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Introduction
When the UK formally triggered Article 50 in March 2017, 
it effectively fired the starting gun on a two year period of 
negotiations to agree the terms of the UK’s exit from the EU. 
Businesses are recognising that this will be an era of prolonged  
and heightened macroeconomic and political uncertainty, 
impacting operations in both the UK and on the wider continent.

Although the UK government initially expressed a preference to 
conduct negotiations for a trade agreement concurrent with the 
negotiations to leave the EU, the EU declared no talks on the post-
Brexit arrangements would begin until sufficient progress on the 
withdrawal terms have been made. However, in the aftermath of  
an unexpected UK general election result both sides have assumed 
a more conciliatory tone and the UK accepts the EU’s desire for 
progress on withdrawal terms first. 

Most observers believe that a two-year period is overly optimistic 
given the inherent complexity of concluding both the terms of 
the UK exit and a future trade deal. Therefore a time frame of five 
years, comprising both exit deal negotiations and subsequent 
transition period, is seen as potentially more realistic.

This ambiguity and ensuing complexity has implications at the 
organisational level, as individual businesses look to identify 
the issues and opportunities created by the new environment. 
Manufacturing accounts for approximately 10 per cent of UK GDP 
and over half of all manufactured exports by value went to the EU 
in the 12 months to April 2016, according to ONS data. Amongst 
the issues that manufacturing businesses will need to consider, 
Brexit will probably affect the cost of doing business, the optimum 
locations to site plant and machinery, investment plans, and the 
hiring and retention of skilled labour. 

It will also create opportunities, as the devaluation of the pound 
makes exports more competitively priced. Should this situation 
persist, it could provide the UK economy a chance to rebalance 
toward more export-oriented manufacturing activities and away 
from domestic consumption as the main driver of growth. 

This brochure will examine the most salient issues that Brexit will 
cause for day-to-day manufacturing operations.

Issues and opportunities to consider 
 
Issues: 

•  Markets: reduced consumption due to economic uncertainty, 
coupled with increased inflation, leads to reduced revenue for 
manufacturers and their customers.

•  Business Strategy: economic unpredictability could hinder 
decision-making and major transformation projects, leading to 
reduced growth and innovation.

•  Talent: Changes to UK immigration and border controls may 
reduce the UK talent pool and drive up labour costs.

•  Regulation & Legal: New regulation leading to structural reform 
and legal entity reconfiguration; branches vs subsidiaries; 
passporting; headquartering; contract re-negotiation.

•  Trade: increased tariff and trade complications surrounding 
supply chains could drive up operating costs.

•  Britain’s Influence: reduced role as a gateway into Europe as 
Britain becomes less attractive as a HQ location for non-EU 
businesses. 

•  Currency: devaluation of pound leads to higher input costs, 
inflation.

Opportunities: 

•  Supply Chain: changes to tax and trade regulation may require 
reorganising supply chains, leading to efficiency gains.

•  Talent: reduced EU immigration provides the opportunity to 
employ more talent from outside the EU.

•  M&A: increased opportunities for UK firms to consolidate 
domestically or to expand into the EU to create local production 
sites. 

•  Currency: devaluation of sterling leads to increased export 
competitiveness. 

•  Innovation: changes to access to markets and talent may 
catalyse innovation. 

Managing through uncertainty

01

Impact of Brexit on the manufacturing industry  | Managing through uncertainty



Prescribed exit  
negotiations 

2017-19

The UK government is expected to formally stake out its negotiating positions at the end of 2017. Prior to the election the only politically 
viable options seemed to be the two in blue at the bottom of the chart below. Now, it seems that the ‘softer’ options, those in green, might 
be considered.

The Brexit timeline

March 2017 June 2017

General election

Leave

Remain

Status Quo
This would mean remaining 
a member of the EU on a 
temporary basis; this is  
believed to be the preferred 
option for some senior UK 
politicians.  

EEA/EETA
These are the arrangements 
that Norway and Switzerland, 
respectively, have with the EU. 
Both offer access to the single 
market but also require the 
free movement of people. 

