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“It is clear that only the combination of the customs union and the rules of the internal market 

allow this free, ‘frictionless’ trade between our States.” 

- Michel Barnier, 6 July 2017 

 

“The EU will remain our largest trading partner and our nearest neighbours, and it would be 

madness not to seek to have the closest possible arrangement with them going forward.” 

- Philip Hammond, 6 July 2017 

 

The Government must work with industry to pursue a more 

ambitious trading agreement with EU than any yet proposed.  

 

£1.5bn 
 

potential added admin costs 

for ADS sectors from new  

UK-EU customs processes  

 

74% 
 

Of ADS members think 

It is important to have  

a transition deal 

 

 

180,000 
 

UK companies will engage 

with customs system for first 

time post-Brexit 

 

 

44% 
 

of ADS members think they 

have the right IT systems for 

post-Brexit EU trade 

 

£250mn 
 

Daily cost to UK economy 

from the delays at French 

customs which caused 

‘Operation Stack’ 

 

 

4 years 
 

Transition time for UK 

companies to prepare for the  

Union Customs Code 
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Executive Summary 
 

The UK’s Aerospace Defence, Security and Space sectors operate pan-European, deeply integrated 

supply chains with just-in-time processes.  

Any additional administrative costs or delays, however small, in their supply chains, in delivering 

services or sending goods to customers would have significant commercial costs for UK companies. 

With the value of exports to the EU from our sectors worth around £10bn per year, UK membership of 

the EU – including the Single Market and the Customs Union – reduces delays in moving goods 

throughout Europe. 

 

Increased friction in deeply integrated pan-European supply chains such as the sectors ADS 

represents, will inevitably add costs to UK businesses trying to compete globally.  

The UK’s complex, modern economy and deep economic and regulatory integration with the rest of 

the EU suggests that none of the off-the-shelf models for a future trading relationship with the EU 

would meet the needs of ADS’ sectors.  

Recommendations for a new UK-EU Trading Relationship: 

 

1. Maintain the UK’s status as a Member State through the transition. Maintaining the UK’s 

status as an EU Member State is the only way to avoid any cliff edges through the transition. 

Industry and customs authorities on both sides need time to adjust to any new relationship, with 

HMRC suggesting it could need 5-7 years to prepare for a new customs arrangement 

 

2. The border should be about flow, not control. Introducing customs compliance and security 

checks at the UK border would add significant costs and delays. New IT systems can help solve 

this problem, but are not a silver bullet solution. 

 

3. Avoid regulatory divergence with the EU. UK companies would not benefit if the UK and EU 

agreed to eliminate customs duties and checks only to pursue divergent regulatory regimes that 

prevented frictionless movement of goods. 

 

4. Build on existing customs regimes and agreements. In order to minimise disruptions, the UK’s 

customs regime should be based on the Union Customs Code and retain agreements such as the 

Common Transit Convention and Community Road Haulage Licences. 

 

5. The Government should work with Industry to develop the wider trading arrangements that 

sit around its “Highly Streamlined Customs Arrangement Option” in order to create concrete 

proposals to discuss with the EU in the second phase of negotiations. 

o Option 1 – Leaving on ‘WTO terms’. Leaving the EU without a deal would see UK lorries 

queuing at the border and unable to delivery in the EU, causing significant disruption for 

companies operating just-in-time processes. Aircraft would be unable to fly to the EU or 

repaired in the UK, affecting passenger safety. 

 

o Option 2 – UK’s proposal for ‘A highly streamlined customs arrangement’. This 

option provides a good starting point, but is incomplete as it does not cover rules of origin, 

regulatory compliance checks or road haulage licences. 

 

o Option 3 – UK’s proposal for ‘A Customs Partnership Model’. While companies like 

the fact this model would create customs-free trade with the EU, it will likely prove overly 

complex for it to be a viable option.  
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1. Introduction 

 
Negotiations for the UK to leave the European Union (EU) began on 19

th
 June 2017. The first phase 

of discussions focused on withdrawal issues, specifically the UK’s financial obligations, citizens’ rights 

and ‘other separation issues’, such as the Irish Border. The second phase of discussions, expected to 

start as early as October or November later this year, would then focus on the potential future 

relationship between the EU and the UK.  

 

The phasing of the discussion is deliberate. Sending the Article 50 notification letter started a clock 

ticking on the UK’s exit. Absent any agreement to the contrary, the UK will no longer be a member 

state of the European Union at 23.00 on 29
th
 March, 2019.

1
 

 

In discussing withdrawal issues first, the intention is to address the myriad of complexities that will 

arise once the switch is flipped on the UK’s membership of the EU. These sensitive issues include 

regulating the movement of nuclear material, implications for the Irish land border and the post-Brexit 

handling of personal data transferred prior to Brexit.  

 

Domestically, the UK is similarly engaged in the legislative process of trying to  ensure legal continuity 

from Day 1 of a post-Brexit landscape. This includes the EU Withdrawal Bill, which repeals the 1972 

European Communities Act (ECA) and seeks to transfer the Union ‘acquis’ into UK law, as well as the 

planned Customs Bill, Trade Bill, International Sanctions Bill and Immigration Bill.  

 

In the second phase the EU has indicated that it expects the UK to table proposals on the UK’s future 

relationship with the EU. Through a series of ‘Future Partnership Papers’ the UK Government is 

beginning to set out its preferred model of Brexit and is beginning to make political decisions about 

potential trade-offs. Underpinning these positions are four key redlines set out in the Prime Minister’s 

January 2017 Lancaster House Speech:  

 

1. Discretionary control of immigration. The ability to control who comes into the UK from the 

EU, will mean leaving the EU Single market, which governs the free movement of goods, 

services, capital and people.  

