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Introduction

1. This report explains the Government’s approach to delivering continuity in the United King-
dom’s (“UK”) trade relationship with Iceland and Norway now that the UK has left the European
Union (“EU”).

2. With our exit from the EU, the Government has sought to deliver the maximum possible cer-
tainty to businesses and consumers through ensuring continuity in the UK’s existing trade rela-
tionships. It is in no one’s interests to disrupt existing trade flows.

3. To achieve this, the Government has developed new bilateral agreements that replicate, as far
as possible, the effects of the UK’s existing trade agreements with existing partners. The new
bilateral agreements provide for entry into force when the existing agreements between the EU
and a third country cease to apply to the UK or as soon as possible thereafter. The agreements
will form the starting point for the UK’s future trade agreements with partners.

4. Wherever possible, the Government has sought a technical replication of the existing EU
agreements through these new bilateral ‘continuity trade agreements’, but in some cases, it
has applied bespoke solutions for individual agreements as necessary to ensure continuity of
effect and operability in a bilateral context.

5. This report gives details of, and explains the reasons for, any significant trade-related differ-
ences between:

a. Agreement on the European Economic Area (“EEA Agreement”).
b. Bilateral trade-related agreements between Iceland and the EU.
c. Bilateral trade-related agreements between Norway and the EU.

6. The EEA Agreement effectively extends the EU’s Single Market to its EEA EFTA signatories:
Iceland, Norway, and Liechtenstein. Hence, the European Economic Area (“EEA”) currently co-
vers 31 countries - the 27 EU member states, Iceland, Liechtenstein, and Norway, and the UK,
due to the terms of the transition period as defined by Article 124 of the Withdrawal Agreement.

7. The aim of the EEA Agreement is to establish a dynamic and homogenous European Eco-
nomic Area between these States. The EEA Agreement primarily puts in place equal rights and
obligations within the EEA for individuals and economic operators working and trading in the
EEA (EU 27+ UK (during the transition period), Iceland, Norway, and Liechtenstein). The EEA
Agreement also extends the EU’s four freedoms to its EEA EFTA signatories: the free move-
ment of goods, services, persons, and capital. The Agreement further encompasses other pol-
icy areas known as ‘Flanking and Horizontal Policies’. These include education, social policy,
research and development, tourism, the environment, and consumer protection. The EEA
Agreement is amended by continuously incorporating EEA-relevant EU acts into the EEA
Agreement. The bilateral agreements between the EU and Iceland and the EU and Norway
cover trading arrangements between those parties on agricultural and fishery products over
time and supplement the provisions of the EEA.

8. The closely intertwined relationship between Iceland, Norway and the EU means that translat-
ing our existing trade relationship (within the Single Market and the European Economic Area)
into a bilateral arrangement is a complex process. We have agreed with the EEA-EFTA states
that our long-term future trade relationship should be through a comprehensive FTA. Our ne-
gotiations towards an ambitious and comprehensive agreement began in the summer, and we
are on track towards our ambition of having the agreement in force in 2021. To ensure trade is
protected as far as possible, between the end of the transition period and the comprehensive
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10.

11.

FTA coming into force, we have agreed continuity arrangements which ensure that trade con-
tinues tariff free for the vast majority of goods at the end of the year. This UK-Iceland-Norway
Trade in Goods Agreement incorporates the relevant provisions of the EEA Agreement and the
bilateral agreements with Norway and Iceland in order to achieve continuity of trade in goods
as far as possible, alongside additional provisions which will ensure the trade agreement is op-
erational, namely institutional provisions, trade remedies, settlement of disputes, customs co-
operation and rules of origin.

The UK-Iceland-Norway Agreement on Trade in Goods will come into force for the end of the
transition period. It provides continuity for trade in goods whilst negotiations are ongoing with
the EEA EFTA States to agree a comprehensive FTA. A lot of trade such as trade in hydrocar-
bons is zero tariff anyway and so is not affected by an FTA being in place.

The Principality of Liechtenstein is also a signatory of the EEA Agreement with Iceland and
Norway. Liechtenstein has not been included in the UK-Iceland-Norway Agreement on Trade in
Goods because Liechtenstein forms part of the Swiss customs territory. An additional trilateral
agreement between the UK, the Swiss Confederation and the Principality of Liechtenstein was
signed on the 11th of February 2019. This additional agreement extends the relevant trade in
goods provisions of the UK-Switzerland Trade Agreement to Liechtenstein. This agreement will
come into force on 1 January 2021. An explanation of this additional agreement can be found
on gov.uk at: https://www.gov.uk/government/collections/uk-switzerland-liechtenstein-trade-
agreement

The UK, Iceland and Norway agreed to exclude certain goods and customs related policy ar-
eas or provisions from the UK-Iceland-Norway Agreement on Trade in Goods at the time of ne-
gotiation. This is because: (i) Iceland and Norway are not able to agree on such areas with a
third country independently of the EU because of their obligations within the EEA Agreement
(e.g. conformity assessment agreements with third countries); (ii) because it is not in the UK’s
interest to align to EU legislation; or (iii) because the provisions are designed to function in a
relationship based on Single Market participation, and which the UK cannot therefore replicate
bilaterally with Norway and Iceland. This includes:

Regulatory Alignment

12.

13.

Under the EEA Agreement, goods produced in the UK, Iceland and Norway were subject to the
same essential requirements, and conformity assessment bodies were recognised by each
Party. These arrangements have not been continued for this Agreement as it would require the
UK to make legal commitments to align with EU law. However, guidance issued by the UK con-
firms that products that require third party certification or an authorised representative recog-
nised by the EU originating from Iceland and Norway will continue to be recognised by the UK
for a time-limited period. The government guidance setting this out can be found online here:

a. https://www.gov.uk/quidance/placing-manufactured-goods-on-the-market-in-great-brit-
ain-from-1-january-2021

b. https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attach-
ment data/file/925140/BordersOpModel.pdf

These are not reciprocated for UK goods sold in Norway and Iceland because EEA countries
are closely bound by EU rules in these matters.

Procurement

14.

Full continuity of the procurement provisions found in the EEA Agreement cannot be technically
replicated by the UK as it will require the UK to implement EU Single Market rules. However,
those international procurement obligations between the UK, Norway and Iceland that derive
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from the WTO’s Government Procurement Agreement will continue to apply after the end of the
transition period once the UK accedes to the GPA. Furthermore, the Government has made
statutory instruments under the EU (Withdrawal) Act 2018 to keep alive the EU-derived pro-
curement obligations to suppliers from third countries for a temporary period of 12 months. This
includes the expanded procurement market access coverage for Norway and Iceland that is
derived from the EEA Agreement.

Competition and State Aid

15.

16.

17.

The EEA Agreement requires the Parties to implement the EU Single Market rules for competi-
tion and state aid. It would not be appropriate to retain such commitments in a UK-specific bi-
lateral context, and therefore these provisions have not been included in these agreements.
Iceland and Norway will continue to observe the EU rules in these areas.

It should be noted that the agreement does not contain provisions on Services and Investment.
Our intention is to address Services and Investment as part of a comprehensive FTA with the
EEA EFTA States. We are continuing to work with the EEA EFTA states with regards to the in-
tervening period between the end of the transition period and the entry into force of the new,
comprehensive FTA. These conversations will continue as we develop business guidance that
sets out changes that business need to be aware of.

As mentioned, the UK continues to negotiate for a comprehensive FTA with the EEA-EFTA
states which will replace this agreement once it is concluded. The aim of the current negotia-
tions is to agree an ambitious FTA which covers goods, but will also cover services and invest-
ment, as well as other commitments in areas like Sustainability and SMEs which will ensure
that our long term trading relationship with the EEA-EFTA states is protected and can grow in
the future.

Explanation of Report Layout/Approach

18.

19.

20.

21.

In accordance with the commitments provided for in the Trade Bill 2017-19, this report gives
details of, and explains the reasons for, any significant differences between:

a. Agreement on Trade in Goods between the United Kingdom of Great Britain and North-
ern Ireland, Iceland, and the Kingdom of Norway (“the UK-Iceland-Norway Agreement
on Trade in Goods)”;

b. The trade in goods related provisions of the Agreement on the European Economic
Area (“the EEA Agreement”); and

c. The existing bilateral trade agreements between the European Union and Iceland and
the EU and Norway

The report first sets out the general drafting changes necessary across all the UK’s short form
continuity trade agreements. These changes have no significant impact on the UK's current
trade relationships.

It then considers articles of the UK-Iceland-Norway Agreement on Trade in Goods, in turn ex-
plaining any significant differences between the trade in goods related provisions of the UK-
Iceland-Norway Agreement on Trade in Goods and the corresponding provisions of the EEA
Agreement and the bilateral agreements. The report also provides an overview of the institu-
tional provisions and horizontal policies that have been transitioned in order to operationalise
this Agreement, this includes trade remedies, disputes, rules of origin and customs coopera-
tion.

The UK-Iceland-Norway Agreement on Trade in Goods is a goods-focussed agreement. Ex-
cluding the provisions required to ensure the functionality of this goods-focussed agreement, all
8



22.

23.

24.

25.

other provisions of the EEA Agreement are out of scope. Modifications of the EEA Agreement
provisions that have been incorporated (as included in Annex | to the Agreement) are ex-
plained in this report.

This approach differs from the traditional Parliamentary Report structure which explains each

significant difference between the UK- third country trade agreement and the EU-third country
trade agreement. This report provides an explanation of why certain provisions and protocols

have not been incorporated at a level of appropriate detail for this report.

Furthermore, this report only focusses on the incorporation of the elements that govern trade
within the EEA Agreement and the bilateral agreements. The transition of policies not related to
trade are not in the scope of this report.

To assist the reader, we have included some discussion of the economic impacts as appropri-
ate. This report focuses solely on the changes made to the trading arrangements between the
UK, Iceland, and Norway in preparation for the UK ceasing to be bound by the EEA Agreement
and entering into the UK-Iceland-Norway Agreement on Trade in Goods. Any wider economic
impacts resulting from the UK’s exit from the EU have been excluded from this report.

The UK has agreed with many third countries that the most appropriate and proportionate form
of legal instrument to ensure continuity in the current circumstances is a short form agreement
which incorporates by reference the relevant provisions of the underlying EU-third country
agreement with relatively few but necessary modifications; the advantages of the short form
approach are set out below. However, the UK has simply chosen the form that the States in-
volved agreed was the most pragmatic and sensible in the circumstances, taking into account
the wishes of the partner countries. Accordingly, some agreements have been drafted in long
form to reflect these wishes. The UK-Iceland-Norway Agreement on Trade in Goods is a short
form agreement.

