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EXECUTIVE SUMMARY

Output from the UK beef and sheep livestock sector exceeds £5 billion equating to 20% of gross output
The UK imports and exports large volumes of both beef and lamb with trade taking place in both
directions as a result of seasonal variations, states of product and carcase balancing activities. The type
of Brexit that the UK pursues will have a major influence on the future development of the industry. This
study quantifies the potential impacts of Brexit on British beef and sheepmeat trade and the implications
thereof for the supply-chain, particularly farm-level. Its objectives are:

1.

Present a detailed understanding of Non-Tariff Measures (NTMs) that businesses must cope
with when trading with the EU and third countries and how these might change post-Brexit.
Set-out what ‘frictionless trade’ actually means, how close two countries can get to it and how
close trade could potentially come to ‘frictionless’ in terms of ‘government imposed’ friction
between the UK and the EU.

Describe in detail what the impact of tradingbased on WTO ruleswould mean for trade between
the UK and EU, and UK and selected third countries that currently have preferental
arrangements with the EU. This was done by examining trade with three third countries for beef
and sheep meat products.

Detail the basis for trading through Tariff Rate Quotas (TRQs) with the EU, the method by which
they can be used, how they might be allocated to the UK for use, and other considerations.
Measure the impact of each of the scenarios on the total amount of the beef and lamb goods
traded and how it might affect the UK domestic beef and lamb supply chains. This includes the

possible impact of carcase balance.

SCENARIOS
Based on the scenarios put forward by the AHDB, the study assessed Brexit in the following situations:

1.

Brexit Deal: the UK is outside the Customs Union and Single Market, but with a meaningful Free
Trade Agreement including agriculture, and a customs arrangement. Linked with this scenario,
the following assumptions (specified by the AHDB) are also noted;
o Policy: Direct payments reduced by £150 million; public good type payments increased
by the same amount globally to leave overall support unchanged.
o Labour: Seasonal non-UK labour: possible under an expanded SAWS-type scheme.
Permanent non-UK labour: restricted to 50% of current levels.
o Trade facilitation: costs for crops of 2%. For livestock, the NTM costs estimated in this
study (see Chapter 6) are used. WTO rules are assumed to apply for third countries.
No Deal: the UK will apply its recently announced import tariffs (i.e. its proposed applied tariff
schedule) onallimported beefand sheepmeat produce from the EU27 and third countries which
do not enjoy enhanced access via free trade agreements or TRQs. This includes the newly
announced 230Kt TRQfor beef products. UK exports to the EU will be subject to the EU Common
External Tariff (CET). The assumptions concerning policy and labour outlined above also apply.
Trade facilitation costs for crops of 4%. For livestock, the findings of this study are used.

For the NTM analysis (Chapter6), two additional scenarios, “Low"” and “Current” havealso been included.
“Low"” outlines the minimum NTMs that the UK would face when trading with the EU as a third country
brought about by an all-inclusive Regulatory Equivalence agreement akin to New Zealand's veterinary
agreement with the EU for red meat. The level of NTMs is lower than in the Brexit Deal scenario because
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some industry professionals believe that the most favourable access terms will not be granted to the UK
immediately and would need to be earned over time (i.e. verify its new systems are robust). “Current’
refers to current UK-EU (i.e. UK stillan EU Member State) or third country (non-EU) to UK trade processes.

REPORT METHODOLOGY
The methodology consisted of the following key steps which also illustrates the report’s structure:

Meat-Analysis and Literature review (Chapter 3): explores previous studies on the impact of
Brexit and provides further scrutiny of the trade-related implications for the UK. It also examines
frictions to trade, tariffs, tariff rate quotas (TRQs) and NTMs in the red meat sector. This provides
a basis for a more in-depth exploration later on in the study.

Map-Out Trade Flows and Trade-Related Processes (Chapter 4): gives a top-level summary
of output and trade by product category, based primarily on official trade statistics from the
HMRC with the focus on UK trade with both EU27 and non-EU countries. Process maps which
have been compiled to illustrate the procedures that must be followed when trading with the
EU as a third country are illustrated as these were used to inform the NTM estimates.

Primary Research: interview discussions with 10 beef and sheepmeat industry experts were
combined with input obtained from morethan 30 interviews undertaken during previous studies
in the last two years. Following each interview, the feedback was analysed and key points
meriting further exploration were identified and examined further. Key data points were also
captured and were inputted as preliminary estimates into the NTMs and trade impact models.

Model Development a two-stage approach was used to quantify the impact of trade barriers
on red-meat trade. Firstly, an NTMs model to assess projected non-tariff impacts on key
commodities. Then, these findings were combined with input from previous studies on
quantifying the impact of trade barriers in Brexit scenarios to conduct a volume-based
assessment on the impact on cross-border trade and associated output at a UK level.

Report Development: drawing upon the previous stages which were incorporated into the
narrative, the following outputs were also developed:

o Tariff and Tariff Rate Quota Impacts (Chapter 5): arising from the imposition of the
UK's proposed tariffs on imports as well as the tariffs put in place by other
countries/regions (including the EU27) on UK exports. It also set-out how the proposed
allocation of existing EU28 TRQs between the UK and the EU27 could affect future trade.

o NTM Impacts (Chapters 6): summarises projected NTM costs and underlying
assumptions and caveats. Projected NTM costs are presented on a product-by-product
basis for both “checked loads” (subject to the full range of NTMs quantified in this study)
and “probability-based” estimates (which consider the check-rates for some NTM
categories). The results are presented by scenario on a cost per load (£), ad-valorem
equivalent (AVE (%)) and on a cost per tonne (£) basis.

o Overall Trade Barrier Impacts (Chapter 7): drawing upon the projected tariff, TRQ and
NTM impacts, the overall impact on the UK beefand sheepmeat industry was estimated.

o Implications (Chapter 8): examines the farm-level implications using Andersons’
Meadow Farm Model and considers the consequences forother parts of the supply-chain.

Key FINDINGS

1.

Trade impact under a Brexit Deal scenario is relatively small: overall exports would dedine by
about 1% in volume terms (imports 0.8% lower), driven by EU27 declines. Minimal changes are
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projected for non-EU trade. Within this, sheepmeat exports to EU27 are forecast to decline by 1.5%
whilst corresponding imports would be 3% lower. These declines are chiefly due to NTMs.

2. A No Deal Brexit would cause significant upheaval for beef and sheepmeat: trade with the
EU27 would plummet due to the imposition of tariffs, TRQs and higher incidence of NTMs.
Combined beef and sheepmeat exports to the EU would decline by 92.5%, with sheepmeat export
trade almost completely wiped out. Sheepmeat imports in the opposite direction would similarly
suffer as the UK mirrors the EU CET. Substantial dedines in trade with the EU27 would also ensue
for beef — exports down by 87%, imports declining by 92%. Somewhat better market access due to
TRQs would permit some trade to continue. The introduction of a new 230Kt TRQ for UK beef
imports would cause non-EU imports to soar by over 1,300%. This would lower prices and drive-up
UK consumption by approximately 7%. Sheepmeat imports from non-EU countries are not
anticipated to change whilst consumption is projected to rise by 14% due to declining prices.

3. Price impacts: declines would be small in a Brexit Deal (-1 to -3% respectively), the threat of more
severe price declines increases under a No Deal Brexit. Sheepmeat is particularly exposed with the
projections of this study suggesting a 24% decline under No Deal. Downward price pressure for
beef (-4%) under No Deal arises due to competition from lower priced imports. This would be
exacerbated if significant volumes of Irish beef enter the UK barrier-free via NI.

4. Value of carcase meat output combining the price and quantity effects, the overall impact on the
value of domestically produced carcase meat output is summarised below. Under a Brexit Deal,
output would decline by an estimated 1.7% whilst under a No Deal the decline would increase by

nearly ten-fold (-11.7%) with sheepmeat output nearly 31% lower which would be devastating.