2. The ability to negotiate our own trade deals. Only by leaving the Customs Union will the 

UK have the ability to negotiate trade deals with third countries.
2
  

3. Discretionary control over law-making. Not only does this red line mean leaving the EU, it 

has also meant no ‘direct jurisdiction’ from the European Court of Justice (ECJ).  

4. No compulsory contributions to the EU budget. While the Government has indicated a 

willingness to ‘pay-to-play’ in specific EU programmes, it does not want to make any 

compulsory contributions to the EU budget.  

 

Taken together, these redlines mean the UK will ultimately leave the Single Market and the Customs 

Union, without saying what relationship the UK will have with the EU instead.  

 

 

  

                                                           
1
 The EU has indicated that the two-year clock ends at midnight, Brussels time on 30th March 2019.  

2
 The European Union provides that, through the Common Commercial Policy, the EU has exclusive competence 

to negotiate trade agreements with third countries. 
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2. The border should be about flow, not control 
 

The UK’s Aerospace Defence, Security and Space sectors operate pan-European, deeply integrated 

supply chains with just-in-time processes. Any additional administrative costs or delays, however 

small, in their supply chains, in delivering services or sending goods to customers would have 

significant commercial costs for UK companies.  

 

Yet the EU’s lead negotiator, Michel Barnier has made clear that “only the combination of the internal 

market and the customs union” guarantees free and frictionless trade.
3
 Given the UK’s red lines imply 

that the UK will leave both the Single Market and the Customs Union in the long term, Brexit will mean 

friction is likely in the form of added costs and delays at the UK-EU border. Minimising these costs of 

border checks will be critical to our sectors’ global competiveness.  

 

Post-Brexit, therefore, the UK-EU border needs to be about flow of goods, not control.  

 

Nature of the UK Industry 

 

For ADS members, the ease of trade between customers and suppliers across Europe is vital. The 

complex nature of the integrated European supply chain in which our sectors operate, means that 

many parts or components can be originally produced in one nation, exported to the UK for sub-

assembly, and then sent to another EU member state for final product assembly.  

 

With the value of exports to the EU from our sectors worth around £10bn per year, UK membership of 

the EU reduces delays in moving goods throughout Europe, and is assisted by regulatory alignment. 

 

Because the UK is embedded in the EU supply chain for existing programmes, leaving the EU 

Customs Union and the Single Market will have both short-term and long-term impacts on industry. 

For example, if investment decisions on new programmes of work are made elsewhere in Europe, 

with EU Original Equipment Manufacturers (OEMs) allocating work and supply chain contracts within 

the EU, the UK’s unique value proposition and future competitiveness will be impacted. 

 

Global competition is increasingly intense; with UK industry facing challenges from many highly-

productive and lower-cost overseas competitors. Price pressures in civil aerospace in particular, flow 

from airlines to aircraft OEMs and down the supply chain, sometimes deterring productive investment. 

Airframe manufacturers must continually assess the price of systems and components and consider 

putting projects out for new bidding rounds. This in turn makes the supply chain cautious about long-

term commitments to new technologies, training, plant and equipment, in case work is re-sourced 

before an adequate return can be realised.  

 

Maintenance, repair and overhaul (MRO) services provided by companies in the UK operate 

particularly rely on ‘just in time’ processes, meaning any delay or added cost to their operations could 

undermine their competitive edge. 

 

Increased friction in deeply integrated pan-European supply chains such as the sectors ADS 

represents, will inevitably add costs to UK businesses trying to compete globally.  

 

What makes the UK-EU border frictionless now 

 

As a member of the EU Customs Union and the Single Market, the UK currently benefits from the 

removal of customs duties, and limited customs administration and documentation when trading 

                                                           
3
 http://europa.eu/rapid/press-release_SPEECH-17-1922_en.htm 
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goods between the UK and other EU member states. This also includes the removal of indirect taxes, 

significantly reduced ‘rules of origin’ requirements and adherence to quotas, as well as being part of a 

common external tariff applied to goods entering from outside the EU. 

 

Alongside simplified border controls, membership of the EU Customs Union and adherence to the 

Union Customs Code (UCC) also ensures UK companies benefit from the ability to apply for inward 

processing relief (IPR) on raw materials which are imported and used in the manufacture of aircraft 

parts or components. This significantly benefits SMEs operating within the UK supply chain. In some 

instances, the availability of IPR may save up to 80% of all potential duties for business operating in 

ADS’ sectors.  

 

i) Airworthiness & Authorised Release Certificates 

 

In addition, membership of the EU Customs Union ensures the UK is part of an agreement to 

suspend customs duties on imported parts, components and other goods of a kind incorporated in or 

used for civil aircrafts which carry airworthiness certificates. The certificate must be issued by a party 

authorised and recognised by aviation authorities within the Community or in a third country (i.e. the 

US or Canada). The EU is also planning to revise this regulation, making it simpler for companies to 

use general Authorised Release Certificates from a range of recognised non-European aviation 

authorities outside the EU, in order to suspend duties on relevant parts and unfinished components. 

In its current form, the regulation does not apply to single or dual-use military parts and components; 

however the EU are also looking at how this could be extended. 

