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Foreword

It’s worth recalling just what has been achieved since we triggered Artcle 50 two years ago
today. For all the noise and drama in Parliament, we have passed the main piece of legislaton to
prepare the statute book for life outside the EU. For all the upheaval in cabinet and government,
we have negotated an internatonal treaty with the EU which would mean we leave it in an
orderly manner. If, that is, MPs approve it.

These were not mean feats. And this was down in no small part to the civil servants both here
and in Brussels who worked trelessly to ensure that a compromise was reached and solutons
were found where, frequently, none seemed possible.

Perhaps rashly, this report represents our atempt to provide a summary of what has happened,
where we are now and where we’re likely to go next. It brings together some of the best minds
working on Brexit. They share their expertse on a range of areas where Brexit is having or will
have an impact. | think, it makes a unique and original contributon to the Brexit debate. And |
hope you fnd what follows useful and interestng.

I've run out of superlatves to express my grattude to colleagues and collaborators. This tme
more than ever, they’ve had to deal with last minute comments and queries, and have done
so with great efciency and (more or less) good humour. Special thanks to the ever patent,
creatve, understanding and brilliant Richard Linnett. Mat Bevington, Liam Hill, Alan Wager and
John-Paul Salter all proofed and checked the various contributons. Extra special thanks to Lizzie
Parker who coordinated the whole enterprise with her customary efortless efciency. Today is
not the day we leave the European Union, but it is Lizzie’s last day with The UK in a Changing
Europe. Let me fnish, therefore, by wishing her all the very best.

Professor Anand Menon
Director, The UK in a Changing Europe

Hyperlinks to cited material can be found online at www.UKandEU.ac.uk

29 March 2019
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The UK in a Changing Europe promotes rigorous, high-quality and independent research into
the complex and ever changing relatonship between the UK and the EU. It is funded by the
Economic and Social Research Council and based at King’s College London.
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The

negotatons

By Simon Usherwood

Any internatonal negotaton involves two levels. The most obvious one is that between states and
their agents: the high-level meetngs where texts are presented and argued, to produce something that
everyone can agree on. But there is also a domestc level: each state has to manage its internal audiences
and stakeholders, especially when they get to have a say on signing of that internatonal deal.

In that respect, Brexit and the Artcle 50 process have much in common with other such negotatons, and
we can make much sense of the difcultes that have been encountered by the simple observaton that
the interacton of these two levels has been badly managed by the Britsh government.

Thissaid, we should also note that Artcle 50 difers from the very large majority of internatonal negotatons
in two key respects. Firstly, in stark contrast to most negotatons between states it is a process about
moving apart, rather than more closely together. Secondly, failure to agree doesn’t just leave us where we
were beforehand. It results in a no deal outcome that completely erases the present relatonship.

Settng up a diffcult Artcle 50

Brexit has engulfed the Britsh politcal system in a way that is unprecedented in peacetme: there is
no area of public policy that is not afected in some meaningful way by the choice made in the 2016
referendum. And that is partly why the focus of the government has been much more frmly on managing
those domestc impacts.

Almost every key turning-point in the process since the referendum can be understood primarily as a
functon of domestc politcs, rather than by reference to the EU level.

Prior to the notfcaton of withdrawal in March 2017, the formaton of Theresa May’s policy was driven by
two factors: the need to demonstrate to her party that she was no longer the Remainer of the referendum,
but instead a staunch defender of the ‘will of the people’; and the desire to retain the elements of
collaboraton with the EU that she saw as valuable.

Thus, the Lancaster House speech of January 2017 presented a wish-list of objectves that lacked internal
consistency (from the EU’s perspectve) but which spoke to the Tory party faithful with its talk of leaving the
single market and the customs union. This was at the harder end of what the EU had antcipated. However,
its high level of agreement about protectng core values of EU membership allowed the Commission to
take it in its stride.

Likewise, the March 2017 notfcaton to trigger Artcle 50 was driven by a growing anxiety in the
Conservatve Party that May might never deliver on these promises, rather than because a robust strategy
was in place. The decision almost immediately aferwards to call a general electon was similarly much
more about the perceived weakness of Labour than any beneft to the UK’s negotatng positon that
might accrue from the expected enhanced majority for Theresa May.

What happened?
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The negotiations

The surprise failure of this gambit not only robbed May of her authority (if not her o¥ce) at home, but
also caused concern among the EU27. Worries about the ability of the government to deliver domestcally
on any agreement grew stronger. The presence of the DUP as the Conservatves’ prop in the Commons
also much reduced the room for manoeuvre on the Irish border issue, which was rapidly becoming the
stcking point in the negotatons.

Negotatng hard

The opening phase of Artcle 50 sought to tackle a very limited number of subjects — citzens’ rights, fnancial
liabilites and Ireland — as a means of settling these exit-related maters before moving on to any discussion
of what might come next. The EU saw this as their best opportunity to lock the UK into commitments
before potentally losing focus in any drawn-out negotatons on the future relatonship.

While this did result in the December 2017 Joint Report, it was hard-won and sketched out the lines of
tension that have remained ever since. Both the DUP and a substantal secton of the Tories strongly resisted
the wording in the Report on Northern Ireland, and the complex language needed to accommodate the
government’s red lines and its commitments to the Good Friday Agreement. It was only afer some to-and-
fro that negotators were able to pronounce ‘sufcient progress’ to allow the next stage to begin.

Importantly, while the talks through 2018 did make headway, the last parts of the frst phase stll loomed large,
none more so than the queston of the Irish border. By the tme of the draf Withdrawal Agreement in March,
both sides made a lot of how much they had agreed — glossing over the intractability of what they hadn’t.

The summer of 2018 was thus largely about trying to fnd ways to sweeten the pill of the backstop. The
UK embarked on a confusing and confused debate about what kind of future customs arrangement it
might have, all the while neglectng to consider whether any of the optons might be acceptable to the EU.
Negotators contnued to explore other optons, including through the Politcal Declaraton to be atached
to the Agreement.

September’s Salzburg European Council saw another bad misjudgement by the UK of the EU’s willingness
and capacity to make concessions. The result was a delay in gettng to a fnalised text which was only
achieved in November, some months later than planned. Despite the EU’s concession of a UK-wide
temporary customs arrangement as part of the backstop, the text was rapidly lost in the tumult of Britsh
politcal debate.

That tumult has no clear outcome in sight. May has sought to convince Parliament that the choice is
between the Withdrawal Agreement and a no deal that is widely rejected by MPs: running down the clock
has been a key tactc in this approach, even as she fended of votes of no confdence in her leadership and
her government.

