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Impact of Brexit on German Companies

Summary

Uncertain times

Key trading partner

DIHK's "Going International”
survey

In the estimation of German companies, the withdrawal of the United Kingdom
from the European Union will represent a significant drag on the trade of goods
and services. The business outlook of companies which are engaged in trade with
the United Kingdom is worsening significantly, as expected cost burdens due to
taxes and tariffs and increasing bureaucratic hurdles at Europe's new borders will
negatively affect business on both sides. The magnitude of this effect largely de-
pends on negotiations between the United Kingdom and the EU. Regardless of the
specific outcome of these negotiations, almost one in every ten companies is al-
ready planning to shift investments away from the UK because of Brexit and to-
wards Germany or other countries within the EU internal market.

The first effects of the Brexit vote are already being observed: German exports to
the United Kingdom were down by a good 3.5 percent last year, particularly due to
a slump in the second half of the year. Because of the negative impact on the
economy, the British government is planning to conclude a free trade agreement
with the EU which is intended to facilitate access to the internal market. Experi-
ence has shown that the negotiation of such agreements can take several years. As
a result, companies in the UK, and in Germany and Europe as well, will lack cer-
tainty for a long time about the conditions under which they will be able to trade
with and invest in the United Kingdom in the future.

The United Kingdom is Germany's fifth-largest trading partner. Trade volume in
2016 amounted to 122 billion Euros. The UK is actually the third-largest market
for German exports, with 86 billion Euros in exports in 2016. About 750,000 jobs
in Germany depend on trade with the United Kingdom. To date, German companies
have built production sites and businesses with a value of 121 billion Euros in the
UK. German companies maintain about 2,500 branch offices in the UK, which em-
ploy nearly 400,000 workers. British companies have 1,200 branch offices in Ger-
many, which employ about 220,000 workers.

DIHK's nationwide survey, "Going International 2017," was conducted with the as-
sistance of 79 chambers of commerce and industry. A total of 2,200 companies
based in Germany with foreign operations took part in an online survey in February
2017. The results of this analysis of the impact of Brexit are based on about 1,300
responses from companies which do business in the United Kingdom. This repre-
sents 59 percent of the companies surveyed.
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Companies’ Assessments

Consequences of ~ The negotiations for the United Kingdom's withdrawal from the European Union will represent a

Brexit major course change for German companies with international operations. Even shortly after the
referendum, a clear sense of uncertainty was evident among companies.! The results of the DIHK
survey, "Going International," show that this uncertainty has resulted in a significant worsening
in the business outlook. Among companies which do business with the United Kingdom, 90 per-
cent export goods and services to the island. About one third maintain establishments there in
the form of production or distribution sites. 22 percent use the United Kingdom as a source of
imports.

Form of business activities in the United Kingdom (percentage of companies)

Exports of goods and services to the United Kingdom 90%
An office/branch office in the United Kingdom 26%
Imports of goods or services from the United Kingdom 22%

Pessimism reigns ~ Companies are very cautious in their assessment of the current economic situation. Companies
rate the present business situation as somewhat solid, with a net positive value of three points,
but expect business to get much worse in the coming months, with a net negative value of 31
points. This represents the worst value of all the regions examined in the Going International sur-
vey. Companies foresee major difficulties for the United Kingdom once it leaves the internal mar-
ket and the most recent data pointed to flagging growth in the UK: 2016 GDP growth was just
1.8 percent, down from 2.2 percent the year before. Companies expect that their business poten-
tial, at least, will be limited by trade barriers or by restrictions on the free movement of workers.

' DIHK Survey: Initial Assessment of Brexit by Companies in Germany, June 2016
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Situation and Outlook of German Companies for UK Business In
percentages and net points

Net
Good Satisfactory Poor
— EEEE -
Better The same Worse

All companies af- Companies' assessments hardly differ based on size, although companies with EUR 10-50 million

fected in annual revenues are especially pessimistic about the development of business in the United
Kingdom. However, the most pessimistic companies are those which import goods and services
from the United Kingdom (net value of negative 35). These companies are worried about adverse
changes in the supply chain and an increase in customs bureaucracy, resulting in higher costs.
Exporting companies are just behind, with a net value of negative 30.

