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Introduction
The value of trade between the EU and the UK is near £360 million. In 2015, the UK exported 47% of goods to the EU, while importing 54% of goods from the EU. In addition to this, exports of goods, over the last 10 years, from the UK to the EU rose by 9.2% (2005 – £123 billion; 2015 - £134.4 billion).
Hard Brexit – this is where the UK will leave the single market and instead form a customs union with the EU. A very hard Brexit – the UK leaves with no agreements in place at all with the EU. However, the UK will have more freedom to do trade deals with non-EU countries.
Soft Brexit - the UK leaves the EU but remains in the EU customs union. Customs union would mean that there would be no duty, traffic and limited border checks. Being part of the customs union means the UK will still have to comply with EU regulations. This route will mean that the UK doing business with non-EU members will be difficult.
This essay will look at the effect of Brexit on the supply and logistics sector and explore the potential solutions a company can explore to negate the effects of Brexit and how they can exploit Brexit for opportunities.
Effect of Brexit
Quiney in collaboration with Development Economics and Census wide produced a report that looked into what a disorderly Brexit could cost the UK’s logistics sector. The report suggests that the sector could see a £6.7 billion reduction in economic output. The report also included ONS data and a survey from blue-collar workers.
The report highlights the significance of blue-collar workers to the UKs economy, as a disorderly Brexit will severely impact the jobs of these works and then the economy.
The study found that under an agreed Brexit plan, economic output for this sector could be £9.8 bn per year by 2024, however, if Brexit continues as it is, then the output would be £3.1 bn, which is a 68% reduction or £6.7 bn loss per year.
This decrease would mostly emanate from a lack of workers for the logistic workers (such as drivers, packers and warehouse workers), mostly due to uncertainty around immigration policies. Such policies and a disorderly Brexit will mostly likely (at a high probability) affect London, the East of England and the South East, as these areas will see the greatest decreases in able workers and thus affecting economic output.
It was reported that, post-Brexit, 16% of the logistics industry has no contingency plan to account for the loss of these workers. As such, logistic operators should look to new pathways to entice and retain workers.
Thirty eight percent of logistics employers have issues with recruiting manual workers and 44% have advised that there is great difficulty with retaining such workers, due to unsociable hours, low pay, and a lack of progression.
Trade
The UK exports 47% goods to the EU and the outcome of a bad Brexit bodes a significant impact on the UKs economy. This is due to reduced trade with the EU, as such, this may lead to a decrease demand in road haulage. This doesn’t necessarily mean that there will be a reduction in exports as correlation does not lead to causation, as new trade agreements may be reached with other countries outside of the EU. However, the trade routes may not be as established as they were with
the EU (Gough and Fassam 2015). Driver shortage
Continuing from border controls, should the UK not be part of the EEA then this may lead to a reduction in the amount of EU workers being employed in UK companies.
EU citizen would be more familiar with various routes in EU members states, therefore the knowledge they have is valuable. However, a solution to this could be to invest in employing and training UK citizen via schemes like the Trailblazer apprenticeship programme.
Costs
The possibility of Brexit causing an increase in operating costs for the logistics sector is high. The tariffs that may be set by the EU would raise the price for exporters and thus, such an increase would be passed onto third-party transport providers. This will lead to operating efficiency and thus affecting hauliers’ margins.
We should also consider the cost of fuel, as a weakened pound due to Brexit would lead to increased fuel process, which would then affect logistical operating costs. Although, the reality is, is that the fuel prices are mostly governed by global oil prices and VAT imposed by the UK government (most likely an austerity measure would be put in place, with the illusion that this will help the UK economy recover).
Border controls
The exiting of EU will lead to stricter border controls in both directions. Again, exporting may remain the same but the efficiency to export will decrease due to these border controls. However, should the UK be able to enter negotiations and obtain agreement with the European Free Trade Area and remain in the European Economic Area (EEA), then the rules governing goods and people will remain unaffected (Flexport).
Although it should be noted that EU imported goods have not had the requirement for inspection at the UK border, as inspect is reserved for non-EU goods. Declaration could rise by five-fold, from 50 million to 250 million, once EU goods are added into non-EU.
The currently movement means that minimal information (such as passports and boarding) are required to clear entry into the UK, thus keeping waiting times low. However, a no deal Brexit would lead to longer waiting times as the requirement for clearing entry would be more thorough.
This scenario will not only affect the UK but also EU countries. For instance, when a strike was occurring in France in 2015, 7,000 lorries were parked on the M20 in Kent in 2015. The result of this strike led to an estimated loss of £21 million worth of stock and the Kent economy losing £1.5 million per day as the French strike was going on (Independent 2015).