For the EU, the concern about the stability of the Britsh government and its ability to deliver on the rest of
the Brexit process remains. Only when it feels more assured about this will it move to complete its part of
the ratfcaton process, and to begin to debate in earnest what future relatonship it might have with the
UK. And, on that queston, there is nearly as litle consensus in the EU27 as there is in the UK itself.

As much as the EU has maintained a high level of coordinaton and adaptability in the process, the difculty
of working with a UK that has stll to setle on what it wants has been palpable: the major queston will
now be whether any decision that the UK reaches in these last days of March can be turned into a durable
programme of acton. From what has happened so far, the signs do not look promising.

What happened?

5



The Withdrawal

Agreement

By Steve Peers

What would the Withdrawal Agreement do (and not do) if ratfed? Here’s a brief overview.

Part one (artcles 1-8) deals with basic issues like defnitons and territorial scope. The agreement must have
the same legal efect for the UK as EU law does for EU member states — including the principles of direct
efect (meaning that the agreement as such can be enforced in natonal courts) and, implicitly, supremacy
(meaning that natonal law which breaches the agreement must be disapplied by natonal courts).

The UK must also pass an Act of Parliament to give efect to the Agreement. This is above and beyond the
‘meaningful vote’ on the agreement in Parliament. All references to EU law require it to be interpreted
in accordance with the normal rules of EU law, including ECJ case law delivered before the end of the
transiton period (see Catherine Barnard’s piece in this volume on the contnued applicability of EU law).

Part two (Artcles 9-39) guarantees rights for those EU27 citzens in the UK, and UK citzens in the
EU27 before the end of the transiton period, during which free movement of people will contnue. In
principle, they will retain the same rights, including on social security coordinaton and the recogniton of
qualifcatons.

Some aspects of their legal status will change though. The UK or EU27 member states may require them
to apply to prove their right to stay. The UK in partcular will implement this by means of a ‘setled status’
scheme. The risk is that some people will not have the documentaton to prove their right to stay. Some
categories of people currently covered by EU law will not be covered by the Withdrawal Agreement, so
their positon will be up to UK law. The rules on family reunion and expulsion for criminal ofences will also
become stricter.

Part three (Artcles 40-125) sets out the details of phasing out the applicaton of EU law in the UK at the
end of the transiton period. The biggest difcultes were over geographical indicatons (for instance,
protecton for those who call their product ‘Parma ham’) and what happens to cases pending before the
ECJ on Brexit day.

Part four (Artcles 126-132) provides that EU law stll applies to the UK afer Brexit day, untl the end of
2020. The period may be extended by a single period of one or two years. EU law (including new EU law)
will apply to the UK, except in areas covered by UK opt-outs (such as the single currency and Schengen).
There are special rules on external relatons: for instance, the EU will notfy non-EU countries that the UK
should stll be regarded as covered by EU free trade agreements, although the non-EU countries aren’t
obliged to agree to this.

However, the UK will not be represented on any EU insttutons or bodies. The UK will only be consulted
on new EU measures as a special excepton. In one area — foreign and defence policy — the UK can refuse
to apply new EU measures if it has fundamental objectons to them, and the Withdrawal Agreement
foresees an early treaty between the EU and UK that will replace the transiton period rules.

What happened?
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The Withdrawal Agreement

Part fve, on the fnancial setlement (Artcles 133-157), incorporates the earlier agreement that the UK
takes part in the EU’s spending untl the end of the current budget cycle (December 2020). If the transiton
period is extended, the UK and EU will negotate a separate EU contributon to the EU budget. It also
includes UK payments to the budget incurred because the EU ofen makes fnancial commitments in one
year and then pays them out in later years.

Part six (Artcles 158-185) sets up a Joint Commitee to oversee and implement the Agreement. It can
take certain decisions to add to the Agreement — such as an extension of the transiton period — but for all
these decisions the EU and UK must both agree.

Dispute setlement rules provide for arguments about the Agreement to go to a panel of arbitrators.
However, if the arbitrators have to decide an issue of EU law when setling the dispute, they will have to
ask the ECJ to give a ruling.

Finally, the protocol on Irish border issues includes the UK-wide customs union backstop, part of which is
specifc to Northern Ireland. This includes a ‘level playing feld’, which means some degree of contnued
harmonisaton of law relatng to tax, the environment, labour law, state aid, competton, and public
companies/monopolies.

The protocol also contains provisions on the UK internal market, as well lists of specifc EU laws that apply
in Northern Ireland: product regulaton, VAT and excise tax, agriculture and the environment, a single
electricity market, and state aids. There’s also a vague reference to other north/south cooperaton.

Could the UK have negotated a diferent Withdrawal Agreement with the EU? Some provisions might be
diferent, if the UK’s setled intenton from the outset was to contnue partcipaton in the single market
and/or agree a customs union with the EU. But without either side changing their ‘red lines’, it is hard to
see how the agreement could look very diferent.

What happened?
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Public opinion

By Sara Hobolt

In her speech to Parliament triggering Artcle 50 on 29 March 2017, Theresa May expressed the hope
that the UK would emerge from the negotatons “more united” than ever before, declaring that it is tme
“to come together”. But, as we reach the end of the two-year negotaton process, there is precious litle
evidence that the Britsh have heeded her. Rather, the polls indicate that voters are as divided along Brexit
lines as they ever were.

When asked whether they think it was “right” or “wrong” for Britain to vote to leave the EU, the populaton
remain fairly evenly divided, albeit that there has been a consistent small majority opposing the Brexit
decision over the last year. A similar picture emerges if they are asked how they would vote if a referendum
on Brexit were held today: around 54% would vote Remain and 46% Leave (excluding don’t knows). So while
there is a small movement in the directon of greater pro-Remain sentment, the vast majority of voters
have not changed their minds since the 2016 vote.

Indeed, the Brexit divide has hardened over the last two years. Several studies have illustrated the emergence
of Brexit identtes, as over three-quarters of people identfy as ‘Remainers’ or ‘Leavers’. These new politcal
identtes are stronger than the partsan division between Labour and Conservatve supporters. Just like
partsan identtes, Brexit

In hindsight, do you think Britain was right or wrong has created an “in-group”

to vote to leave the EU versus “out-group” dynamic

0% that drives how people view

60% politcs and even each other.

50% Y=\l A oo—o SRS e This includes prejudices

40% towards and negatve

0% stereotyping of “the other”
- | roup.

