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Foreword

The UK is embarking on an independent trade policy for
the first time since 1973. Leaving the European Union’s
Single Market and Customs Union on 31 December 2020
marked the largest change to the UK'’s international
trading environment for a generation which came

against the backdrop of another exceptional event:

the Coivd-19 pandemic.

In this report, we have focused on the challenges
businesses are responding to as they adapt to these
changes. For businesses operating in, and across, the
UK we hope that this report helps to shine a light on
what is needed to help them overcome disruption and
harness opportunities. It is our hope that it will also help
policymakers to tailor their responses when engaging
with businesses and highlight where more focus is
needed as the trading environment evolves and
additional trade deals are agreed.

We are pleased to have worked with London First on this
survey looking how UK businesses are adapting to these
challenges and looking to seize new opportunities.

Foren

Sally Jones
Partner, Trade Strategy, EY

Based on 1,040

responses from
business leaders
across the UK

The businesses surveyed
included a representative
range across the following
sectors:

Manufacturing
Construction

Real estate

Retail

Hospitality and leisure
Finance and accounting
Legal

IT and telecoms
Other services

The interviews
were conducted by
Survation during

16-22 February 2021

The businesses

were located in:

London - 236

The Midlands- 180
North of England -168
Northern Ireland — 22
Wales — 63

Scotland - 87

South of England - 284

Survey specifics
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Executive summary

The last 12 months have had a dramatic impact
on how we live and do business. The lion’s share
of that change has been driven by the pandemic
but the impacts on business of transitioning

to a new trading environment should not be
underestimated. Nearly three quarters of firms
have been experiencing disruption, some short-
term, but with a worrying sense that these impacts
may persist into the longer-term. Action needs

to be taken now to enable the positives to be
harnessed: around a quarter of businesses are
looking to engage in new markets and, with the
right support, that number could grow.

As Government sets its eyes firmly on the recovery
and on reinforcing Global Britain, this highlights
the importance of tackling the immediate impacts
of Brexit and helping firms to move into a stronger
trading position. Our data shows that while there
is no silver bullet, up-to-date detailed guidance
from Government, alongside a helpline for more
nuanced advice coupled with the right financial
support, would help businesses, particularly
SMEs, to adjust. It is critical to put UK businesses
in the strongest possible position now, so that they
can take advantage of the positives and move
towards recovery.

We found:

Navigating the new trading relationship
between the UK and EU

75% of businesses surveyed were experiencing some form
of disruption to their business following Brexit. This is despite
71% of businesses saying that they felt prepared for Brexit
prior to the end of the transition period. 49% of businesses
expect the disruption to continue over the long-term.

Impact not yet realised for services businesses

The highest levels of disruption (29%) were felt in the
regulated services sector, which includes finance,
accounting, legal services, IT and telecoms. These new
barriers include restrictions on the mobility of personnel,
EU Member State-specific market access barriers and the
uncertainty caused by unilateral regimes such as the data
adequacy decision needed for data flows and financial
services equivalence.

The types of disruption

A significant percentage of businesses reported that the
following areas were causing disruption to their operation,
customs and supply chain (72%), tax and VAT (70%) and
regulation (68%). 43% of those citing customs as an area
of disruption said that the changes have led to delays

in their goods.

Increasing costs

Nearly a third (29%) say that their cost base has increased
as a result of the disruptions or having to source from new
suppliers. Of those experiencing an increase to their cost
base, nearly half (49%) said they will need to pass costs on
to customers.

Impact on people

62% of businesses reported that they will be impacted

by the new rules governing business travel between the
UK and EU due to the new restrictions on what activities
can be undertaken without a work permit. Businesses have
also already felt the impact of the new immigration system
in their recruitment practices, with 22% reporting that they
have faced difficulties attracting international talent to UK
positions.

Looking to international markets

Just over a quarter (26%) of firms now say they have a better
understanding of how to access new markets around the
world, while 24% say they now see Brexit as an opportunity
to diversify their activities and products. Just over a quarter
(26%) of businesses want to see the UK Government
negotiate more ambitious trade agreements.
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EXxpectations vs reality of Brexit

London First and EY conducted research into the immediate impact of Brexit on
the international trading environment and UK businesses’ current expectations
for its longer-term impact. It's clear that an overwhelming majority of UK
businesses have been impacted, with 75% experiencing disruption and one

in five businesses experiencing high disruption. Overall, 22% of businesses
currently anticipate a decrease in their trade with EU markets.

This level of disruption will have been frustrating for the 71% of businesses who
felt, at the end of the transition period, that they were prepared. There might
have been a gap between expectations and reality, which may have been
exacerbated by the last-minute nature of the final agreement.

