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BREXIT: FLEMISH INTERESTS AND PRIORITIES

In a referendum on the 23rd of June 2016, the United Kingdom (UK) decided to leave the
European Union (EU). At the start of the negotiations for this withdrawal on the 19th of June
2017, the two parties agreed to a phased approach whereby initially only the conditions for the
withdrawal of the UK from the EU (first phase) would be discussed. If the European Council
agreed that sufficient progress was achieved during the negotiations on the withdrawal
conditions, then it would also be possible to discuss the outline of a future cooperation
agreement and a possible transition period (second phase). During the European Council Summit
of the 20th of October 2017, the EU27 decided to start internal preparatory discussions
regarding the future EU-UK relations. Unless the European Council unanimously decides
otherwise, the UK will no longer be a member state of the European Union from the 29th of
March 2019 onwards. The actual negotiations on the future EU-UK cooperation agreement will
start after the formal withdrawal of the UK and on the basis of discussions already held with
regard to the outline.
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1 FLEMISH PRIORITIES

There is a lot at stake for Flanders. The negative impact of Brexit for Flanders will be the hardest
if the Brexit negotiations do not lead to a gradual and planned transition of the UK’s EU
membership into a new bilateral framework, or if the negotiations fail (the so-called "cliff edge”
scenario). The withdrawal of the UK must therefore take place in several phases whereby the UK
is disconnected from the internal market step by step. We must avoid a sudden rupture of trade
relations and cooperation in the field of mobility, education and research, agriculture and
fisheries, environment and energy. Specifically for trade relations, Flanders believes that the EU
and the UK must present a common proposal within the framework of the WTO for the fair
distribution of the current EU-28 commitments. This will reduce the risk of additional requests
for compensation from other WTO members considerably. Indeed, the government of Flanders
attaches great importance to the multilateral framework of the WTO whereby development
objectives play a crucial role (see the Flemish trade and investment strategy of 25 November
2016). Furthermore, the result of the Brexit negotiations should not undermine the value of full
EU membership. There has to remain a difference between an EU member state and a non-EU
member state.

To address these various challenges, the Flemish Government has defined several policy
priorities and goals. On that basis, the government is taking a formal position, is developing an
appropriate policy, and is communicating with stakeholders and decision-makers about the
preferred negotiation outcome for Flanders. A distinction is made between objectives in the
First Phase (withdrawal conditions) and in the Second Phase (outline of the future cooperation)
of the Brexit negotiations.

11 OBJECTIVES FOR THE WITHDRAWAL CONDITIONS

e Limiting the impact of Brexit on EU expenditure for the Multiannual Financial
Framework (MFF) 2014-2020 as much as possible. Guaranteeing the continuity of
ongoing projects as much as possible.

e Providing maximum protection of the acquired rights of EU and UK citizens. These
guarantees are based on reciprocity and limit the administrative burden for citizens as
much as possible. Posted workers and frontier workers enjoy a protected status.

e Concluding an agreement between the EU and the UK concerning Northern Ireland that
respects the Good Friday Agreements. Customs agreements made in this respect are
monitored closely. These agreements do not give rise to intra-European competition.

e With regard to enforcement and dispute resolution, finding a compromise that respects
the autonomy of the European legal system on the one hand, and the UK’s intention to
terminate direct jurisdiction of the European Court of Justice in the UK on the other
hand.
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1.2 OBJECTIVES FOR THE OUTLINE OF THE FUTURE COOPERATION
MODEL

Flanders calls for a trade-friendly Brexit as a basis for the future cooperation model. Future
relations must be as comprehensive and deep as possible. In concrete terms, this means the
following:

e The new bilateral framework leads to a trade-friendly Brexit with as few barriers as
possible for trade in goods and services:

o No tariff barriers (zero tariffs),

o New customs formalities that do not lead to longer queues and additional
administrative burdens for business. This requires a far-reaching customs
cooperation with a minimum of customs formalities, for example by means of:

= digitisation (e-customs);
» pre-clearance;
= mutual recognition of ‘Authorised Economic Operators (AEOs)’;
* investigating various facilitating models (including ‘my export/your
import’, ‘green lanes’, etc.) thoroughly.
Investigating whether funds can be provided for urgent investments in customs
infrastructure;

o Making every effort to maintain a ‘level playing field’ and avoiding regulatory
divergence: pursuing regulatory cooperation in the field of product, security,
environment, social and other standards (see REACH, etc.) and clear agreements
on state aid;

o Guaranteeing adequate protection of investments and intellectual property
rights.

