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Introduction
There are two core elements to the United Kingdom’s economic integration with the European
Union at present and in terms of the future economic relationship in the context of Brexit.
These are the Customs Union and the Single Market (internal market).
Any EU-UK transitional period may see the UK as a whole remaining within both of these (or
in terms of the Customs Union, negotiate a transitional UK-EU Customs Union as the UK
would formally leave the existing Customs Union with Brexit). This leaves the question as to
what happens beyond that transitional period.
Alliance believes that if the UK is to leave the EU, it should remain within the Single Market,
while negotiating a Customs Union with the European Union that replicates the current
arrangement.
If this is not the case, Alliance believes that there is an overwhelming argument for a set of
unique arrangements to address the particular interests of the Northern Ireland economy. This
includes the inter-connected nature of Northern Ireland’s economy both in terms of the UK
and of the island of Ireland, with respect to sales and supply-chains. There is also relatively
strong dependency on access to labour over a range of skills levels across a wider range of
employers and sectors.
It is important to take into account both the current and potential future nature of the
Northern Ireland economy. It is not sufficient to simply protect Northern Ireland from the
impact of Brexit, but also to allow it to develop to its full potential and consider what steps are
required to ensure that Northern Ireland is best placed for its future development. The
economic challenge goes beyond just avoiding a hard border either across the island of
Ireland or down the Irish Sea.
Over the last number of decades, Northern Ireland’s economy has been held back by the
inter-related challenges of division and violence and has not had the same opportunity to
transform as other regions have had. Structural problems remain; low productivity, overdependence upon the public sector, an unemployment rate that is higher than the UK average,
and the highest UK levels of economic inactivity. In recent years, reforms and efforts have
been made to position Northern Ireland for that transformation, through greater and smarter
investment in skills and the proposed incentive of a lower rate of corporation tax. Any benefit
in terms of Foreign Direct Investment from such a corporation tax incentive would be
dependent upon Northern Ireland’s continued participation in the EU Single Market.
Economically, Northern Ireland must preserve its existing and future links to both the market
in Great Britain and in the Republic of Ireland and the wider EU/EEA. Both are of fundamental
importance and it is counter-productive and self-defeating for a choice to be forced upon
Northern Ireland.
There are also requirements to protect the totality of the Good Friday Agreement in both its
letter and spirit. Northern Ireland only works based upon sharing and interdependence. Whilst
it remains part of the UK in line with the Principle of Consent, it is important that people can
live their lives and do business without impediment on both a north-south and east-west axis.
Brexit, especially a hard Brexit, entails new divisions and barriers. Any friction must be
mitigated.
We therefore argue that Northern Ireland remain in the Single Market, and stress that the
region being part of the EU Single Market and UK Single Markets are not mutually exclusive
choices and can be not only complementary but facilitate new opportunities.
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Single Market
Most of the debate and focus to date on the Irish question has fallen on the matter of the
Customs Union. However, this only really applies to tariffs and the tariff-free circulation of
physical goods.
The issue of the future relationship with the Single Market is even more significant. It is based
on the four freedoms: the movement of goods, services, capital and labour, and the removal of
barriers to the realisation of those free flows. These are a deeper and more fundamental level
of economic integration that offered by the Customs Union.
It is important that ongoing economic considerations are not exclusively dominated by issues
regarding the movement of goods, but also take into account current and future dependence
and opportunities in terms of freedom around services, capital and labour.
The EU, and the wider EEA, is the largest single market in the world. It is noteworthy that
virtually all countries in Europe are participants in the Single Market. Norway, Iceland and
Lichtenstein are part of the EEA which covers almost all of the Single Market, though they are
not part of either the Common Agricultural Policy or Common Fisheries Policy. Switzerland
replicates key elements of the Single Market through a complex and cumbersome set of
bilateral relationships. Not every participant in the Single Market is a member of the Customs
Union; only EU member states.

Benefits of the Single Market
The overall economic case for a single market is that, by enabling the free movement of
goods, labour, capital services, it:
• Reduces barriers and costs so more businesses and individuals can trade profitably.
• Increases choice for consumers and businesses.
• Lowers costs for both consumers and businesses.
• Enables firms to access larger markets and specialise, taking advantage of economies of
scale and becoming more efficient.
• Creates additional competitive pressure, which pushes up productivity.
