-EU Comprehensive Economic and 
Trade Agreement (CETA). The majority of these 
FTAs, however, do not align with Britain’s main 
export markets (with the exception of Canada). 
Consequently, British exporters currently trade 
with most non-EU countries under the EU’s 
MFN tariff rates (Chart 9), and some of these 
countries are large trade partners for the UK. 
The US alone attracted some 15% of UK exports 
in 2015. Unlocking such markets with a 
UK-specific FTA could provide a significant 
boost to the economy as both tariff and 
non-tariff barriers are removed or reduced.

The ability for Britain to agree bilateral FTAs with 
non-EU countries will be important in helping to 
minimise the costs associated with any 
downside risk of losing EU Single Market Access. 
Markets such as the US and China are naturally 
of interest, due to their current large share of UK 
exports (Chart 8) and sheer size and scale. 
Another strong area of interest should be 
Commonwealth countries. The Commonwealth 
accounts for some 16% of world GDP, which is 
only slightly smaller than the EU at 19% of world 
GDP. Despite this, UK exports to Commonwealth 
countries were only £25bn in 2016 versus 

£144bn of exports to the EU. And with the first 
ever Commonwealth Trade meeting having 
taken place in March, the British Government 
certainly anticipates strong future opportunity.

Britain is, understandably, hopeful that it will be 
able to quickly finalise trade agreements with 
key target countries. Taking forward trade 
negotiations bilaterally, rather than as part of a 
wider bloc, should reduce complexity, since 
when negotiating with a bloc there are many 
different economies to consider, all with their 
own unique characteristics and needs. For 
example, Germany is renowned worldwide for 
its cars, and France for its agricultural products 
– does this tally with the needs of Belgium and 
Poland, however? The time taken to negotiate 
bilateral trade agreements has typically been 
shorter than the time it has taken the EU to 
finalise trade deals (see Charts 6 and 7).

A good example of what can be achieved on a 
bilateral basis is the US and China, who 
managed to agree an FTA in 35months. If 
Britain can secure a transitional 
implementation phase agreement with the EU, 
thus enabling continued access to the Single 
Market for an extra period of time, then 
negotiation of FTAs with some major third 
country economies might be achievable before 
the end of the EU-UK transition period. The 
issue that will be encountered with increasing 
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Source: Overview of FTA and other trade negotiations, European Commission, Feb 2017 Sources: The Asia Regional Integration Centre; and The Peterson Institute for International Economics (US Data)

94 months 44 months
Signed by commission 
in 2016, could enter into 
force in 2017.

since negotiating directive 
obtained. Talks currently 
on hold.

Canada USA

51 months 40 months
of negotiations. Aiming to 
conclude in early 2017.

of negotiations, Investment 
Agreement, not FTA.

Japan China

84 months 118 months
of negotiations 
(excluding a 3 year 
break). No deal in place.

of negotiations with ASEAN and 
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Chart 7 – TIME TO AGREE BILATERAL FREE TRADE AGREEMENTS

Chart shows average times taken for the respective countries to 
agree bilateral free trade agreements. For the US, figures taken 
from research by Peterson Institute for International Economics. 
For all other countries shown,  figures calculated from data from 
the Asia Regional Integration Center. 

Chart 6 – TIME TAKEN TO AGREE A TRADE DEAL WITH THE EU
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Chart 8 – UK EXPORTS AND IMPORTS OF GOODS TO/FROM SELECTED COUNTRIES IN 2016

frequency is the priority that other nations 
afford to the UK. Negotiating with a bloc is 
often more attractive for large trading nations, 
since the expected benefits of the agreement 
are likely to be greater. The US Government’s 
prioritisation of the EU over the UK is a stark 
reminder of this.

THE FOUR PILLARS OF FOCUS

For British companies, whatever the world will 
look like over the next few years, there are steps 
that can be taken to limit downside risk and 
take advantage of the current and future 
market conditions. These steps can be defined 
across 4 key pillars:

1. Focus on productivity – Britain lags behind 
other developed economies such as the US, 
Korea, Canada and Germany in terms of 
productivity. If tariffs do start to erode 
profits, increased productivity will ultimately 
lead to a lower cost base, helping 
companies manage the tariff impact and 
continue to provide competitive pricing. 
With access to labour a real concern, 
especially in the service and construction 
industries, companies should consider how 
they can drive productivity via automation/
new production technologies. With interest 
rates at an all-time low, now is a good time 
to invest for the future.

2. Working Capital – companies that have 
strong working capital positions will be 
better able to weather whatever challenges 
the future might bring. There are many 
ways to unlock working capital, including via 
payment terms renegotiation, stronger 
credit control, and bank financing. A 
focused investigation into bottle necks and 
solutions can also often yield material 
improvements. Our newly-launched 
Working Capital index shows that across UK 
firms there is at least £498bn of cash that is 
currently tied up in excess working capital.