Customs Union
The arrangement that Turkey 
has with the EU. No access to the 
single market, no free movement 
of people and no requirement to 
follow EU laws. It also limits the 
ability to negotiate trade deals  
with non-EU countries.

Source: Deloitte analysis

The UK government has prioritised its ability to control migration, to conclude its own free-trade agreements with other countries, and to 
return regulatory and legislative dominion to UK courts and administrative offices in any post-Brexit outcome. As such, this would appear to 
rule out membership in the Customs Union and to limit itself to either a bespoke free trade agreement (FTA) or to trading under WTO rules. 
However, the actual situation is probably less binary than it seems.

Deal or no deal?
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Final settlement

 
Transitional  

period 2019+

March 2019

Extendable target  
date to conclude

Timing?

Temporary EU BFTA

Status quo EU
Scenario 1

Scenario 2

Similar to EEA BFTA

Scenario 3

Zero tariffs temporarily BFTA

Scenario 4

Permanent WTO WTO

Scenario 5

Temporary extension of free movement

• More harmonious

• Slower

• Less disruption•

•  Later end to free 
movement

• More fractious

• Quicker

• More disruption

•  Earlier end to free 
movement

BFTA
This is the UK’s preferred  
option and is similar to what 
Canada has with the EU.

WTO
Australia trades under WTO 
rules with the EU. See the  
following page for more  
discussion of this point.
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Leaving the EU without a deal and reverting to WTO rules is 
considered the scenario of maximum change and potentially 
the most economically disruptive option, a ‘hard Brexit’. Even if a 
bespoke FTA deal is done, it is possible that the UK will find itself 
trading under WTO rules even for a short interim period between 
the exiting of the EU and the start of the new arrangement.

The WTO option means exiting the single market in both goods  
and services, and the Customs Union. All UK trade will become 
subject to the EU common external tariff and rules of origin checks. 
It would also mean a re-negotiation of the UK’s WTO schedules. 

The UK’s current WTO tariff, quota and subsidy schedules are 
based on its EU membership. In principle, the UK could request 
to copy over the EU schedules to its own, but this will have to be 
approved by all 163 other members. 

The impact would be immediate: tariffs on all goods entering the 
EU would be required, with varying rates across product lines. 
Rules of origin would apply once the UK left the Customs Union, 
increasing the time, paperwork and cost required to ascertain 
the national origin of any product. The UK would no longer fall 
under the EU regulatory regime, meaning British products such as 
chemicals, pharmaceuticals or food stuffs would not be authorised 
for sale. UK financial firms would lose their passporting rights, and 
airlines would lose their EU flyover privileges. 

From an economic perspective, the UK would have more to 
lose by trading under WTO rules than the EU would. Recent 
research looked at the economic costs of goods and services, 
as a percentage of GDP, when trading under WTO rules, of all EU 
countries. The total costs are almost three times higher for the UK 
than the EU as a whole. See the chart below. 

Trading under WTO rules

Case Study: The importance of the road vehicle industry
Second behind aerospace & defence in terms of 
manufacturing and exports, the road vehicle industry 
accounts for nine per cent of UK manufacturing in 2016, 
and 0.9 per cent of GDP. It employs 150,000 people.

It accounts for 10 per cent of exports and 12 per cent of 
imports. Of this, more than a third comes from just one 
country: Germany. 

This sector is an example of how tightly the UK is integrated 
into European supply chains. Of UK road vehicle imports, 
only 22 per cent of sector value-added is UK content.  
Of exports, 56 per cent is local content. 

Tariffs are currently zero. If the UK ends up trading under 
WTO Most Favoured Nation rules, the average tariff on road 
vehicle products is 6.2 per cent, and for cars it is 9.7 per 
cent. Furthermore, some of the key markets where the UK 
would be looking to trade have very high trade-weighted 
tariffs: Brazil is 32 per cent, India 66 per cent, China 24 per 
cent, and South Africa 10 per cent.