10% Rt yreng Brexit identtes have also

S S shaped how people view

the economy. Before the
referendum, Leavers and
Remainers  shared very
similar assessments of the economy, but they started diverging immediately afer the vote, with Remainers
becoming far more pessimistc about than Leavers. Unsurprisingly, the Brexit division also shapes how
people view the consequences of Brexit. Remainers tend to be far more pessimistc about the prospect
of Brexit than Leavers, who remain optmistc. When asked what the consequences of Brexit will be, a
study found that 87% of Remainers will menton negatve things, compared to only 18% of Leavers — and
this divide has essentally remained stable since the negotatons began. Remainers and Leavers also have
very diferent views about the diferent Brexit scenarios, including Theresa May’s deal, a no deal Brexit and
the possibility of a second referendum. Leavers favour leaving the EU without a deal over the alternatves
of remaining in the EU or even leaving under the terms of Theresa May’s deal, while Remainers favour a
second referendum over both the deal and no deal.

What happened?
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It has been surprisingly easy to become accustomed to the current level of parliamentary dysfuncton. On
25 March, 30 Conservatve MPs, including three who resigned their ministerial posts, defed the whip and
defeated the government. The defeat gave MPs the ability to introduce legislaton and dictate parliamentary
tme. Yet almost no-one expected this vote to be a fatal blow for the government.

It’s worth remembering that defeats on Brexit have only recently become the new normal. Since mid-July,
the government has sufered ten defeats on Brexit issues — more than a third of all divisions on Brexit. Before
that, the Prime Minister had sufered just one defeat on Brexit legislaton.

Paradoxically, the turning point came on 17 July when the government saw of an amendment to the Trade
Bill to compel customs union membership. Theresa May and her Chief Whip Julian Smith felt distnctly
relieved, having won by six votes. The government both survived a fundamental threat to its Brexit policy,
and avoided a split inside the Conservatve Party to boot. Rebel MPs would never fnd out whether the
government’s threat to call a confdence vote in itself was genuine.

However, amid the celebraton, there was real cause for concern. The government was only carried over the
line because the 12 Conservatve rebels had been sufciently counterbalanced by four Labour votes. Frenetc
whipping meant the Conservatves had broken pairing arrangements with Jo Swinson, a Liberal Democrat
MP who was heavily pregnant and on maternity leave. The government had clung on by its fngernails and
got its hands dirty in the process.

Since that day, almost all Brexit-related legislatve business has stalled. The Trade Bill has not returned from
the Lords for fnal consideraton by the Commons. The Agriculture Bill is yet to be scheduled for report stage
in the Commons. The same goes for the Immigraton Bill.

But how did a once pliable House of Commons, made up of the same MPs who had defeated the government
just once in ten months on Brexit votes, suddenly become unmanageable?

The truth is that, following the 2017
general electon, the government’s
majority was always a mirage. From the
introducton of the EU Withdrawal Bill in

Who has the government relied on to win votes?

B Consarvatives September 2017 to the government win

in July on the Trade Bill ten months later,
HpemocancunionitPaty | jts average majority on Brexit votes was
WOUP & Labour just 23 MPs. That made 12 MPs decisive

at any given moment, partcularly the ten
DUP MPs who have a formal arrangement
with the government.

W Labour

Most of those small majorites were only
cobbled together with the votes of the
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Parliament

DUP, Labour rebels or both. Out of 90 votes in this period, the Conservatves could only rely on their own
MPs to win 43. It is curious that a prime minister who has relied more ofen than not on the oppositon has
spent such an inordinate amount of tme talking to the benches behind her.

It is no surprise, then, that this fragile arrangement shatered as soon as key trade-ofs and choices on
Brexit loomed. Tack one way and Conservatve MPs in favour of a sofer Brexit, or even none at all, would
rebel. Tack the other and a (bigger) chunk of Brexiter MPs would do the same. In the end, moving in neither
directon proved no beter: the frst meaningful vote on May’s Deal succumbed to a 230-vote defeat, the
biggest ever for any government in the Commons.

Perhaps the real surprise is that the government managed to maintain a working majority for as long as
it did. An important factor was the retcence of MPs to be seen to overturn executve power. Earlier in
the parliament, many Conservatves who wanted the government to pursue a sofer Brexit outcome were
wary of being seen to te its hands and impose parliamentary constraints mid-negotaton. Consttutonal
squeamishness meant Theresa May retained her grip on the wheel.

But rebellion, it seems, gets easier with practce. In June 2018 MPs considered an amendment tabled by
Dominic Grieve, which the government ultmately managed to win by 16 votes. This would have allowed
MPs to table their own suggestons on Brexit if a deal wasn’t reached by (what was then seen) as the
dangerously late date of 21 January. By January, however, Grieve had got an equivalent measure through.
The government also just about headed of the frst serious atempt to pass ‘indicatve votes’, by 2 votes,
on 14 March. MPs’ reluctance to overturn parliamentary conventon was at a tpping point. That point was
fnally passed on 25 March when the Letwin amendment on indicatve votes was approved.

Government majorites in contested votes on Brexit No doubt the teking clock of
in the Commons the Artcle 50 negotatons

and  impending  Brexit
deadlines have focused
minds and forced MPs to

(decisive parties highlightgd)
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5 ® Labour faced several ‘act now or

= .150 give up control’ moments.
The Grieve amendment
225 on 9 January was one such

moment. It aimed to reduce
the government’s tme to respond to a defeat of its Brexit deal — which would be voted on a week later —
from three weeks to three days. The fear was that the government would run down the clock and leave MPs
with a deal-or-no-deal choice unless they intervened.

Public opinion has also sofened over the past two and a half years. When asked how they would vote now
in a referendum, a small but clear majority would now choose Remain according to the polls. This gradual
shif has given cover to MPs — a majority of whom supported Remain — to assert themselves. Also, the fact
that a large facton of pro-Brexit MPs have repeatedly rebelled against the government and the Brexit deal
has allowed other MPs to do the same without the risk of being seen as blocking Brexit.

What does all this mean for what comes next? Even if Theresa May’s deal passes, will she be able to put the
Brexit genie back in the botle to pass the Withdrawal Agreement Bill? MPs might feel — having supported
yet another, and perhaps the biggest, step towards Brexit — that they have license to be even more rebellious
when it comes to that bill. Equally, pressing deadlines and the need to focus minds might mean May gets an
easier ride once a deal is passed.

What happened?
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Politcs in the EU

By Catherine de Vries

Eurosceptc politcal elites on the contnent responded with excitement to the Brexit vote in June 2016.
They took to Twiter to celebrate ‘their’ victory. The Swedish Democrats tweeted ‘Congratulatons to
Britain’s people choosing independence! Now we are waitng for a swexit!. Marine Le Pen added: *Victory
for freedom! As | have been asking for years, we must now have the same referendum in France and EU
countries’. Geert Wilders tweeted ‘Hurrah for the Britsh! Now it is our turn. Time for a Dutch referendum’.