Priorities for the Brexit Negotiations

Prevent trade bar- At the top of the agenda for companies with regard to the upcoming Brexit talks, and for the ne-

riers! gotiations of a trade agreement between the EU and the United Kingdom which are likely to fol-
low is preserving the free movement of goods and avoiding an increase in customs bureaucracy.
88 percent of companies view the prevention of tariffs and import taxes as an important issue for
the upcoming negotiations. Close behind, with 83 percent, is the challenge of minimizing bureau-
cratic red tape with regard to customs. After the UK withdraws from the EU, after all, companies
would likely have to file formal customs declarations for imports and exports, as well as having to
obtain export licenses for certain goods.
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Priorities for the Brexit negotiations
Percentage of companies

Free movement of goods || GGG ::
Minimal bureaucracy || KK ::
Free movement of capital and funds || EGTcNGGEEEEEEEEE 7
Rapid implementation || GGG -1
Free movement of persons || GTGcNCNGEEEEEEE
Consistent legislation/standards || GG 35

Freedom to provide services || G 35
Other || 1

Major fundamental freedoms Following on companies' scale of priorities, with about half of respondents, is con-

of the internal market tinuing to ensure free movement of persons and rapid implementation of Brexit so
as to eliminate existing uncertainty. One third of companies cite the freedom to
provide services and avoiding differences in legislation as important issues. But at
the same time, companies are aware that the UK's withdrawal from the internal
market will represent a severe setback and that cherry-picking concessions would
hurt the internal market. Nevertheless, the challenges for future trade relations
between the EU and the United Kingdom are great, especially since the UK is Ger-
many's third-largest export market, with EUR 86 billion in exports. But the issues
cited illustrate the most important aspects from the viewpoint of German compa-
nies.

Shift in Investments

Shift in investments Almost one in every ten companies with investments in the United Kingdom is cur-
rently planning to shift to other markets because of the UK's withdrawal from the
EU, even though the terms of the withdrawal are not yet known. This is a demon-
stration of how unsettled German companies are. In the near term, the weakened
British Pound could compensate at least partially for a decline in investments. In
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addition, the long-term risk of barriers to German exports can be mitigated by in-
vesting in British production sites.? But in the long run, a steep decrease in Ger-
man investments in the United Kingdom seems highly likely.

Shift of Investments from the UK to Other Markets

Percentage of companies (redundancies possible)

Germany

Rest of EU, Switzerland,
Norway

Outside Europe

Eastern/Southeastern
Europe

A shift towards Germany and Companies planning to shift their investments because of Brexit have several op-

the EU tions with regard to future target regions. Somewhat over one half of companies
expect to redirect their investments towards Germany. As a result, the German
economy may benefit from the shift in investments, which would mitigate the
overall negative impact of Brexit at least somewhat. But other EU states would
benefit as well, as companies attempt to preserve the advantages of the internal
market. However, 39 percent of companies see investing outside of Europe as an
option, including Eastern and Southeastern European countries which are not EU
member states but offer other advantages, such as lower wages.

2 DIHK Survey: Foreign Investments in the Industrial Sector, spring 2017



Auswirkungen des Brexits - Going International 2017 7

Copyright The publisher reserves all rights. Reprints, even in extract form, require the express
consent of the publisher.

Publisher © DIHK | Deutscher Industrie und Handelskammertag e. V.
Mailing address: 11052 Berlin | Street address: Breite StraBe 29 |10178 Berlin-Mitte
Phone: (030) 20 308-0 | Fax: (030) 20 3081000

Internet:  www.dihk.de
Facebook: www.facebook.com/DIHKBerlin
Twitter:  twitter.com/DIHK_News

Editors Foreign Trade Policy and Law Divison
Dr. Ilja Nothnagel, Kevin Heidenreich
Layout Marina Winnemund

Date March 2017




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