Through harmonisation or mutual recognition, participation in the Single Market ensures that
there are common standards on consumer protection, workers’ rights, the environment and
fair competition.
The UK’s financial sector, which provides a significant amount of government tax revenue, is
similarly dependent on its right to “passport” insurance and banking services across the single
market in accordance with its rules. Sectors such as chemicals, aviation, pharmaceuticals and
agriculture are dependent on EU rules that apply to their supply chains. The Institute for Fiscal
Studies estimates that maintaining membership of the Single Market is worth 4% of UK GDP.
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Participation v Access
Full membership of and participation in the Single Market substantially reduces the costs of
trade within the EU. Whilst transport-related costs and cultural barriers (such as language)
remain, the Single Market for the most part eliminates non-tariff barriers and transactional
costs, which are particularly important for services.
While any country has access to the EU as an export destination, membership of the Single
Market reduces non-tariff barriers in a way that no existing trade deal, customs union or free
trade area does. Membership also brings a high level of certainty around shared regulation.
If the UK, or Northern Ireland as a region, were able to remain in the EEA, we would enjoy
almost full participation in the Single Market and would also be obliged to accept EU
regulations and free movement of people. Participation without meeting these conditions
would be unprecedented.
By contrast, outside the EEA, the UK could seek a type of free trade agreement (FTA) with
the EU. This would likely mean better access, relative to a situation with no agreement, by
substantially reducing, and potentially eliminating, tariffs on goods. Some trade agreements,
such as the forthcoming EU–Canada deal, also reduce some non-tariff barriers on services,
though such deals are rare, harder to agree and stop well short of the kind of service access
conferred by membership of the Single Market.
The downside with just a free trade agreement is that it would not address the important
issue of non-tariff barriers – it is these, rather than tariffs, that are increasingly the main
obstacle to free trade. These include regulations, rules of origin and quotas. Research
suggests non-tariff barriers can in fact serve as more powerful impediments for trade than
tariffs, potentially the equivalent of a 12% tariff.
Trying to maintain equivalence with the rules of the Single Market, while outside both the EU
and the EEA, cannot bring the regulatory certainty that is essential for many sectors of the
economy, especially financial services.
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The Way Forward
It would undoubtedly be best if the entire UK opted to remain within the Single Market.
However, the UK Government seems determined to leave it.
In that event Northern Ireland should seek to remain within the Single Market, even if the rest
of the UK is outside.
This would involve Northern Ireland:
• Agreeing to abide by the four freedoms on the movement of goods, services, capital and
people.
• Having through the Assembly full competence and control over ensuring compliance with
the relevant body of EU Law (the acquis communautaire), including potentially the creation
of a legally binding duty on the Northern Ireland Executive and Assembly to abide by EU
law (or theoretically, through Westminster directly doing so in relation to the devolved
space).
• Accepting the jurisdiction of the EFTA Court (rather than the European Court of Justice).
• Paying some contribution into the European Union budget (which could be provided by the
UK Government on behalf of Northern Ireland).
In the context that this type of outcome could be agreed, it should also be assumed that at
least some form of UK-EU free trade agreement will also be negotiated.
Northern Ireland operating in the EU and UK single markets need not be mutually exclusive.
Goods from Northern Ireland could move tariff free in both the EU and UK Single Markets. If
and where any customs controls would be needed in relation to rules of origin checks in
relation to third party products or components would depend on the nature of the UK-EU
customs arrangements.
Northern Ireland being part of the EEA without the rest of the UK in the Single Market could
lead to some regulatory differences emerging between Northern Ireland and Great Britain;
Northern Ireland would continue to abide by EU regulations while the rest of the UK might
diverge. Great Britain could, on the other hand, continue observing EU standards or individual
companies might continue to do so. Moreover, any UK free trade agreement with the EU will
undoubtedly require convergence or equivalence with EU regulations. Equally, Northern
Ireland could observe both EU and UK regulations in many respects.
It is worth noting that there is already some divergence in regulatory approaches between
Great Britain and Northern Ireland, for instance in aspects of employment law. There has also
been a longstanding campaign from all the five main Northern Irish political parties for the
region to have the powers to vary the rate of corporation tax which has now been acceded to
by the UK Government.
Yet, the gaps in practice in terms of the regulatory framework may be relatively minor.