Table | - Projected Impact on Domestically-Produced Beef and Sheepmeat (Farm-Gate Level)

Baseline* Brexit Deal
Sector 2017 2017 %Ch %Ch
£M Kt
(£M) (Kt) (Sales (£)) (Sales (£))
Beef 2,989.5 901.0 | 2,9655 902.8 -0.8% | 2,8699 901.0 -4.0%
Sheepmeat | 1,196.7 307.5 | 1,149.2 3044 -4.0% 827.6 279.8 -30.8%
Total 4,186.2 | 1,208.5 | 4,114.7 | 1,207.2 -1.7% | 3,697.5 | 1,180.8 -11.7%

Sources: Defra (2018) and The Andersons Centre (2019)
* These figures are derived from Defra data.

5. Impacts at farm-level would be similar: Andersons’ Meadow Farm model projects a 27% decline
in profitability (£68/ha versus the current £93/Ha) under a Brexit Deal, but the farm would still be
profitable provided it can maintain its current support levels. Even with support unchanged,
Meadow Farm starts to generate significant losses under No Deal with a projected deficit of £45/Ha,
equating to a £7,000 loss which is unsustainable.

6. Uncertainty about future border arrangements: particularly under a No Deal Brexit and much of
this centres on trade on the island of Ireland which the UK Government has claimed would remain
frictionless, even under a No Deal. Coupled with no checks on NI-GB trade whilst any trade routed
from Dublin to Holyhead would be subject to tariffs and regulatory checks, the potential for re-
routing meat from the Republic of Ireland via NI and onwards to GB without any checks, could
resultin substantial volumes of beef being placed on the UK market, beyond the 230Kt TRQ. If
significant volumes enter the UK in this fashion, this will mean substantial price declines for UK beef

12



The Andersons Centre Red Meat Brexit Impact Study

farmers and further pressure on beef production (than those projected above). Industry participants
are calling for further guidance from regulatory authorities to set-out in detail how such issues will
be mitigated, otherwise it could endanger the sector’s integrity from both a UK consumer and
overseas market development perspective.

7. Non-EU exports insufficient to replace EU27 sales: negligible increases in exports to non-EU
markets are forecast under a Brexit Deal. Whilst a 5% increase is projected under No Deal, this wil
be from a low base and would offer scant consolation if the EU27 market is lost. Although markets
such as China will not compensate, their development should be a priority for the long-term.

8. Domestic market opportunities: could arise for domestic producers if trade barriers reduce the
competitiveness of imports. That said, with the uncertainties mentioned above and increased price
competition will impinge upon this. There are also fears that future changes to standards might
make imports more competitive, thus limiting domestic market opportunities even further.

9. Frictionless trade with the EU27 as a third country is not currently possible: and looks set to
remain so for atleast a decade as the required technology has not yet been developed, let alone
tested. Long-term, technology can contribute to reducing this via e-certification systems, but
friction cannot be reduced completely. Post-Brexit increases in trade friction are inevitable.

10. SPS-related issues and value deterioration: dominate when it comes to assessing NTM impacts
in beef and sheepmeat. Value deterioration (especially fresh meat) arising from border-related
delays associated with physical checks and sampling emerged is of most concern to industry and is
the biggest contributor to NTM costs generally. Its impact on frozen products is much lower but
still a factor in terms of potential penalties imposed on delayed consignments.

11. Disproportionate impact on SMEs: due to higher operating costs and the dispatch of fewer loads
than their largescale peers. Due to the time burden involved with getting authorisations such as
AEO status, which has poor uptake by UK SMEs, such firms are likely to be seen as a higher risk by
regulatory authorities. This would subject them to additional checks which would be spread across
a fewer number of loads dispatched, thus having a more negative bottom-line impact. With
decreased margins, the attractiveness of trading internationally would diminish. Similarimpacts are
also possible for EU27 SMEs exporting to the UK and could result in reduced choice for consumers.

12. Inflationary pressures: particularly for farm-level imported inputs from the EU27 (e.g. fertiliser,
medicines etc.) but also elsewhere. These costs are unlikely to be absorbed by the trade and would
be passed on to consumers and/or to primary producers (i.e. farmers). Any price rises are likely to
cause consumers to increase their propensity to substitute with cheaper sources of protein, thereby
making it more likely that beef and sheep farmers would beat the brunt of price pressures.

FINAL REMARKS

It is also clear that a Brexit Deal based on a comprehensive FTA and close customs and regulatory
arrangements with the EU would be much more favourable than a No Deal Brexit, which could have a
devastating impact on the sector, espedcially sheepmeat. That said, a Brexit Deal is also likely to bring
(small) declines in overall industry output — at least in the short-term. Whilst developing overseas
markets will be crucial to the long-term success of British beef and sheepmeat, close attention must be
paid to protecting existing markets, specifically the domestic UK market and the EU27 export market
Even if the UK had never entered the EU (or EEC) in the first place, it is highly likely that markets such as
France would still be vital to the British sheepmeat industry. To minimise any upheaval post-Brexit,
having a comprehensive mutual recognition agreement between the UK and the EU is crucial to
addressing many of the challenges posed.
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1 INTRODUCTION

1.1 BACKGROUND AND CONTEXT

The output of the UK beef and sheep livestock sector is just over £5 billion which equates to 20% of
gross sales of domestic agriculture’. An even larger proportion of UK farmers have beef or sheep as part
of their farm systems. The potential impacts of Brexit on this sector could therefore have a greater
personal and agricultural impact than the economics alone imply.

The EU27 is by far the largest marketplace forexports from the UK for both beef and sheep meat. Exports
of beef and other bovine products to the EU27 accounted for an average of 82% of the total for the
period 2013-2017. And as the main destination for UK sheep meat exports, the EU27 accounted for an
average of 89% of total exports for the same period. With regard to imports, the EU27 accounted for an
average of 86% of the total beef imported into the UK with the Republic of Ireland being the main
supplier. The picture for sheep meat is unsurprisingly different, with New Zealand accounting for 74% of
all imports over the last five years (AHDB, 2019). Within this, carcase balancing and seasonality are
particularly important. As an animal carcase contains different joints and types of meat; those that are
more favoured by UK consumers attract additional imports, whilst those less favoured are exported
elsewhere. For sheepmeat products in particularly, there are periods of the year when the UK produces
an excess supply (which is exported) and at other times is in deficit (and imports). It is too simplistic to
conclude the UK could be self-sufficient by netting off imports with exports because they are different
goods and serve different markets.

At the time of writing, the UK is scheduled to leave the EU on the 31% October 2019 (unless the
Withdrawal Agreement gets ratified in the interim). As the EU27 is by far the largest marketplace for
exports from the UK, Brexit and the potential trade frictions associated with it, could resultin major
changes for UK's red meat industry. The UK's participation in the European Single Market and joint
Customs’ Union with the other 27 Member States has facilitated the movement of beefand sheepmeat
throughout the region for many years. From a current UK Government perspective, departure from the
political union (EU) would also mean departure from the Customs’ Union and Single Market. This would
lead to considerable changes to the way the UK can trade beef and sheepmeat goods. Tariffsand charges
might be imposed, quotas and restrictions could limit volumes and government checks, measures and
paperwork may be required, each incurring a cost, delay and administrative burden to the transit of
goods each way across the region.

The purpose of this projectis to provide the AHDB, HCC and QMS and their stakeholders with a clear
assessment of how Brexit is likely to affect the British beef and lamb supply chains, encompassing trade,
non-tariff measures and the implications for carcase balance.

Thttps://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/741062/AUK -
2017-18sep18.pdf
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1.2 AIMS AND OBJECTIVES

This study aims to provide stakeholders with a detailed understanding of the potential impacts of Brexit
on British beef and sheepmeat trade, the implications thereof for supply-chain operations and grazing
livestock farming systems. The following objectives are specified;

1. Present a detailed understanding of Non-Tariff Measures (NTMs) and Barriers (NTBs) that
businesses must overcome when trading with the EU and third countries and how these might
change under certain types of Brexit.

a. Assess timeframes to achieve compliance.
b. Identify the preferred length of any transition period.

