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Brexit

The ‘Canadian’ Model Explained

Political Backdrop

The UK and Canadian Trade Ministers and their officials have had recent meetings to discuss
the Comprehensive Economic and Trade Agreement (CETA), a (draft) trade ‘plus’ deal
between the EU and Canada. David Davis, the Minister for Brexit, said CETA is his preferred
model for the EU’s new relationship with Europe; adding it would be a perfectly good
starting point for our discussions with the EU. Described by Commission President Jean-
Claude Juncker as our best and most progressive trade agreement... and the most ambitious
trade agreement that the EU has ever concluded, what is CETA and what might it mean for
Ireland if the UK opted for such a model?

CETA — Main Provisions

An EU-UK CETA Treaty would give the UK the following benefits that reflect many of the key
aims of the Brexit campaigners:

e Afreetrade area would be established based on WTO principles and agreed rules of
origin for the majority of products.

e Simplified import, export and transit requirements would be introduced.

e After a transitional period of up to seven years for some products, customs duties
would either be eliminated or reduced for nearly all manufactured goods. Tariffs
and/or quotas would remain on sensitive food and agriculture products.

e UK exports would have to meet EU standards, conformity assessment procedures
and regulations, including sanitary and phytosanitary measures that are important
for the agri-food sector.

e The qualifications of regulated professions (such as architects, accountants and
engineers) would be recognised.

e The UK would not have to make a payment to the EU budget for market access.

e The current rules on procurement would remain largely unchanged.

e The temporary entry and stay of key personnel, contractual services suppliers and
professionals and short-term business visitors would be controlled in a flexible
manner.

e The full application of EU competition law is out of scope.


http://www.theguardian.com/politics/2016/jul/15/uk-canada-advice-post-brexit-trade-deals-eu-ceta
http://www.bbc.com/news/uk-politics-eu-referendum-36561409
http://ec.europa.eu/trade/policy/in-focus/ceta/

The UK could conclude bilateral agreements with other non-EU trading partners
using the CETA model.

There are some negatives for the UK.

Being outside the EU’s customs union and within a CETA arrangement, UK exports of
goods would have to comply with additional bureaucratic customs checks, which
could raise costs particularly for those firms with complex supply chains. Therefore
EU customs checks on UK imports/exports would have to be introduced.

Arguably the biggest challenge the EU-Canada deal poses as a potential model for
UK-EU relations after Brexit is that it only grants limited services liberalisation in
areas such as postal services and maritime transport.

In order to take advantage of the EU financial services ‘passport’, UK firms would
have to establish a presence in the EU and comply with EU regulations. Therefore,
the ‘Canadian model’ could ultimately make it harder for UK-based financial services
firms to sell into the EU market.

As a UK-CETA agreement would imply the UK not adopting vast areas of the EU
legislation and remaining outside EU co-funded programmes this would inevitably
impact on investment decisions in the areas of energy, transport, research and
development and intellectual property for example.

As for institutional provisions, a CETA Joint Committee, co-chaired by the UK
Minister for International Trade and the EU Trade Commissioner, would supervise
and facilitate the implementation and application of the agreement and oversee the
work of specialised committees and other bodies established under CETA. Thus the
UK would not be able to influence any new EU regulations affecting trade.

What do UK supporters of CETA say?

The UK Government has claimed (cited in a House of Commons briefing) that UK exports to
Canada under CETA will increase by 29% and Canadian exports to the UK will increase by
15% as a result of CETA and, in the long run, the benefit to the UK economy will be of the
order of £1.3 billion a year. Services make up 80% of the UK economy, yet they are only
partially covered by CETA.

What is being said in Canada?