 

(ii) Authorised Economic Operator (AEO) status 

Another area where the UK benefits from EU customs law is through the Authorised Economic 

Operator (AEO) concept. AEO’s are based on a Customs-to-Business partnership introduced by the 

World Customs Organisation (WCO), but established and granted by national customs authorities. In 

the UK, whilst it is HMRC who will grant AEO’s to UK businesses, they are granted only by following 

the concepts established by the EU and the Union Customs Code.  Traders who voluntarily meet a 

wide range of criteria work in close cooperation with customs authorities to assure the common 

objective of supply chain security and are entitled to enjoy benefits throughout the EU. Currently, the 

UK has 568 AEOs.  

The AEO status granted by one Member State is recognised by the customs authorities in all Member 

States, and alongside a number of countries, including the US, which have set up mutual recognition 

agreements (MRAs). Any economic operator established in the customs territory of the Union who is 

part of the international supply chain and is involved in customs-related operations, may apply for the 

AEO status. AEO benefits can include easier admittance to customs simplifications, fewer physical 

and document-based controls, and improved relations with Customs and other government authorities 

(further information on AEO’s including different types can be found in the Annex to this paper). 

(iii) Road Haulage Licencing regime 

 

With around 10,000 lorries crossing at Dover each day
4
 and 177,000 crossing the Irish border every 

month
5
, road hauliers are vital to keeping goods moving between the UK and the rest of the EU. 

Currently, hauliers with a “Community Licence” are able to operate within all EU States plus Iceland, 

Liechtenstein, Norway and Switzerland.  

 

                                                           
4
 http://uk.businessinsider.com/uk-chamber-of-shipping-ceo-platten-on-brexit-and-eu-border-2017-8 

5
 http://bruegel.org/2017/06/brexit-and-the-future-of-the-irish-border/ 
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Despite being in a customs union with the EU, lorries coming from Turkey require a permit to travel 

through any and each EU country. Turkey has to negotiate bi-monthly quotas for permits bilaterally 

with each EU country. If a quota for a particular country is used up, the lorry has to travel around that 

country or wait for a fresh batch of quotas.  

 

As it stands, the authority to conclude road transportation agreements – ie whether UK lorries can 

continue to operate across the EU or whether the UK will have to negotiate Turkey-style quotas - lies 

with the EU member states. The Commission will need a mandate by EU member states in order to 

conduct the road transport negotiations with the UK on their behalf.
6
 

 

(iv) Common Transit Convention 

 

The Common Transit Convention allows non-EU goods to move through the EU to its final destination 

before being declared and without paying EU duties, providing a cash-flow benefit to traders. For 

example, the CTC allows an ADS member to send a part from a factory in Morocco via a lorry that 

travels through Spain and France, without having to declare the part until it reaches the UK.  

 

 

  

                                                           
6
 https://www.wto.org/english/res_e/booksp_e/trade-costs-incl-growth_chap4_e.pdf 
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3. Options for post-Brexit trade with the EU 
 

Post-Brexit, added friction in the UK’s trade with the EU could arise from three different sources: 

tariffs on goods, regulatory divergence from the EU, and, ultimately, the introduction of new customs 

procedures at the UK-EU border. For those companies operating in the sectors which ADS represent, 

understanding how these frictions could arise as a result of various post-Brexit trade options will be 

vital to ensure no loss of competitiveness for UK businesses 

 

Will the sector face new tariffs?  

 

Unlike other sectors of the economy, ADS sectors are unlikely to face significant new tariffs when 

trading with the EU post-Brexit.  

 

For the aerospace sector globally, the UK is an independent signatory to the WTO Plurilateral 

Agreement on Trade in Civil Aircraft, which reduces tariffs to zero on a defined schedule of aircraft 

parts and components, and this agreement will apply to the UK post-Brexit. Similarly, the Information 

Technology Agreement, which eliminates tariffs on a range of ICT components and goods, including 

satellites, will also apply to the UK once re-establish our WTO schedules.  

 

For the defence industry, the issue of tariffs is different as many defence contracts are agreed through 

Government to Government arrangements. However, some of the customs facilitations, in particular 

suspending duties via an airworthiness certificate, are not available for single-use military parts and 

components.  

 

Principles of new UK-EU Trading Relationship 

 

The UK’s complex, modern economy and deep economic and regulatory integration with the rest of 

the EU suggests that none of the off-the-shelf models for a future trading relationship with the EU 

would meet the needs of ADS’ sectors. When thinking about the post-Brexit UK-EU trading 

relationship environment, it is important to also analyse both what UK businesses want and what the 

EU is likely to agree to as part of the negotiations.  

 

1. Industry and customs authorities need sufficient transition time. Provide sufficient time 

for Industry and customs authorities on both sides to adjust to the new regime. Businesses 

across Europe have been given four years (from 2016-2020) to implement the Union 

Customs Code (UCC) and this should be seen as a benchmark timetable for a transition 

period for UK industry.  

 

2. The border should be about flow, not control. ADS’ sectors, like most of modern 

manufacturing in the UK, operate lean, just-in-time processes. Introducing customs 

compliance and security checks at the UK border would add costs and delay goods.  

 

Moving the control of goods away from the border would place additional burdens on both 

business and government to ensure that checks and approvals happened at factories or in 

transit to the border. While a ‘One Government at the Border’ approach would help, 

Government would need to work seamlessly with business and EU27 countries to ensure 

efficient implementation of any new customs and compliance regimes. New IT systems will an 

important part of the solution, however they not a ‘catch all’ removing border controls, nor 

would they solve any non-IT border issues in EU27 countries.  
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3. Avoid regulatory divergence with the EU. UK companies would not benefit if the UK and 

EU agreed to eliminate customs duties and checks only to pursue divergent regulatory 

regimes that prevented frictionless movement of goods.   