2. Set-out what ‘frictionless trade’ actually means, how close two countries can get to it and how
close trade could potentially come to ‘frictionless’ in terms of ‘government imposed’ friction
between UK & EU.

3. Describeindetail whatthe impactoftradingbased on WTOruleswould mean fortrade between
the UK and EU, and UK and selected third countries that currently have preferental
arrangements with the EU. This was undertaken by examining three third countries for beef and
sheep meat products. These have been agreed with the AHDB to be;

a. Beef: US (import and export), Mercosur (Brazil import) and China (export).
b. Lamb: New Zealand (import), Australia (import) and US (export).

4. Detail the basis for trading through Tariff Rate Quotas (TRQs) with the EU, the method by which
they can be used, how they might be allocated to the UK for use, and other considerations.

5. Measure the impact of each of the scenarios on the total amount of the beef and lamb goods
traded and how it might affect the UK domestic beef and lamb supply chains. This will include
the possible impact on domestic demand affecting the trade balance of carcase components.

1.3 SCENARIOS

Following discussion with AHDB and other stakeholders, this assessment focusses on two different
trading scenarios for the UK and assesses their impact on the British beef and lamb supply chains. The
assessment of each scenario is clearly subject to ongoing negotiation and discussion ata number of
different levels within the EU and UK. However, so that clear advice based on detailed analyses can be
provided, the key assumptions that have been made with regard to each scenario and how this
potentially impacts on trade with Europe and the Rest of the World are set-out below. Section 35
considers the current trading arrangements within the red meat sector.

1.3.1 Brexit Deal Scenario

Under this scenario, the UK leaves the EU under the negotiated Withdrawal Agreement and then, under
the terms of the “Political declaration setting out the framework for the future relationship between the
European Union and the United Kingdom”, agrees a meaningful Free Trade Agreement (FTA). It is
assumed that the FTA is negotiated within the Transition period and the Backstop provisions applying
to Northern Ireland do not apply. In effect, this means the new FTA is in place by end Dec 2020 (subject
to further negotiation). It is noteworthy, that it is a stated UK position that the UK desires the ability to
negotiate trade deals with other countries (Rest of the World) whilst having a meaningful FTA with the
EU. Itis assumed that this position will ultimately be achieved.
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¢ In trade with the EU, the UK is outside of the Single Market and the Customs Union but
operates within a comprehensive FTA that is accompanied by a Customs Arrangement which
would involve deep levels of integration with EU regulation concerning customs procedures (eg.
rules of origin). As a result:

@)
@)
@)

Trade between the UK and EU is tariff free.

Trade between the UK and EU is not limited by TRQs.

Goods can movefreely between the UK and the EU, but they will be subject to a number
of non-tariff barriers/ measures not covered by the Customs Arrangement (e.g. SPS).
For the purposes of this study, customs declarations will be required on UK-EU trade.
There are some increases in trade costs with the EU as market access has to be gained
(rather than assumed) as the UK has left the Single Market.

There would be no regulatory checks on cross-border trade on the island of Ireland;
however, beef from the Republic of Ireland exported to GB would be subject to
regulatory checks not covered by the Customs Arrangement.

¢ For trade with the Rest of the World:

@)

@)

@)

Trade will take place on MFN terms except where preferential agreements apply. Tariffs
apply to many countries but where the EU has a preferential trade deal, it has been
assumed that the UK would take advantage of this (because of its alignment through
the Customs Agreement above).

The UK will be free to negotiate its own trade deals with other countries.

The UK would impose its own TRQ's on imports based on a negotiated share of the
current EU TRQ's and others it may wish to develop. However, provision for these other
TRQs has not been included in the results as they are highly speculative at this juncture.
The UK would impose its own tariffs on imports which may or may not be in alignment
with the EU'’s tariff schedule (known as the Common External Tariff (CET)).

UK exporters will have to pay import tariffs to access other markets unless they have
access to lower tariffs through agreed TRQ's.

Goods will be subject to a number of non-tariff measures/barriers.

There will be anincrease in trade costs as market access has to be gained.

e Other assumptions: linked with this scenario, the following assumptions (specified by the
AHDB) are also noteworthy;

o

Policy: Direct payments reduced by £150 million; public good-type payments increased
by the same amount to leave overall support unchanged. This assumption becomes
relevant in the context of the farm-level analysis considered later on.

Labour: Seasonal non-UK labour: possible under an expanded SAWS-type scheme.
Permanent non-UK labour: restricted to 50% of current levels.

Trade facilitation: Free Trade Agreement with the EU means that trade-facilitation
costs for crops of 2%. However, as the examination of trade facilitation costs (a proxy
for NTBs/NTMs) are the focus of this study, these costs are set out in Chapter 6. MFN
treatment is assumed to apply for third countries.

1.3.2 No Deal Scenario

Under this scenario, the UK leaves the EU with “No Deal” in place and reverts to trade on MFN basis and
regulations for all international trade including with the EU and the Rest of the World. As this study
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compares the situation 9-12 months after a No Deal (short-term upheavals are considered to be too
speculative to model robustly), it has been assumed that the UK has negotiated temporary bilateral roll-
over trade agreements to supplant existing agreements it accessed whilst being an EU Member State.
Arguably, this task would be very difficult to complete within such a timeframe, but the UK is already
undertaking suchwork. Otherwise, WTOruleswould be usedfor all trade until such time as new bilateral
trade agreements have been negotiated.
¢ In trade with the EU, the UK is outside of the EU’s Single Market and Customs Union and the
UK is recognised as any other third country where the EU has no tradingarrangement (until such
time as a trading agreement can be negotiated and implemented).
WTO rules would apply
The UK would apply its own published tariffs® to imports. These would apply equally to
the EU27 and non-EU countries which are WTO members.

o The UK would set its own TRQ's on imports where it felt necessary (using both its
negotiated share of EU TRQ's and others it may wish to develop).

Trade between the UK and the EU would involve EU CET being applied to UK exports.

The UK has obtained country and plant approval for the export of meat products to the
EU and reciprocal access has been granted for EU Member States and operators
exporting to the UK.

o UK exporttrade would be able to avail of EU27 TRQ concessions, subject to meeting
the allocation rules.

Goods will be subject to a number of non-tariff barriers/ measures.

There will be some increase in trade costs as there would be a greater burden on
ensuring that the requisite market access permissions have been achieved. These would
be higher than in the Brexit Deal scenario presented above.

o Whilst the authors note that both the UK and Irish Governments seek to ensure that
there would be no hard border on the island of Ireland under No Deal, it remains to be
seen how this could be achieved in practical terms. This study has assumed that trade
between the Republic of Ireland and GB would be subject to tariffs and trade barriers
as set-out above for the EU27, trade between Northern Ireland and GB would not be
subject to tariffs.

e Fortrade with the Rest of the World:

o Trade will again take place on MFN terms except where preferential agreements would
apply to the UK. This MFN treatment would be subject to WTO rules. WTO rules apply.
The UK could negotiate its own preferential trade deals.

As above, the UK would apply its own tariffs and TRQs for imports into the UK.

UK exports would be subject to MFN tariffs as notified and applied by each WTO
member and TRQs in the destination market, unless separate bilateral trade deals (or
roll-over of existing agreements) had been negotiated.

o Goods will be subject to a number of non-tariff barriers/ measures.

e Other assumptions: again, specified in conjunction with the AHDB include;

2 See: https://www.gov.uk/guidance/check-temporary-rates-of-customs-duty-on-imports-after-eu -exit
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o Policy: Direct payments reduced by £150 million; public good type payments increased
by the same amount to leave overall support unchanged. Again, this assumption
becomes relevant for the farm-level analysis considered later on.

o Labour: Seasonal non-UK labour: possible under an expanded SAWS-type scheme.
Permanent non-UK labour: restricted to 50% of current levels.

o Trade facilitation: Free Trade Agreement with the EU Trade fadilitation costs for crops
of 4%. However, as the examination of trade facilitation costs (a proxy for NTBs/NTMs)
are the focus of this study, these costs are set out in Chapter 6.