e In addition, the EU must also make every effort to build a close and wide-ranging
“PLUS” cooperation with the UK in the fields of, inter alia, agriculture, fisheries,
research, education, mobility, transport, environment and energy, culture, security.
Provided that a fair and recurring contribution to the EU budget is made, the
cooperation with the UK for internal programmes such as the common agriculture and
fisheries policies, Erasmus+, Horizon2020, CEF, Europol, Interreg, etc. must continue as
much as possible. Focus areas include:

o Mobility:
If there is sufficient certainty about the level playing field:
* Introducing an equivalent system to the existing community
authorisation;

* Maintaining the exchange of information that guarantees safety at sea;
= Retaining the UK’'s membership of the Single European Sky.
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o Education & research:

» Preserving cooperation with British universities and knowledge
institutions, and the opportunities given to researchers and students (e.g.
in the field of mobility), on the basis of reciprocity;

» Retaining reduced rates for access to institutions in the UK;

» Retaining cooperation of the UK in the EU Framework Programme,

whereby an associate membership is the preferable option subject to the
payment of a fair contribution.
o Agriculture:
* Preserving access of Flemish farmers to the funds of the Common
Agricultural Policy (CAP) as much as possible.
o Fisheries:

* Maintaining the absolute status quo of the current quota allocation.
Consequently, preserving the current access rights to the territorial waters
and the Exclusive Economic Zone (EEZ) of the UK;

= Preserving the level playing field (in terms of technical measures and
control);

= Concluding agreements with the UK on sustainable management in all its
aspects (both ecological as well as socio-economic).

o Environment/energy:

= Protecting the level playing field for economic sectors (especially product
standards and industrial emissions, in terms of standards and
enforcement);

= Complying with existing international and European environmental and
energy objectives, without further imposing burdens on companies in the
EU and Flanders for existing installations;

= Attracting new investments and making arrangements on rules
concerning the EU-UK interconnections of energy networks.

o Culture:

= Supporting further participation of the UK to the Creative Europe

Programme, provided that a fair contribution to the EU budget is made.

e Transitional arrangements should lay the foundations for the future bilateral framework
to enable a smooth and orderly transition. These transitional arrangements last long
enough to give the UK and the EU the opportunity to conclude qualitative agreements
with regard to their future relationship. The UK preferably continues to be part of the
customs union and the internal market, provided that a fair and recurring contribution
to the EU budget is paid. Furthermore, it is essential that the EU and the UK
communicate jointly about this to their international trade partners.

e A new macro-regional strategy for the North Sea should enable all countries and
regions bordering the North Sea to cooperate, within their respective powers, in the
fields of, inter alia, science, maritime transport, energy, biodiversity, and the blue
economy.
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2 FLEMISH INTERESTS

The imminent withdrawal of the UK from the EU entails several challenges for Flanders, which
are mainly of an economic and financial nature. What Brexit actually means for our cooperation
with the UK for all policy areas largely depends on the future relationship between the UK and
the EU. It is currently not clear what this relationship will look like and how close the
cooperation between the EU and the UK will be after Brexit. The possible impact of Brexit on
the various Flemish policy areas is discussed below.

21 TRADE - GOODS

The impact of Brexit on the Flemish economy will be very substantial. The Flemish economy
depends to a great extent on trade with the UK. In 2016, trade relations between the UK and
Flanders looked like this:

EXPORT 2016 /' IMPORT 2016
€766 billion ~ en6 billion
(+1,68%) (- 9,45%)
Share of UK in total Flemish exports (2016) 4™ export market : 9,15%
Share of Flanders in total Belgian export to UK 87%

Share of Flanders in total British import in Belgium 89%
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Top export sectors 2016 - % share of Flemish exports to UK

Transport equipment 32,2% €8,91 billion
Chemical and pharmaceutical | 18,51% €5,12 billion
products

Machinery 7,58% €2,10 billion
Plastics 6.57% €1,82 billion
Foodstuffs 6.45% €1,78 billion
Mineral products 4,85% €1,34 billion
Textiles 4,60% €1,27 billion

% share of UK in Flemish world exports per sector

Transport equipment 2322% UK = 1* export destination
Textiles 11,27% UK = 4%

Foodstuffs 10,23% UK = 4%

Plastics 7,50% UK = 4%

Chemical and pharmaceutical | 7,17% UK = 5%

products

Machinery 6,44% UK = 4"

Mineral products 5,95% UK = 5%

The above interests are affected by barriers to trade that will increase when the UK is no longer
a member state of the EU. The UK has stated that it wants to leave the internal market and the
customs union. In that case, tariff as well as non-tariff barriers will have a negative effect on
Flemish trade with the UK.