Legal approach

26. The UK, Iceland and Norway agreed that the most appropriate and proportionate legal vehicle

in the circumstances was a short form treaty which incorporated by reference relevant provi-
sions of the underlying EEA Agreement as well as the relevant bilateral trade agreements be-
tween the EU and Iceland and the EU and Norway with relatively few necessary modifica-
tions. The advantages of this approach include:

a. That it may more easily be adapted to accommodate different scenarios, such as the
various possible outcomes of the UK's ongoing negotiations with the EU regarding the
end state of the UK-EU relationship;

b. That the format itself will send a clear message to businesses, consumers, and inves-
tors in the three countries that the aim is simply to secure continuity to the extent possi-
ble in existing preferential tariff arrangements; and

c. It will provide a clear legal text, making rights and obligations unambiguous where they
had by necessity changed.

27. The UK-Iceland-Norway Agreement on Trade in Goods continues the effects of the relevant

provisions of the EEA Agreement, and relevant bilateral agreements on agricultural and fish-
ery products, to the extent possible and includes the establishment of institutional arrange-
ments between the UK, Iceland and Norway based on the existing structures (such as a Joint
Committee) that allow for the ongoing management and updating of this Agreement.

28. Many of the general modifications (such as replacing "EU" with "UK") are applied mutatis mu-

tandis, that is, with the technical changes necessary to apply the existing agreements as if
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29.

30.

they had been concluded between the UK, Iceland, and Norway. This has avoided the need
to reproduce or modify every page and has significantly reduced the volume of text that needs
to be included in the Agreement.

Where more substantive amendments have been required to ensure operability in a bilateral
context, or where the UK, Iceland and Norway jointly agreed that mutatis mutandis would not
deliver adequate certainty over rights and obligations, amendments have been included in the
Annexes to the UK-Iceland-Norway Agreement on Trade in Goods.

Where provisions required to ensure and support continuity of trade in goods from the EEA
Agreement and the bilateral agreements cannot be transitioned in their existing form (such as
the EEA Agreement Joint Committee structure), we have sought alternative arrangements to
deliver continuity of effect in our bilateral relationship with Iceland and Norway to the extent
possible. These provisions are written in long form in the main text of the Agreement, for clar-
ity. Also, the rules of origin are set out in long form in Annex IV to the Agreement.

Resources

31.

32.

33.

This report is intended to aid businesses, consumers, and parliamentarians in understanding
any significant differences made to the UK’s trade relationship governance with Iceland and
Norway by the UK-Iceland-Norway Agreement on Trade in Goods and the reasons for any
changes, and their impact.

Should you wish to view the EEA Agreement as originally published, it can be found online on
the European Commission’s website and in hard copy in the Houses of Parliament Libraries
EUR-Lex website.

A consolidated version of the EEA Agreement can also be found on the EUR-Lex website.
The consolidated text is not an authoritative version of the EEA Agreement but will assist
readers to understand how the EEA Agreement has been amended and supplemented since
its entry into force.

a. Agreement in the form of an Exchange of Letters concerning certain fishery prod-
ucts from the Commission of the European Communities to the Head of the Norwe-
gian Delegation done at Brussels on 16 April 1973 (“the 1973 Exchange of Letters
on Certain Fishery Products”);

https://www.wto.org/gatt docs/English/SULPDF/90880155.pdf

b. Exchange of Letters No 3 of the Agreements in the form of exchanges of letters be-
tween the European Economic Community and the Kingdom of Norway concerning
agriculture and fisheries, relating to the field of fishing, done in Brussels 14 July
1986 (“the 1986 Exchange of Letters on Fishing”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=43

c. Additional Protocol in the agreement between the European Economic Community
and the Kingdom of Norway consequent on the accession of the Republic of Aus-
tria, the Republic of Finland and the Kingdom of Sweden to the European Union,
done at Brussels on 25 July 1995 (“the 1995 Additional Protocol”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=51

d. Additional Protocol to the Agreement between the European Economic Community
and the Kingdom of Norway consequent on the accession of the Czech Repubilic,
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the Republic of Estonia, the Republic of Cyprus, the Republic of Latvia, the Republic
of Lithuania, the Republic of Hungary, the Republic of Malta, the Republic of Po-
land, the Republic of Slovenia and the Slovak Republic to the European Union,
done at Luxembourg on 14 October 2003 (“the 2003 Additional Protocol”);

http://ec.europa.eu/world/agreements/prepareCreateTreaties\Workspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=2761

. Additional Protocol to the Agreement between the European Economic Community
and the Kingdom of Norway, done at Brussels on 3 May 2016, done at Brussels on
3 May 2016 (“the 2016 Additional Protocol”)

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=10961

Agreement in the form of an Exchange of Letters from the Head of the Norwegian
Delegation to the Head of the Delegation of the Community concerning certain agri-
cultural products, done at Brussels on 16 April 1973 (“the 1973 Exchange of Letters
on Agriculture”);

https://www.wto.org/gatt docs/English/SULPDF/90880155.pdf

. Agreement in the form of an Exchange of Letters concerning wines from the Head
of the Norwegian delegation to the Head of the delegation of the Community, done
at Brussels on 16 April 1973 (“the 1973 Exchange of Letters on Wines”);

https://www.wto.org/gatt docs/English/SULPDF/90880155.pdf

Exchange of Letters No 1 of the Agreements in the form of an Exchange of Letters
between the European Economic Community and the Kingdom of Norway concern-
ing agriculture and fisheries, done at Brussels 14 July 1986 (“the 1986 Exchange of
Letters on Agriculture”);

https://eur-lex.europa.eu/legal-con-
tent/EN/TXT/?uri=CELEX%3A21986A1122%2809%29

Agreement in the form of an exchange of letters between the European Economic
Community and the Kingdom of Norway concerning certain arrangements in agricul-
ture, done in Oporto on 2 May 1992 (“the 1992 Exchange of Letters”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=49

Agreement in the form of exchanges of letters between the European Union and the
Kingdom of Norway concerning certain agricultural products, done at Brussels on 20
December 1995 (“the 1995 Exchange of Letters”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=52

Agreement in the form of an exchange of letters between the European Community
and the Kingdom of Norway concerning additional trade preferences in agricultural
products undertaken on the basis of Article 19 of the Agreement on the European
Economic Area, done at Brussels on 20 June 2003 (“the June 2003 Exchange of
Letters”);
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http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=62

Agreement in the form of an Exchange of Letters between the European Union and
the Kingdom of Norway concerning additional trade preferences in agricultural prod-
ucts reached on the basis of Article 19 of the Agreement on the European Economic
Area, done at Brussels on 15 April 2011 (“the 2011 Exchange of Letters”);

https://eur-lex.europa.eu/legal-con-
tent/EN/TXT/?uri=CELEX%3A22011A1209%2801%29

. Agreement in the form of an Exchange of Letters between the European Union and
the Kingdom of Norway concerning additional trade preferences in agricultural prod-
ucts, done at Brussels on 4 December 2017 (“the 2017 Exchange of Letters”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=12181

Protocol No 6 to the Agreement between the European Economic Community and
the Republic of Iceland of 22 July 1972, as amended, concerning the special provi-
sions applicable to imports of certain fish products into the Community (“Protocol
6”);

http://ec.europa.eu/world/agreements/prepareCreateTreaties\Workspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=10

. Additional Protocol to the Agreement between the European Economic Community
and the Republic of Iceland consequent on the accession of the Republic of Austria,
the Republic of Finland and the Kingdom of Sweden to the European Union, done at
Brussels on 26 January 1996 (“the 1996 Additional Protocol”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=21

. Additional Protocol to the Agreement between the European Economic Community
and the Repubilic of Iceland consequent on the accession of the Czech Repubilic,
the Republic of Estonia, the Republic of Cyprus, the Republic of Latvia, the Republic
of Lithuania, the Republic of Hungary, the Republic of Malta, the Republic of Po-
land, the Republic of Slovenia and the Slovak Republic to the European Union,
done at 14 October 2003; (“the 2003 Additional Protocol”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=27

. Additional Protocol to the Agreement between the European Economic Community
and the Republic of Iceland, done at Brussels on the 3rd of May 2016 (“the 2016
Additional Protocol”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=10941

Agreement in the form of an Exchange of Letters amending Protocol 6 to the Agree-
ment between the European Economic Community and the Republic of Iceland —
Amendments to be made to Protocol 6 to the Agreement between the European
Economic Community and the Republic of Iceland, done at Brussels on 29 June
1976 (“the 1976 Exchange of Letters”);
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https://eur-lex.europa.eu/legal-content/BG/TXT/?uri=CELEX:21976A0810(01)

s. Agreement in the form of an Exchange of Letters between the European Union and
the Iceland concerning additional trade preferences in agricultural products, done at
Brussels on 23 March 2017 (“the 2017 Exchange of Letters”);

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=11682

t. Agri-food Gls (ISL only): The Agreement between the European Union and Iceland
on the protection of geographical indications for agricultural products and foodstuffs,
done at Brussels on 23 March 2017;

http://ec.europa.eu/world/agreements/prepareCreateTreatiesWorkspace/trea-
tiesGeneralData.do?step=0&redirect=true&treatyld=11681

u. Wine and spirits Gls (ISL & NOR): Gl provisions in the EEA Agreement Annex Il
and Protocol 47;

https://eur-lex.europa.eu/legal-con-
tent/EN/ALL/?uri=CELEX%3A21994A0103%2801%29

34. Should you wish to view the full text of the UK-Iceland-Norway Agreement on Trade in Goods,
it will be laid in Parliament alongside an Explanatory Memorandum as part of the UK’s treaty
ratification process in accordance with the Constitutional Reform and Governance Act 2010.
The text will also be available on GOV.UK.
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Economic Background

35. This section provides a country-specific background analysis of trade between the UK, Norway
and Iceland.

Trade between the UK, Norway, and Iceland

36. Total trade in goods and services between the UK and Iceland and Norway together was £26.7
billion in 2019, of which £20.9 billion (78%) was in goods1. Norway is the UK’s 12th largest
trading partner,2 accounting for 2.5% of total UK trade. Iceland is the UK’s 67th largest trading
partner, accounting for 0.1% of total UK trade.

37.1n 2019, UK exports to Iceland and Norway were £8.2 billion. Of this, British exports to Norway
were £7.4 billion, making it the UK’s 22nd largest export market (accounting for 1.1% of all UK
exports). The UK exported £0.8 billion to Iceland, making it the UK’s 68th largest export market
(accounting for 0.1% of all British exports).