Critically, this regulatory interface would not be a physical border.
This approach would be entirely consistent with the current constitutional position of
Northern Ireland as a devolved administration and the application of the Principle of Consent.
Rather it would only represent a ‘devolution max’ situation, a scenario in which maximum
autonomy would be given to the Northern Ireland Assembly. The UK would remain the
sovereign government with responsibility for foreign and defence policy, monetary and
macro-economic issues amongst others.
Notably, Northern Ireland would continue to benefit from freedom of labour; an almost
universally cited critical issue for Northern Ireland businesses.
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The key question for businesses individually and collectively with respect to the Northern
Ireland economy as a whole is whether there is more to be gained from continued
participation within the Single Market than any challenges posed by having potentially
differentiated regulatory regimes.
In particular, remaining within the Single Market could open up new opportunities for
Northern Ireland in terms of developing the services sector and attracting additional inward
investment, including for the important financial services sector. As financial services migrate
out from the City of London, there is scope for a triangle to emerge between London, Dublin
and Belfast.
By contrast, there is a danger of a slow strangulation of the NI economy if it is outside both
the Customs Union and Single Market.
Full cognisance must be taken in any agreement, either based on the EEA negotiations in
relation to membership, or in a separate agreement, to cover the needs of the highly
integrated agri-food sector vitally important to the economy throughout the island of Ireland.
Alliance will bring forward further proposals in this regard.
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Future of the Customs Union and
Relationship to the Single Market
The full operation of any solution that would see Northern Ireland participating in the Single
Market would depend on what decisions were taken in relation to the future of the Customs
Union.
The Customs Union and the Common External Tariff provides for the tariff-free circulation of
goods within that group of countries. Once goods are imported to any member state they can
then move freely throughout the customs territory of the EU. The EU can conclude
preferential (e.g. free trade) agreements with other economies, and otherwise trade with other
third countries through World Trade Organisation rules on the basis of Most Favoured Nation
status. Members of the Customs Union cannot conclude their own independent trade
arrangements.
Leaving the Customs Union means that the UK can run its own independent trade policy, but
it appears unlikely that any agreements would be superior or more comprehensive than those
offered in and through the EU.
The post-Brexit UK could deal with the EU through a free trade agreement if one could be
agreed. However, this would not be the same as a Customs Union, and would involve a
customs frontier, necessitating customs declarations and some physical checks. This is the
case for example in free trade deals such as NAFTA.
Despite the aspirations within the UK negotiating paper around customs relations and the
Irish border, it is clear that any departure from the Customs Union would necessitate some
form of border on the island of Ireland and the associated economic costs (including both
tariffs and non-tariff impositions and costs), plus potential political and security implications.
In turn, any specific Northern Ireland option on a customs union with the EU risks an
administrative border down the Irish Sea.
The optimal solution seems to be that the UK as a whole remains within the EU Customs
Union, even though this means forgoing an independent trade policy. New markets will,
however, continue to be opened via the EU Customs Union making further external trade
deals.
The Single Market itself offers a deeper opportunity in relation to the free movement of
goods, alongside service, capital and labour, with Northern Ireland goods being able to
circulate in both the EU and UK Single Markets.
However, if the UK ultimately leaves the Customs Union, some degree of friction in relation to
the operation of the Single Market in relation to Northern Ireland will be inevitable, but can be
mitigated depending on the precise continuing UK EU inter-relationships.
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Scenario 1 – UK in a Customs Union with the EU Customs Union equivalent to the current
situation, and UK as a whole remains in European Single Market/EEA
Virtually all the potential problems in relation to the movement of goods and the emergence
of any physical borders are avoided as there are no customs frontiers.

Scenario 2 – UK in a Customs Union with the EU Customs Union equivalent to the current
situation and Northern Ireland, as a region, remains in European Single Market/EEA
There would not be any customs frontier within these islands, and goods could circulate freely.
There would be the potential for regulatory divergence between NI/EU and GB. However,
arrangements could be put in place to ensure either equivalence or NI producers meeting
both sets of regulations. These would be non-tariff barriers.
Northern Ireland would continue to benefit from its participation in the Single Market.

Scenario 3 – UK not in a Customs Union and NI in EU Single Market/EEA
If a path has been agreed to enable Northern Ireland to participate in the Single Market, it is
also highly likely that a UK-EU free trade agreement could be negotiated.