What can businesses do?
A review should be undertaken, not only by logistics specialist but every business, in terms of operations, identifying new suppliers and changing contracts (or renegotiating existing ones). Business should also look to do risk and cost-benefit analysis as well as piloting new avenues and assessing those results (Gravier and Farris 2008).
In the event of Brexit, the EU would require additional documentations for goods. For instance, if the health industry in the UK was looking to import medical products then there would be a requirement
for the importer to be in possession of a manufacturing authorisation (MIA), GMP (Good Manufacturing Practices) and GDP (Good Distribution Practices) certification.
The EU may also look to implement trade limitations such as import licensing and minimum price requirements. They may also look to carry out physical inspection of goods being imported from the UK at ports, airports, land borders or other locations.
Early implementation for a plan for Brexit may seem less attractive due to uncertainty, however not having a plan in place would lead to the business being hit with unforeseen circumstances or expenses.
A business should undertake a SWOT analysis, starting with the worst scenario of hard Brexit and hard border.
Risks should be identified and how they can be mitigated, managed, prioritised and required resources.
Opportunities should also be considered. Such as alternative markets, new suppliers, new products and services.
A business should then identify it’s most important customers and suppliers – identifying the most valuable supply chain contracts will help with this. However, the one’s with the biggest contract doesn’t necessarily mean better. The smaller contracts would look or would have already developed strategic plans for Brexit as they have the most to lose and would need to attract customers. The contracts should then be categorized as UK and EU, UK and non-EU, and UK only. This will help with risk analysis (Topham 2014).
This contract analysis should also consider exchange rate risk. The exchange rate for the sterling has been volatile since the referendum and this volatility will continue for some time, especially with delays to whether Brexit will be hard or soft.
Building on this, it’s probably best to seek out suppliers and logistics services that already have plans in place and see if they can be integrated into the businesses current modus operandi.
A business should also consider financial implications: any increased costs? Tariff costs? Losses from existing markets? Cash flow issues in relation to VAT and custom duties? Does it have liquidity available to cover unexpected expenses/costs.
Time to market impact - this is key to a business success in terms of competitiveness. Does the business trade perishable items or time sensitive goods? Are raw materials a requirement? Is there a requirement to hold greater number of products and this additional storage, such as warehouses? What legislation from the EU might affect the product/service?
What training is required to help and support staff with the outcome of Brexit? Would they require specific training in understanding the new rules and regulations from the EU.
A business would also need to consider the IT requirements. Such as tracking devices for vehicles as well as systems capable of handling changes to tariff, customs and other administrative procedures post-Brexit. Will all these requirements be able to be carried out online?
Post Brexit will the land bridge still be a viable option for a company to utilise. A business should consider if sea or air is cheaper and faster.
Businesses should also keep an eye out for government grants and incentives that may look to replace currently funded schemes by the EU (such as the European Investment Fund and European Investment
Bank). The UK government may have plans to stimulate some parts of this sector, but which sector remains to be seen.
There are various other trade models that the UK could exploit, should they leave the EU. Such as:
Norway – enacts all EU regulation and rules, thus allowing it to have full access to the single market and contributes to the EU budget.
Switzerland – like Norway, pays into EU budget and implements most of the EU rules. However, Switzerland has a bilateral trade agreement, which means governments of two countries can agree to exchange certain services or products without having to use hard currency in the transaction.
Turkey participates in the Customs Union with the EU (since 1995), in which Turkey complies with EU industrial standards.
Canada is negotiating a bi-lateral agreement with the EU & Russia is working with the EU to enter an agreement based on World Trade Organization rules (From FTA website).
Conclusion
In conclusion, pre-Brexit, the EU and UK had agreements that allowed free movement of labour, goods, services and capital. It is clear that the trade the UK had with the EU was of immense value - near £360 million. And evidence has shown that the value of exporting goods from the UK to the EU has increased exponentially over the past few years. However, there are justifiable fears that a poorly handled Brexit would lead to poor economic outcome for the UK and may bring logistic and supply operations to a halt. The UK may look to explore trade deals like that of Norway, Canada and Turkey, with the EU.
However, businesses that prepare well before any outcome for Brexit and having model scenarios that may be brought about by Brexit, will allow a business to capitalise on this and flourish.
Overall, the logistic and supply chain sector will clearly be impacted the most, as such, these sectors would benefit the most from early planning, renegotiation of contracts and developing models for various scenarios. Companies that build transparent relationships with their suppliers and logistics and invest in technological advantages, will be at the forefront in their respective markets and may even be able to develop a niche market that helps them obtain large margins with a low expense ratio.
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