HSBC estimates that if EU components are imported into 
the UK at an average rate of 4.5 per cent, it would cost the 
UK road vehicle sector between £350m and £875m per 
year.1   

 

 

1.2%

1.0%

0.8%

0.6%

0.4%

0.2%

0%

Es
to

ni
a

Fi
nl

an
d

G
re

ec
e

La
vi

a
Lu

xe
m

bo
ur

g
Sl

ov
en

ia
Bu

lg
ar

ia
Au

st
ri

a
Cy

pr
us

M
al

ta
Ita

ly
Sw

ed
en

Ro
m

an
ia

Fr
an

ce
Po

rt
ug

al
D

en
m

ar
k

Po
la

nd
Sp

ai
n

Li
th

ua
ni

a
H

un
ga

ry
G

er
m

an
y

Cz
ec

h 
Re

pu
bl

ic
Sl

ov
ak

ia
N

et
he

rl
an

ds
U

ni
te

d 
Ki

ng
do

m
Be

lg
iu

m
Ir

el
an

d

1.2%

1.0%

0.8%

0.6%

0.4%

0.2%

0%

Sl
ov

en
ia

Ita
ly

Ro
m

an
ia

Sl
ov

ak
ia

Fi
nl

an
d

Cz
ec

h 
Re

pu
bl

ic
Es

to
ni

a
G

er
m

an
y

Au
st

ri
a

Sp
ai

n
Sw

ed
en

Fr
an

ce
Po

la
nd

Li
th

ua
ni

a
D

en
m

ar
k

La
tv

ia
H

un
ga

ry
Be

lg
iu

m
N

et
he

rl
an

ds
Bu

lg
ar

ia
Po

rt
ug

al
G

re
ec

e
Ir

el
an

d
Lu

xe
m

bo
ur

g
U

ni
te

d 
Ki

ng
do

m
M

al
ta

Cy
pr

us
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Source: Deutsche Bank Source: Deutsche Bank

 

 

1.2%

1.0%

0.8%

0.6%

0.4%

0.2%

0%

Es
to

ni
a

Fi
nl

an
d

G
re

ec
e

La
vi

a
Lu

xe
m

bo
ur

g
Sl

ov
en

ia
Bu

lg
ar

ia
Au

st
ri

a
Cy

pr
us

M
al

ta
Ita

ly
Sw

ed
en

Ro
m

an
ia

Fr
an

ce
Po

rt
ug

al
D

en
m

ar
k

Po
la

nd
Sp

ai
n

Li
th

ua
ni

a
H

un
ga

ry
G

er
m

an
y

Cz
ec

h 
Re

pu
bl

ic
Sl

ov
ak

ia
N

et
he

rl
an

ds
U

ni
te

d 
Ki

ng
do

m
Be

lg
iu

m
Ir

el
an

d

1.2%

1.0%

0.8%

0.6%

0.4%

0.2%

0%

Sl
ov

en
ia

Ita
ly

Ro
m

an
ia

Sl
ov

ak
ia

Fi
nl

an
d

Cz
ec

h 
Re

pu
bl

ic
Es

to
ni

a
G

er
m

an
y

Au
st

ri
a

Sp
ai

n
Sw

ed
en

Fr
an

ce
Po

la
nd

Li
th

ua
ni

a
D

en
m

ar
k

La
tv

ia
H

un
ga

ry
Be

lg
iu

m
N

et
he

rl
an

ds
Bu

lg
ar

ia
Po

rt
ug

al
G

re
ec

e
Ir

el
an

d
Lu

xe
m

bo
ur

g
U

ni
te

d 
Ki

ng
do

m
M

al
ta

Cy
pr

us

Exports costs as a percentage of GDP, goods, under WTO rules
Exports costs as a percentage of GDP, services

Source: Deutsche Bank Source: Deutsche Bank

04

Impact of Brexit on the manufacturing industry  | Managing through uncertainty



Brexit represents a new strategic risk for businesses that – just as with any other risk factor – should be systematically evaluated, managed 
and, if necessary, mitigated.  

Manufacturers will need to identify the effects of Brexit on key business activities across their front and back office systems in the next 
two years. Over time, they may have to rethink business models and focus on efficiency. 

The Deloitte Issues and Opportunities Map is a framework against which organisations can consider the advantages and disadvantages 
and how they may affect their business. For manufacturing companies, the most pertinent issues are market access (including customs 
duties and regulations), movement of people, and currency and foreign exchange exposures.