 

Globally, market access is based on conforming to local market rules. Globally, there are two 

big beasts when it comes to setting regulatory standards: the EU and the US. Shifting to US 

rules would prove too costly for UK companies while creating our own independent regulatory 

regime would add costs for companies operating in the EU and lead to economic irrelevance 

 

4. Build on existing customs regimes in order to minimise disruptions. Post-Brexit, the UK 

will need its own customs procedures – a UK Customs Code – to govern exporting from and 

importing to the UK. In order to minimise disruption, these should be based, at least initially, 

on the Union Customs Code. 

 

The UK should also ensure it retains the patchwork of plurilateral and bilateral agreements, 

including the Common Transit Convention, the WTO Plurilateral Agreement on Trade in Civil 

Aircraft, the Common Travel Area and Community Road Haulage Licences. 

 

 

Possible options for post-Brexit trading relationship 

 

The future of the UK’s trading relationship will need to involve an agreement on both customs (how to 

move goods) and compliance (how the goods were made).The Government’s ‘Future customs 

arrangements: a future partnership paper’ sets out objectives for the new customs relationship, 

including:  

 

 making international trade quick and easy, including for cross-border supply chains;  

 minimising customs compliance costs for businesses, including if possible on rules of origin;  

 supporting the speed and efficiency of customs processes at the border;  

 contributing to border security, with a balance between security and smooth flow of goods;  

 ensuring continuity, where possible, with current customs rules and processes (ie. the UCC).  

 

In this paper, the Government sets out two broad proposals for a future customs relationship with the 

EU that would both meet these objectives and also allow the Government to pursue an independent 

trade policy – a highly streamlined customs arrangement, and a new customs partnership. In turn, 

these proposals are supported by a domestic legislative approach. 

 

The basis of the Government’s proposed approaches is to use the EU Withdrawal Bill to turn the 

Union Customs Code into a UK Customs Code, and thereby keeping the same legislative and 

administrative framework that UK companies currently operate in. The Government would then seek 

to introduce a Customs White Paper that will provide the enabling legislation to create a new customs 

relationship with the EU.  

 

In the case that the UK and the EU could not negotiate a future trading relationship, the Customs Bill 

and the EU Withdrawal Bill would enable the UK to trade on WTO terms with its own customs regime. 

Therefore, following the Government’s customs position paper, the options for a future customs 

relationship with the EU are as follows (despite only looking at one aspect of customs compliance, 

rather than considering border solutions as a whole): 
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1. Leaving EU membership with no deal – the ‘WTO option’. The ‘WTO option’, or a ‘Clean 

Brexit’ as some call it
7
, as discussed here is the situation in which the UK leaves the EU at 

23.00 on 29 March, 2019 without agreeing any further deals on market access, regulation or 

customs arrangements. WTO rules, however, relate primarily to tariffs on trade in goods. 

Detailed customs and regulatory compliance procedures are left to the individual countries to 

design. It is worth noting that there is no instance of any of the EU’s major trading partners 

operating on WTO terms alone: there is always a trade facilitation agreement in place.
8
 

 

2. A highly streamlined customs arrangement. Through this approach, the UK and EU would 

seek to streamline and simplify customs requirements, minimising the need for additional 

customs process when trading with the EU. Building on current arrangements and customs 

facilitations, this option would see the UK seek to stay in the Common Transit Convention, 

negotiate mutual recognition of AEOs, seek continued waiver for entry and exit declarations 

for UK-EU trade and pursue bilateral technology-based solutions for roll-on, roll-off ports. 

 

3. A customs partnership model. The second option is a more ambitious and unique customs 

partnership model that would seek to maintain the benefits of a customs zone with the EU by 

designing the UK’s customs  border in a way that removes the need for a UK-EU customs 

border. The paper suggests that one potential approach could see the UK mirroring the EU’s 

customs requirements for imports from the rest of the world where the final destination is the 

EU. 

 

Each of these approaches are analysed below.  

                                                           
7
 Halligan and Lyons (2017), Clean Brexit. 

8
 JP Morgan Economic Research, Brexit: No deal is still not credible, 23 May 2017. 
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Option 1: WTO Option  

 

The WTO option for Brexit means leaving the EU without any agreement on the future trading 

relationship with the EU, and relying on WTO terms to trade with both the EU and the rest of the 

world. The particular focus for advocates of the WTO option is on tariffs: If the EU does not agree to 

tariff-free trade with the UK, the UK will simply rely on WTO terms for trade.  

 

What this preference does not address are the customs and regulatory compliance requirements that 

each country or trading block can put in place to ensure that goods are allowed to enter and be sold in 

their market.  

 

For the EU, Member States are required to follow the Union Customs Code, which establishes the 

procedures by which goods enter the EU. In order to be sold in EU markets, , goods have to go 

through a process which establishes them as ‘Union goods’ cleared for circulation, as opposed to 

‘non-Union goods’, which may not be sold in the EU. In order to qualify as ‘Union goods’, customs 

officials have to be certain that the good complies with EU rules and regulations.  

 

If the UK leaves the EU without a deal, it will become fully responsible for establishing and monitoring 

compliance with product regulations. Simultaneously, UK-produced goods move from the 

classification of being “Union goods” to being “non-union” goods. In addition, any bilateral agreement 

the EU had with another country, such as the US, establishing mutual recognition of regulations would 

cease to apply to the UK.  

 

Under the WTO scenario, the UK would need to establish both our own regulatory regimes with 

sufficient resources within agencies and regulators to regulate UK industry and also begin technical 

discussions with both the EU and US regulators to ensure recognition of UK standards from Day 1 of 

Brexit.  

 

What are the benefits?  