38. British imports from Iceland and Norway were £18.5 billion in 2019. Of this, the British imports
from Norway were £17.7 billion, making it the UK’s 10th largest import market (accounting for
2.5% of all UK imports). The UK imported £0.8 billion from Iceland, making it the UK’s 66th
largest import market (accounting for 0.1% of all British imports).

Table 1: Trade between the UK and Iceland and Norway 2019 (£, billion)

Trade in Goods Trade in Services Total
UK exports to Iceland | 4.2 4.0 8.2
and Norway
UK imports from Ice- 16.7 1.8 18.5
land and Norway
Total 20.9 5.9 26.7

Source: ONS (2020), UK total trade: all countries, non-seasonally adjusted (accessed 13" Novem-

ber 2020).

39. Using data from HMRC for trade in goods only, Table 2 shows the top goods exported to Ice-
land and Norway in 2019 were in machinery and mechanical appliances (HS84, £838 million),
vehicles other than railway or tramway stock (HS87, £409 million), and aircraft, spacecraft, and
parts thereof (HS88, £318 million). The vast majority of the British goods imports from Iceland
and Norway were in mineral fuels or oils, products of their distillation (HS27, £13.2 billion), rep-
resenting almost 80% of the British goods imports from Iceland and Norway.

T ONS (2020), UK total trade: all countries, non-seasonally adjusted (accessed 13" November 2020).
2 EU members are treated as individual trading partners with the UK.
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https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/datasets/uktotaltradeallcountriesnonseasonallyadjusted
https://www.ons.gov.uk/businessindustryandtrade/internationaltrade/datasets/uktotaltradeallcountriesnonseasonallyadjusted

Table 2: Top 5 UK goods exports to and imports from Iceland and Norway 2019 (at

HS23, £ million)
Top 5 UK goods ex- | Value (Em) Top 5 UK goods im- | Value (£Em)
ports to Iceland and ports from Iceland
Norway and Norway
Machinery and me- 838 Mineral fuels and oils | 13,237
chanical appliances
Vehicles other than 409 Fish and crustaceans | 408
railway or tramway
stock
Aircraft, spacecraft, 318 Machinery and me- 403
and parts thereof chanical appliances
Electrical machinery 284 Zinc and articles 193
and equipment thereof
Optical, photographic, | 267 Optical, photographic, | 169
cinematographic and cinematographic and
medical equipment medical equipment

Source: HMRC trade statistics by commodity code (accessed 13" November 2020). Sectors clas-
sified according to Harmonised System chapters. Data presented is recorded on a ‘physical move-
ment’ basis where a good is recorded as an export (import) if it physically leaves (enters) the eco-
nomic territory of a country.

40. Table 3 shows that in 2019 other business services (comprised of sectors including legal, ac-
counting and management consulting) was the largest UK service both exported to, and im-
ported from, Iceland and Norway, valued at £1.4 billion and £338 million respectively. Travel
services followed as the second largest UK service export to Iceland and Norway in 2019.
Whereas transportation was the second largest services UK import from Iceland and Norway
over the same period.

3 The Harmonized System (HS) is an international nomenclature for the classification of products. It allows
participating countries to classify traded goods on a common basis for customs purposes.
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Table 3: Top 5 UK services exports to & imports from Iceland and Norway, 2019 (£

million)
Top 5 UK services Top 5 UK services
exports to Iceland Value (Em) imports from Iceland | Value (Em)
and Norway and Norway
Other business ser- 1,362 Other business ser- 388
vices vices
Travel 701 Transportation 372
Financial 502 Travel 63
Insurance and pen- 296 Intellectual property 54
sion
Intellectual property 200 Personal, cultural and | 51

recreational

Source: UK trade in services: service type by partner country, non-seasonally adjusted (accessed
13" November 2020)

ONS data is recorded on a ‘Balance of Payments’ or ‘change of ownership’ basis where a good or
service leaving (entering) the economic territory of a country is recorded as an export (import) only
if it has changed ownership between the resident of the reporting country and non-residents.
Goods exports (imports) are recorded by HMRC if a good physically leaves (enters) the economic
territory of a country.

British businesses exporting to and importing from Iceland and Norway

41

42.

.In 2019, HMRC estimated that around 13,100 VAT registered British businesses exported

goods to and around 4,000 imported goods from Norway.4 Over the same period, around
4,200 VAT registered UK businesses exported goods to, and 525 imported goods from, Ice-
land. These numbers may not be mutually exclusive, since businesses trading with Norway
may also trade with Iceland and vice versa. As these figures only include businesses trading in
goods, they are likely to underestimate the number of businesses trading with Iceland and Nor-
way.

For context, provisional survey data from the ONS5 shows that around 340,500 (non-financial)
registered businesses in Great Britain traded either goods or services or both in 2018 with an-
other country. This was just under 15% of all VAT/PAYE registered businesses. There were
around 211,100 (non-financial) registered businesses in Great Britain that engaged in goods
trade with another country and 188,400 (non-financial) registered businesses that engaged in
services in 2018. Some of these businesses traded in both goods and services. There will be
other businesses trading internationally, which are not identified by these surveys as they are
not registered for VAT. Neither of these sources include businesses trading below the VAT reg-
istration threshold.

4 HMRC, (2019). Regional trade statistics interactive analysis: second quarter 2020, exports/imports using proportional

business count method (accessed 4" November 2020)

5 ONS, (2020). Annual Business Survey: Non-financial business economy, exporters and importers in Great Britain 2018

(accessed 13" November 2020).
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Economic impact of the existing FTA

43. In 1973, bilateral free trade agreements between the then European Economic Community
(EEC) and the countries of the then European Free Trade Association (EFTA) entered into
force. In 1984, trade barriers and qualitative restrictions in bilateral goods trade between the
EEC and EFTA states were reduced following the signing of the Luxembourg Declaration on
broader cooperation.® Although the bilateral trade agreements between Norway and the EU
and Iceland and the EU are still in force, in practice these have been superseded by the EEA
Agreement.

44. There is limited evidence on the economic or trade impacts of EEA membership between
members and individual partner countries. A 2018 European Commission report looking at the
implementation of EU free trade agreements included information on the EU-Norway trade re-
lationship.” It highlights data which shows that, between 2007 and 2017, EU goods imports
from Norway decreased by 2% and EU goods exports to Norway increased by 17%. EU ser-
vices imports from Norway increased by 26% and EU services exports to Norway increased by
23% between 2011 and 2016. This does not provide evidence on the causality, or lack thereof.
To note, a large proportion of Norway’s exports is in hydrocarbons, do not incur duties under
the EU’s Most-Favoured Nation (MFN) tariff schedule.

Potential loss to UK if the UK-Iceland-Norway FTA is not brought into

force

45. Not being able to bring the Agreement into force would result in British businesses losing the
preferences negotiated in the EEA Agreement, with respect to goods trade with Norway and
Iceland. This would include the re-imposition of many tariffs, returning to World Trade Organi-
sation (WTO) MFN treatment with Iceland and Norway. The benefits derived from trading under
preferences within the UK-Iceland-Norway Agreement on trade in goods, such as increases in
trade flows, may then be reversed.

46. It is unlikely that the entire effect of the EEA Agreement, EU-Iceland bilateral agreements and
EU-Norway bilateral agreements would disappear. Tariffs would revert to MFN rates, discussed
in further detail below, but it could take longer for some of the other benefits to be lost. Some
gains might endure even in the long run. Business connections formed because of the EEA
Agreement, EU-Iceland bilateral agreements and EU-Norway bilateral agreements might en-
dure.

47. The size of the impact of not bringing into force the UK-Iceland-Norway Agreement on Trade in
Goods would depend on the responsiveness of trade flows to increased costs brought about by
the loss of provisions within the Agreement.®

Impact if not brought into effect

48. The UK-Iceland-Norway Agreement on Trade in Goods can only come into force if no other
agreement(s) between the Parties governing the future trade relationships have entered into

6 Kocak K A. (2016). ‘Free trade agreements between EFTA and third countries: An overview'. European Parliament, pp.
1-12.

7 European Commission. (2018). ‘Individual reports and info sheets on Implementation of EU Free Trade Agreements’.
European Commission, pp. 1-267.

8 Head K and Mayer T. (2014). 'Gravity Equations - Workhorse, toolkit and cookbook'. Handbook of International Econom-
ics, 4, pp. 131-195.

Dhingra S, et al. (2018). 'Beyond Tariff Reductions: What Extra Boost From Trade Agreement Provisions?'. CEP Discus-
sion Paper No 1532, LSE, pp. 1-38.
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force or are provisionally applied by the end of the coverage period. The coverage period is de-
fined as the period during which the UK continues to be covered by the Trade-Related Agree-
ments between the EU and one of both of Iceland and Norway.

Impact of tariffs under current MFN rates

49. Much international goods trade takes place in products for which MFN rates are already zero.
However, free trade agreements provide additional opportunities by reducing tariffs in prod-
ucts where this is not the case. If the UK-Iceland-Norway Agreement on Trade in Goods were
not brought into effect, tariffs between the UK and Norway and the UK and Iceland would re-
vert to MFN rates. This would lead to an increase in duties on some British exports to and im-
ports from Iceland and Norway.

50. To estimate the potential impact of losing tariff preferences, assumptions have to be made. It
is assumed that all current trade between the UK and Iceland and the UK and Norway occurred
at the negotiated preferential tariff rate and current patterns of trade remained unchanged in
the future. Without taking into account the effect of any unilateral preferences, reverting to the
UK, Iceland and Norway’s current MFN tariff rates would result in an annual increase in total
duties of around £86 million. This would predominantly be duties on the imports from Iceland
and Norway of £65 million, with £36 million of that relating to imports from Norway. Duties on
British exports to Iceland and Norway are expected to increase by £22 million, with £15 million
of that relating to exports to Norway.® Iceland’s share of additional duties is significantly higher
than its share of trade flows. This reflects greater shares of higher-duty exports (such as farm-
ing and fishing products) and lower shares of lower-duty exports (such as hydrocarbons) com-
pared to Norway.

51. These estimates assume that all tariff preferences offered under the EEA Agreement, EU-Ice-
land bilateral agreements and EU-Norway bilateral agreements are fully utilised by exporters.
This is unlikely to be true, although in this case utilisation appears to be relatively high. Esti-
mates suggest that 79% of the UK’s eligible goods imports from Norway and 94% of the UK’s
eligible goods imports from Iceland (defined as those which occurred under tariff lines where a
preferential rate was offered under the EEA agreement) were imported utilising the preferences
under the EEA Agreement in 2019.™

52. Similar data on UK eligible goods exports is not publicly available. Data from the European
Commission includes available data on preference utilisation of exports to selected FTA part-
ner countries.11 For these countries, 75% of UK eligible goods exports were traded under pref-
erences. This means that the value or impact of the actual increase in duties could be lower
than the estimates above.