Fast forward to March 2019, and these eurosceptc politcal entrepreneurs have sofened their stance on
Swexit, Frexit and Nexit: they no longer want to leave, but instead to mold the EU into something they can
work with. This should not come as a surprise. Public support for remaining in the EU rose across Europe
afer the referendum. The UK was a test case for the rest of the contnent. The tedious and uncertain
process made leaving both less desirable and less viable — especially for those states that, unlike the UK,
are in the euro as well. The extremely long and chaotc process made Brexit something of a Frankenstein’s
monster.

The Britsh government was the frst, and to date only, government to invoke Artcle 50 of the Treaty on
European Union. The Britsh are thus more or less the guinea pig for this procedure. Brexit is considered
as a benchmark, especially for wealthy northern European countries, for what a Nexit, Frexit or Swexit
could look like. The lengthy, difcult path to Brexit characterised by high levels of economic and politcal
uncertainty has reduced support for exit in the remaining member states — in the short term in any case.
Politcal partes like Wilders’ Party for Freedom, the Rassemblement Natonal (the former Front Natonal)
in France and the Sweden Democrats, have shown considerably less enthusiasm for exit of late.

Brexit shows that withdrawal from the EU entails enormous politcal and economic risks. The current
European Commission President Jean-Claude Juncker is therefore optmistc about his vision of the future
of Europe and the European electons in May of this year, announcing that ‘the wind is back in Europe’s
sails’. President Macron has called for a European reform agenda — ranging from a European minimum
wage to the prohibiton of politcal party contributons by foreign (state) actors — that, he argues, would
lead to a European Renaissance. Yet it is important not to move from a frst hangover about Brexit to blind
optmism about Europe’s future.

Three issues are of key importance when we think about the EU’s post-Brexit future. First, when it comes
to the electons, it is important to bear in mind that European electons are not just about Europe. Many
eurosceptc partes mobilize ant-government and ant-elite sentment. Second, more support for EU
membership does not necessarily mean that people are satsfed with the directon in which Europe is
heading. Limited enthusiasm for leaving should not be confused with broad support for the European
system. Eurosceptcism comes in many diferent shapes and sizes.

Finally, it remains to be seen whether Brexit creates more public support for the European project in the
future. The EU will be dealing with an emeritus member on its shores against which the success of the EU

What happened?
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Politics in the EU

will be compared. If the UK is doing badly, Brexit will remain a bogeyman that will most likely silence any
calls for Nexit, Frexit or Swexit. However, if the UK does well, the calls for exit, especially in the northern
member states, may become louder again.

European elites may count the Brexit chaos as a blessing in disguise in terms of its short-term efect of
bolstering support for European unity. However, this may not necessarily be the best advertsement for
the EU. It is reminder of Margaret Thatcher’s famous statement: ‘there is no alternatve’. Is there no
alternatve for Europe outside the EU framework? Is the EU really a maze that one cannot exit? This
ultmately makes a negatve case for European cooperaton. It stll ultmately rests on the false dichotomy
between being in and out. It frames the choices on the table as between blind support for the European
project and for further integraton, or a retreat into the naton-state.

If the EU wants to make the European project viable, it will need to address people’s legitmate concerns.
When a politcal system fails to internalize oppositon and give it a seat at the table, this oppositon will
eventually turn against the system itself. This has been historically true for empires and naton-states — it
could well be true for the EU itself.

What happened?
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The economy

By Thomas Sampson

How has votng to leave the EU afected the UK’s economy? The difculty in answering this queston is
that we do not know what would have happened to the economy if Remain had won. Consequently,
researchers look for ways to estmate what would have happened. For example, how would the UK’s
economic output have changed since June 2016 if there had been a Remain vote? Comparing observed
outcomes to what would have happened then gives an estmate of the Brexit efect.

So how do we estmate what would have happened? A couple of optons can be ruled out immediately.
Assuming nothing would have changed afer a Remain vote would be a mistake. The economy is constantly
changing for many reasons that have nothing to do with Brexit. We cannot simply compare today’s
outcomes to pre-referendum data and atribute the diference to Brexit.

Likewise, it would be wrong to use pre-referendum forecasts that assumed a Remain victory to measure
what would have happened. Short-run economic forecastng is an imperfect craf. More importantly, we
know today many things that pre-referendum forecasters did not, such as global economic trends since
June 2016. We should not ignore this informaton when estmatng the Brexit efect.

Instead, researchers have estmated what would have happened for the UK by studying what has happened
to other similar economies that did not vote to leave the EU. Academics from Bonn, Oxford and Tubingen
have used this approach to analyse how the Leave vote has afected UK output, as measured by Gross
Domestc Product (GDP). They estmate what would have happened using a control group of countries
whose average GDP growth exactly matches UK growth prior to the referendum. Their hypothesis is that,
but for the Leave vote, growth in the UK and the control group would have contnued to match afer June
2016.

But when they compare actual UK growth since the referendum to the control group, they fnd that by
the middle of 2018 UK GDP was approximately 2 percentage points lower than it would have been if the
UK had voted Remain. Their estmates imply Brexit has cost the UK around £350 million per week in lost
output since the referendum.

Like any economic estmate, this number is subject to uncertainty and should be viewed as an informed
guess, albeit a guess based on the best available data and research methods. However, it undoubtedly
suggests that the Brexit vote has already had a substantal negatve efect on the UK economy.

Why has the Leave vote reduced UK GDP? Economic choices depend, in part, upon what people and
businesses expect to happen in the future. Although the UK is yet to exit the EU, the referendum changed
expectatons. It increased uncertainty over UK-EU relatons and made it likely Britain would in future
become less open to trade, investment and immigraton with the EU.

What happened?
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The economy

Uncertainty makes businesses less willing to invest in risky new projects, while reduced openness makes
the UK a less atractve destnaton for foreign investment and reduces the incentve for businesses to
invest in expanding UK-EU trade. Existng studies do not enable us to say with any degree of confdence
whether increased uncertainty or the expectaton of reduced openness has played a more important role
in reducing UK GDP growth. But, by estmatng what would have happened if not for Brexit, researchers
are startng to trace out the channels through which the Brexit vote has afected the UK economy.

The inital impact came through the exchange rate. Afer the votes were counted, the value of sterling
quickly declined and it has setled around 10% below its pre-referendum value. A fall in the pound
increases the costs of UK imports and in the year afer the vote consumer prices rose rapidly. Analysis by
researchers at the Centre for Economic Performance estmates that the Brexit vote increased consumer
price infaton by 1.7 percentage points in the year following the referendum.

Rising prices put pressure on household budgets and, by June 2017, the Leave vote was costng the
average UK household £404 per year. Analysis of the sources of slower GDP growth fnds that reduced
consumer demand contributed to lower output growth from late 2016 onwards.