1.3.3 Additional Scenarios for the NTMs' Analysis

For the NTMs analysis undertaken in Chapter 6, two additional scenarios, “Low"” and “Current” have also
been included. These scenarios are summarised briefly below. The rationale for their inclusion is that for
red meat in particular, New Zealand (which trades with the UK/EU on an MFN basis) enjoys a lower
(preferential) rate of physical checks (1%) than countries which have agreed a comprehensive FTA with
the EU/UK (e.g. Canada). Some research participants consulted during this study have expressed doubt
as to whether the UK would immediately enjoy such preferential check rates and is likely to be offered
something more akin to Canada, at least initially. The Current scenario is included because it facilitates
a comparison between current NTM costs, particularly between the UK and the EU27, and how these
could change in the future.

e Low: outlines the minimum NTMs that the UK would face when trading with the EU as a third
country post-Brexit. It is assumed that UK-EU trade would be governed by an all-inclusive
Regulatory Equivalence agreement effectively transposing all EU standards into UK law, thus
keeping the UK in broadly the same position as present but being subject to the EU's minimum
level of official controls (e.g. similar to New Zealand's veterinary agreement with the EU for red
meat).

e Current (status quo): refers to current UK-EU (i.e. UK is still an EU Member State) and third
country to UK trade processes, whilst trade barriers are generally minimal, some instances of
NTMs still exist (e.g. for live animals). In most cases, for third country to UK trade, the Current

scenario estimates are very similar to the future “Brexit Deal” scenario.

1.4 SCOPE

The AHDB, HCC and QMS require clarity over what the changes are likely to be for the British beef and
sheep sector. This encompasses carcases, the balance of their sales, the offal supply chain, and wastage.
It also covers trades of live animals and how these might change. The total costs of NTMs are laid out in
detail as these are a crucial barrier to trade but are often difficult to quantify accurately. Changes to
third country trade flows will also become relevant, especially with those countries which currently enjoy
preferential trade relationships with the UK by virtue of being within the EU.

Only the beef and sheep sectors are included. The project primarily concentrates on finished carcases
and associated cuts but also encompasses live animals. Impacts to the supply of inputs of beef and
sheep farms might be relevant as secondary observations but are not be the focal point of this study.

This study makes use of existing models that Andersons has used for similar projects in recent years,
particularly concerning non-tariff barriers and measures. The Intellectual property of these models

belongs to The Andersons Centre and will remain so, although the outputs of the model are included in
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this report. The study also draws upon models by other parties to inform its analysis, particularly with
respect to the trade impact assessment covered in Chapter 7.

1.4.1 Products of Interest

Based on HMRC trade data which is segmented by 8-digit commodity code under the Harmonised
System (HS), Table 1-1 summarises the beef and sheepmeat product codes which were examined during
this study. These HS codes helped to derive an aggregated overview of UK beef and sheepmeat trade
with both EU and non-EU countries and also informed the trade impact assessment. Whilst it was noted
that beef and sheepmeat products (e.g. corned beef) are also traded internationally and covered under
HS Chapter 16, these were deemed to be of relatively low importance from a UK perspective and were
therefore not considered.
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Table 1-1 - Beef and Sheepmeat Products Analysed in this Study

Product Category ‘ HS Code ‘ Product Description

Beef and Veal 02011000 Fresh/chilled beef carcases or half-carcases

Beef and Veal 02011001 Fresh/chilled beef carcases or half-carcases

Beef and Veal 02012020 Fresh/chilled beef "compensated" quarters

Beef and Veal 02012030 Fresh/chilled beef forequarters (bone-in)

Beef and Veal 02012050 Fresh/chilled beef hindquarters (bone-in)

Beef and Veal 02012090 Other fresh/chilled beef cuts (bone-in)

Beef and Veal 02013000 Fresh/chilled boneless beef

Beef and Veal 02021000 Frozen beef carcases/half-carcases

Beef and Veal 02022010 Frozen beef quarters (bone-in)

Beef and Veal 02022030 Frozen beef forequarters (bone-in)

Beef and Veal 02022050 Frozen beef hindquarters (bone-in)

Beef and Veal 02022090 Other frozen beef cuts (bone-in)

Beef and Veal 02023010 Frozen boneless beef forequarter cuts (<5 pcs)

Beef and Veal 02023050 Frozen boneless beef chuck/blade/brisket cuts

Beef and Veal 02023090 Frozen boneless beef cuts (excl. forequarters) (<5 pcs)
Beef offal 02061095 Fresh/chilled edible beef offal thick/thin skirt

Beef offal 02061098 Fresh/chilled edible beef offal (excl. thick/thin skirt)
Beef offal 02062100 Frozen edible beef tongues

Beef offal 02062200 Frozen edible beef livers

Beef offal 02062910 Frozen edible beef offal (excl. tongues and livers)
Beef offal 02062991 Frozen edible beef offal thick/think skirt

Beef offal 02062999 Other frozen edible beef offal

Sheepmeat 02041000 Fresh or chilled lamb carcases and half-carcases
Sheepmeat 02042100 Fresh or chilled sheep carcases and half-carcases (excl. lambs)
Sheepmeat 02042210 Fresh or chilled sheep short forequarters

Sheepmeat 02042230 Fresh or chilled sheep chines and/or best ends
Sheepmeat 02042250 Fresh or chilled sheep legs

Sheepmeat 02042290 | Other fresh/chilled sheep cuts, with bone in
Sheepmeat 02042300 Fresh/chilled boneless sheep cuts

Sheepmeat 02043000 Frozen lamb carcases and half-carcases

Sheepmeat 02044100 Frozen sheep carcases and half-carcases (excl. lambs)
Sheepmeat 02044210 Frozen sheep short forequarters

Sheepmeat 02044230 Frozen sheep chinesand/or best ends

Sheepmeat 02044250 Frozen sheep legs

Sheepmeat 02044290 | Other frozen sheep cuts, with bone in

Sheepmeat 02044310 Frozen meat of lambs, boneless, frozen

Sheepmeat 02044390 Frozen meat of sheep, boneless (excl.lamb)
Sheepmeat offal 02068010 Fresh/chilled sheep/goat offal for pharma products
Sheepmeat offal 02068099 Fresh/chilled sheep/goat offal not for pharma products

Source: The Andersons Centre (2019)
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1.4.2 GeographicDefinitions

Throughout this report, there are numerous geographical terms used sometimes interchangeably. It is
therefore important to define these terms at the outset:

United Kingdom (UK): includes England, Scotland, Wales and Northern Ireland (NI).
Great Britain (GB): consists of England, Scotland and Wales.

Ireland: refers to the Republic of Ireland and is part of the EU27.

Island of Ireland: includes both Northern Ireland and the Republic of Ireland.

The European Union (EU): currently all 28 EU member states; also referred to as EU28.
EU27: EU member states excluding the UK.

EU26: EU Member States excluding the Irish Republic as well as the UK. Sometimes
referred to as Rest of EU or "Continental EU".

Non-EU: all countries outside of the EU28; periodically referred to as Rest of World (ROW)
or "third countries”.

Extra-EU: refers to non-EU (third countries) and in a post-Brexit context.

Intra-EU: denotes currenttrade between EU Member States including the UK to the point
of Brexit. Thereafter, the UK becomes extra-EU and intra-EU trade then refers to trade
between the EU27 Member States.

1.5 REPORT STRUCTURE

The structure of this Summary Report is as follows:

Methodology (Chapter 2): details the various research techniques, modelling tools, data
and information sources that were used to fulfil the study’s aims and objectives. This also
includes a top-level overview of how the modelling works.

Literature review (Chapter 3): explores previous studies examining the impact of Brexit
onthe UK's agri-food tradewith EU and non-EU countries. ltalso provides further scrutiny
of the trade-related implications of the future trading scenarios for the UK. Thereafter,
this Chapter examines frictions to trade, tariffs, tariff rate quotas (TRQs) and NTMs in the
red meat sector. These issues are developed further in subsequent chapters where each
is explored in-depth.