As a participant in both the EU and UK Single Markets, goods originating in Northern Ireland
would be able to circulate freely within both systems.
No tariffs would be raised by the EU on goods produced in Northern Ireland, as they would
have the right to freely circulate. But Northern Ireland would also be part of a UK Customs
Union.
There could be tariffs levied on goods moving between the Republic of Ireland and the rest of
EU through Northern Ireland or directly into the rest of the UK, though this prospect could be
substantially removed or eliminated subject to the nature of a likely UK-EU free trade
agreement.
By contrast, there would not be any tariffs on any Northern Ireland produced goods moving
into Great Britain.
However, there could be rules of origin checks on movement of goods between Northern
Ireland and the Republic of Ireland /rest of EU, and also rules of origin checks on goods
entering into NI/UK from EU and on goods entering EU.
If NI is part of the UK customs union, the customs controls (rules of origin, and tariffs if no free
trade agreement existed between UK and EU) would be at the EU/UK border or alternative
arrangements could be agreed as part of the Brexit and future EU-UK trade negotiations.
There would be the potential for minor regulatory divergence between NI/EU and GB as
outlined above.
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Scenario 4 – UK not in a EU Customs Union, but NI has a special customs arrangement with
the EU and NI is also in Single Market/EEA
This special customs arrangement for NI may amount to a customs union, or could be a lesser
form of customs facilitation arrangement. In this case it is not possible before negotiation is
concluded to map the consequences for any necessary control regimes.
However, it is anticipated that no tariffs would be raised by EU on goods produced in NI, and
that they would have the right to freely circulate in the EU.
Working on the additional assumption that the rest of the UK itself is no longer in a EU
Customs Union, tariffs could be levied on goods moving between RoI or rest of EU and Great
Britain, and also now possibly Northern Ireland goods moving to Great Britain. However, tariffs
would depend on whether or not there is a free trade agreement in place between the UK and
the EU and its coverage, and in practice, there is a strong prospect that no tariffs would be
applied.
Rules of origin would have to be checked in terms of movements between Northern Ireland
and Great Britain, or between the Republic of Ireland and rest of the EU and Great Britain. The
nature and location of such checks could be the subject to negotiation.
However, there would probably no longer be rules of origin checks on movement of goods
between NI and RoI/rest of EU.
There would be the potential for regulatory divergence between NI/EU and GB.

Scenario 5 – The UK as a whole (including Northern Ireland) leaves both the Customs Union
and the Single Market
In this unacceptable context, there would be a hard customs border on the island of Ireland
and regulatory divergence.
This would bring major economic, political and security implications. In the context of an
economic paper this scenario would significantly undermine the sustainability of the current
economy and constrain future development. Indeed, it would leave Northern Ireland as an
economic backwater with further loss of young people and skilled talent, and would require
the UK government and others to not only continue but to deepen the scale of the financial
subvention to maintain public services.
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Conclusion: Bridges not Borders
Alliance is advocating that Northern Ireland continues to participate in the Single Market in
either the context that the UK as a whole does so or a special arrangement is made to allow
regional participation.
Under Scenario 1, the status quo in economic terms can continue.
Under Scenario 2, there would be no hard border on the island of Ireland or between Northern
Ireland and Great Britain, and Northern Ireland would be the only part of these islands that
would have relatively free participation in both the UK and the Republic of Ireland/EEA
markets.
Under Scenario 3, Northern Ireland products and services would have relatively free
movement in both the UK and the Republic of Ireland/EU/EEA markets. However, there would
be a need for rules of origin checks in terms of other goods at both the interface between
Northern Ireland and Great Britain and between Northern Ireland and the Republic of Ireland,
and specific plans to facilitate this would need to be considered.
Under Scenario 4 it is not possible to project the customs regimes necessary before
conclusion of negotiations.
Under Scenario 5 it is highly likely that some customs infrastructure would be required at the
UK/Republic of Ireland land border.
In all of these scenarios, except 5, in descending order of preference, Northern Ireland could
serve as a bridge to both the Great Britain market and to the Republic of Ireland and wider
European Union.
Despite Brexit as a whole being an overall negative for the UK including Northern Ireland,
these configurations would provide this region with an opportunity to minimise the
contradictions and tensions arising and present a chance to transform the economy.
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