Trading Partner Average applied MFN Tariff

Hong Kong 0.0%

United States 3.5%

Canada 4.2%

Japan 4.2%

United Arab Emirates 4.7%

Switzerland * 6.7%

China 9.6%

Turkey * 10.7%

South Korea * 13.3%

India 13.5%

* Currently covered under an FTA negotiated with the EU

Chart 9 – AVERAGE MFN TARIFF RATES APPLIED BY UK'S TOP 10 NON-EEA EXPORT MARKETS

Source: WTO (2015)

3. Be risk aware – a financial loss can have a 
huge impact on cash flow. Greater 
macroeconomic uncertainty could lead to 
greater client payment delays or failures. It 
is therefore important that firms have a 
resilient risk management strategy in place, 
especially when starting to look at markets 
outside of the EU. Companies should be 
considering the full range of risk mitigation 
techniques, from Letters of Credit and 
Guarantees, through to Credit Insurance 
and UK Export Finance.

4. Trade with the world, not just the EU – 
regardless of how the upcoming EU 
negotiations play out, companies should  
be looking to take advantage of sterling’s 
depreciation by identifying new markets 
 for their products and services. This will 
help minimise the impact of any future loss 
of access to FTAs or possible slowdown of 
growth. New markets deliver new ways  
of doing business and so, as noted above, 
companies should ensure that risk 
management and working capital is  
front of mind.

HOW LLOYDS CAN HELP

Finding new markets, new counterparties,  
and understanding and mitigating risk can be  
a daunting task even for seasoned exporters. 
To support companies in making the right 
decisions, Lloyds has developed a number of tools 
that can help them gain valuable insight and 
information. Our new International Trade Portal, 
in partnership with the Department for 
International Trade, enables clients to undertake 
in-depth examination of potential target markets 
and identify new buyer and supplier 
relationships. Our Trade Tool then helps these 
same clients understand the range of solutions 
available to them to manage risk and unlock vital 
working capital. Through these tools, and our 
expert relationship teams, we continue to 
support clients of all sizes and needs in our 
mission to help Britain prosper globally.
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On 29 March, the UK government formally triggered the Article 50 process for 
the UK’s withdrawal from the EU. Reflecting this, the authorities now have 
two years to negotiate a withdrawal agreement as well as a new EU-UK trade 
arrangement. The actual amount of time available to reach agreement on 
these two elements will actually be much less than two years.

The UK government has set out 12 principles which will guide its approach 
towards negotiating a new partnership with the European Union.  
The government will not be seeking membership of the Single Market, 
but will pursue instead a new strategic partnership with the EU, including 
a comprehensive Free Trade Agreement and a new customs agreement. 

There are a very large number of issues that will need to be agreed in  
the negotiations. The UK government is confident that a deal will be 
reached within the two-year window. However, around 20% of global 
corporates responding to a recent Lloyds survey were not confident  
that an agreement would be reached.

There remains a high degree of uncertainty as to what will be the 
outcome of the EU-UK negotiations. Nevertheless, some firms are  
already starting to plan for potential outcomes. How the economy  
evolves this year, next year and beyond will be partly dependent on  
the type of EU-exit deal that companies expect to be achieved,  
since this will affect their investment and employment decisions.

Lloyds Banking Group’s primary objective continues to be our 
commitment to Helping Britain Prosper. The purpose of this report  
is to provide you with objective and practical information that will help  
to advance your understanding of the issues and how they might  
impact your firm.

We welcome your thoughts and questions on the issues covered in this 
report. In the first instance, please contact your Relationship Manager. 
We look forward to receiving your feedback. 
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Author entity Author category Title / Link Date published

British Chamber of 
Commerce

Trade body Business Brexit Priorities Feb-17

Confederation of 
British Industry

Trade body CBI response to Treasury Select Committee’s inquiry Feb-17

HM Government UK Government The United Kingdom’s exit from and new partnership
with the European Union

Feb-17

Institute of Directors Trade body Navigating Brexit: Priorities for business, options  
for government

Feb-17

Breugel Think Tank The UK’s Brexit bill: could EU assets partially offset 
liabilities?

Feb-17

Brexit and the European financial system Feb-17

Secretariart of the 
European Council

European Council Draft guidelines following the United Kingdom's
notification under Article 50 TEU

March-17

Institute for 
Government

Think Tank Legislating Brexit: The Great Repeal Bill and the  
wider legislative challenge

March-17

House of Commons 
Foreign Affairs 
Committee

Parliamentary Committee Article 50 negotiations: Implications of ‘no deal’ March-17

European Parliament European Parliament European Parliament resolution on negotiations with 
the United Kingdom following its notification that it 
intends to withdraw from the European Union

April-17

The bibliography below provides you with additional information 
sources on the potential implications of the UK’s withdrawal from  
the EU. We have tried to include an objective balance of the 
information that has been published in the first quarter of 2017; 
additional references to assessments that were published in  

2016 are set out in the bibliographies of our previous briefing notes on 
the future of the UK and Europe. The views expressed in the material 
below are those of the authors only – Lloyds Banking Group does not 
endorse the views of any third parties.

The Future of the UK and Europe – Bibliography
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Please contact us if you would like this information in an alternative format such as 
Braille, large print or audio.
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