Trade Flows and Trade-Related Processes (Chapter 4): provides a top-level summary
of output and trade by product category, based primarily on official trade statistics from
the HMRC with the focus on UK to/from EU27 trade as well as UK trade with non-EU
countries. It also includes examples of the process maps which have been compiled to
illustrate the procedures that must be followed when trading with the EU as a third
country which have been used to inform the NTM estimates compiled for this study.
Tariff and Tariff Rate Quota Impacts (Chapter 5): assess the impact of the imposition
of the UK's proposed tariffs on imports as well as the tariffs put in place by other
countries/regions (including the EU27) on UK exports. This assessment is also
complemented by additional information in Annex I. It also sets-out how the proposed
allocation of existing EU28 TRQs between the UK and the EU27 could affect future trade.
NTM Impacts (Chapters 6): summarises the key assumptions and frameworks used to
develop the NTMs Model as well as key caveats to consider when interpreting its results.
Projected NTM costs for six products chosen for a detailed examination (see section 4.5)
are presented on a product-by-product basis for both “checked loads” (subject to the full
range of NTMs quantifiedin this study) and “probability-based” estimates (which consider
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the check-rates forsome NTM categories). The results are presented across four scenarios
and are set-out on a cost per load (£), ad-valorem equivalent (AVE (%)) and on a cost per
tonne (£) basis. A brief interpretation of the results is also provided.

. Overall Trade Barrier Impacts (Chapter 7): drawing upon the projected tariff, TRQ and
NTM impacts, this Chapter quantifies the impact on beef and sheepmeat trade in both
Brexit scenarios.

. Implications (Chapter 8): examines the farm-level implications using Andersons’
Meadow Farm Model. It also considers the implications for other parts of the supply-
chain, encompassing industry views on the required transition period. The question of
whether frictionless trade can be achieved is also discussed.

. Conclusions and Recommendations (Chapter 9): highlights key points for
consideration by policy-makers and industry participants based on the research
undertaken during this study. It also outlines key recommendations to address the
challenges posed as well as areas for future research.
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2 METHODOLOGY

In this Chapter, the key methodological steps undertaken to fulfil this study’s objectives are outlined.
The methodological approach used a combination of quantitative and qualitative research techniques
to address the project’'s requirements. This encompassed a literature review, interview discussions with
industry participants as well as MS Excel-based economic modelling and culminated in the estimation
of the potential impact of trade barriers (tariffs, TRQs and NTMs) on UK beef and sheepmeat trade.

2.1 DEeSK-BASED META-ANALYSIS AND LITERATURE REVIEW

A literature review introduces the study, summarising recent studies on the topic with the intention of
preventing repetition of effort and resources whilst providing ideas and new contacts for the research.

The review encompassed a detailed examination of over 25 studies that had previously investigated the
issue of trade barriers in agri-food trade generally and the beef and sheepmeat sector specifically. These
primarily focused on current UK to EU trade and on exporting into the EU28 (including the UK) from
third countries. Where appropriate, consideration was also given to trade barriers to agri-food trade
conducted elsewhere in the world to determine if any additional insights could be gained.

It had multiple aims including;

e Introduce readers to key studies on estimating trade barriers to agri-food trade

e Elaborate further on the key scenarios introduced in Chapter 1.

e Provide an overview of the key barriers (‘frictions’) which impinge upon agri-food trade

e Establish the best working definition of NTMs, and a framework for assessing NTMs (and NTBs),
based on previous work.

e Summarise the key methodologies used in other studies to estimate NTMs, to see if any lessons
could be learnt.

e To scope-out data sources that could be deployed in the modelling component of the project
(some of these are referenced elsewhere in this report).

2.2 MaAP-OUT TRADING PROCEDURES

The studies identified in the Literature Review also provided the basis for the development of a series of
process maps which outlined the key steps in the importation of meat products into the EU (and UK)
from third countries which typically trade with the EU on a Most-Favoured Nation (MFN) basis. These
process maps attempt to depict when each step takes place in terms of how far in advance of, or after,
the shipment it typically occurs. These process maps also set-out some of the key stakeholders involved
with each regulatory step and provided a basis for a number of discussions with industry experts carried
out during this research.

It must be emphasised that the NTM process maps shown in this report were developed on the basis of
being peer-reviewed only and should not be considered as exhaustive. They were compiled based on
the existing knowledge of the authors in relation to trade practices, supplemented by the findings of the
Literature Review and additional web-based research.

The process maps also provide a useful assessment framework throughout the duration of the project.

2.3 PRIMARY RESEARCH — INDUSTRY INTERVIEWS

During the study, interview discussions were held with 10 industry participants from across the UK beef
and sheepmeat sectors. This input built upon knowledge gained during previous studies when more
than 30 in-depth interviews were undertaken on the impact of various Brexit scenarios on beef and
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sheepmeat. Where appropriate, consent was obtained from participants in previous studies for input to
be utilised in this study. Furthermore, participant consent was also obtained for any new input obtained
for this study which straddled both UK-EU and UK-third country trade. Table 2-1 summarises the
interviews undertaken for this specific study. Each discussion, which consisted of a mix between
telephone and face-to-face interviews, generally took around 45 minutes to undertake but a number of
conversations lasted significantly longer than this. The interviews were based on a series of
questionnaires which were adapted depending on the type of organisation being interviewed.

Following each interview, the feedback was analysed and key points meriting further exploration were
identified and examined further. Key data points were also captured and were inputted as preliminary
estimates into the NTMs model.

Table 2-1 - Summary of Primary Research Interviews

Stakeholder Type No. of interview discussions ‘
Trading businesses (e.g. processors and producers) >
Trade associations, agents and retailers 4
Port Health and Local Authorities 1
Total No. of Interviews 10

Source: The Andersons Centre (2019)

2.4 MODEL DEVELOPMENT SUMMARY

This study used a two-stage approach to quantify the impactof tradebarriers onred -meat trade. It firstly
focused on developing an NTM model to assess projected non-tariff impacts on key commodities. The
findings from this NTM analysis were then combined with input from previous studies on quantifying
the impact of trade barriers in Brexit scenarios to conduct a volume-based assessment on the projected
impact on cross-border trade and associated output at a UK level. The methodology employed for both
model development stages is briefly summarised below.

2.4.1 Tariff Impact Modelling

Tariffs are relatively straightforward to model as they have defined costs. During this study, an analysis
of tariffs that would be applicable under a No Deal scenario was undertaken with respect to UK exports
to the EU and the imposition of the UK's proposed tariffs on imports from the EU27 and non-EU
countries. These impacts are summarised in section 5.2 with additional information contained in Annex
l. Whilst undertaking this analysis, estimated tariff impacts on UK beef and sheepmeat product exports
to selected third countries (e.g. US and China) were also incorporated into the modelling. As the impact
of tariffs are quite well understood, the influence of NTMs are less clear. Accordingly, and bearing in
mind the time constraints of this study, the most focus of the modelling and research was on quantifying
the impact of NTMs (see section 2.4.3).

2.4.2 Tariff Rate Quota (TRQ) Impacts

For beefand sheepmeat, the projected impact of the reallocation of existing EU28 TRQs based on historic
import trade between third countries with the UK and the EU27 was assessed. This involved an
examination of TRQ volumes which would be potentially available for the UK exporters post-Brexit as
some TRQs are open to everyone (i.e. not allocated to specific countries). A similar exercise was also
conducted for EU27 exports seeking markets in the UK. Added to this, consideration was also given to
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the impact of the new 230Kt beef TRQ that the UK proposed to make available to imports from all
countries in a No Deal scenario, provided they could meet the UK’s regulatory standards.