The Liberal Government, elected in October 2015, has a comfortable majority and continues
to enjoy high public ratings. The Conservatives, the main opposition party, negotiated CETA
during their ten years in office and remain pro-trade. As Canada’s largest EU trading partner
is the UK, some argue it makes little sense to press for the ratification of CETA whilst the UK
is actively considering CETA as a template for its negotiations with the EU. The Council of
Canadians has called on the Trudeau Government to carry out an assessment of the CETA
without the UK. The Canada Centre for Policy Alternatives, that also has a reputation of
opposition to globalisation and trade deals in general, has also listed many perceived
shortcomings. CETA is not in jeopardy. On 9 July, Chrystia Freeland, Canada’s Minister of



http://researchbriefings.files.parliament.uk/documents/CBP-7492/CBP-7492.pdf
http://canadians.org/ceta
http://canadians.org/ceta
https://www.policyalternatives.ca/sites/default/files/uploads/publications/National%20Office/2014/09/Making_Sense_of_the_CETA.pdf

International Trade told the G20 meeting in Shanghai that all parties are working towards
the ratification of CETA early next year.

Implications for Ireland — Main Points

While free trade would be almost guaranteed, Ireland would have to press for duty free
access and no quotas for its agri-food sector in particular.

Electronic customs facilitation checks, with inevitable additional costs, would have to be
introduced. The UK Treasury estimates trade costs could rise by up to 15%.

The UK would be free to reduce its rate of corporate tax as taxation is out of scope of a CETA
as is the application of EU competition policy.

The treatment of VAT and excise duty would need to be addressed in any negotiation
leading to an eventual deal.

Ryanair and Aer Lingus might lose their ‘open skies’ rights.

As the UK would control its borders, we would have to rely upon Ireland Act 1949 - a British
Act of Parliament that was intended to deal with the consequences of the Republic of
Ireland Act 1948 as passed by the Oireachtas — to protect Irish citizens living in the UK and
Northern Ireland. The Act states that Ireland is not considered as a foreign country for the
purposes of any law in any part of the UK.....and references to foreigners, aliens, foreign
countries..... shall be construed accordingly.

The dynamic economic impacts of a CETA-type deal will need to be looked at in detail if this
model is put on the table. The ESRI analysis on Brexit trade impacts did not look at a CETA
scenario.

Compared to an EU-UK arrangement based on the European Economic Area model, a CETA-
type deal would strip away a significant amount of EU legislation affecting current trade in
goods and services. As a consequence, every commercial arrangement with UK businesses
that relies on EU legislation or regulation would have to be reviewed.

Ratification by Ireland?

The CETA negotiations concluded in September 2014. The consolidated CETA text (all 1,500+
pages) has undergone legal-linguistic review. On 5 July 2016, the Commission took a
decision to submit CETA to the Council of Ministers and the European Parliament for
approval. As CETA falls short of what the European Parliament wanted in relation to social
and environmental clauses MEPs may not be too happy with the final version. It is still to be
decided whether the agreement in its entirety falls under the exclusive competence of the
EU or would also touch upon Member States' competences. In the latter case, ratification by
the Member States, and the Oireachtas in Ireland’s case, would also be necessary for the
agreement to come into force. This implies that a UK-EU Treaty based on the CETA model
would have to be voted on by the Dail and 26 other national parliaments as part of an EU-
wide ratification process. What odds somebody will say ‘No’?


https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/524967/hm_treasury_analysis_the_immediate_economic_impact_of_leaving_the_eu_web.pdf
https://www.esri.ie/pubs/RS48.pdf
http://trade.ec.europa.eu/doclib/docs/2014/september/tradoc_152806.pdf

Timing — Two Years Should be Enough

While the CETA took seven years to negotiate, at least there is a comprehensive text to
hand that could become the basis for the opening of talks between the UK and the EU.
Given that Member States will want to review in detail the 1,000 + pages of
exceptions/reservations written into the current CETA, the full two years allowed under
Article 50 will be needed to fashion such a Treaty. Should the UK opt for a CETA-type
solution such an arrangement can only be ratified after the EU and UK agree the terms of
the UK’s withdrawal.

Conclusions

While CETA may have some attractions for the UK, it would not be Ireland’s preferred
option as a trade 'plus’ deal would still give rise to many uncertainties (and increased trade
costs) long after it was ratified; if matters get that far.

Senior executives in British business have woken up to the impacts of Brexit and have told
No 10 of their views in no uncertain terms. So there may, at last, be some scope for a re-
think on Brexit before Article 50 is triggered. We expect the European Council will give PM
May some additional wriggle room if there is significant corporate push-back on the
referendum result..

3 August

Peter Brennan (EPS Consulting) and Patrick Doyle (Toronto)