By contrast, business investment initally showed no evidence of a Brexit efect. However, this changed
in 2018 when business investment declined for four consecutve quarters and recorded its lowest annual
growth rate since the fnancial crisis a decade earlier. Investment today increases productvity tomorrow,
so declining investment is a worrying sign for future growth prospects.

The one bright spot for the UK economy has come from unemployment, or rather its absence. The labour
market has contnued to create jobs and unemployment is at its lowest level for over 40 years. Of course,
the combinaton of increasing employment and slow output growth implies that productvity growth
has been disappointng. And without productvity growth living standards will not rise. But this problem
predates Brexit and is not unique to the UK.

Trade and foreign investment fows have also started to respond to the referendum. The decline in sterling
makes UK exports cheaper, but, so far, there is no evidence this has boosted exports. On the contrary,
research shows that frms have become less willing to export because they fear future increases in trade
costs. A team at Cambridge University has found that, following the referendum, UK frms were less likely
to start exportng to the EU and that existng exporters were more likely to stop exportng. Importantly,
they show that the impact is greater for frms that would face higher tarifs in the event of a no deal Brexit.

Analysis by the UK Trade Policy Observatory fnds that the Brexit vote led to a decline in new foreign
direct investment in the UK. Looking at fows in the opposite directon, work by the Centre for Economic
Performance shows that the Leave vote has led to a 12% increase in new investment projects by UK frms
in the EU, but has not afected UK investment outside of the EU. Together these studies suggest that Brexit
is making the UK a less atractve place to do business.

The long-run efects of Brexit will largely depend upon the nature of future UK-EU relatons. But 33
months afer the referendum we have enough evidence to evaluate the short-run impact. It has been
overwhelmingly negatve. The UK as a whole is economically poorer than it would have been if the country
had voted to Remain.

What happened?
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The law

By Alison Young

The courts have played a key role in the Brexit process. While individuals and groups may have had
politcal motves for bringing legal actons, the courts focused on determining legal issues. Nevertheless,
their decisions have had politcal ramifcatons and suggest a growing role for the courts in the shaping of
the UK consttuton. However, this has been in the face of critcism, partcularly of the courts’ role in the
Miller case, which saw the judges branded as ‘enemies of the people’. If courts are to play their proper
role, politcians need to be more prepared to defend them.

The frst key case was Miller. Gina Miller and others argued that the Prime Minister could not trigger
the Artcle 50 process on her own. The Prime Minister claimed that she could use the prerogatve, a
power stemming from the historical authority of the Crown. The Supreme Court disagreed. The broad
prerogatve power to enter into and withdraw from treates did not include a power to modify UK law, or
to frustrate legislaton, or to remove rights enjoyed by UK citzens.

The majority of the Supreme Court concluded that the law would be changed and legislaton frustrated
were Artcle 50 to be triggered, as this could lead to the UK leaving the EU without parliamentary
authorisaton. Therefore, legislaton would be needed to empower the Prime Minister to trigger Artcle
50. Parliament could now have a say on the conditons under which the Prime Minister communicated
the UK’s decision to leave the EU. Without Miller, there would have been no need for the European Union
(Notfcaton of Withdrawal) Act 2017.

However, the Supreme Court concluded that this legislaton did not, legally, require the consent of the
devolved legislatures. Whilst such consent may be required by the Sewel Conventon, this was only a
consttutonal conventon. Conventons are only politcally, not legally binding. Thus, whilst the Sewel
Conventon has great consttutonal signifcance, it is fragile in nature. It requires politcians to accept its
importance to ensure good relatons between Westminster and the devolved natons.

The second key case was the Scotsh Contnuity Bill Reference. As the European Union (Withdrawal) Bill
(EU(W)B) progressed through Parliament, it became clear that there were tensions between Westminster,
Scotland, and Wales concerned devolved powers. As the UK leaves the EU, powers that were exercised
by the EU return to the UK, being exercised by Westminster, or the devolved legislatures and executves,
according to the various devoluton setlements.

The EU(W)B originally placed all of these powers in the hands of the Westminster Parliament on a
temporary basis. This led both Wales and Scotland to initate their own version of the European Union
(Withdrawal) Bill — the Welsh Contnuity Bill and the Scottsh Contnuity Bill.

The EU(W)B was then modifed. Powers would be transferred to the devolved natons. But ministers
in Westminster could make orders to return specifc areas of power to Westminster on a temporary
basis. Scotland did not accept this change. The Scotsh parliament voted against giving its consent to
the EU(W)B.

What happened?
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The Law

The UK government used the special procedure found in secton 33 of the Scotland Act 1998 to challenge
the Contnuity Bill afer its enactment in the Scottsh parliament, but before it had received royal assent. The
UK Supreme Court concluded that the Scotsh Contnuity Bill as a whole was not beyond the competence
of the Scottsh parliament. However, it ruled that secton 17 — which required that UK ministers must
obtain the consent of Scotland when enactng delegated legislaton altering the powers of Scotland —
fell outside the powers of the Scottsh parliament. This modifed secton 28(7) of the Scotland Act 1998.
However, the Scotsh parliament does not have the power to modify the Scotland Act 1998.

The Supreme Court also concluded that provisions of the Contnuity Bill would be beyond the powers
of the Scottsh parliament at the tme the Bill would come into force. Afer the challenge was initated
before the Supreme Court, the EU(W)B received royal assent. The European Union (Withdrawal) Act
1998 (EU(W)A) amended the Scotland Act 1998. It added itself to the list of legislaton that the Scotsh
parliament was unable to modify. The Scotsh Contnuity Bill contained provisions which contradicted
the European Union (Withdrawal) Act 1998. These provisions were ruled to be beyond the powers of
the Scotsh parliament.

The decision reinforced the power of Westminster over the Scottsh parliament. Scotland was unable to
incorporate EU law into Scotsh law in a manner diferent from that in the UK, where this would modify
the EU(W)A.

The fnal key case was Wightman. Andy Wightman MSP and others asked the Scotsh courts to make a
reference to the ECJ. They wanted to ask if it was legally possible for a member state to unilaterally revoke
its notfcaton to withdraw from the EU.

The Outer House - the frst instance court of the Scottsh Court of Session — refused to make a reference,
concluding that it was for Parliament to decide what informaton it needed to exercise its powers, not the
courts. The Inner House, an appeal level court of the Court of Session, overturned this decision, agreeing to
make a reference.

The ECJ concluded that it was legally possible to unilaterally revoke Artcle 50. This would need to be in
a clear and unequivocal statement, communicated prior to the end of the Artcle 50 negotaton period
(including possible extensions). It is likely that this would require legislaton to empower the Prime Minister
to revoke Artcle 50. This knowledge changed the tenor of the debate in Parliament. The choice now
includes leaving the EU with a deal, leaving with no deal, or revoking Artcle 50 and remaining in the EU.