2.4.3 NTMs Model

Using the insights and data captured from the industry interviews process in conjunction with the
knowledge obtained from previous studies, a bottom-up model was deployed to quantify the impact of
non-tariff measures for six key products selected for a detailed examination during this study. These
products were assessed on a per load basis for both ‘checked loads’ (subject to the full range of
regulatory checks, sampling and accompanying NTMs that were applicable) and on ‘probability-based’
considerations reflecting the differing check rates (e.g. physical checks ranging from 1% to 20% for red
meat) that are potentially applicable. These probability-based estimates calculated the AVE impact of
NTMs when averaged out over 100 loads.

For each product under examination, the model sought to estimate the cost of each NTM at the
production and processing (plant level), during the cross-border journey (at the border) and at the
destination of the shipment. The resultant AVE estimates were then incorporated into a wider
assessment of the impact of trade barriers on beef and sheepmeat trade.

During the research estimates were sought in relation to the following trade flows;
e Third country to UK trade - relates to imports from Non-EU countries with a particular focus
on major importers such as Australia, New Zealand, Brazil and the US.
e EU to UK trade — concerns imports from the EU27.
¢ UK to EU trade - focusing on exports to the EU27.
¢ UK to third country trade - particularly concerning exports to key non-EU markets with an
emphasis, where possible, on markets such as China and the US.

During the research, it became apparent that, due to the limited insights obtainable within the study's
timeframe on future regulatory procedures on exports from the UK to third countries, that the associated
NTM estimates would have to be omitted from the results. This is because of the variability that exists
when exporting to different third countries with divergent, and sometimes opaque, systems. The process
was also hindered by several stakeholders from these countries being unwilling to comment on what
they perceive to be the speculative nature of the UK’s position post-Brexit. Accordingly, the NTM
estimates presented in Chapter 6 omits UK to third country trade.

Further information on the processes used to compile the NTM estimates as well as the key assumptions
is provided in sections 6.1 and 6.2.

2.4.4 Trade Impact Modelling

Drawing upon the estimates derived from the NTM modelling as well as input from previous studies, a
top-level trade impact model was developed to estimate the potential impact of tariffs and non-tariff
barriers on post-Brexit trade under a Brexit Deal and No Deal scenario. This exercise consisted of the
following steps;

1. Assessment of previous studies gauging the impact of Brexit on beef and sheepmeat trade:
was undertaken to show the overall direction of post-Brexit trade flows under each scenario. These
studies utilised a series of econometric modelling techniques and are commented on in further
detail in section 7.1. The insights obtained from these studies was used to inform the modelling.

2. Integrate findings from the TRQ assessmentand NTM modelling intothe trade barrier model:
based on reallocation of existing EU28 TRQs between the UK and the EU27 as well as an analysis of
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the likely future TRQs that the UK could gain access to when exporting to the EU27 (and vice versa),
a preliminary assessment was undertaken to ascertain the TRQ volumes potentially available under
a No Deal Brexit. Based on the NTM estimates, expressed in AVE terms, in conjunction with import
elasticity® estimates from a previous study by Ghodsi et. al. (2016), calculations were made on the
extent to which TRQ traded volumes would be eroded as a result of increased prices brought about
by tariffs and NTMs. These calculations also considered the competitiveness of UK/EU27 produce
vis-a-vis competing third country produce as well as the proposed 230Kt of new beef TRQ that the
UK would grant on an Erga Omnes basis (i.e. to Everyone) post-Brexit.

Under a Brexit Deal scenario, the impact of NTM costs only were considered as trade between the
UK and the EU in this scenario is assumed to be both tariff and quota free. Trade between the UK
and third countries was alsoassumed notto be affected, atleastinitially. This is because the existing
market access that the UK has obtained whilst being part of the EU are assumed to be rolled-over
and NTMs are already a factorin UK to third country trade and would essentially remain unchanged.
Notably, the impact of no hard border on the island of Ireland in a No Deal scenario has not been
considered in the results. If significant volumes of beef from Ireland get routed to the GB market via
Northern Ireland, and do not fall within a TRQ, then this could have a major impact on the UK beef
and sheepmeat sector. That said, the following counter arguments should also be noted. Firstly, it is
the intention of HMRC that tariffs would be paid on Irish beef exported to GB through NI. Secondly,
beef and sheepmeat are now products with traceability par excellence. Third, Irish industry sources
say that no reputable retailer or purchaser would risk their reputation effectively trying to smuggle
Irish beef into GB. Whilst it remains speculative as to how the Irish border issue would be addressed
under a No Deal, concerns around smuggling remain, despite the authorities’ intentions to minimise
such activities.

3. Calculation impact on traded volumes: having calculated the percentage impact on traded
volumes using import elasticities and projected TRQ and tariff impacts, the resultant absolute
impact on export and import trade with the EU27 and non-EU countries was conducted. This also
included top-level estimates on the potential changes in domestic production and overall
consumption in the UK market for beef, sheepmeat and their associated offal. Acommentary on
the results is also provided.

4. Price effects and impact on value of beef and sheepmeat output: these effects were gauged
drawing upon insights from previous studies as well as the projections of the authors developed
during this and previous studies. The focus on the impact on output value was primarily assessed
from the perspective of domestically produced beef and sheepmeat produce only.

3 Import elasticity concerns the percentage change in imports as a result of a 1% increase in the price of those
imports broughtaboutas a result of the imposition of tariffs and NTMs.
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3 LITERATURE REVIEW

3.1 INTRODUCTION AND CONTEXT

This Chapter summarises the key findings from the Literature Review which was undertaken in the early
stages of this study. It firstly sets out the background to the potential impact of Brexit on agricultural

trade within the UK. There is little doubt that this sector will be one of the most seriously affected.

This review introduces and assesses previous studies that have considered the impact of Brexit on the
UK's agricultural trade. The key results of some of these studies are examined in more detail in Chapter
7 because they are used to inform the trade impact assessment. As the Brexit negotiations have
developed there remains a high level of uncertainty regarding the future trading relationship between
the UK and the EU. Whatever form of trade agreement is finally reached there will be new barriers and
associated costs to trade. This review is undertaken in the context of two possible future trading
scenarios for the UK, introduced in Chapter 1. It provides a brief outline of the key “frictions to trade”
before considering how tariffs, Tariff Rate Quotas (TRQs), non-tariff measures (NTMs) (and non-tariff
barriers (NTBs)) may operate following the UK’s departure from the EU. Finally, whilst the costs and
impact of tariffs and TRQ's are relatively straightforward to model the literature on the qualification and
quantification of NTMs (and NTBs) will be reviewed in more detail because there is much less certainty
around how these would apply and their potential impact under each scenario.

3.2 IMmPACT OF BREXIT ON UK AGRICULTURAL TRADE

Ever since the decision to call a referendum on the UK's membership of the EU there has been much
speculation of the impact that staying “in” or getting “out” will have on agriculture. The first scholarly
article, and much cited since, was that produced by Boulanger and Philippidis (2015) who attempted to
quantify the financial impact of the UK's exit from the EU. Since that publication there has been a
significant amount of speculation, commentary and academic work to examine this issue in more detail
in both the UK and the EU. In addition to the academic and journalism work carried out, there has been
an increasing emphasis on translating the outputs of these studies into practical advice for the farming

community and supply trade. The key outputs from this body of evidence are summarised below.

In the run-up to the referendum van Berkum et. al. (2016) published their assessment of the implications
for agriculture of a UK exit from the EU. The report produced by LEI-Wageningen in April 2016 was
commissioned by the National Farmers Union and is often referred to as the "LEI/ NFU study”. It remains
to this day a key piece of academic work as it attempted to model the impact of Brexit by taking account
of possible changes in domestic agricultural support policy and trade arrangements and then, using
farm-level models, assessing this impact at the farm level. In common with many of the studies
completed since, it did not attempt to model the costs of supply of labour (particularly migrant labour)
to the UK agricultural industry nor the impact of a changing regulatory burden on farmers.

During 2016, the AHDB released a series of Horizon reports for their Levy payers that provided guidance
on the potential impact of Brexit on a number of different agricultural sectors. Many of these “market
intelligence” reports have since been updated as the Brexit negotiations have developed, for example
Beef and Lamb (AHDB, 2019). These documents remain key tools for farmers and producers to
understand the implications of what are complex, and often convoluted, developments in the Brexit
story.