Issues and opportunities

Market 
Access

Operations Trade

Inter-
country

operations 

Supply
chain

Workforce

Systems

Future trade
arrangements with EU

Future trading arrangements 
beyond the EU

Restrictions to
market access

Regulation

Pricing

Trade protection 
mechanisms

Tax

Corporation tax

Indirect
tax

IT &
Data

Cyber 
security

Hosting
& Cloud

Market
conditions

Consumer 
confidence

Business 
confidence

Currency/
FX exposure

EU Grant 
funding

Brexit issues
and 

opportunities

Movement
of people

Immigration Social security

UK Immigration
policy

Status of existing EU 
workforce

Access to talent

Attractiveness of UK to 
EU & non-EU workers

Relationship between 
the UK and the EEA

UK expatriates

Operations

Existing workforce

Cost of labour

Workforce planning

Employment law 
& regulation

Supplier contract 
fulfilment & cost

Opportunities

International 
trade

Revised trade arrangements 
with the EU

New trade agreements 
outside of EU

Export opportunity

M&A opportunity

Regulation

Continuity/iterative 
regulatory change

Simplified/
streamlined 
regulation

Cost and 
complexity of 
regulatory 
compliance

Regional
Development

Increased investment in UK 
infrastructure

Policy cohesion for 
regional development

Reduced restrictions
on regional development 

funding outside of EU 
regime

New UK development 
programmes

Industrial 
Strategy

Policy context

10 pillars of the
Industrial Strategy

Investment for 
productivity

Education
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Excise taxes and VAT
•  Import VAT applies (EU and UK)
•  Intra Community Supplies and Acquisitions 

no longer applies 
•  Movements of excise goods between UK  

and EU are treated as exports and imports

Diverse customs/tax related topics
• Valuation and transfer pricing
•  Existing customs rulings are affected
•  Impact of preferential origin claims/  

qualification
• Increased use of regimes

Enterprise systems
•  All systems need to be reviewed and  

checked whether system  
enhancements are necessary due to higher 
volumes and changes in requirements

Product regulations
•  Diverse product labelling and conformity 

rules affected
•  How fast can UK create law to keep  

its products competitive

Export controls
• UK needs to implement own law
•  EU to treat deliveries to UK as third  

party

Customs clearance
•  Deliveries from/to UK are considered  

as imports/exports

Market access: Trade and operations 
 
Following Brexit, UK companies will see a change in access rights to the EU market. Supply chains could become more complex as the 
introduction of customs inspections and regulatory requirements increases the time it takes to get goods from one country to another. 
The cost of moving goods to or from the UK for manufacture or distribution will almost certainly increase, as a result of tariff or non-tariff 
barriers. 

Businesses will need to assess these impacts through extensive supply chain audits, rigorous enterprise resource management, and 
longer term forecasting.

In some cases, introducing more appropriate organisational processes or tax regimes can help to minimise disruption. In other cases, 
outsourcing or offshoring production closer to the EU market may make the most sense. 

Companies will need to evaluate the relative merits and demerits across a range of criteria: the political and macroeconomic environment; 
tax and other business incentives; human resource prospects; the capital and regulatory frameworks; infrastructure, accessibility and any 
possible hazards.

Regardless of whether a FTA deal is struck or the UK trades under WTO rules, companies will need to tackle the key trade-related issues 
mentioned in the chart below.  

 

Market 
Access
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Movement of people: Immigration and operations
 
The movement of people is not necessarily a separate issue from the trade in goods; often the two travel together. Any deal with the EU 
will need to address the status of existing workers. Companies will need to consider how new immigration requirements impact workforce 
mobility and access to skills/talent and thus the cost of labour.

It has been the case for several years that the UK government would like to reduce net migration from its current level of around 300,000 
per annum to ‘tens of thousands’. This could affect manufacturers who rely on EU talent in the short- and medium-term. 

In the short-term, the treatment of existing EU nationals in the UK, and transitional arrangements for EU migrants from March 2019 need 
to be decided. The UK Government issued a consultation in July 2017 as a first step to evaluating the options. Draft legislation is due to be 
consulted on in 2017 and a new law tabled in early 2018. 