Each of these decisions infuenced the Brexit debate. Yet they did not increase the powers of the court.
They reinforced the powers of Parliament. They also illustrate the limits of the courts. Miller shows that
courts will not enforce conventons, which assumes there is sufcient politcal pressure to ensure the
Sewell Conventon is followed. The European Union (Withdrawal) Act 2018 was enacted without Scotland’s
consent, in breach of the Sewel conventon. The Scosh Contnuity Bill Reference reinforces Westminster’s
legal dominance over Scotland.

Brexit has taught us that the courts and Parliament can work together. But this needs Parliament as well
as the courts to play their full consttutonal role. It also requires Parliament to understand and support
the proper consttutonal role of the courts.

What happened?
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From the moment it was unveiled in mid-November, the deal the government negotated with the EU
proved to be rather unpopular with voters. According to YouGoy, at least twice as many said they opposed
the deal as indicated that they supported it. Opinium reported that around three tmes as many thought
the deal would represent a bad deal for the UK as reckoned it would be a good one. Neither set of fgures
shifed much in the weeks and months of intense debate that followed.

Nevertheless, the Prime Minister contnued to insist that her deal represented the only way of
implementng, in an orderly fashion, the voters’ instructon of June 2016 that the UK should leave the
UK. Yet an alternatve vision of what Brexit might mean has always been on ofer. The Labour Party has
long argued that the UK should form ‘a’ customs union with the EU and should be closely aligned with
— though not members of — the EU single market. Meanwhile others, such as an informal cross-party
alliance formed by Nick Boles MP (Conservatve) and Stephen Kinnock MP (Labour), argue that not only
should the UK agree a customs arrangement with the EU but should also be a full member of the single
market, a stance that they have dubbed ‘Common Market 2.0’.

Both visions provide for a relatonship with the EU not dissimilar to that of Norway, which, while not a
member of the EU, is inside the single market though not the EU’s customs union. But how popular is
this stance? Would it be more atractve to voters than the relatonship promised — though yet to be
negotated — by Mrs May, who envisages that the UK should be outside both the single market and the
customs union? Might it even be a compromise that both those who voted Remain and those who backed
Leave might be willing to back?

Among voters as a whole, a Norway-style Brexit certainly appears to be more atractve than the
government’s Brexit deal has been. For example, when in December BMG required its respondents to
choose one or the other, 60% backed the Norway opton while only 40% preferred the government’s
deal. A similar picture was obtained by Survaton in March in response to a queston that also allowed
people to say ‘Don’t Know’ (an answer given by no less than a quarter). While 30% backed the deal that
had been negotated with the EU, 45% supported a deal that would keep Britain in the single market and
the customs union.

However, given how unpopular the government’s deal has proven to be, this might be thought too easy
a test for the Norway-style Brexit to pass. Is there any evidence that it is popular when voters are simply
asked whether or not they like it? In four polls the company conducted between July and November last
year, YouGov found on average that 34% thought that a Norway-style Brexit (the meaning of which was
spelt out in some detail) would be a ‘good for Britain’ while 40% reckoned it would be bad. Meanwhile,
when in September the same company asked whether it would be acceptable for the UK to remain in
the single market and the customs union, the 38% who said that it would were balanced by 38% who
indicated that it would not. All in all, it looks as though supporters and opponents of the idea may be
roughly evenly balanced.
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This is far from a ringing endorsement. Perhaps of greater encouragement to the advocates of ‘Common
Market 2.0’ are the responses that YouGov have obtained when, on a number of occasions, it has asked
people whether a deal that involved membership of the single market and the customs union would be
a ‘good’ or a ‘bad’ outcome, while also ofering the response that it was an ‘acceptable compromise’.
On average slightly more said that it would be a bad outcome (29%) than a good one (26%). However,
another 23% indicated that it would be ‘an acceptable compromise’. In other words, almost half of voters
say that single market and customs union membership would be at least an acceptable compromise.

However, it is a compromise that is more acceptable to some than to others. For Remainers it has some
appeal. On average, YouGov have found that as many as 38% of those who voted Remain think that being
in the single market and the customs union would be a good outcome, while another 30% state that it
would be an acceptable compromise. Just 16% view the prospect negatvely. However, Leave supporters
regard the idea very diferently. Only one in three of them think it would either be a good outcome (15%)
or an acceptable compromise (19%), while almost half (48%) feel it would be a bad outcome. It seems that
for many on the Leave side, Common Market 2.0 looks too much like Remain 2.0.

Moreover, even among those who express some support for the idea, it is very much a second choice.
This is evident when voters are invited to choose among a range of possible Brexit outcomes, including
a relatonship something like Norway’s. For example, in September last year, BMG pited a Norway-style
Brexit against four other optons: leaving the EU without a deal, a Canada-style free trade agreement, the
proposals that Mrs May had unveiled at Chequers in July, and remaining in the EU. Only just over one in
ten (11%) of voters said that a Norway-style Brexit was their preference, leaving it equal botom with the
Chequers proposals.

Meanwhile more recently, in March YouGov invited people to choose between four optons: leaving
without a deal, the deal negotated by the government, staying in the customs union and the single
market, and holding a referendum with a view to staying in the EU. Only 15% picked staying in the single
market and the customs union. This was just enough to put the idea one point ahead of the government’s
deal, but lef it well behind the other two optons.

The problem facing those who have been arguing for a Common Market 2.0 Brexit is that what most
Remain voters want above all is for the Brexit decision to be reversed, while for many Leave supporters it
looks all too much like stll being part of the EU. As a result, a Norway-style Brexit could fnd itself in much
the same positon as Mrs May’s deal proved to be — with few friends who are willing to take it to heart.
Bridging the divide between Remainers and Leavers is very hard to do.
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It now seems curious to think back to the tme, immediately afer the 2016 referendum, when Theresa
May suggested that Parliament would play litle role in the Brexit process. Her preference was for the
government to trigger Artcle 50, and then negotate a Withdrawal Agreement for presentaton to the
Commons on a ‘take it or leave it” basis — with only limited space for parliamentary oversight.

In the months that followed, Parliament increasingly asserted its rights. From select commitees
holding hearings, demanding government documents and publishing reports, to the requirement for a
‘meaningful vote’ on the Withdrawal Agreement inserted via a backbench amendment to the European
Union (Withdrawal) Bill, to the Commons votng that the government was ‘in contempt of parliament’:
the legislature has become ever more central to shaping the process. Government defeats in the House
of Commons have been commonplace, and Parliament’s role has frequently led the news. How diferent
that feels to the Prime Minister’s original plan.