9 DIT calculations using tariff data from MacMaps (accessed September 2020) and trade data from ITC Trade Maps (ac-
cessed September 2020) for exports calculations. DIT calculations using tariff data from the European Commission
and Eurostat trade data (accessed October 2020) for imports. Implied additional duties are calculated using the differ-
ence in MFN and preferential tariff rates (simple average tariffs at CN8 level) and the value of trade in 2019 for each
product at CN8 level. For exports, the tariffs that would apply as of 15t January 2021 are compared with the MFN tar-
iffs that would apply in the absence of a deal. Different approaches and data sources for this analysis are likely to
yield different results. Calculations on export duties also assume trade is not eligible for duty relief under inward/out-
ward processing rules, nor under specific plurilateral agreements such as those covering civil aviation and pharma-
ceuticals, nor WTO or preferential quotas. Calculations on import duties take into account inward/outward processing
rules and trade which is eligible for relief under specific plurilateral agreements but not WTO or preferential quotas.

10 Preferential utilisation rates calculated by European Commission Department of Trade (updated 20" September 2020)

1 Albania, Bosnia-Herzegovina, Canada, Chile, Colombia, Costa Rica, Dominican Rep., Ecuador, Egypt, El Salvador,
Georgia, Guatemala, Honduras, Israel, Jordan, Kosovo, Lebanon, Madagascar, Mexico, Montenegro, Morocco, Nica-
ragua, North Macedonia, Peru, Serbia, South Africa, South Korea, Switzerland, Turkey, Ukraine. Data were not avail-
able for all partner countries.
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53. The total duty which would in fact be charged on exports and imports would depend on how
quantities and prices of traded products adjusted to the imposition of tariffs. If British producers
were not previously utilising the preferential rates or producers and consumers changed their
behaviour in response to higher tariffs, this cost would be lower than estimated above. These
are strong assumptions, so this figure should be treated as an indicative estimate of the magni-
tude of the trade barrier under this scenario.

54. The indicative estimates show that the largest implied increases in UK export duties would be
in products of the milling industry (HS11) of up to £9 million, followed by albuminoidal sub-
stances; modified starches (HS35) up to £3 million. Both increases are mainly made up of du-
ties on exports to Norway.

55. On the imports side, the largest implied increases in UK import duties would be on fish and
crustaceans (HS03) of up to £29 million, preparations of meat or fish (HS16, £8 million), with
most of these duties falling on imports from Iceland. Additionally, there would be around £6 mil-
lion worth of implied duties on imports of mineral fuels and oils (HS27), all of this from imports
from Norway.

56. Indicative estimates of implied additional tariff duties are provided above to give a sense of
scale of possible additional costs of trade. Tariff duties are transfers, where the cost to busi-
ness is equal to the extra tariff revenue collected by the UK Exchequer and the Icelandic and
Norwegian governments. However, there could be wider effects of increased costs of trade, in-
cluding negative impacts on consumer choice, prices, and ultimately economic growth and wel-
fare.

Businesses

57. Additional duties could be absorbed by either British businesses, or businesses from Iceland
and Norway (depending on whether it is the importer or exporter paying the duty), passed on to
consumers, or existing trade patterns could be interrupted. This could impact UK competitive-
ness, leading to disruptions in supply chains and job losses in the short term.

58. Businesses that rely on imports as part of their supply chains may be affected if import prices
rise, including British exporters that rely on inputs from Iceland and Norway to export goods to
the rest of the world. In 2016 (latest data), around 15.4% of the value added in UK’s gross ex-
ports reflected imports from abroad, including 0.7% from Norway and less than 0.1% from Ice-
land (latest country-level data from 2015)."2 British companies which rely on imports from Ice-
land and Norway would become less competitive.

Consumers

59. Imported products could be more expensive for consumers if retailers pass on additional duties
to consumers through increases in domestic prices. This could disproportionately affect certain
groups of consumers, for example those at the lower end of the income distribution, depending
on the specific sectors affected. Consumers might also see a reduction in choice of products
and services available.

20QECD, (2018). Trade in Value Added database: Origin of Value Added in Gross Exports 2018. Experi-
mental statistics.
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Longer-term economic impact if not entered into force
60. In the long run, the UK would forgo the longer-term benefits that continuing trading with Iceland

and Norway under preferential terms would have brought to UK. This could result in the long-
term UK Gross Domestic Product (GDP) marginally decreasing if a deal is not reached.
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Explanation of the Agreement on Trade in Goods be-
tween the UK, Iceland, and Norway

Overview of the UK-Iceland-Norway Agreement on Trade in Goods

61. The UK-Iceland-Norway Agreement on Trade in Goods is a goods-focused trade agreement
that covers areas where Norway and Iceland are not constrained by their EEA obligations and
where UK’s continued alignment with EU/EEA rules is not required.

62. The Agreement incorporates, with the necessary modifications in Annex |, relevant Articles and
Protocols of the EEA Agreement to ensure continuity of the preferential tariff arrangements and
functionality in a bilateral context, including:

a. EEA Agreement Part Il on Free Movement of Goods (incorporated with modifications where
necessary in Annex |):

i.  Incorporation of Articles 8(3), 9(1), 10, 11, 12, 13, 14, 15 and 21(2) — industrial
goods related provisions.

ii.  Incorporation of Article 20 of the EEA Agreement — fish related provision.
iii.  Incorporation of Article 25 — provision related to safeguard measures.

b. EEA Agreement Part VIl Institutional Provisions (incorporated with modifications where
necessary in Annex |):

i.  Chapter 1, Section 2 - continuity of effect as a Joint Committee is set up in Article 13
of the UK-Iceland-Norway Agreement on Trade in Goods.

i. Chapter 3, Section 3 - incorporation of dispute settlement Article 111(1), (2) and (4)
iii.  Chapter 4 - incorporation of safeguard measures Articles 112, 113 and 114.

c. EEA Agreement Part IX General and Final Provisions (incorporated with modifications
where necessary in Annex |):

i.  Incorporation of Article 122 — non-disclosure.
ii. Incorporation of Article 123 — provision related to safeguard measures.
d. EEA Agreement Protocols (incorporated with modifications where necessary in Annex I):

i.  Protocol 2 on products excluded from the scope of the agreement in accordance
with article 8(3)(a);

ii. Protocol 3 concerning products referred to in article 8(3)(b) of the agreement;
iii.  Protocol 9 on trade in fish and other marine products;
iv. Protocol 11 on mutual assistance in customs matters;

v.  Protocol 33 on arbitration procedures.
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63. Also, the provisions on the rules of origin as set out in Protocol 4 to the EEA Agreement, with
necessary modifications, are included in long form in Annex IV to the UK-Iceland-Norway
Agreement on Trade in Goods.

64. In order to continue between the UK and Iceland the relevant existing trade arrangements in
agricultural and fishery products, Annex Il of this Agreement also incorporates, with the neces-
sary modifications, the following EU-lceland bilateral agreements on trade in agricultural and
fishery products, bringing the relevant provisions together under one legal instrument and repli-
cating their effects to the extent possible:

a.

Protocol No 6 of the EU Iceland Free Trade Agreement of 1972 concerning the special
provisions applicable to imports of certain fish products into the Community;

Additional Protocol to the Agreement between the European Economic Community and
the Republic of Iceland consequent on the accession of the Republic of Austria, the Re-
public of Finland, and the Kingdom of Sweden to the European Union, signed in Brus-
sels on 26 January 1996;

Additional Protocol to the Agreement between the European Economic Community and
the Republic of Iceland consequent on the accession of the Czech Republic, the Re-
public of Estonia, the Republic of Cyprus, the Republic of Latvia, the Republic of Lithua-
nia, the Republic of Hungary, the Republic of Malta, the Republic of Poland, the Repub-
lic of Slovenia and the Slovak Republic to the European Union, signed in Luxembourg
on 14 October 2003;

Additional Protocol to the Agreement between the European Economic Community and
the Republic of Iceland, signed in Brussels on the 3rd of May 2016;

Agreement in the form of an Exchange of Letters amending Protocol 6 to the Agree-
ment between the European Economic Community and the Republic of Iceland, done at
Brussels on 29 June 1976;

Agreement in the form of an Exchange of Letters between the European Union and
Iceland concerning additional trade preferences in agricultural products, signed in Brus-
sels on 23 March 2017.

65. This Agreement also incorporates the following Agreement between the EU and Iceland on the
protection of geographical indications for agricultural products and foodstuffs in Annex V, repli-
cating its effects to the extent possible:

a.

The Agreement between the European Union and Iceland on the protection of geo-
graphical indications for agricultural products and foodstuffs, done at Brussels on 23
March 2017.

66. In order to continue between the UK and Norway the relevant existing trade arrangements in
agricultural and fishery products, Annex Il of this Agreement also incorporates, with the neces-
sary modifications, the following EU-Norway bilateral agreements on trade in agricultural and
fishery products, bringing the relevant provisions together under one legal instrument and repli-
cating their effects to the extent possible:

a.

b.