Tariff barriers mainly will consist of import duties that the UK will be able to impose on goods
coming from the EU. This will make exports from Flanders to the UK more expensive which may
result in a decrease of demand for Flemish products and eventually lead to a reduction of
Flemish exports. Conversely, exports from the UK to Flanders will become more expensive and
higher prices for British products may have to be paid by Flemish consumers. If the EU and the
UK do not come to an arrangement for import duties, trade will revert to WTO tariffs.
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Potential WTO import duties (in %)

Transport equipment

Passenger cars 10% Transport of goods 13,5%
Trucks 16% Components 4%
Machinery
Machinery 0%, 1,7%, Electrical machinery 0%, 1,7%, 2,2%, 2,7%,
2.2%, 2,7% 3,7%, 4,7%
and 4,2%
Agricultural products
Animal products 15,0% Dairy products 33,5%
Fruit, vegetables and plants | 10,3% Coffee, tea and cocoa 6,0%
Cereals and preparations 12,4% Oil seeds, fats and 6,0%
animal
or vegetable oil
Sugar and sugar 20,7% Beverages and tobacco 19,4%
confectionery
Fish and fish products 12,0%
Chemical/pharma
Chemical products 3,25% to Pharmaceutical products | 0%
6.5%
Textiles:
interior textiles 4% t0 8% Clothing, footwear and 4% 10 17%
headwear

Non-tariff barriers will also impede trade between the EU and the UK. Depending on the future
cooperation in the field of trade and customs, customs authorities will have to reinstate checks.
These will have to verify compliance with, among others, sanitary and phytosanitary standards,
technical barriers such as packaging standards, certificates of origin, geographic indicators and
various quotas. Authorities will also have to verify that laws on the relevant product,
environmental and consumer issues are complied with. These customs checks will surely lead to
additional costs and loss of time. Furthermore, this will also have serious consequences for the
delivery of goods in the "just-in-time” model whereby delivery and production are accurately
aligned so that businesses do not have to keep large stocks, and this will generate extra costs.
This logistics model will come under pressure due to these additional formalities and costs.

Divergence is also possible with regard to the recognition, protection and enforcement of
intellectual property. This concerns, among others, trademarks, copyrights, drawings and models,
trade secrets and geographical indications (Gls).
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In 2016, the Government of Flanders Research Centre calculated that Flemish GDP would shrink
by 2.6% if the trade relations between the EU and the UK would revert to WTO rules. If the EU
and the UK conclude a free trade agreement, this loss would be limited to 1.8% of Flemish GDP.
These results were largely confirmed in a recent study carried out by researchers associated
with the KU Leuven university on the effects of Brexit throughout the production chain. If the
negotiations between the EU and the UK result in a "hard Brexit”, this study estimates that the
decline of Belgian GDP would be 2.35%. This scenario would amount to a loss of 42,000 jobs in
Belgium. If negotiations result in a “soft Brexit”, this decline of GDP would be limited to 0.58%
and the loss of jobs would amount to 10,000. All studies indicate clearly that, of the 27
remaining EU member states, Flanders will be affected the most after Ireland and the
Netherlands. Brexit impacts for Flanders will be harder than for Germany and Spain.

Belgian GDP
Hard Brexit - 2,35% - 42.000 jobs

Soft Brexit | - 0,58 % | -10.000 jobs

2.2 TRADE - SERVICES

Flemish trade in services with the UK will be affected considerably by the loss of free movement
of persons and services between the UK and the EU. An estimated 35,000 Belgians live and work
in the UK, the majority of which are Flemish. Conversely, about 30,000 Brits work and live in
Belgium. If the UK leaves the EU without an agreement on movement of persons and services, it
will immediately become more difficult for these people to work in the UK/Flanders because
they will automatically lose the work and residence rights that apply to EU citizens in the
internal market. Harmonised EU rules currently exist for cross-border activities. However, there
is a risk that an uneven playing field between the EU and the UK will be created in the long
term, because UK regulations will eventually differ from those of the EU.

2.3 BUDGET

The UK annually makes a significant net contribution to the EU budget. If the UK leaves the EU
without an agreement on its financial obligations vis-a-vis the EU, the loss of its contribution
will mean that budgetary choices will need to be made regarding budget cuts on the one hand
or increased contributions from the remaining member states on the other. An increase of the
contribution would impact the Belgian (federal) contribution to the EU budget. Budget cuts
would impact public and private organisations in Flanders that currently receive funds from the
EU budget. A significant part of these European funds are co-financed by the Flemish budget.
This is the case for the European Regional Development Fund, the European Social Fund, the
European Agricultural Fund for Rural Development, and the European Fisheries Fund. The federal
states are also responsible for paying benefits to farmers (without co-financing by the Flemish
budget). In addition, private and public parties receive subsidies from a variety of EU financing
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programmes, including Horizon 2020 (research, development, innovation), Erasmus+ (education,
training, youth and sport), Connecting Europe Facility (transport, energy and ICT infrastructure),
COSME (SMEs), Life (environment and climate), Europe for the citizen (citizenship), Creative
Europe (culture, media, creative industries), the Asylum, Migration and Integration Fund, and the
European Globalisation Fund (redundant employees).