This shifing power balance can be traced to various factors. In one sense, they refect a longer-term
dynamic of growing parliamentary assertveness and backbench independence. It is notable, for example,
that several of the most visible protagonists (such as Hilary Benn and Yvete Cooper) have been select
commitee chairs — who enjoy enhanced legitmacy thanks to the introducton of chamber-wide electons
in 2010.

But a confguraton of more contngent factors is also crucial. First, Brexit is hugely divisive in both main
politcal partes, meaning leaders have much reduced ability to assert control. Second, that is hugely
exacerbated by the context of minority government — meaning that, even if the Prime Minister could rely
on her own troops, her majority would not be assured. Hanging over all this is the fact of the referendum.
The principle of parliamentary sovereignty is central to the UK consttuton, but a referendum challenges
that. MPs have not felt able straightorwardly to indicate their own preferences, and the usual conficts
they face between conscience, consttuency, party and naton have been heightened as never before.

All of these factors will remain key to the parliamentary context in the coming period, making decision
making complex and unpredictable. Following the Commons’ vote to extend Artcle 50, and its repeated
rejecton of both May’s deal and ‘no deal’, the ball remains frmly in Parliament’s court. MPs seem set to
become more assertve stll, and must now navigate the alternatves — including a signifcantly revised
deal of some kind, and possibly a further referendum. Some may also advocate a deliberatve citzens’
assembly to take the heat out of the Brexit issue, if a longer extension can be agreed.

Events to date have shown some of Parliament’s strengths, but also some of its weaknesses. For those
who believed that the government controls Parliament, the truth has become increasingly apparent — the
real relatonship is the other way around. The usual default of Commons’ agreement with government
depends on factors currently absent: cohesive partes with agreed policy objectves, and a partsan
majority. In the absence of those things the insttuton itself has struggled. In partcular, unlike many
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overseas parliaments, there is no cross-party mechanism in the Commons for agreeing the parliamentary
agenda. To gain control, MPs have needed imaginatve use of amendments and motons, coupled with
coercion of the government through threats of ministerial resignaton — both of them distnctly crude
instruments.

In the period ahead, this lack of coordinated parliamentary decision making may remain problematc.
With a bit of breathing space, it might be possible to devise more innovatve procedures, for example to
allow MPs to vote on multple optons, but achieving that is technically challenging. And using unfamiliar
‘procedural tricks’ on this crucial issue could risk undermining public legitmacy. The challenge both for the
government and for parliamentary procedural specialists is to fnd a way of fushing out MPs’ views — to
achieve a majority vote for something, rather than just against the optons on the table. The challenge for
MPs, in the absence of the kind of stable party blocs which are usually the norm, is to fnd the leadership
and organisaton to organise and deliver a majority soluton.

In thinking all this through, it is worth remembering that Parliament has struggled so far merely in choosing
between ‘in principle’ solutons. But if a soluton is fnally agreed, legislaton will be needed to put that into
efect - be it a revised deal, and/or arrangements for a referendum. Holding a coaliton of MPs together
to support a bill containing all the detail of any such move, with other MPs intent on breaking it through
amendments of numerous kinds, would be signifcantly more difcult than gaining simple, in principle
support.

When the dust fnally setles, there may be appette for reviewing whether parliamentary procedures can
be strengthened to avoid future stand-ofs such as those seen in the Brexit process. That would require
the development of genuine parliamentary leadership, independent of the government machine. But
if the outcome of the next stage is a more decisive move to Brexit, Parliament will soon be faced with
numerous other urgent challenges.

These include developing robust mechanisms to scrutnise the next phase of negotatons with the EU,
plus the promised internatonal trade deals. In additon, Parliament would need to think ahead to the
post-transiton phase, and develop greater capacity to deal with policy felds, such as agriculture and
environment, currently handled at EU level.

This last task opens up a further set of complex questons, including how to manage parliamentary
oversight of UK-wide frameworks, including appropriate coordinaton with legislatures at the devolved
level.
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the UK

By Anand Menon and Alan Wager

What consttutes a politcal crisis? And when, and how, does a crisis of politcs evolve into a crisis of
the consttuton? This might sound like an argument over semantcs. Yet, for politcal scientsts, the
distncton is an important one. This is because it can tell us what might happen next: a politcal crisis
is solvable by politcians as gridlock — slowly — works its way through to a resoluton. A consttutonal
crisis, on the other hand, suggests something more fundamental. A deeper contradicton in the system
requiring an altogether diferent soluton. One is (more or less) temporary, the other (potentally)
permanent.

The case for Brexit as a temporary bug in the Westminster system can be made via counterfactuals. If the
general electon had not been held in 2017, Theresa May would be operatng with a slim majority rather
than as head of minority government. If diferent decisions on the directon of Brexit had been made at
various forks in the road — partcularly following the loss of this governing majority — then it is at least
plausible to think the present situaton might look very diferent. Reaching out in June 2017 to secure
broader support for a sofer Brexit than she had laid out before her ill-fated popular poll might have made
all the diference. The point is that these are questons of statecraf, not a system failure.

Indeed, retrospectve analysis of the legislatve politcs of the last two years shows that the minority
government has, on the whole, managed to fumble along — up to now — as well as one might reasonably
have expected. The last period of minority government in the 1970s led to an equivalent number of
defeats and many of the same politcal tactcs: pulling votes at the last minute, mass abstentons from the
government and the politcisaton of the whip’s oFce.

However, you have to reach further back, to 1924, for anywhere near comparable defeats as those sufered
by Mrs May on her Brexit deal. But again, these defeats were the result of politcal partes realigning and
the party system coming to terms with the rise of the Labour Party. They were a mater of the party
system, not the politcal system.

There is also a problem in assessing the functoning of Westminster through its capacity to manage the
issue of Europe. The last period of comparable governing turbulence to now was during John Major’s
premiership. Then, as now, the issue of Europe and tght parliamentary arithmetc disrupted the normal
fow of relatons between government and Parliament.

The diference now is that the EU issue has, as Paula Surridge points out in this report, underlined and
heightened a politcal cleavage in the electorate based on social values. The new post-Brexit politcs is
something that the Independent Group, and undoubtedly any future project headed by Nigel Farage,
hope represents a politcal sea change.

Yet, they may be disappointed. The result of the Brexit brouhaha might yet be a recreated politcal coaliton
on the centre-lef that looks a lot like the pre-coaliton Liberal Democrats, and the latest iteraton of Britsh
eurosceptcism on the right. This would begin to look a lot more like the ebb and fow of conventonal
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Britsh politcs than a dramatc reformulaton. And the surest bet in Britsh politcs is that, when politcians
atempt to redefne the politcal system, the electoral system reasserts itself.