 

Advocates of the WTO option, described by some as a “Clean Brexit”, suggest that simply 

leaving the EU without a deal would avoid the “brinkmanship [that] does considerable harm 

and leads to bad policy and chronic business uncertainty.”
9
 The WTO option would leave the 

UK and the EU free to negotiate a comprehensive free trade agreement without the Article 

50 clock constraining the timing of discussions. Advocates also argue this approach would 

allow the UK to negotiate trade agreements with third countries. 

 

What are the issues? 

 

The primary problem with the WTO option is that focusing on the tariff elements of trade 

ignores the significant non-tariff implications of this scenario. As noted above, detailed 

customs and regulatory compliance procedures are left to the individual countries to design, 

and none of the EU’s major trading partners operating on WTO terms alone: there is always 

a trade facilitation agreement in place.
10

 

 

In addition, a common regime for the licensing and regulation of road haulage companies 

has facilitated movement of goods within the EU. Within individual EU Members States, this 

regime, however, only applies to EEA member states, without the UK being specifically 

                                                           
9
 Halligan and Lyons (2017).  

10
 JP Morgan Economic Research (2017). 
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named. As a result, UK HGV drivers and companies will lose their ability legally operate in 

many EU states, and many may choose not to operate or will find it difficult to have 

guaranteed insurance coverage if they do.  

 

The combination of trucks awaiting clearance to enter the EU because of customs processes 

relating to the goods they are carrying, and limitations on the ability of UK trucks to operate 

in the EU is likely to create challenges for moving goods both within the UK and in the EU. In 

addition, if the UK leaves the EU under the WTO scenario (ie a Clean Brexit with no deal) 

UK exports of agricultural products would need to be checked at the border, adding further to 

delays.  

 

The UK’s port and road infrastructure would also have to be overhauled to manage the 

necessary border checks for EU-UK trade in goods. The port of Dover, for example, 

accounts for almost 25% of UK exports to the EU, with over 10,000 lorries crossing the 

English Channel each day. The majority of these trucks are bound for Calais, where there 

are limited facilities for customs and compliance checks for non-EU goods.    

 

A report by Charlie Elphicke’s MP report Ready on Day One sets out a plan to address many 

of the road, port and IT infrastructure investments required to ensure that the Channel Ports 

are able to operate normally post-Brexit.
11

 This plan is based on a recognition that even the 

WTO option requires significant investment from the UK in ensuring that valuable trade with 

the EU continues.  

 

What are the costs?  

 

Leaving on WTO terms, however, would require significant physical investment, and with 18 

months left before the UK leaves the EU, elements of his plan would need to be well under 

way to be delivered by 29 March 2019.  

 

In an effort to put a cost on the UK not being ready to handle EU trade on 30 March 2019, JP 

Morgan notes that a 20-day shutdown of ports on the west coast of the US would cost 0.30% 

of US GDP, and that “the impact of Brexit without an agreement would be orders of 

magnitude larger than these estimates.”
12

 

 

 

Limitations of the EU Withdrawal Bill  

 

One of the primary purposes of the EU Withdrawal Bill is to transfer the legal framework of 

regulations and responsibility for enforcing that legal framework from the EU to a relevant UK 

regulator. For aerospace, this means the role of the European Aviation Safety Agency 

(EASA) in ensuring passenger safety and security would need to be transferred to the CAA 

in the event of no deal agreed with the EU.  

 

However, ADS estimates that for the CAA to take on the responsibilities undertaken byEASA 

would require the CAA to hire around 200-300 additional staff, take almost 5-10 years to 

implement, and at a cost of up to £40 million to the UK taxpayer.  

 

At the same time as Department for Transport officials would be writing the relevant 

secondary legislation within Withdrawal Bill needed to stand up the CAA, the same officials 

                                                           
11

 Charlie Elphicke MP (2017), Ready on Day One. 
12

 JP Morgan Economic Research (2017). 
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will be undertaking detailed discussions with their counterparts in the US, Canada and Brazil 

to ensure that their aviation authorities recognised the CAA as a competent aviation safety 

authority.  

 

Although some of these conversations have begun, all of these institutional changes would 

need to be fully functioning at 23.00, 29 March 2019 should no deal with the EU will agreed - 

in order to avoid any disruption in airline flights or aircraft manufacture.   

 

This situation is why ADS has consistently expressed the importance of the UK remaining an 

EASA member state post-Brexit, and aligning its aviation safety regulatory framework, with 

the EU. 

 

While the EU Withdrawal Bill is prudent planning from a legislative perspective, the 

Government will also need prudent planning from a business investment and resource 

perspective.  
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Option 2: A Highly-Streamlined Customs Arrangement 
 

Through this approach, the UK and EU would seek to streamline and simplify customs requirements, 

minimising the need for additional customs process when trading with the EU.  

 

How would it work?  

 

This arrangement would keep most of the 'customs facilitations' (the parts of the EU Customs Union 

that making trading easier) that the UK currently enjoys. These include:  

 

 staying in the Common Transit Convention (that helps companies move non-EU goods 

across the EU without having to declare them at each EU border) 

 waiving security and safety procedures on EU trade (ie waiving requirements to prove that 

materials are safe or that the supply chain is secure) 

 mutual recognition for EU-UK Authorised Economic Operator status (AEO is a type of Trusted 

Trader scheme that allows companies to move goods across borders with less hassle) 

 Information and data sharing for customs purposes (ie sharing data on what is being shipped 

and where it is headed with UK and EU customs officials.  