1973 April 16, Brussels, Letter from the Commission of the European Communities con-
cerning autonomous concessions in the fishery sector (“the 1973 Exchange of Letters
on Certain Fishery Products”);

1986 July 14, Brussels, Agreements in the form of exchange of letters between the Eu-
ropean Economic Community and the Kingdom of Norway concerning agriculture and
fisheries, Exchange of Letters No 3 (“the 1986 Exchange of Letters No 3 on Fishing”);
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c. 1995 July 25, Brussels, Additional Protocol to the Agreement between the European
Economic Community and the Kingdom of Norway consequent on the accession of the
Republic of Austria, the Republic of Finland, and the Kingdom of Sweden to the Euro-
pean Union (“the 1995 Additional Protocol’);

d. 2003 October 14, Luxembourg, Additional Protocol to the Agreement between the Euro-
pean Economic Community and the Kingdom of Norway consequent on the accession of
the Czech Republic, the Republic of Estonia, the Republic of Cyprus, the Republic of Lat-
via, the Republic of Lithuania, the Republic of Hungary, the Republic of Malta, the Repub-
lic of Poland, the Republic of Slovenia and the Slovak Republic to the European Union
(“the 2003 Additional Protocol’);

e. 2016 May 3, Brussels, Additional Protocol to the Agreement between the European Eco-
nomic Community and the Kingdom of Norway (“the 2016 Additional Protocol”)

f. 1973 April 16, Brussels, Letter from the Norwegian Delegation concerning autonomous
Norwegian agricultural concessions (“the 1973 Exchange of Letters on Agriculture”);

g. 1973 April 16, Brussels, Letter from the Norwegian Delegation concerning the wine trade
(“the 1973 Exchange of Letters on Wines”);

h. 1986 July 14, Brussels, Agreements in the form of an Exchange of Letters between the
European Economic Community and the Kingdom of Norway concerning agriculture and
fisheries, Exchange of Letters No 1 (“the 1986 Exchange of Letters No 1 on Agriculture”);

i. 1992 May 2, Oporto, Agreement in the form of an exchange of letters between the Euro-
pean Economic Community and the Kingdom of Norway concerning certain arrange-
ments in agriculture (“the 1992 Exchange of Letters”);

j- 1995 December 20, Brussels, Agreement in the form of exchanges of letters between the
European Community and the Kingdom of Norway concerning certain agricultural prod-
ucts (“the 1995 Exchange of Letters”);

k. 2003 June 20, Brussels, Agreement in the form of an Exchange of Letters between the
European Community and the Kingdom of Norway concerning additional trade prefer-
ences in agricultural products undertaken on the basis of Article 19 of the Agreement on
the European Economic Area (“the June 2003 Exchange of Letters”

I. 2004 December 13, Brussels, Agreement in the form of an exchange of letters between
the European Community and the Kingdom of Norway concerning Protocol 2 to the bilat-
eral Free Trade Agreement between the European Economic Community and the King-
dom of Norway (“the 2004 Exchange of Letters”)

m. 2011 April 15, Brussels, Agreement in the form of an exchange of letters between the Eu-
ropean Union and the Kingdom of Norway concerning additional trade preferences in ag-
ricultural products reached on the basis of Article 19 of the Agreement on the European
Economic Area (“the 2011 Exchange of Letters”); and

n. 2017 December 4, Brussels, Agreement in the form of an exchange of letters between
the European Union and the Kingdom of Norway concerning additional trade preferences
in agricultural products (“the 2017 Exchange of Letters”).

67. The UK-Iceland-Norway Agreement on Trade in Goods follows the short form approach ex-
plained above throughout the Agreement, except with regard to the following provisions which
are written out in long form:

a. Article 4 on good faith;
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b. Article 9 on subsidies and countervailing measures;
c. Article 10 on anti-dumping;

d. Article 13 on Joint Committee

e. Article 14 on amendments;

f. Article 16 on territorial application

g. Article 17 on entry into force

h. Article 18 on termination; and

i. Annex IV on Rules of Origin.

68. Beyond the general mutatis mutandis changes explained above in paragraphs 25-26, this sec-
tion first describes the global changes made to continuity free trade agreements following the
short form approach and then goes on to provide a detailed discussion of the UK-Iceland-Nor-
way Agreement on Trade in Goods.
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General Provisions

Removal and replacement of references to the EU

69. Where necessary, references to the “European Union”, “the European Community”, the “EU”
“‘EU Party”, and “Member States” have been replaced by the “UK”. Similarly, references to EU
institutions have been replaced with appropriate references to the equivalent institutions in the
UK (for example, the Competition and Markets Authority). All other references to “European

Union”, “the European Community”, the “EU”, “EU Party” and “Member States” are read, muta-
tis mutandis, as references to the UK but are not explicitly deleted.

Territorial Application

70. Territorial application provisions in a treaty outline the territory to which a treaty applies and
how it applies to them. In the EEA Agreement, Article 126 defines the territorial application of
the Agreement by reference to the EU Treaties. The UK-Iceland-Norway Agreement on Trade
in Goods continues the effect of this provision by including an article, Article 16, which clarifies
that the Agreement applies to the UK and the territories for whose international relations it is
responsible in the same way as the Trade-Related Agreements between the EU, Iceland and
Norway did. The UK territories to which this Agreement applies are determined based upon
the application of the EU Treaties under EU law to date. The territories that this Agreement ap-
ply to are

a. The Crown Dependencies (Isle of Man, Bailiwick of Jersey, Bailiwick of Guernsey),
to which, broadly, provisions relating to tariffs and trade in goods apply; and

b. Gibraltar, to which the provisions on the protection of geographical indications
apply.

Continuation of Time Periods

71. Certain provisions of the EEA Agreement and the EU-Iceland or the EU-Norway bilateral
agreements that provide for a time period have been amended in the UK-Iceland-Norway
Agreement on Trade in Goods so that the remainder of any unfulfilled time period is incorpo-
rated into the UK-Iceland-Norway Agreement on Trade in Goods. Further, where a time-bound
commitment has been completed, reference to that time period has been left in; any rights and
obligations resulting from that time period will then continue to be applied after entry into force
of the Agreement. The provision dealing with the continuation of time periods is found in Article
12 of the UK-Iceland-Norway Agreement on Trade in Goods.

72. Article 12 also provides an exception for time periods which relate to a procedure or other ad-
ministrative matter. These periods are not carried over and therefore ‘start again’ when the UK-
Iceland-Norway Agreement on Trade in Goods enters into force.

Joint Committee

73. Article 10 of the main text of the UK-Iceland-Norway Agreement on Trade in Goods establishes
a new Joint Committee. This Article tasks the newly established Joint Committee with ensuring
that the Agreement operates properly.

74. The Joint Committee is responsible for the administration of this Agreement and its proper im-
plementation. To ensure the functionality of the Agreement, the Joint Committee shall ex-
change information and, at the request of a party, shall hold consultations within the Joint Com-
mittee. The Joint Committee is tasked with meeting at least once a year, and at the request of
one of the Parties. The Joint Committee shall act by consensus.
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Amendment Clauses

75.

76.

77.

78.

The Government is committed to ensuring the appropriate level of Parliamentary scrutiny for all
amendments to international agreements, whilst ensuring that the UK can keep agreements
up-to-date and respond to changes in domestic legislation or wider economic considerations
effectively.

With regard to appropriate Parliamentary scrutiny, Article 14(1) of this Agreement provides that
an amendment made to this Agreement by the Parties shall enter into force once the Parties
have provided notification of completion of their internal procedures, thus engaging in the UK
the Constitutional Reform and Governance Act (2010) (CRaG) where changes are made using
the power under this paragraph.

Notwithstanding this, Article 14(2) of this Agreement allows for amendments to be made by a

Joint Committee decision to Annexes | (Modifications to the EEA Agreement) and IV (Protocol
on Rules of Origin) to this Agreement. The Joint Committee powers to amend these Annexes

are based on EEA Joint Committee powers to amend the annexes to the current EEA Agree-

ment, thus ensuring continuity.

It is in our interest for the Joint Committee to have this function, both to ensure continuity as far
as possible, and to streamline the process of making amendments for technical or administra-
tive changes to Annexes | and 1V, if required. The wording used in Article 14(2) is intended to
indicate a simpler procedure than that for Article 14(1). In the UK, the CRaG procedure would
not apply to amendments under Article 14(2).

Entry into Force and Provisional Application

79.

80.

81.

82.

Entry into force provisions specify when the UK-Iceland-Norway Agreement on Trade in Goods
will bind the parties. This Agreement shall only enter into force in relation to those Parties
which have deposited their instruments of approval at the end of ‘coverage period’ or a later
date agreed by the Parties, meaning in the event that:

a. the United Kingdom is no longer covered by the Trade-Related Agreements be-
tween the European Union and one or both of Iceland and Norway; or

b. the date on which the United Kingdom and at least one other Party (Iceland or Nor-
way) deposit their instrument of approval with the Depositary.

The agreement will enter into force at the end of the coverage period. The coverage period is
defined as the period during which the United Kingdom continues to be covered by the Trade-
Related Agreements between the EU and one or both of Iceland and Norway (see Article 2.4).
At the end of the coverage period, EU trade agreements, including the EEA Agreement, will no
longer apply to the UK.

For the UK-Iceland-Norway Agreement on Trade in Goods to enter into force, it must first be
approved by the UK, Norway and Iceland in accordance with their respective legal require-
ments. In UK domestic law, before an agreement subject to ratification may be formally ratified,
it must be laid before Parliament for scrutiny under the Constitutional Reform and Governance
Act 2010 (CRaG Act).

Provisional application is a mechanism which allows an agreement to be applied prior to its en-
try into force. This means that the treaty can be provisionally applied prior to completion of the
procedures required by the domestic law of the respective negotiating States for its entry into
force, provided any necessary domestic implementing measures are in place. Where the nego-
tiating States have agreed that a continuity agreement may be provisionally applied from the
date the underlying EU agreement(s) ceases to apply to the UK, the treaty may be operated
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83.

provisionally from that date if this becomes necessary while, in the case of the UK, the treaty
completes the procedures set out in the CRaG Act. A number of the existing EU agreements
provide for provisional application and were provisionally applied by the UK as an EU Member
State.

The UK, Iceland and Norway have agreed to allow the UK-Iceland-Norway Agreement on
Trade in Goods to be provisionally applied (see Article 17) in the event that this is necessary.
Given that the Government is seeking to maintain the effects of the existing EU agreements as
the transition period ends, this is a proportionate approach to manage the timing constraints
during this unique period and reduces the risk of businesses and consumers experiencing dis-
ruption at the end of the transition period.
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Annexes and Protocols

Goods

84. Goods chapters in trade agreements set out the treatment and the level of access to the do-
mestic market granted to goods of the respective parties. Such provisions include setting tariff
levels and quotas on various products, establishing safeguards and determining the rules of
origin for goods to qualify for preferential treatment. Commitments on tariffs for the UK, Iceland
and Norway have, other than in those cases detailed below, been transitioned without
changes. This means that tariff preferences applied by the UK for products from Iceland and
Norway will remain the same as those applied by the EU, and likewise, Iceland and Norway will
continue to apply the same preferences to products from the UK that it is applying to products
from the EU.

85. The only exception to tariff commitments being transitioned without modifications relates to
the size, and in exceptional cases for some seasonal fish quotas: the quota period, of tariff-rate
quotas (see below). These can be found in the Appendices of Annex Il and Annex Il to the UK-
Iceland-Norway Agreement on Trade in Goods.

86. Tariff Rate Quotas have to be resized to deal with the fact that the UK will no longer be a Mem-
ber of the EU. These changes are detailed further below. The quota period was adapted on
some specific seasonal inward quotas for fish to allow for the fact that the duty-free period for
some fish products was amended to the 1st of the month from the 14th of the month in the
UK’s MFN schedule. Therefore, to ensure continuity of effect and that the TRQ period aligns
with when there is an out of duty tariff, the quota period was likewise altered to the 1st of the
month.