At the same time as the sector guides, the AHDB published information about what possible future UK-
EU trading arrangements might look like (AHDB, 2016) and the implications for agriculture if the UK
trades under World Trade Organisation (WTO) rules (AHDB, 2017a). Following the commissioning of a
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study by AHDB, Bradley and Hill (2017) produced the second key assessment of the implications of Brexit
on UK agricultural trade. This report, often called the “AHDB study”, assessed the impact of future
domestic agricultural and trade policy on farm incomes. Unlike the LEl/ NFU study, the AHDB study
attempted to model the impact of changing labour costs and regulatory burdens. The report was
subsequently used as the evidence base for AHDB's publication on “Brexit scenarios: an impact
assessment” (AHDB, 2017b).

Independently, the FAPRI-UK modelling system, was also being used to estimate the potential impact of
Brexit on different sectors within UK agriculture. The FAPRI model captures the dynamic
interrelationships between the variables affecting supply and demand in the main agricultural sectors of
England, Wales, Scotland and Northern Ireland. The results of this work were published by Davis et. al
(2017) and is commonly referred to as the "AFBI study”, as this is where the authors are based, and
focussed on the sectoral impact of three different UK-EU trading arrangements.

These three studies have provided the evidence base for the majority of impact assessments on UK
agriculture following Brexit. In addition to these studies there have been a number of other notable
reports and publications that have assessed the impact of Brexit on different geographical locations
within the UK or on specific farming systems. These include for example:

e Impacton agriculture in Scotland — AHDB, 2017c and Shrestha et. al. (2018).

e Impacton agriculture in Wales — AHDB, 2018.

e Impacton grazing farms in the Lake District National Park (Agra CEAS Consulting, 2018; Wallace
and Scott, 2018).

e Impact of WTO trading on the Northern Ireland beef and sheep meat industry (Haverty, 2017).

e Possible impacts of a hard Brexit on UK sheep meat production (AHDB, 2019).

The EU has also been considering these issues and there have been several notable, and much cited,
studies carried out that have assessed the impact of Brexit on EU-UK trade relations from an EU
perspective. These include:

e Lawless and Morgenroth (2016) The Product and Sector Level Impact of a Hard Brexit across the
EU.

e Matthews (2017) Brexit Impacts on Irish Agri-food Exports to the UK.

e Boulanger et. al. (2017) Cumulative economic assessment of future trade agreements on the EU
agriculture.

e Bellora et. al (2017) Research for AGRI Committee — EU-UK agricultural trade: State of play and
possible impacts of Brexit.

e Haas and Rubio (2017) Research for AGRI Committee — Possible impact of Brexit on the EU
budget and, in particular, CAP funding.

e Matthews (2017) Research for AGRI Committee — Possible transitional arrangements related to
agriculture in the light of the future EU-UK relationship.

e VanBerkum et. al (2018) Brexit's Agri-trade Impacts on the Netherlands.

Until recently, there have been few developments since the plethora of studies and reports published in
2017. However, a new piece of research has recently been completed in the UK by Hubbard et. al. (2019)
and was funded by the Economic and Social Research Council (ESRC). This ‘ESRC study’ is a collaborative
work involving a number of researchers who have previously written in this area (Hubbard et. al 2018;
Davis et. al 2019). In this ESRC study, the authors took two economic equilibrium models (one of which
included the FAPRI-UK model mentioned above) and linked them to a series of representative farm
models. The aim was to estimate the possible macro, sector and farm-level effects of selected trade and
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domestic policy scenarios for UK agriculture. Three trade policies were explored which included a UK-
EU Free Trade Agreement, Unilateral Trade Liberalization and WTO rules.

Furthermore, a Bradley and Hill (2019) study has been recently published which updates previous work
and includes consideration of the recently published applied tariffs that the UK is proposing to apply (at
least for one year) in the event of a No Deal scenario. The key trade impact-related results of both
Hubbard et. al. (2019) and Bradley and Hill (2019) are examined in more detail in Chapter 7.

The farm-level modelling conducted by the ESRC study comprised detailed financial simulations for
2,803 businesses in the Farm Business Surveys of England, Wales, Scotland and Northern Ireland over
the three-year period 2013/4-2015/16. The conclusions drawn across different sector commodities are
broadly in line with those from the LEI/ NFU, AFBl and AHDB studies (van Berkum et. al. (2016), Davis et
al (2017) and Bradley and Hill (2017) respectively). In their conclusions the authors clearly show that
Brexit will have significant implications for UK agriculture, which is a sector with strong trade links to the
EU and reliance on direct payment support. Under the trading scenarios modelled these impacts will be
different for the commodity sectors and geographical regions of the UK. Whilst they recognised that
tariffs and additional trade costs would vary under the trade scenarios explored, they also concluded
that these trade effects could be overshadowed by foreign currency exchange rates, possible labour
market changes and other NTBs. The impact of these other NTB's were not addressed in their study. The
authors also recognised that whilst they tried to assess the impact at farm level, they were not able to
address the economic impacts of Brexit on the supply chain per se. Further discussion of the farm-level
impacts put forward by both the ESRC study and by Bradley and Hill (2019) are discussed in Chapter 8.

The impact of Brexit (with the consequent introduction of various frictions to trade under a number of
different trading conditions) on farm gate prices, farm incomes and the supply chain are the critical
elements of this study. The future trading scenarios that are considered in this study are outlined below.
These are broadly in line with those used previously by Hubbard et. al (2018; Davis et. al. 2019) but
reduced to two as outlined in section 1.3.

3.3 FRICTIONS TO TRADE

At its simplest level, ‘free trade’ means that goods can be exported and imported between countries
without tariffs. Nonetheless, those goods, even though tariff free, still have to go through customs and
may be subject to other regulatory checks that often cause delays. In addition to customs checks, there
are other barriers such as regulations, restrictions, compliance requirements and complex certification,
which together meanthattradeis never completely frictionless. This section briefly summarises the main
sources of friction that can impact on trade between nations, providing background context, to a more
in-depth review of these issues later in this literature review. The issue of achieving frictionless trade
post-Brexitis also discussed further in Chapter 8.

Tariffs — When goods are imported into a country, the government charges a tariff (customs tax or
duty). The most common type of import tariff is ‘ad valorem’, where a percentage of the price is paid.
Tariffs canalsobe a fixed amountin monetary terms or a mix of the two. For example, most beef imports
into the EU are subject to ad valorem tariffs of 12.8%, plus a fixed amount ranging from €1,414 to €3,041
per tonne, depending on the cut (AHDB, 2019). As part of a customs union, EU Member States collect
the tax on behalf of the EU, keeping approximately 20% to cover administrative costs.

Discussionaboutthe imposition of tradetariffs has been widespread and the implications comparatively
straightforward to work through for most goods under various scenarios using some relatively straight
forward assumptions. For example, analysis undertaken by Kee and Nicita (2017) suggested that tariffs
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could cause UK goods’ exports to fall by approximately 2% following Brexit without a trade agreement
This study will examine and quantify the impact of tariffs on the two main red meat supply chains.

Tariff-rate quotas (TRQs) —are limits on the quantities of goods that can be imported or exported.
That said, when viewed from the perspective of trading under MFN terms and being subject to tariffs,
TRQs actually serve as a liberalisation mechanism relative to a situation where imports are restricted by
high MFN tariffs, thus opening potential market access rather than closing it. When a Tariff Rate Quota
applies to imports; within the quota, the tariff rate is zero or very low; and outside the quota the tariff
rate is much higher. While importing outside a TRQ is not impossible, the percentage tariff applicable
would likely make it unprofitable for the exporter in the context of UK-EU trade.