The UK would also seek to negotiate additional flexibilities, including: 

 bilateral technology solutions for ports that currently have high proportions of EU goods 

moving through them (eg matching export declarations with Automatic Number 

Plate Recognition) 

 Entry Summary Declaration waiver (Norway and Switzerland currently have this status) 

The Government’s proposal, however, does not cover regulatory requirements and so only addresses 

part of the UK’s Brexit border challenges. In order to minimise delays and unnecessary costs at the 

UK-EU border, if the UK leaves both the Single Market and the Customs Union, the Government 

would need to ensure the UK had the appropriate regulatory framework, infrastructure and skills in 

place from the first day of Brexit.  

 

(i) Additional customs priorities  

To reduce the friction in a customs arrangement with the EU, the UK should build on existing regimes, 

including: 

 Seek to simplify a UK Authorised Economic Operator (AEO) regime, especially for 

SMEs. A UK AEO regime will be necessary to ensure UK companies can benefit from 

simplified customs procedures when trading with the EU and, for example the US. The UK 

should seek ways to simplify the AEO application process for SMEs while maintaining 

recognition of our regime by both the EU and the UK.  

 Retain the Common Travel Area.  

 Ensure the Community Road Haulage Licence applies to the UK. The UK must stay part 

of the Community Road Haulage scheme or face negotiating with each EU27 country for 

quotas for UK lorries to drive through and deliver within their country. At the very least the UK 

should encourage the EU to seek a mandate from Member States to negotiate road haulage 

access as a block. 

 Ensure the UK regulatory regime does not diverge from the EU’s. While the measures 

above would help to reduce the need for customs checks at the border, any regulatory 

divergence would increase the need for physical and/or compliance checks.  

 Ensure that UK companies can benefit from all existing customs facilitiations. A new 

UK regime should ensure that UK aerospace companies can continue to use Airworthiness 

Certificates and Authorised Release Certificates to suspend duties on parts and components.  
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(ii) Customs infrastructure 

If the UK is outside the EU Customs Union, it will likely have to invest in its post-Brexit physical and IT 

infrastructure, including:  

 Invest in a physical infrastructure capable of handling customs checks. The first point of 

investment would need to be in the physical capacity at ports such as Dover that are only 

designed to handle EU goods in free-circulation. Because even short 30-second checks of 

documentation at Dover would lead to queues along the M20, the UK would need to consider 

the infrastructure implications upstream of such ports. 

 

One option that needs to be developed further would be for goods to be cleared for customs 

while they are in transit. This already happens for certain shipments from the US and the UK 

where the long transit times provide sufficient time to clear goods in transit.  

 

For shorter journeys, for example across either the Channel or the Irish Border, the UK would 

need to work with the EU27, ports, exporters/importers, shippers/ferry companies and 

regulators to enable customs clearance during these relatively shorter journeys.  

  

 Invest in an IT infrastructure capable of handling the volume of post-Brexit 

transactions and facilitating ‘One Government’ at the Border. New IT systems and 

technology will be critical to pre-clearance of goods and removing friction at the border. The 

concerns about implementation of the Government’s new Customs Declaration System (CDS) 

are well documented, but businesses big and small will also need time to design, test and 

implement their own IT systems to handle any post-Brexit customs procedures.  

 

Moreover, the quick and seamless adoption of technology will not be a panacea for delivering 

a frictionless border and only make sense as part of a tool to support the UK’s new customs 

management regime.  

 

(iii) Skills to manage customs regimes 

Both business and government will need to ensure they each have the right number of people with 

the right set of skills and experience to comply with and manage the new regime. For the 

Government, it is unclear how many new customs officials the UK will need, but anecdotal evidence 

suggests it will take over 18 months to train a new customs agent.  

 

For businesses, having access to the right people with the right skills – either internally or externally – 

will be critical to navigating the new regime. Even minor mistakes on customs documentation will lead 

to delays and added costs for business.  

 

 

A UK Authorised Economic Operator (AEO) regime 

 

After Brexit, the number of companies seeking AEO authorisation is likely to significantly increase in 

order to take advantage of the simplified customs procedures the status offers. To handle the 

increase in applications, HMRC should seek ways in which to improve the AEO application process.  

 

One problem with the UK AEO regime is the time it takes to gain AEO authorisation. ADS members 

note that the application process is much quicker in Germany, which has over 6,000 companies with 

AEO status.  

 

One primary difference is that the UK conducts on-site audits for all AEO applications. Germany takes 

a risk-based approach to conducting on-site audits for AEO applications, and preferring to conduct 

follow-up audits once authorisation has been granted. Taking a risk-based approach to conducting 
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on-site audits would help free up HMRC resources.  

 

Another widely discussed option is to create an AEO-lite version for SMEs who might not have the 

capacity to handle the application process, let alone meet the strict audit requirements. In particular 

ADS believe it would be possible to simplify the application for AEO status for customs simplification 

(AEOC). AEO status for security and safety (AEOS), however, allows companies to benefit from 

arrangements under mutual recognition agreements with other countries. The AEOS, for example is 

accepted by the US under its Customs-Trade Partnership Against Terrorism (C-TPAT) scheme.  

 

If adapting the AEO while maintaining mutual recognition with the EU and the US proves too difficult, 

the UK should explore ways of using the Customs Freight Simplified Procedures for releasing goods 

at a border.  

 

As the UK implements its own AEO regime, HMRC should seek ways in which it can simplify the AEO 

process while still maintaining a regime robust enough to be recognised by both the EU and the US 

post-Brexit.  

 

 

What are the benefits? 