Clearly, their preparations were not enough to shelter them from difficulties;
it's a moot point whether the preparations themselves were insufficient or
whether businesses did as much as they possibly could to get ready but
some disruption was inevitable.

Percentage of
businesses that felt

prepared varied by
size
[
Small Medium Large

66% 77% 82%

Neither prepared
nor unprepared

%
Unprepared (Net)

9%

Don’t know

17%

How prepared
did businesses
feel prior to
31 Dec 20207

Prepared (Net)

71%
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Brexit-related
disruptions

In reality, we expect that the levels of disruption
experienced will have been impacted by several factors.
It seems inevitable that the fact that crucial guidance
detailing how the new trading arrangements between the
UK and EU under the Trade and Cooperation Agreement
(TCA) was only published days before going into effect
was unhelpful.

Information from business groups, including trade
associations, was cited as the most useful source of
information on the transition.

Large companies tended to account for more of those who
felt they had an adequate or high level of preparation as
well as those who found official sources more useful. This
would suggest their greater ability to dedicate resources
and personnel to preparations was a significant factor in
how well they managed.

None of the
above

3% High

distruption
Net

21%

No disruption

23"
How much
disruption are

businesses
currently
experiencing?

Low
disruption
Net)

54*%
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Sectors and regions
experiencing disruption

The highest levels of disruption (29%) were felt in the
regulated services sector, which includes finance,
accounting, legal services, IT and telecoms. This is in part
explained by the industry-specific barriers that have arisen
and the relatively low-levels of access secured as part of
the TCA.

These new batrriers include restrictions on the mobility

of personnel, EU Member State-specific market access
barriers and the uncertainty caused by unilateral regimes
such as the data adequacy decision needed for data
flows and financial services equivalence. While the current
focus of both the media and Government is on the physical
flow of goods between the UK and EU, the UK's services
industry should expect to face more significant impacts
after certain restrictions of the pandemic are lifted.

Besides Northern Ireland, London has been experiencing
the highest levels of disruption, with 85% of businesses
surveyed reporting that they were experiencing some
form of disruption. In other regions of the UK, 70% of
businesses reported experiencing disruptions.

Percentage of businesses experiencing high disruption by sector

Manufacturing /

Construction / Real estate

Retail / Hospitality
and leisure

Finance and accounting /
Legal / IT and telecoms

Other

services

13%

17%

21%

29"
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Understanding-types
of disruption

Despite the readiness preparations business made
before the end of the transition period, serious issues
have emerged. Of businesses that were experiencing
disruption, 72% experienced problems with their customs
and supply chain, and of these 43% experienced delays.
70% of businesses experiencing disruption had issues
with their tax and VAT, notably 37% who had to register
or re-register with both UK and EU authorities. Some
disruptions are anticipated to take longer to resolve.

Of businesses who experienced problems, 65% had
difficulty with issues around talent, workforce or people.

The businesses surveyed were asked to provide additional
details on the exact nature of the cause of disruptions for
their operations. The spread of the responses showcases
the great variety of challenges businesses were faced with
and their different strategies to adapt.

Overview

Customs and supply chain

5%

Tax and VAT

27%

Regulatory and legal processes

5%

Talent, workforce and people

34~ | K&

IT, systems and data

18 447 34% I 4

Don't
know

No
disruption

High disruption
(Net)

Low disruption
(Net)
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Customs and supply chain

25 | R

Customs and supply chain disruptions experienced:

I 3

There have been delays

I 407

The cost of sourcing our componenets has increased

I 40"

Increased paperwork has meant more cost and slower transportation

I, 337

We have need to change suppliers and/or sourcing routes

I 29

We have stopped trading with the EU/countries
not covered by rollover EU Agreements

For those who reported disruption in their customs and supply chain, delays
were the biggest challenge. In an increasingly competitive world, being able to
deliver consistently on time is vital, and smoothing border crossings should be a
priority. It is also worth noting that, although it is the least-reported option, 29% of
businesses reported that they had stopped trading with the EU and countries not
covered by rollover agreements.

Tax and VAT

(B

Tax and VAT disruptions experienced:

I, 367

VAT disruption had negatively impacted trade

I 357

Increase VAT Compliance obligations

I, 29

Increased time spent understanding VAT rules

I, 287

Increased cash flow

I 237

VAT Disruption has positively impacted trade

I, 20

Northern Ireland VAT rules negatively impacted trade volumes

I, 20

Changes to ERP systems required

Those undergoing tax and VAT disruption reported a wide range of problems, with
each of the problems applying to at least a fifth of those businesses, and only a
quarter reporting improvements. The general negative impact on trade (36%) was
mostly based on increased obligations (35%) and costs in time (29%).
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Regulatory and legal processes

44

I 5%
Regulatory and legal processes disruptions experienced:

I, 37

Had to (re)register with regulatory bodies in the UK/EU

I 367

Had to appoint new representatives in the UK/EU
to comply with relevant legislation

I, 337

Had to obtain new licenses for import/export
or amend product markings/labelling

I, 307

Had to set up new entities and/or amend contracts

I 287

Unable to continue providing certain products/services

I 2

Had to deal with new IT systems

Reported regulatory and legal disruptions point mainly to short-term
challenges, with businesses having to re-register with relevant bodies,
appoint new staff, set up new entities, obtain new licenses, and amend
contracts. However, despite these immediate costs, regulatory and
legal challenges have not been fully dealt with, with 28% reporting a
permanent inability to provide certain products and services.

IT, systems and data

IT, systems and data disruptions experienced:

a0+ | g

38"

Changes in contracts

3 8%

Pausing starting projects/work because we are waiting
to see whether the UK is granted adequacy

I 3

Change in where data will be processed

I 1%

Changes in the location of servers/storage

I, 307

Change in the business model

Those suffering IT, data, and systems disruption also reported significant short-term
disruption, with many citing changes to contracts, business models, and locations
of servers and data-processing. However, one significant longer-term issue was
raised: pausing new projects because of concerns over UK data adequacy (38%).

Businesses transferring protected data from the EU to the UK can expect continued
uncertainty even if an adequacy decision is granted by the European Commission.
This is due to the automatic review clause in the draft decision after four years and
the high likelihood of legal challenge at the European Court of Justice.
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A focus on people

Following the introduction of the UK’s new points-
based immigration system, 22% of businesses reported
difficulties in attracting foreign workers to the UK. A
further 20% reported it would be a challenge to get
foreign qualifications recognised in the UK. 41% of
businesses thought they would be impacted by the
TCA due to new limits to activities that UK nationals can
undertake whilst in the EU without a work visa or work
permit. This will have implications for UK businesses’
recruitment strategies.

London and Scotland were the areas worst affected by
these workforce issues with over 28% and 24% of firms
respectively saying that they have already had trouble
in attracting foreign workers to
jobs in the UK. In other regions
of the UK 18% of businesses
on average reported similar
difficulties.

Scotland

24

These numbers are somewhat
limited in their interpretability

as mobility is currently severely
hampered by COVID-19 travel
restrictions, but we assume

more companies will face similar
issues, especially in attracting EU
workers, as we move out of this
stage of the pandemic.

I, 22

Difficulty in attracting foreign workers to UK jobs

I 20

Now solely hire UK-based workers

I 20

Challenges in getting foreign qualifications recognised

I 1:*

The process to hire foreign workers is too time-consuming and costly

I G

The new immigration system eligibility criteria (skill or salary threshold) are too high

I >

Easier recruiting from the rest of the world

>

Other

11% - Not applicable, the impact of COVID-19 has reduced current recruitment;
15% - Not applicable, we have always just hired UK-based workers; 7% - Not sure

10
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Impact of the new
business visitor rules

The new rules for business visitor visas (which do not
allow for many types of work but merely for meetings,
short research, to receive training and attend trade fairs,
and will differ by EU Member State) are going to impact
how companies operate. 41% of firms responded that
they will be highly affected while another 21% assume
they will be moderately affected by the changes. Over
two-thirds of businesses in London thought they will be
impacted in their business operations by the new rules
governing business travel.

67%

of London
businesses will
be impacted

11

Don'’t know

3%

Highly affected
(Net)

41%

How will business
be affected
by restrictions
on short-term
business visits?

Less
affected
Net)

35%

Moderately
affected

21%
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How Is the disruption

impacting the bottom line”

The changes in the trading relationship have impacted
the cost base of business overall. For roughly one-third

of the businesses their cost base has increased - this
was higher for large businesses (42%) and mid-sized
businesses (35%) due to their higher levels of complexity
and increased exposure to international trade. Just under
a quarter of companies said that their cost base had
decreased, which may be as a result of pandemic-related
reductions in business activity, or that as part of their
Brexit preparations, firms sought to implement efficiencies
to reduce their exposure.

In London the impact was higher (34%) due to the higher
proportion of businesses in the finance, accounting, legal
and IT sector.

Almost half of the businesses who stated that their cost
base increased said that they were planning on raising
prices for their customers to maintain the profitability of
their operations. Meanwhile, 40% of the businesses were
trying to renegotiate contracts with suppliers to save
money. Others said they would try to either absorb the
cost (38%) or streamline their operations (35%). Given the
high response rate across each of the possible answers,
it indicates that many businesses are pursuing a multi-
pronged strategy.