It is when we look more closely at the rhetoric and actons of MPs that things become more worrying.
Unworkable and unsustainable contradictons are the symptoms of a consttutonal crisis. A breakdown
of collectve cabinet responsibility, which leads to cabinet ministers saying one thing to the House of
Commons and then doing another. A Prime Minister who, at crunch tme, decides to pit the o¥ce of
Prime Minister against the Parliament from which she derives her politcal power. A Parliament, as David
Runciman has described in this report, made up of MPs unable to reconcile a desire to act as both delegate
and representatve.

Theresa May’s speech on 20 March appeared to be moving the politcs of Brexit on from crisis management
to a politcal blame game. The Prime Minister’s theme of ant-politcs outraged MPs, but these rhetorical
themes of collectve failure and systematc breakdown are shared — one way or another — by Jeremy
Corbyn, Chuka Umunna and Nigel Farage.

The realites of complex modern democracy sit uneasily alongside the idea of simple solutons. This
fricton creates a diferent type of consttutonal crisis: a long-term undermining of politcal legitmacy
among voters. And what all the polling shows is that the one thing that seems to unite voters is a sense
that politcians are failing. Moreover, and for what it’s worth, surprisingly resistant to this blame game on
the Brexit impasse so far is the EU: voters blame the government, followed by Parliament, with the EU a
distant third.

Perhaps the key determinant of whether the current crisis is politcal or consttutonal is whether it can be
resolved through an electoral event. If so, it is ephemeral. And a general electon could, in theory, break
the deadlock. A small swing towards the Labour Party could lead to a diferent minority government
and another referendum. A Conservatve leader advocatng a diferent deal or no deal at all may get
the numbers they need. However, any general electon or referendum campaign is likely to be driven
by recriminaton. The danger is that we could, in trying to resolve a temporary politcal deadlock, talk
ourselves into some longer term damage.

23



COLICSHTT
LITEICL)
DYSclclLicdUSTICIT

The Brexit negotatons have been testng for the EU. From the Britsh media coverage, one could be led
to believe that Brussels has had a cunning plan ever since the referendum of June 2016 to derail the
UK’s separaton from the Union. Some UK politcians and commentators have even suggested that the
remaining EU member states fully intended to ‘punish’ the Brits during negotatons. The truth, however,
is very diferent. Seen from the EU side, it has since the very beginning been the politcal infghtng within
the UK, rather than unreasonable or unpredictable demands by the EU, which has marred the negotaton
process.

The reality for EU governments is that Brexit represents a signifcant politcal and economic loss, at a
tme where they cannot aford vulnerability. Several other challenges confront the Union: looming global
trade wars, eurozone woes, security threats, illiberal politcs within the EU, energy policy disputes, and
migraton pressures, to name but the most pressing problems. Meanwhile, governments have to contnue
to play their parts in the day-to-day actvites of the Union such as in consumer protecton, environmental
standards, agricultural and fshery policies, or research and innovaton.

It is within this broader politcal context that the EU27 have had to safeguard the core principles of the
Union and unity of its member states during the Brexit negotatons. This means standing up for the ‘four
freedoms’ and the interests of small member states such as Ireland. But it has never been an objectve to
impose any losses on the UK as a result of its decision to leave.

Indeed, the EU27 had hoped for amuch closer relatonship with the UK than that implied by the Withdrawal
Agreement negotated with the Britsh government. Few expected the UK to adopt a positon where it
would reject membership of the EU’s single market and customs union, as proposed by Mrs May. Nor did
they expect the situaton to get to the current clif-edge moment, where the risk of a no deal Brexit is very
real.

To the EU, the Brexit negotatons have therefore in many ways been a disappointment. The hard-fought
compromise set out in the Withdrawal Agreement was certainly not portrayed in Brussels as a ‘win’ for
either the UK nor the EU. To most, it seems instead as if both sides are set to lose.

And so this is the state of play for the EU: the governments and EU negotators are waitng to see what
will emerge from the infghtng in the UK, having been assured by Theresa May that she would be able to
secure a majority for the deal in parliament. Afer these most recent votes, her government’s credibility is
running low in Brussels. Therefore, whatever comes next, the UK Parliament should keep in mind that, for
the EU, the Withdrawal Agreement will likely remain the startng point for any negotatons going forward:
it is what they have been able to fnd agreement for amongst the 27 remaining EU governments, and they
are not interested in prolonging negotatons much longer.

This is not to suggest that the EU feels comfortable with the looming ‘no deal Brexit’ scenario. On the
EU side, there is a shared concern about the legal vacuum that would ensue under such circumstances.
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EU businesses and fnancial markets are set to face signifcant economic loses — although not, it is worth
notng, to the same extent as the UK.

While the no deal scenario is not desirable for EU27, nor is it in their interest to contnue to extend
negotatons over the UK’s withdrawal without a plan. Many commentators have said this is mainly due to
the short-term hurdle of the European Parliament electons in May, which would require the UK to hold
electons alongside all other EU member states. This would no doubt be disruptve — and rather chaotc
—not least as Britsh candidates to the European Parliament electon may efectvely run their campaigns
based on Brexit/Remain platorms rather than on politcal proposals for EU’s agenda and policies going
forward.

But the real concerns by the EU27 regarding any contnued negotatons of the withdrawal arrangements
relate to two other issues: frst, the UK’s role during an extended Artcle 50 period. The EU27 will be
preparing negotatons for the next EU mult-annual budget (for 2021-2017) and other important policy
initatves during the autumn of 2019 and into 2020. The UK government would have to honour its
commitments but also have full votng power if it remains a member during these negotatons. This
would be hugely controversial both in London and Brussels, and EU negotators are worried about a
potentally disruptve partcipaton by a Britsh government.

The second concern relates to whether EU governments are confdent they can contain any efects of
the Brexit debate from ‘spilling over’ into their own domestc debates. Several incumbent governments
face strong eurosceptc politcal forces at home, and so far the Brexit debate has worked to dissuade
such sceptcism to develop any further; it is clear from the current situaton that exitng the EU is costly
both economically and politcally. However, if the UK succeeds in gettng a ‘fudged’ exit, the EU will lose
credibility and pressures may increase for other governments to consider their commitments too. This
is partcularly important in countries where natonal or regional electons are coming up, such as Spain,
Poland, Finland, Portugal, Belgium, Denmark, Bulgaria, Latvia and Greece. In France, the Gillet Jaunes
also contnue their pressure on President Macron, and Germany is concerned about the prospects of
Chancellor Merkel’s departure afer their next electons.

In short: as things stand, the politcal context will be no less demanding for EU governments going forward,
and the EU simply cannot aford prolonging the uncertainty surrounding Britain’s positon as it seeks to
exit the EU. Having pushed the boundaries both in terms of content and negotaton tactcs during this exit
phase, the UK will be welcomed in whichever