 

By adopting a customs infrastructure based on the current EU regime, seeking a customs agreement 

with the EU is made far more likely. It would also provide significant continuity for business, as all the 

core elements of the customs regime would initially remain unchanged post-Brexit. The UK would 

also have the ability to change the way in which we implement the customs regime (eg applying for 

AEO status) while still complying with international standards. 

 

What are the issues?  

 

One issue with replicating the current EU regime is the need to maintain alignment with the UCC as 

and when the EU changes it. The primary issue with putting in place a comprehensive customs 

regime that mirrors what the current arrangements stem from the fact that customs checks are only 

one reason why goods would be stopped at a border.  

 

Customs checks are designed to understand what goods are crossing the border; where they are 

going, how they will be used and whether that is allowed; and finally whether a duty needs to be paid. 

But they are only part of the border story. Regulatory checks take place to understand how the good 

was made and whether the company can prove it was made to the standards of where it will be used. 

 

Having the best physical and IT infrastructure to handle customs procedures would not prevent 

compliance checks and queues at the border. If the UK is no longer a member of the Single Market, 

not in the EEA or in a customs union with the EU, then the EU will want to protect the integrity of the 

internal market by checking regulatory compliance at the border.  

 

The extent of any rules of origin requirements would also be subject to negotiation.  

 

What are the costs  

 

The cost of introducing trade procedures between the UK and the EU when few exist today could add 

between 2%-15% of the value of export in added compliance costs and delays, according to an 

OECD report
13

. UK exports to the EU totalled £240bn in 2016, suggesting that adding trade 

                                                           
13
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procedures at the UK-EU border could cost between £5bn-£36bn each year in added administrative 

costs and delays. The exact cost would depend both on the nature of the final deal between the UK 

and EU as well as potentially on the sector of the economy.  

 

It should be noted however that many EU member states have special arrangements with non-EU 

member states in order to ensure a smooth flow of goods and people, keeping customs checks and 

compliance at a minimum 

 

 

 

Borders with the EU 

 

Norway-Sweden 

 

Sweden and Norway share a 1640km border with over 80 separate crossings. Norway sits outside the 

EU Customs Union, however both nations have developed cross border agreements to ensure the 

flow of around €18bn in annual trade. For example, in 2011, Norway began testing cameras with 

automatic number plate recognition (ANPR), allowing mobile customs units to track and trace 

smugglers at unmanned crossings. 

 

However, despite this, border checks still remain in some capacity. Individuals entering Norway face 

strict limits on what they can bring in, as tariffs apply for a wide range of items, including alcohol, 

tobacco, meat and other goods, with only small quotas being exempt from payments. In addition, in 

order to keep the benefits of trade continuing, Norway is committed to harmonising its commercial 

rules and regulatory environment with that of the EU.  

 

 

Germany-Switzerland 

 

The Germany and Switzerland border is made up of 362 km, with around 40 separate border crossing 

points. Whilst Switzerland is outside the Customs Union, it has signed up to the Schengen agreement 

(which removes the need for routine passport checks over its borders with neighbouring EU 

countries). Such an agreement is vital not only due to Switzerland’s land borders being surrounded by 

EU member states, but also for the ease of movement for the 61,500 German cross-border 

commuters that are employed in Switzerland). 

 

This relationship creates a ‘soft border’ between Germany and Switzerland; whereby border crossings 

exist but car, train and air passengers are free to travel between the two countries without needing to 

show passports. Border guards can carry out spot ID and passport checks if the border police believe 

there to be ‘suspicion’, or if they believe goods being brought in the country will need to be checked 

(e.g. to check if people are fulfilling the required quotas on goods such as some meats and wine). 

This can also take place within Switzerland and not specifically at the border itself, via specified 

mobile units. 

 

As Switzerland is not in the customs union, customs checks must take place. They can take place for 

passengers bringing goods in (usually via the spot checks outlined above) but are usually reserved for 

larger Lorries and freight. Such checks are required to implement the 150 trade laws in Switzerland 

on areas such as protection of cultural property and species protection, plant protection, and VAT. 

The unique mix of being part of Schengen but not a member of customs union means that customs 

officers and border police (known as Border Guard Corps) are defined as ‘one and the same. 
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Option 3: A Customs Partnership Model 

The Government’s proposal for a customs partnership arrangement with the EU is a hybrid between 

EU Customs Union and the highly-streamlined option. This model would allow the UK and the EU to 

have no checks at the EU-UK border (so maintain many of the customs benefits of being the EU 

Customs Union) while also allowing the UK to pursue an independent trade policy.  

 

How would it work?  

 

This option is more complex, creating a customs free zone with the EU (a customs union in all but 

name), while creating a dual declarations regime at the UK border. Under this system, goods headed 

to EU customers could pay the EU tariff and need to meet EU standards, while goods headed to UK 

customers might be subject to different tariffs and different standards. The onus of this regime would 

be on business to declare where the ultimate customer was (ie EU, UK or Rest of World) and to track 

parts within the UK until they were sent to the customer. 

 

What are the benefits? 

 

This system provides a significant benefit of retaining customs-free (though not regulatory 

compliance-free) trade with the EU. It also allows the UK to pursue an independent trade policy. 

 

What are the issues?  

 

Given this option is relatively untested, there would be several issues that HMRC and HM Treasury 

would need to discuss further with business and customs authorities in the EU before proceeding with 

this option. Issues to address include: 

 Tracking individual parts would be too onerous given the volume of parts 

 For aerospace companies, it could be difficult to define when a part was 'consumed' and 

therefore liable for a tariff. If Company A imports a part from the US to refit an aircraft that is 

sent to the EU, who is the customer, Company A or its EU customer? If Company B sends a 

replacement part to France for an EU airline that ends up coming back to the UK unused, was 

it 'consumed'?  