Trade in Industrial Products

87. The EEA Agreement provides for zero-tariff trade for industrial goods (covering almost all prod-
ucts falling within Chapters 25 to 97 of the Harmonized Commodity Description and Coding
System). The industrial goods related provisions of the EEA Agreement, and more specifically
Articles 8(3), 9(1), 10, 11, 12, 13, 14, 15 and 21(2), have been carried over to the new Agree-
ment on Trade in Goods between the UK, Iceland and Norway so that the existing preferential
system providing for tariff-free trade flows and market access privileges for industrial goods are
replicated in bilateral trade between the UK and Iceland and the UK and Norway.

Trade in Agriculture and Fishery Products

88. We have incorporated the tariffs and TRQs on agricultural and fish products to ensure continu-
ity for businesses.

Protocol 3 to the EEA Agreement — Incorporated in Article 5 and modified by Annex
I

89. Protocol 3 to the EEA Agreement establishes tariff preferences for processed agricultural
goods and a price compensation mechanism for these goods whereby reference prices are es-
tablished and updated between Norway and the EU on an annual basis. Iceland does not ac-
tively make use of the mechanism. The reference prices equalize the differences between the
Norwegian domestic and world market/EU prices for the agricultural raw materials used in the
production of these products in order to create a level playing field for trade. Usually the Nor-
wegian domestic prices exceed those in the EU and the rest of the world owing to the harsh
environmental conditions present in the country.
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90.

91.

92.

By way of the incorporation and, where necessary, modification of the provisions of Protocol 3
to the EEA Agreement, the UK-Iceland-Norway Agreement on Trade in Goods ensures that the
tariff preferences currently in place for processed agricultural goods are retained for the UK,
Norway, and Iceland for the end of the transition period. This will provide continuity of trading
conditions for consumers and businesses, to the extent possible.

Protocol 3 to the UK-Iceland-Norway Agreement on Trade in Goods retains, with modifications,
the price compensation mechanism of Protocol 3 to the EEA Agreement. A new Article 2 of
Protocol 3 to the UK-Iceland-Norway Agreement on Trade in Goods provides that the customs
duties applied between Norway and the UK and Iceland and the UK under the UK-Iceland-Nor-
way Agreement on Trade in Goods shall not exceed the customs duties applied between Nor-
way and the EU and Iceland and the EU under the EEA Agreement. This approach has three
benefits: firstly, it achieves continuity of current trading conditions; secondly, the UK will not
need to continuously amend this Agreement to show changes in customs duties; and thirdly,
the UK will not need to initiate a separate, resource intensive annual negotiation on duties ap-
plicable to processed agricultural goods. The UK, Norway and Iceland also retain powers to
modify the scope of product coverage of the Protocol and the Parties may request consulta-
tions on adapting the duties applicable, should conditions in the UK vary significantly from
those in the EU and EU domestic prices. There is also a provision requiring that Norway and
Iceland notify the UK of any changes in custom duties pursuant to the EEA Agreement: this will
allow the UK to assess these changes in a timely fashion and establish whether any consulta-
tion would be required.

Because current conditions of trade are maintained through the incorporation of this protocol,
impact felt by consumers and businesses should be low.

Protocol 9 to the EEA Agreement — Incorporated in Article 6 and modified by Annex

93.

94.

Protocol 9 to the EEA Agreement establishes tariff preferences applicable to fishery goods.
The UK-Iceland-Norway Agreement on Trade in Goods retains these tariff preferences
through the incorporation and, where necessary, modification of the provisions of Protocol 9.
To the extent possible, this provides continuity for consumers and businesses in terms of the
availability and price of fish, in particular white fish, for the UK fish processing industry.

The amendments to this Protocol include the following:

a. The deletion of Appendix 1: this Annex related to Finland and so was not relevant to
Norway, Iceland, or the UK;

b. The deletion of Appendix 3: Appendix 3 listed bilateral agreements that provided for
more preferential trading arrangements on fish; Article 7 of Protocol 9 to the EEA
Agreement then expressly stated that these arrangements would, to the extent they
provided more preferential trading conditions, prevail over Protocol 9 to the EEA Agree-
ment. However, as Article 1 of Annex Il and Article 1 of Annex Il of the UK-lceland-Nor-
way Agreement on Trade in Goods incorporate all those bilateral arrangements which
provide for more preferential trading conditions than the incorporated Protocol 9, and
Article 7 of Protocol 9 has been modified to make clear that these bilateral arrange-
ments prevail over the incorporated Protocol 9 to the extent that they offer more prefer-
ential trading conditions, Appendix 3 is no longer relevant.

c. The modification of Article 4 relating to state aid and competition within the fisheries
sector: this text was originally very specific to the EEA context where the parties are
part of the Single Market and therefore conditions of competition are maintained such
that anti-dumping measures are not generally required. Conditions of competition and
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state aid go beyond the scope of this Agreement, and in addition, as a party independ-
ent from the Single Market the UK would not be able to make exactly the same commit-
ments. Therefore Articles 4(1) and 4(2) relating to state aid and competition have been
deleted. While Article 4(3) has been retained, it has been modified so as to remove the
references to competition. The reference to trade remedies in Article 4(3) has been re-
tained in order to make clear that anti-dumping and countervailing measures can be ap-
plied to products under Protocol 9, but that the parties will endeavour to refrain from do-
ing so.

Bilateral arrangements on agricultural and fishery products: Incorporated and modi-
fied by Annexes Il and Il

95. Annexes Il and Il incorporate and modify, as required, the relevant bilateral agreements and
protocols in place between the EU and Norway (Annex Il) and the EU and Iceland (Annex lll)
regarding agricultural and fishery goods. The principle objective of this incorporation is to
maintain tariff preferences and commitments regarding the administration of tariff quotas pres-
ently in place between the EU and Norway and the EU and Iceland. To the extent possible,
this provides continuity for British consumers of Norwegian and Icelandic agricultural and fish-
ery goods, and British businesses exporting these goods to, or importing from, Norway and
Iceland.

96. All the bilateral agreements which have current and practical effect on agricultural good prices
and trade between the EU and Norway and the EU and Iceland, i.e. that have not been super-
seded by later agreements or the EEA Agreement, and that are in force, have been incorpo-
rated.

97. In both Annex Il and Annex Il cross cutting (horizontal) modifications are stipulated clarifying:

a. How provisions relating to TRQs are to be dealt with where there is no current trade in
these products and the TRQs are not transitioned or resized (these are not applied; see
below for further details regarding our approach to TRQs);

b. The volumes of TRQs that will be applicable should the Agreement come into force af-
ter the beginning of a quota period (the quota volume will be reduced pro-rata); and

c. Which rules of origin will apply (these are those set out within Annex IV of the UK-Ice-
land-Norway Agreement on Trade in Goods)

98. In addition to the abovementioned cross cutting (horizontal) modifications there are also spe-
cific technical modifications made to the bilateral agreements to ensure these are operable in
the UK-Norway-Iceland context. These include:

a. Excluding annexes that were not related to the EU, Norway or Iceland to clarify the text,
e.g. in the Norway 1973 Exchange of Letters on certain fishery products we did not in-
corporate Annex Il regarding the tariff preferences provided by the EU to Denmark and
the UK prior to them becoming members of the European Union as these are no longer
applicable.

b. Excluding provisions relating to Rules of Origin. This exclusion alongside the horizontal
modification already described provides certainty to UK, Icelandic and Norwegian ex-
porters as to which Rules are applicable.

c. Excluding, where this provides further clarity, any expired or irrelevant provisions e.g.
regarding EU enlargement or time limited TRQs that do not have practical effect cur-
rently. To provide an example, in several of Norway’s more recent exchanges of letters
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for agricultural products, we excluded the references to Norway’s commitment to con-
solidate bilateral concessions into a new exchange of letters as this is only of relevance
between Norway and the EU, and Norway are already carrying out the process of con-
solidation.

d. Excluding for clarity provisions relating to authentic languages or entry into force where
the provisions within the core text of the UK-Iceland-Norway Agreement on Trade in
Goods take precedent. E.g. Articles 1, 5 and 6 of the Norway 1995 Additional Protocol.

e. Excluding for clarity provisions relating to the establishment of cheese quotas between
the EU and Norway. These quotas have been amended and superseded a number of
times and a new, separate article providing for continuity of the UK-Norway cheese
quota has been incorporated: see Article 6 of Annex Il.

f. Excluding references to Article 19 of the EEA Agreement. Article 19 of the EEA Agree-
ment is a review clause specific to trade in agricultural goods. It requires parties to meet
every 2 years to discuss the liberalisation of trade in agricultural goods. Given the
scope of this Agreement as well as its temporary nature, and to secure continuity of cur-
rent trading conditions, retaining an Article providing for such a review mechanism was
not considered to be appropriate.

99. As these changes relate to provisions that are either no longer applicable, or are not relevant to
the transition agreement, we do not expect them to have a direct impact on UK trade flows.

Bilateral arrangement between Iceland and the UK on the protection of Geograph-
ical Indications (Gls) for agricultural products and foodstuffs: incorporated and
modified by Annex V

100. The Agreement between the EU and Iceland on the protection of geographical indications
(Gls) for agricultural products and foodstuffs is incorporated into the UK-Iceland-Norway Agree-
ment on Trade in Goods. The transitioned Gl arrangements provide for continuity of protection
for UK agri-food Gls in Iceland. There is no equivalent agreement on agri-food Gls between the
EU and Norway.

101. As with the other incorporated bilateral agreements, entry into force provisions and provisions
relating to parties other than the UK and Iceland were not incorporated for clarity.

102. The arrangements for protection of wine and spirits Gls with Norway and Iceland have not
been incorporated into this Agreement and the UK will look to establish the appropriate pro-
tections in the course of future trade.

Tariff Rate Quotas (TRQs): Annexes Il and Ill to the Agreement

103. Tariff-rate quotas (TRQs) allow a certain quantity of a product to enter the market at a zero or
reduced tariff rate. Imports outside the quota are subject to a higher tariff rate — usually the
MFN rate. The EU has agreed TRQs, both for imports to the EU and to partner countries, in
some of its trade and association agreements. In order for products to be able to continue to
benefit from the use of TRQs in trade between the UK and Iceland or Norway from the end of
the transition period, these quotas need to be provided for in the UK-Iceland-Norway Agree-
ment on Trade in Goods.

