
 

© PortfolioConstruction Forum 2017   1 
www.PortfolioConstruction.com.au/perspectives 

 

Brexit wheels start to turn 

  
Nathan Smith | National Business Review | 31 March 2017 

On Wednesday, UK Prime Minister Theresa May triggered the mechanism for leaving the EU, 
known as article 50, beginning the country's two-year Brexit process. 

The UK's relationship with the EU has already changed, says UK Conservative Party MP Peter 
Lilley who visited New Zealand earlier this month [at the invitation of the New Zealand 
Initiative]. At the beginning of the decade, the bloc accounted for 55% of UK exports. In 
2016, it bought just over 40% and by 2030, even if the UK stayed inside the bloc, London's 
own projections suggest the share would be down to 30%. 

And, there's no way back now article 50 has been triggered. The UK will either end up with 
an EU agreement or without one. To get there, the MP for Hitchen and Harpenden says there 
is increasing interest in London for following the example of New Zealand. 

"What is the most influential country in the world? New Zealand. It has done many things 
other countries have copied. It was the first country to introduce votes for women and a 
national health service, to reintroduce independent central banks and the first to make its 
civil service more independent and business-like. 

"New Zealand has been influential simply by doing new things that work. I hope a Britain 
outside the EU will be able to do things for people to copy," the former secretary of state for 
trade and industry told the National Business Review. 

The UK director-general trade and investment Australia and New Zealand, Michael Ward, 
says the UK hasn't needed to stretch its trade negotiation skills for decades but knew it 
could count on New Zealand for advice. 

:Who were the first people out of the block, as it were, to develop new trade conversations? It 
was Australia and New Zealand, which makes them priorities." 

He says the UK doesn't have the negotiation expertise needed for a truly independent 
strategy because dealing with the EU trade machine was like "the mother-in-law trying to 
drive the car from the back seat while she's holding both the steering wheel and the 
gearstick." 
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The mechanics of leaving 

So how will Brexit play out? Mr Lilley says the UK won't remain a member of the internal 
market, won't join the European Economic Area (because that means accepting free 
movement of labour) and won't be bound by the Common External Tariff structure.  

That leaves two realistic options. Either the UK succeeds in negotiating a direct free-trade 
deal with zero tariffs and no unnecessary non-tariff barriers for services, or it will operate on 
most favoured nation terms under WTO rules. 

"Both are simple, actually. Trade deals are only difficult if you start on dissimilar levels. For 
example, in the recent Canada/EU negotiation, the EU had 12,000 tariffs while Canada had 
5000 tariffs. That sort of negotiation takes forever. 

"But if you start with zero tariffs and you want to end up with zero tariffs, I can't see why it 
will take more than 10 minutes. We also start with identical standards. So all we have to 
negotiate is an arrangement of what happens if either the UK or the EU diverge from the 
basic point. That might take a few weeks," Mr Lilley says. 

A free-trade deal would be the best outcome but the EU could decide to defer to politics, 
rather than economics. Brussels needs to send a clear message to the remaining members of 
the bloc that choosing to leave might be painful. 

Mr Ward reinforces how, unlike other countries hoping to negotiate trade agreements with 
the EU – where the pressure is on the outside country to rise up to the bloc's standards – the 
UK is already at those standards. 

"Negotiating the best possible deal with the single market is important because it means 
certainty for business and some predictability," he says. 

 
The pushback 

Some of the strongest opponents of the Brexit decision are in the civil service. Mr Lilley says 
functionaries such as Lord Hannay and Lord Kerr, London's permanent representatives to the 
EU, got so immersed in the bloc that they "drank the European cool-aid" and there's little 
hope for them. Those bureaucrats are still "fighting a rear-guard action". 

"They are very clever people and believe inclusion in the EU gives Britain a sort of power and 
involvement, and they liked that. But it didn't give Britain any power. 

"The UK opposed 72 measures in the EU Council since 1999 and was defeated on all of 
them. So our influence was not hugely successful. And as long as the UK was part of the EU, 
it was subject to a veto not only from the 27 other countries but also the seven parts of 
Belgium. And with the greatest respect to Belgium, it's not a world power and it is allowing 
the tail to wag quite a big dog," he says. 
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This is the reason the EU has been so unsuccessful in negotiating trade deals, he says. The 
total GDP of all the countries with which the bloc has an FTA totals less than $US1 trillion. As 
a comparison, Switzerland's FTA's are worth $US35 trillion and Chile's deals are worth $US55 
trillion. An independent UK can do far more alone, Mr Lilley says. 

  
Nathan Smith is foreign affairs and security analyst at National Business Review. 
This article was first published in NBR and is abridged with permission. 

 