 HMT have suggested one potential version of this model could see any good coming in to the 

UK from non-EU markets pay the higher of either the UK or EU tariff and then the company 

could claiming back any difference once it was sold on to a customer. Companies raised 

concerns about long-complex supply chains. If an SME brought a part in that then ended up 

in a Company C component, could they claim their duty back? would the claim be passed on 

like VAT? Companies, especially SMEs, would face a cash flow hit in any version of this 

model.  

 One option to this model could be to use a modified Intrastat declarations for tracking parts.   

Overall, the customs partnership model appears to be a hybrid model (between a customs union with 

the EU Customs Union and the highly streamlined customs arrangement) designed to deliver minimal 

friction with the EU border and still allow the UK to conduct an independent trading regime. 

Given the Government’s Irish Border paper said the UK would continue to meet EU standards for 

agri-food and many other sectors, the UK is unlikely to gain many benefits on any third-party trade 

deals. As such other options, such as a customs union with the EU Customs Union could be a simpler 

approach 
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Other Options: A new UK-EU Customs Union 
 

Post-Brexit, the EU27 and the UK could negotiate a comprehensive customs union agreement with 

the EU Customs Union that goes farther than Turkey’s customs union with the EU.  

 

The Turkey-EU customs union covers most industrial goods, but excludes agricultural products and 

services such as lorries transporting goods across borders. In particular, Turkey has to negotiate bi-

monthly quotas with each of the 28 EU countries for its lorries to travel on their roads, with the permits 

often running out. 

 

How would UK-EU customs union work? 

 

A customs union is created when a group of two or more states remove all duties and restrictive 

regulations on trade on “substantially all the trade” in the two areas, and apply the “substantially the 

same duties” and regulations to trade from countries not in the customs union.
14

 

 

In practice this means that in a UK-EU customs union, the UK and EU would adopt the same external 

tariffs and regulations for all the sectors covered, and that the customs union would have to cover 

more than just one or two sectors.  

 

Given the experience of Turkey and the just-in-time needs of industry, a UK-EU customs union must 

include transportation services (including road, rail and air). Including agricultural products as well 

would largely eliminate the need for controls and checks at the Irish border.  

 

What are the benefits?  

 

Agreeing a customs union with the EU Customs Union would allow duty-free trade in goods and 

eliminate the need to comply with complex rules of origin requirements. An essential difference with 

the lighter-touch ‘customs arrangement’ discussed earlier, UK businesses would be able to benefit 

from preferential trading arrangements with minimal administrative burdens.  

 

In addition a UK-EU customs union that included agricultural products and road haulage, coupled with 

the UK and Ireland maintaining the Common Travel Area would significantly reduce the need for 

checks at the Irish border.  

 

What are the issues?  

 

The primary issue is that a customs union with the EU Customs Union would restrict the UK’s ability to 

negotiate trade agreements with third countries. In particular any sector covered by a UK-EU customs 

union would not be able to be covered a new third-country trade agreement. For example, if for 

example, the UK and EU agreed to a customs union covering all industrial sectors and agricultural 

products, these sectors would require a trade deal, for example with the US.  

 

The purpose of trade agreements is to set out the terms under which sectors can gain preferential 

access to a given market. Often when tariff rates are already low, complying with the terms specified 

in the agreement proves too costly relative to the reduction in duties. In addition, companies tend not 

to take advantage of any loosening in regulations if meeting lower standards, for example to sell to 

the US ultimately restricted access to a more valuable market that sets higher regulatory standards.  

 

What is the cost? 
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The critical question in assessing the costs and benefits of this option is to understand whether the 

benefits of agreeing a customs union with the EU would be worth the giving up any potential gains 

that could arise from trade deals with other countries. Reports suggest that HM Treasury has asked 

the Department for International Trade whether it can demonstrate that it can deliver free trade 

agreements with non-EU countries that can compensate for the loss of trade associated with leaving 

the customs union.
 15 

 

Analysis by the National Institute for Economic and Social Research (NIESR) shows that leaving the 

Single Market for the WTO terms of trade with the EU would cost the 32% of the UK’s total goods 

trade, while trade agreements with the rest of the world would add only 6.2% to the UK’s trade in 

goods.
16

 

 

Agreeing an FTA with the EU (including a corresponding customs arrangement) would see the UK’s 

total trade in goods drop by 20%, still a far greater a loss than any gain from agreeing trade deals with 

the rest of the world.  

 

This analysis by NIESR also suggests that a customs union with the EU would provide far more 

benefits in terms of sustaining current levels of trade in goods with the EU, than could possibly be 

gained through FTAs with other countries.  

 

Table 1. Changes in total UK trade based on post-Brexit scenarios 

 
Source: NIESR 

 

Distance is one of the reasons the UK has more to lose from added friction in our trade with the EU 

than we have to gain in trade with other countries. No matter the countries involved, economic 

evidence remains remarkably consistent: “bilateral trade between two countries is proportional to size, 

measured by GDP, and inversely proportional to the geographic distance between them”.
17

 

 

This relationship can be seen clearly when looking at the UK’s export share and the distance of that 

market from the UK. As Chart 1 shows, the UK’s primary trading partner is the EU, with US a distant 

second and far ahead all other markets. Given the relative shares UK exports, losing 15% of the UK’s 

trade with the EU (via administrative costs as mentioned above) would cost the UK more than gaining 

15% of US export value through a trade deal with the US.  
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Chart 1. UK exports and geographical proximity 

 
Source: Lewis & Lowe, ONS 
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