104. TRQs administered by the UK, Iceland and Norway have been re-sized to reflect the fact that
the UK is a smaller importer and exporter than the EU27. Solutions were agreed with Iceland
and Norway to set quotas to a sufficient level that will allow for continuity of historical trade
flows, in most circumstances, for importers and exporters from both sides.
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105. Where possible, TRQs have been re-sized in line with three years of historical customs usage
data, which detail actual usage of the TRQs by importers. It includes information on the quan-
tity and date of individual shipments of goods. This is relevant customs data which records the
volume and date of entry of shipments that come into the UK, Norway or Iceland claiming
TRQ preferences. Where there is not three years’ worth of usage customs data, trade flow
data has been used as a proxy instead. Where TRQ volumes in the EU agreement have in-
creased since the historical reference period, a proportional uplift has been applied to historic
data to account for this.

106. Tables in Appendix A and B to this report set out the new UK-Iceland-Norway quotas applica-
ble under the UK-Iceland-Norway Agreement on Trade in Goods.

Impact

107. Without transitioning TRQs used by UK, Norwegian and Icelandic exporters, and without any
other mitigating actions, goods imported from Iceland and Norway that are currently covered
by TRQs in the existing EU agreement could face tariffs under the UK’s new MFN tariff — the
UK Global Tariff. This could make these imports more expensive. For example, the UK has a
TRQ covering imports of frozen meat of lambs, boneless, frozen (CN8 code 02044310) from
Iceland. The imports of these products could face the UKGT duty rate of 12% + 196
GBP/100kg rather than the in-quota rate of 0%. This example is not representative of all quo-
tas. The nature of the impact of this will depend on a number of factors, including existing trad-
ing patterns and the behaviour and responsiveness of domestic consumers and businesses to
the change in tariff.

108. UK imports from Iceland and Norway based on trade data (at HS6 level) for products covered
by TRQs1 were worth £65 million in total in 20192, equivalent to around 0.4% of total UK
goods imports from Iceland and Norway.

109. Trade in goods currently exported from the United Kingdom to Iceland and Norway could also
be adversely affected if the relevant TRQs are not transitioned. In the absence of any explicit
action by the Icelandic and Norwegian governments, that trade would face MFN tariff rates. As
explored above for British imports, the nature of the impact will depend on a number of fac-
tors.

110. Setting TRQ volumes in line with historical usage or trade flows data over a historical three-
year period ensures that agreed TRQ volumes fairly reflect average trade over this period.
However, it is possible that with the original TRQs still in place British exporters might have
traded volumes in excess of this level in some years.

Rules of Origin: Annex IV to the Agreement

111.In free trade agreements, rules of origin are used to determine the economic nationality of a
good. In order to qualify for preferential tariff rates, a good must “originate” in one of the par-
ties to the agreement. Trade agreements may also allow materials originating and/or pro-
cessing in a country other than the exporting Party to count towards meeting the specific origin
requirements for preferential treatment, a process known as “cumulation”.

112. There are two categories relevant to determining whether goods “originate” in the exporting
country for the purposes of a free trade agreement:

a. Wholly obtained — These are goods that are wholly obtained or produced entirely in a
single country. Examples include mineral products extracted from the soil and live ani-
mals born and raised there.
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b. Substantial transformation — These are goods that are made from materials which
come from more than one country, and the origin is therefore defined as that of the
country where the goods were last substantially transformed. This can be determined
in three ways:

i. Value added — This type of rule requires that a particular proportion of
the final value of the product be added in the exporting country.

i. Change in Tariff Classification (“CTC”) — This type of rule requires that
the final product be sufficiently different from the imported materials so
that it moves to a different tariff classification altogether.

iii. Specific processing or manufacturing — These rules typically apply
where value added or CTC rules may not adequately determine originat-
ing status, and where specific processes are required to meet originating
criteria.

113.During the transition period, all UK content is currently considered as “originating” in the EU
and UK exports are designated as “EU origin”. This means that originating materials from and,
processing in, the UK and the rest of the EU can be used interchangeably in bilateral trade
with existing EU trade partners. This will no longer be the case when existing EU trade agree-
ments stop applying to the UK at the end of the transition period.

114. At that point, the designation of UK exports will shift from “EU” originating, to “UK” originating
and EU content will (unless specific provision is made in new agreements) no longer count to-
wards meeting the origin requirements for preferential treatment for either party. This would
have implications for goods traded between the UK, EU and Norway-Iceland.

115.To address these implications and to provide maximum continuity for business, it has been
agreed in the UK-Iceland-Norway Agreement on Trade in Goods provides that EU materials
can continue to be used, and count as originating (e.g. cumulated), in UK, Norwegian and Ice-
landic exports to one another. Furthermore, EU processing can continue to be used and count
as originating in UK exports to Iceland and Norway. The possibilities to cumulate with other
third countries, as per the EEA Agreement, are replicated in the UK-Iceland-Norway Trade in
Goods Agreement on the same terms.

116. The cumulation arrangements are set out in detail in the Protocol on rules of origin as set out
in Annex IV to the Agreement and are subject to satisfying certain conditions specified in the
Agreement.

117.Norway, Iceland, and the UK (as it continues to be bound by agreements to which the EU is a
party to) are currently Contracting Parties to the Regional Convention on pan-Euro-Mediterra-
nean preferential rules of origin (PEM Convention) and apply the PEM Convention between
them. The PEM Convention is a multilateral agreement that harmonises preferential rules of
origin across the Euro-Med area and provides for cumulation between Contracting Parties to
that Convention. The UK’s future relationship with the PEM Convention is yet to be deter-
mined, so the UK-Iceland-Norway Agreement on Trade in Goods reflects the provisions of the
PEM Convention and Protocol 4 to the EEA Agreement, including the cumulation arrange-
ments they provide for, in a UK-Iceland-Norway only context with modifications.

118. In addition, the UK has agreed with Iceland and Norway to include a provision which allows
the customs authorities in the UK, Iceland, and Norway to continue accepting customs certifi-
cates electronically, including electronic signatures and stamps. This was at the request of
Iceland and Norway and is continuity of current practice at customs borders. This provision
can be found in Annex IV, Title V, Article 15.3.
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119. The text of the Rules of Origin Protocol can be found in Annex IV to the UK-Iceland-Norway
Agreement on Trade in Goods.

Impact

120.If cumulation of EU content for the UK, Iceland and Norway were not permitted under the UK-
Iceland-Norway Agreement on Trade in Goods, some UK, Icelandic, and Norwegian based
exporters might find themselves unable to access preferences, as they are currently able to,
under the EEA Agreement.

121. UK exporters to Iceland and Norway who rely on EU inputs might have to revert to paying
Most Favoured Nation (MFN) tariff rates if they continued using EU content, or they might
have to review and reassess their existing supply and value chains as a result of this change
to the existing terms. The impact would, of course, vary across sectors.

122. The UK-Iceland-Norway Agreement on Trade in Goods provides only for trade between the
UK, Iceland and Norway and does not provide for any Party’s direct trade with the EU, includ-
ing, for example, where the UK, Iceland and Norway based exporters use content from each
other in exports to the EU. The imposition of higher MFN tariffs on such exports may have a
minor negative impact on trade flows.

Customs Cooperation: Incorporated in Article 5 and modified by Annex |

123.Regarding Protocol 11 of the EEA Agreement on mutual assistance in customs matters, modi-
fications made to this Protocol are limited to those strictly necessary to ensure that the Proto-
col continues to be operative in the new bilateral context. References to the European Com-
munities’ legal framework(s) have been removed as they are no longer applicable.

124.We don’t expect this to have any impact on UK exporters as mutual assistance arrangements
will work in the same way under the new framework as they currently are.
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Other Policy Areas covered by the UK-Iceland-Norway
Agreement on Trade in Goods

Trade Remedies: Incorporated in Articles 8, 9 and 10 and modified by

Annex |

125.

126.

127.

128.

Trade remedies provide a safety net for domestic industry against unfair or injurious trad-
ing practices caused by dumped, subsidised or unexpected surges of imports of goods.
Most WTO members have a trade remedies regime. The UK will operate its own regime
once the transitional period agreed with the EU comes to an end.

Article 9 and 10 have been included in the UK-Iceland-Norway Agreement on Trade in
Goods in order to enable Parties to apply anti-dumping and countervailing measures if re-
quired. This is required in addition to the safeguard provisions incorporated from the EEA
Agreement in Article 8 in the UK-Iceland-Norway Agreement on Trade in Goods to account
for the Agreement being between the UK, Iceland and Norway, rather than an agreement to
create a homogenous and dynamic EEA-wide Single Market, as the EEA Agreement aims to
achieve. This addition is also in line with the Taxation (Cross Border Trade) Act, empowering
the Trade Remedies Authority to impose trade remedy measures on any party, if the required
evidence is produced.

Modifications in Annex | to Article 4 of Protocol 9 as explained above in paragraph 89 ensure
that trade remedies can be applied to fish products too.

Regarding Article 113 of the EEA Agreement on safeguard measures and security excep-
tions, in paragraph 5, sub paragraph 1, the reference to “every three months” shall not be in-
corporated. In sub paragraph 2 “Each Contracting Party may at any time request the EEA
Joint Committee to review such measures.” has not been incorporated. The decision to not
incorporate these aspects of the EEA Agreement provision does not impact the functionality
of the safeguard measures.

Dispute Settlement: Incorporated in Article 11 and modified by Annex |

129.

130.

131.

The economic benefits of the UK-Iceland-Norway Agreement on Trade in Goods can only be
realised if the Agreement is faithfully implemented and complied with. A dispute settlement
mechanism in an agreement signals the parties’ intention to abide by the agreement, thereby
increasing businesses’ and stakeholders’ confidence that commitments set out in the agree-
ment can, and will, be upheld. The dispute settlement mechanism serves an important deter-
rent function. It also provides an effective mechanism for enforcing those commitments, and
for resolving any disputes that may arise in the future.

The UK-Iceland-Norway Agreement on Trade in Goods replicates the effects of the dispute
settlement provisions in the EEA Agreement mutatis mutandis, except where modifications
have been deemed as necessary.

The dispute settlement chapter of the EEA Agreement provides for the Parties to request the
European Court of Justice to give a ruling on the interpretation of relevant EU Treaties. This
only applies when a dispute concerns the interpretation of provisions of the EEA Agreement
that are identical in substance to EU Treaties. This provision has been removed as it is not
relevant to the UK in the context of this Agreement.
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132.

133.