Within the red meat sector, TRQ's specify the volume of product that can be brought into the EU (or
other countries) in a fixed 12-month period. The majority of TRQ's tend to run from 1 July to 30 June.
TRQs are managed through the issuing of import and export licences and can be specific to one
exporting country, a group of specified countries or can be open to all suppliers ('Erga Omnes’). Having
secured a TRQ, the national allocation for a country is usually allocated on a first-come-first-served basis
by the authority issuing the relevant licences.

Non-tariff measures (NTMs)—Non-tariff measures are Government-imposed requirements, unrelated
to tariffs, but that are faced by trading businesses. NTMs include customs procedures, sanitary and
phytosanitary regulations, labelling, packaging, and testing requirements and certification, together with
rules governing product origins and Government procurement (UNCTAD, 2012). They are used to
overcome or reduce the impacts of perceived product risks, including risks to human, animal or plant
health or product descriptions and standards. NTMs tend to increase production costs and can lead to
delays, wastage, and added trading costs. They are, therefore, often a barrier to trade, particularly in the
agri-food sector where risks to environmental quality and human, animal, and plant health need to be
managed.

NTMs are much more difficult to identify and quantify (Cadot, et.al,, 2018) than tariffs because they are
not always published, are difficult to calculate, and vary across the region. As a consequence, the likely
impact of NTMs on trade is more difficult to assess with high degrees of confidence. That said, whilst it
is difficult to quantify the costs associated with NTMs, their impact in certain food supply chains can be
significant where perishable goods are easily damaged or lost as a result of delays (Haverty, 2017). The
literature that has explored the quantification of the costs of NTMs is considered in more detail below.

Non-tariff barriers (NTBs)— Non-tariff barriers easily confused with NTMs, are additional barriers that
are unrelated to Government-imposed regulations (e.g. private standards) which are discriminatory. In
2016 the International Trade Centre (2016) classified non-tariff barriers (NTBs) as a subset of NTMs and
defined them as “measures that have a protectionist and discriminatory intent, for example when they are
excessive, dissimilar and not justifiably related to equivalent measures elsewhere.” (ITC, 2016). Figure 3-1
illustrates the relationship between NTMs and NTBs and their potential effects on trade.

Because NTBs are considered to have “protectionist and discriminatory intent” (ITC, 2016) they are
prohibited under the EU Single Market. Despite this, some NTBs persist as a result of the enforcement
of EU legislation at national level (European Parliament, 2017). The practice of imposing “additional
requirements, obligations or standards that go beyond what was foreseen or intended in the EU legislation”,
known as “gold-plating”, is an area that increases trading costs, creates unnecessary regulatory burdens
and competitive disadvantages.
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Figure 3-1 - Potential impacts of non-tariff measures and barriers
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Other trade-related impacts — Influences such as multilateral trade resistance and the presence of
internal trade barriers add layers of complexity to bilateral trade relationships. These factors are not
considered in detail in this report but are outlined here for completeness.

Research has demonstrated (Anderson and Wincop 2003) that trade is not only limited by the barriers
set up between the importing and exporting nations (i.e. UK and EU), but also by the overall trade
restrictions with other countries (i.e. trade restrictions the UK faces when exporting to China and South
East Asian countries etc.). This is referred to as ‘Multilateral Resistance’ (Chen and Novy, 2009). The
impact of multilateral trade resistance is likely to increase if the UK departs the EU and then changes its
standards. Under these conditions, importers from Third Countries, which previously traded with the UK
on the basis of EU standards, could become reluctant to import UK produce until they are satisfied that
the new UK standards still conformto their requirements.

Due to the Good Friday Agreement and the specific circumstances with regard to its open land border
with the Irish Republic, many experts believe that the Brexitarrangements applicable to Northern Ireland
could differ from the rest of the UK (Haverty, 2017; Matthews, 2017). The possibility that this could give
rise to some form of internal trade barrier that could affect domestic UK trade flows has been central
to much of the discourse surrounding Brexit. While these considerations are outside the scope of this
report, lessons may be learned by examining internal trade barriers and divergences that exist in other
countries, for example between the Republic of Cyprus (Southern Cyprus) which is part of the EU and
the Turkish Republic of Northern Cyprus which operates as a separate state outside of the EU. However,
it must be emphasised that none of these arrangements will result in frictionless trade. A recent report
preparedfor the Livestockand Meat Commission (LMC)examines in detail the key issues around internal
trade barriers and their likely impact on the beef and sheep meat industry in Northern Ireland (Haverty,
2017).
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3.4 TARIFF BARRIERS AND TARIFF RATE QUOTAS IN THE RED MEAT SECTOR

3.4.1 Currenttariffsand TRQ's for beef and sheep

Owing to factors such as seasonality in production and markets, together with consumer preferences,
goods are often both imported and exported—for example, Defra figures for 2017 were 101,000 tonnes
of lamb imports to the UK and 104,000 tonnes of exports (Andersons Centre, 2019). Depending on the
balance of trade for any particular commodity, the tariffs that are imposed on imports and those that
are paid on exports can have a significant impact on patterns of domestic production and consumption.

Currently, the UK is part of the EU's Customs Union and consequently there are no tariffs applied to
imports from EU countries. In the case of beef, the main imports are from Ireland (accounting for the
significant amount of trade at circa 196,000 tonnes per annum averaged over 2016-2018, HMRC data),
Poland (17,096 tonnes) and the Netherlands (19,852 tonnes). In the case of sheepmeat, Ireland again
accounts for the majority of trade (7,616 tonnes), with smaller amounts imported from Spain (1,301
tonnes).

Where such imports into the UK arise from a third country, the EU’s Common External Tariff (CET) is
applied, where those products either do not enjoy a TRQ or enter under a free trade or preferential
agreement (if they exceed the TRQ, then by definition the MFN tariff is applied. In the case of beef, due
to the tariffs imposed, the levels of imports into the UK are relatively low with the majority of trade
coming from Australia (3,256 tonnes), Brazil (3,219 tonnes) and Botswana (3,611 tonnes). In the case of
sheep meat, the largest imports from third countries to the UK are from New Zealand (56,605 tonnes)
and Australia (10,759 tonnes).

As mentioned previously, tariffs are applied against the individual product being imported using a
combination of both ‘ad valorem’ tariff (where a percentage of the price is paid) and a fixed amount in
monetary terms per tonne. The tariffs are applied to products categorised by 4- and 8-digit codes (table
3-1). A full list of the EU tariffs (CET) for imports fromthird countries (based on the UK being a third
country) is provided in Annex | which accompanies this report. In addition to meat-based products, it is
also worth noting that skins and hides which are ancillary products of beef and sheepmeat production
have a 0% tariff on imports into the EU.

Table 3-1 - Beef and Sheepmeat EU Common External Tariff (CET) Measures Summary

HS 4-digit code Description Typical Tariff
Beef 0201 Fresh or chilled beef/ veal 12.8% ad valorem plus variable
fixed amount/ kg
0202 Frozen beef/ veal 12.8% ad valorem plus variable

fixed amount/ kg

0206 Edible offal Some tariff free
Others 12.8% ad valorem plus
variable fixed amount/ kg
Sheepmeat 0204 Fresh/ frozen sheep meat 12.8% ad valorem plus variable
fixed amount/ kg
0206 Edible offal All tariff free

Source: European Commission
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For sheep meat, third countries already having an agreed TRQwith the EU for the import of fresh/ frozen
sheep meat (HS four digit code 0204), with zero % ad valorem and zero specific duty, include New
Zealand (228,254 tonnes), Australia (19,186 tonnes), Argentina (23,000 tonnes), Chile (8,000 tonnes),
Uruguay (5,800 tonnes) and all other countries (820 tonnes).

The 200-tonne “Erga Omnes” sheepmeat quota can be accessed by Australia, Argentina, New Zealand,
Uruguay, Chile, Norway, Greenland, Faeroes, Turkey and other WTO members not listed at a zero-tariff
rate. Whilst Australia has used the majority of its TRQ over the past three years, New Zealand has used
closer to 65% of its quota (averaged across the last three years). The “Erga Omnes” quota is almost fully
util