Any financial arrangement between the UK and the EU should take into account the current and
future financing costs. Two concrete examples of these future costs are: the pension costs of EU
civil servants and financial commitments that the UK approved prior to leaving which will need

to be financed by the UK after its withdrawal.

2.4 BUSINESS SECTORS

The Flemish transport sector accounts for 19.24% of export in services to the UK and is one of
the most affected sectors. The UK is the 4th most important destination country after France,
the Netherlands and Germany. European rules currently guarantee a level playing field between
the EU and the UK, and ensure that transport to and from the UK occurs within a liberalised
transport market. If the EU legal framework for road transport no longer applies in the UK, the
carrier must have a bilateral permit for each transport journey to and from the UK, and this
type of permit is subject to quotas. The UK could also impede free access to its transport market
with diverging rules and standards.

The total added value of seaport activities involving traffic to and from the UK is estimated at
1.7 billion euros. During the first 9 months of 2016, Flemish ports handled 26 million tonnes of
traffic to and from the UK. Of all Flemish ports, Zeebrugge has by far the most traffic with the
UK. The Port of Zeebrugge fears that trade volumes will decrease as a result of Brexit and a
weaker economic growth between the UK and the continent. Moreover, additional customs
formalities generate extra costs due to longer waiting times and the need for more storage
space.

As regards the aviation sector, Brexit will mainly impact Brussels Airport, which is the largest
airport in Belgium. The UK currently benefits from the single aviation area (Single European Sky)
which provides the right to fly between EU countries and the right to fly in an EU member
state. When Brexit is complete, the UK likely will no longer take part in the single aviation area,
unless necessary agreements are concluded. EU operators will consequently no longer be able to
operate flights between two British cities and vice versa. They will also not be allowed to fly
between the UK and a member state if the operator is based in a third member state.

The Flemish agricultural sector depends on funds made available through the common
agricultural and fisheries policies. If cuts in the EU budget (as explained above) are carried out
through a reduction of these funds, Flemish agriculture will be impacted financially. An increase
of import duties on agricultural products after Brexit may lead to a lower demand for Flemish
products in the UK.
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The Flemish fisheries sector is relatively small. A worst-case scenario could be the final blow to
this sector. This scenario consists of a loss of access or a modification of the access conditions
to British coastal waters and the exclusive economic zone of the UK. Considering the more than
50% dependency on access to British waters, such a scenario is potentially very threatening for
the Flemish fisheries sector.

2.5 ENVIRONMENT, NATURE AND ENERGY

As an EU member state, the UK is bound by European laws on the environment, nature and
energy. When Brexit is complete, the UK may be able to adopt deviating regulations which are in
line with British national interests. This would disrupt the current level playing field, and the UK
may gain a competitive advantage vis-a-vis the EU and Flanders. Ambitious objectives adopted
by EU28 may need to be adjusted. If this is not done, these objectives will have to be attained by
EU27 with increased efforts of member states and their federated states as a result.

2.6 EDUCATION AND RESEARCH

Flanders and the UK work closely together in the field of education and research. EU students
and researchers currently have privileged access to the UK and vice versa. When the UK leaves
the EU, this privileged access may be impeded.

2.7 OTHER

Several other Flemish policy areas will also be impacted by Brexit in varying degrees.

Most legal bases concerning fiscal data exchange and recovery assistance would no longer apply
in case of a hard brexit. However, the UK remains a OECD-member and the existing double tax
treaty remains in force. This situation would lead to reduced data exchange and recovery
assistance or less flexibility in these areas; this in turn could result in lower tax income.

Brexit will also have an impact on the shipping and maritime sectors. The cooperation between
Flanders and the UK within the European Maritime Safety Agency (EMSA) and SafeSeaNet, the
Maritime Incident Response Groups (MIRG-EX), the Agreement on access to AlIS information
(Automatic Identification System) and WETREP - West European Tanker Reporting System may
be jeopardised.

Brexit will also have direct and indirect consequences for the EU’s data protection regulations,
the dual-use sectors, audiovisual media services, cultural goods, integration and civic
integration, the staff policy of the Flemish government administration, professional
qualifications and culture.
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