Responses to an
increased cost base

I 9™

Raising prices for our customers

I 40"

Renegotiating contracts with
suppliers

I 38™

Seeking to absorb the costs as
part of our business operations

I 35

Seeking to optimise and streamline
our business operations

| <1%
Other

m 5"

None of the above

Not sure

10%

Increased

297

What has been
the impact on
businesses
cost base?

No change

38"

Decreased

23"

12
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Future challenges
and opportunities

Nearly half of all businesses thought that the current
challenges represented a long-term trend with medium-
sized and larger companies more likely to think they
will continue to be impacted over the longer-term. This
sentiment will mean that we can expect continuing
discussions on how businesses adapt to the UK’s new
international trade regime and the resulting impact

on their business models. A higher proportion of
businesses based in London (53%) responded that
they were expecting long-term challenges. However,
28% of companies across the UK and 27% of London
businesses responded that they expect the current
disruption to be solved in the short-term.

As with any large-scale change and disruption, Brexit’s
impact on the international trading environment has also
generated opportunities. Over a quarter of businesses
agreed that in preparing for Brexit, they have developed

an unprecedented understanding of their own business
operations. Around a quarter said it had either improved
their resilience, developed their ability to spot new markets,
or given them an opportunity to diversify into new

markets or activities.

Future opportunities

I 27

Preparing for Brexit has given us an unprecedented
understanding of our business model

I 26

A better understanding of how to access new markets

P

An opportunity to diversify activities and products

P

Increased resilience due to better contingency
planning and risk management

P

An opportunity to seek new business partners

I 23

Other

13

Don't know

9%

Long-term
challenges

No challenges

14%

o

How long do
businesses
expect to
experience
disruptions?

Short-term
challenges

28"

Short and long-
term challenges

33"

Expect long-term challenges
post-Brexit

Small Medium Large

13% 21% 22%
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Supporting businesses to adapt

Businesses across all sectors have faced very different challenges with
the new trading environment and it is clear from the responses to our
survey that there is no silver bullet or single demand for government

to support businesses with overcoming the challenges discussed in
the report. However, there are a few broad areas where support is
particularly needed.

Firstly, many businesses — especially small and medium sized ones — are
struggling to adapt to a huge number of changes all at the same time.
Up-to-date, detailed guidance from Government (24%) and a helpline
where questions can be answered (16%) were reported to be helpful.

Secondly, financial support (34%) is also needed to support businesses
with the adaptation to new systems, sourcing new suppliers, managing
alterations of their business models or applications for new registrations
or licenses or a host of other changes that will be costly. Remaining
profitable as they adapt may be challenging.

Finally, the longer-term challenges raised in this report should be
considered. The delays at the border, the increased paperwork and
costs, concerns over UK data adequacy, the new challenges in foreign
recruitment and so on are fresh problems faced by UK businesses. Brexit
is clearly a process, not just a one off event and that process is far from
finished. The message from business is that they’'d like the Government
to continue working with UK trading partners (26%) and the European
institutions (16%) to reduce these challenges and open up new markets.
In a globalised, competitive, post COVID-19 economy, taking steps to
address these obstacles would put UK business in the strongest
trading position. It is critical to put UK businesses in the strongest
possible position now, so that they can take advantage of the positives
and move towards recovery and a Global Britain.

Different means of government support needed

I 3

Financial support

I 26

Stronger agreements with countries outside the EU

I 2/

More detailed guidance from government departments

I 19"

Export tax credits

I 16

Risk-assessed reductions in physical checks

I 1

More tailored/direct support to navigate the changes (i.e., call centre)

I 16

Urgent additions to the deal on specific topics (i.e., data adequacy or other)

Other <1%,; None of the above 16%



LONDON

WAFIRST

Our mission is to make London the best
city in the world in which to do business
for the benefit of the whole UK.

London First was set up by business leaders with the belief that by harnessing
business assets we can drive positive change. We operate as a business campaigning
force, with around 175 members, and are uniquely placed to champion the city

Now, we're stepping up once again. With our members — and the millions of people
they employ in the UK — we are pursuing an agenda that will keep London at the
forefront of global business, working with and for the whole UK.

Sophia Wolpers
Programme Director — People & Brexit, London First
swolpers@londonfirst.co.uk

You can also find us on Twitter @London_First or at

londonfirst.co.uk

EYBuiIding a better
working world

EY exists to build a better working world, helping
to create long-term value for clients, people and
society and build trust in the capital markets.

Enabled by data and technology, diverse EY teams in over 150 countries provide trust
through assurance and help clients grow, transform and operate.

Working across assurance, consulting, law, strategy, tax and transactions,
EY teams ask better questions to find new answers for the complex issues
facing our world today.

George Riddell
Trade Strategy Director, EY
George.Riddell@uk.ey.com

ey.com
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