The reforms will comprise a gradual reduction of the current system and introduction of new elements that may include new net migration 
targets, tighter regulation of EEA workers, and more restrictive regimes for low-skilled workers.  

It is notably easier under the current UK immigration regime to recruit skilled migrants from non-EEA countries, and this bias away from 
so-called unskilled and semi-skilled labour is expected to continue. The Prime Minister has made it clear that the UK needs, and will 
continue to seek, skilled labour (although it may become more expensive and administratively burdensome, for example as a result of any 
additional visa requirements).  

A phased process of implementation is likely. Companies inside and outside the UK seek a situation where multinational employees can 
move relatively freely between EU and UK sites. More domestically focused firms have indicated that they support a system that welcomes 
skilled workers and students. 

There are still a host of issues that need to be considered, but businesses should begin looking at their current migrant workforce; how 
they attract, retain and remunerate employees, including health and welfare benefits; and what sort of contingency plans they can put in 
place to ensure they have appropriate HR policies to deal with the new situation when it comes into effect. 

Movement
of people
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For the next two years, the prospects for exporting firms could be favourable, as UK goods hit the ‘sweet spot’: cheaper in overseas 
markets and enjoying favourable access to the EU market. Beyond that, exporters, particularly manufacturers who source a lot of 
intermediate inputs from the EU, may be required to make more fundamental changes, such as reviewing suppliers or cost bases to 
increase natural hedges, or seeking new customers and markets.

Year-on-year increase in input & output prices
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Cost of market access: Currency/FX exposure
Since the Brexit side won the referendum vote in June 2016, Sterling has depreciated markedly. Sentiment is that this happened for two 
main reasons: the market thinks Brexit will weaken domestic demand, and also raise the cost of exporting, either through trade barriers, 
or through reduced inward investment and productivity in the export sector.  

The depreciation of Sterling since the Brexit vote has been a mixed blessing for manufacturing firms. On the one hand, the cheaper pound 
has meant UK goods are more competitively priced. On the other hand, the costs of imports have risen, which has shown up as increased 
producer input prices. As the chart below demonstrates, the higher input prices have resulted in higher output prices and this has cut into 
manufacturers’ margins. 
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Conclusion
The result of the general election took many by surprise, and the 
full implications are yet to be understood. There are encouraging 
signs that the voice of those wishing to see a more business/
economy-friendly Brexit may carry more weight. Calls for a deal 
that prioritises skills, jobs and trade appear to be heard more 
strongly even as it seems doubtful that Government will backtrack 
on its commitments to end free movement of people and the 
jurisdiction of the European Court of Justice. What is clear is that 
there remains substantial uncertainty as to how the negotiations 
will play out.

For business this will likely affect decisions about capital 
investment and overall business confidence. Whilst the markets 
were quick to recover from the election result, companies will be 
looking to insulate themselves against the possibility of life outside 
of the single market.

For manufacturers specifically, trade with the EU will probably be 
disrupted and become more complex and more costly. Their ability 
to employ EU nationals may become challenging as free movement 
of labour is curtailed. The drop in the value of Sterling will make 
exports more competitive but may also drive up the costs of 
imported intermediate inputs, which will impact output prices. 
These companies should ensure they have complete visibility on 
their supply chains, hiring processes and currency exposures.

To prepare for the impacts of Brexit, businesses are advised to 
plan for the ‘scenario of maximum change’ – in this case trading 
under WTO conditions – even if only for a temporary period, to 
insulate themselves from the most disruptive effects. Should other 
scenarios occur, it will be easier to manage and all possible avenues 
will have been explored.

Companies should commence contingency planning across the 
range of topics highlighted in the Brexit Issues and Opportunities 
chart and by considering the following steps:

• assess the impact and identify decision points;

• define the options and prepare to execute; and

• monitor the situation and act at the right time.

i ‘Brexit and vehicle trade’, HSBC, 7 April 2017aii ‘Brexit and the pound’, speech given by Ben Broadbent, Deputy Governor Monetary Policy, Bank of England, 23 
March 2017
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