Protocol 33 (on arbitration procedures) of the EEA Agreement sets out the procedures for
disputes that are referred to arbitration. The existing Protocol requires that the umpire of an
arbitration panel is a national of either the EU or EEA EFTA States. However, the umpire
shall not be of the same nationality as the arbitrators appointed by the two parties to the dis-
pute. We have amended this provision so that the umpire cannot be a national of a Party to
the Agreement. This is to maintain the effect that the umpire is independent of the two disput-
ing Parties and to reduce the risk of deadlock as a result of the Parties failing to agree on the
composition of the arbitration panel.

One of the impacts of transitioning the dispute settlement chapters in the existing EU

trade agreements is that, in the event that a dispute arises, the UK will be directly responsi-
ble for any appropriate costs associated with the dispute settlement process.
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Policy areas outside the scope of the UK-Iceland-Nor-
way Agreement on Trade in Goods

134.

This section of the report seeks to explain the short-term arrangements in addition to the UK-
Iceland-Norway Trade in Goods.

Procurement

135.

136.

137.

138.

Government procurement commitments in trade agreements provide enforceable rules and
standards for a transparent and non-discriminatory framework on government procurement.
They also liberalise specific procurement markets between the parties and provide enforcea-
ble market access commitments.

The public procurement obligations found in the EEA Agreement (Article 65 and Annex XVI)
have not been transitioned as part of the UK-Iceland-Norway Agreement on Trade in Goods.
This is because full continuity of the EEA Agreement requires the parties to implement the
EU Single Market rules for public procurement. The impact of this for UK suppliers bidding
for procurement contracts in Norway and Iceland is examined in more detail below.

The UK’s current government procurement obligations with Iceland and Norway are gov-
erned by:

a. The Government Procurement Agreement (GPA). The GPA is a plurilateral agree-
ment between 20 parties within the WTO framework which seeks to mutually open up
Government procurement markets among its parties. Procurement activity that is cov-
ered by the GPA must be subject to open, fair and transparent conditions of competition
as set out in the terms of the GPA. The UK has participated in the GPA under EU mem-
bership since its inception and continues to participate as if it were an EU member dur-
ing the transition period.

b. The EEA Agreement. The EEA Agreement requires the three EEA EFTA countries to
implement the EU’s rules for public procurement and guarantees reciprocal procurement
market access at levels equivalent to those in the EU internal market. This goes signifi-
cantly beyond the obligations within the GPA in terms of both market access and proce-
dural requirements.

On 7" October 2020 GPA Parties adopted a decision allowing the UK to accede to the
agreement as an independent party at the end of the transition period. The UK deposited its
Instrument of Accession to the GPA on 2 December 2020.The agreement will enter into force
for the UK as an independent party on 1 January 2021. Those international procurement obli-
gations between the UK, Norway and Iceland that derive from the GPA will therefore con-
tinue to apply from the 1%t January 2021.

Impact

139.

140.

The government procurement annex of the EEA Agreement effectively expands market ac-
cess coverage from that of the GPA to that of the EU internal market. As this annex will not
form part of the UK continuity agreement with Norway and Iceland, the obligations found in
the EEA Agreement to provide additional procurement market access will not be transitioned.

For British businesses, this means the loss (from the end of the transition period onwards) of

guaranteed access to bid for Norwegian and Icelandic procurement contracts that are cov-

ered under the EEA Agreement and are above and beyond procurement obligations found
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141.

142.

within the GPA. British businesses win approximately £14 million worth of these contracts a
year.

However, as explained above, additional access to the UK market derived from the EEA
Agreement will be maintained for Norway and Iceland for 12 months. Norwegian and Ice-
landic businesses win approximately £16 million worth of covered contracts a year. These
arrangements will protect access to these contracts over the next 12 months. Continued ac-
cess would depend on arrangements put in place after that date.

It should also be noted that foreign firms can always bid for UK government procurement
contracts even when the procurement is not covered in the market access schedules of an
international agreement. The UK market is in general open to foreign bidders, even if this ac-
cess is not legally protected by international agreement. For example, firms based in China
and India bid for and win procurement contracts in the UK despite not benefitting from market
access commitments (though they do not have access to the UK remedies regime). As
such, even after the 12-month temporary extension of cover ends, Norwegian and Icelandic
firms will in practice continue to be able to access UK procurement contracts beyond those
covered by the UK’s market access commitments under the GPA. It is our understanding
that Norway and Iceland operate similarly open government procurement markets as a mat-
ter of principle. Therefore, although the UK, Norway and Iceland will lose legal rights under
the EEA to access each other’s markets, they may be able to continue to access each
other’s procurement contracts outside the market access commitments of the GPA.

Technical Barriers to Trade

143.

144.

145.

146.

Technical Barriers to Trade (“TBT”) articles in free trade agreements cover aspects relating
to technical regulations, standards, and conformity assessment for goods. TBT provisions in
preferential trade agreements play an important role in reducing non-tariff barriers for busi-
nesses, for example, through increasing the transparency of a trading partner’s regulatory
requirements.

Due to the high degree of regulatory alignment and interdependencies between Iceland, Nor-
way, and the EU, it is not possible to replicate the technical barriers to trade (TBT) provisions
of the EEA Agreement.

In the immediate short term, after the end of the transition period, GB will remain closely
aligned with Iceland and Norway on technical regulations, standards, and conformity assess-
ment. NI will remain aligned with all EU rules listed under Annex 2 of the Protocol for as long
as it is in force. The EEA Agreement'® nevertheless restricts Iceland and Norway'’s ability to
reach a mutual recognition agreement on conformity assessment test results and certification
with the UK independently of the EU.

Certain EU regulations require an EU/EEA-EFTA based ‘Notified Body’ to certify product
conformity with technical requirements. Certain regulations also provide for EU based ‘Au-
thorised Representatives’ for manufacturers. Following the end of the transition period, for
those goods that require mandatory conformity assessment, it will not be possible to place
goods tested in the UK on the European Single Market. UK-based Authorised Representa-
tives will also not be recognised.

3 Protocol 12 of the EEA Agreement on mutual recognition agreements.
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147. We have agreed with the EEA-EFTA states that our long-term future trade relationship
should be through a comprehensive FTA. Our negotiations towards an ambitious and com-
prehensive agreement began in the summer, and we are on track towards our ambition of
having the agreement in force in 2021. As part of these discussions, we will seek to include
arrangements regarding TBT, taking into account any relevant arrangements made between
the UK and the EU.

Impacts

148. After the transition period, British businesses may continue to use non-UK-based EU or Ice-
land and Norway-based Notified Bodies and Authorised Representatives (where required) to
place products on the European Single Market. British businesses may incur additional costs
and reduce trade activity as a result, but this is not possible to quantify at this stage.

Agreed approach

149. The UK and Iceland and Norway have agreed an exchange of non-legally binding ‘side let-
ters’ on TBT (separate to the Agreement) which confirm that UK policy regarding EU goods
placed on the UK market will also apply to Iceland and Norway, and that Iceland and Norway
will apply the same approach to UK goods as the EU does.

Sanitary and Phytosanitary Standards

150. Sanitary and Phytosanitary (SPS) articles in trade agreements concern the application of
food safety and animal and plant health regulations. They allow countries to set standards
and regulations that allow for the protection of human, animal or plant life and health.

151. Due to the high degree of regulatory alignment and interdependencies between Iceland, Nor-
way, and the EU, in the absence of an agreement between the UK and the EU it is not possi-
ble to replicate the Sanitary and Phytosanitary (SPS) provisions of the EEA Agreement with-
out committing to EU law.

152. We have agreed with the EEA-EFTA states that our long-term future trade relationship
should be through a comprehensive FTA. As part of these discussions, we will seek to in-
clude arrangements regarding SPS.

Impacts

153. At the end of the transition period under the UK’s Border Operating Model, imports into GB,
that are fully harmonised with EU SPS standards and are able to be exported to the EU cur-
rently, will be eligible for the UK’s phased import arrangements from Jan 1st 2021 to July 1st
2021. These arrangements will apply to EEA EFTA States for animals and their products
where EEA EFTA States are fully harmonised with EU SPS standards. This phasing of SPS
controls will be carried out in line with EU countries. From 1 January 2021, where EEA EFTA
countries are not currently fully harmonised with EU SPS standards for animals and their
products, they should expect continuity of current SPS control arrangements. This is not ex-
pected to have a significant impact on trade flows.

Agreed approach

154. Taking into account that our respective food safety systems provide the same level of protec-
tion on the day the UK leaves the EU, an exchange of non-legally binding ‘side letters’ on
SPS (separate to the agreement) has been agreed between the UK, Iceland and Norway.
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The letters provide clarifications on government arrangements for trading in goods between
the UK, Iceland, and Norway.

Services & Investment

155.

156.

157.

Services and Investment chapters and corresponding annexes in free trade agreements set
out the treatment and level of access to the domestic market granted to that trade partner’s
service suppliers and investors. Commitments written into these agreements build upon the
level of access and the treatment granted to all WTO members under the GATS, or under
relevant OECD and IMF codes, whilst protecting governments' right to regulate their domes-
tic markets.

As mentioned above in the general provisions, the preferential access for services achieved
through access to the EU single market will not be transitioned to the UK-Iceland-Norway
Agreement on Trade in Goods.

We have agreed with the EEA-EFTA states that our long-term future trade relationship
should be through a comprehensive FTA. As part of these discussions, we will seek to in-
clude arrangements regarding Services and Investment.

Impacts

158.

Services trade (exports and imports) with Norway and Iceland were worth £5.9bn in 2019
(Norway was worth £5.1bn, Iceland was worth £0.8bn). This represents 1.1% of the UK’s
services trade in 2019. These trade flows will be affected by the loss of services and invest-
ment provisions that were in place through the EEA agreement and the freedoms of estab-
lishment and movement of capital that the EEA agreement provided for. However, the impact
is unclear at this stage as it will depend on measures put in place to support trade in services
and investment with Norway and Iceland following the UK’s exit from the European Union,
including bilateral and unilateral arrangements.

Agreed approach

159. Our intention is to address Services and Investment as part of a comprehensive FTA with the

EEA EFTA states. In the interim, the UK-EEA EFTA Separation Agreement is in place, locking
in certain rights during the transition period, such as the recognition of professional qualifica-
tions for those who have a recognition decision, or have applied for one, before the end of the
transition period. Furthermore, we are in discussion with EEA EFTA States about the period
between the transition period ending and a comprehensive FTA coming into force, including
on the measures that are being put in place to support British businesses established in the
EEA EFTA States, and we are continuing to develop guidance for business on upcoming
changes in access.
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