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of goods, services, capital, and persons/workers
“Freedom of movement” is a bit different from the 26-country
“Schengen border-free area:” six EU countries are not in
Schengen, two of which (the UK and Ireland, the other four being
Bulgaria, Croatia, Cyprus, Romania) have permanent “opt outs,”
while the four members of the European Free Trade Area
(Iceland, Liechtenstein, Norway, Switzerland) are members

It operates as a customs union (having no internal tariffs and a

common external tariff) and the EU, not the Member State, is

responsible for negotiating and concluding trade deals

In other aspects, it operates as if it is a collection of (cooperating)
individual countries or sovereign states

The European Council, the “EU institution that defines the general
political direction and priorities of the European Union”, and which
features so prominently when crises are in the news, consists of the
heads of state or government of the member states, together with the
European Council President, currently Donald Tusk, and the
President of the European Commission (currently Jean-Claude
Juncker)
While membership imposes fiscal and budgetary constraints, the
Eurozone does not operate as a proper fiscal union, particularly as a
transfer union
A *no bailout clause” (Article 125 of the Treaty on the Functioning
of the European Union) prohibits the Union or a Member State
from “[being liable for or assuming] the commitments of central
governments, regional, local or other public authorities, other
bodies governed by public law, or public undertakings of any
Member State [or] of another Member State”
Primary responsibility for (sovereignty over) borders, particularly EU
external borders, lies with Member States
The European Border and Coast Guard Agency (“Frontex”) (315
staff) “helps






Democratic Accountability, Legitimacy and Institutional
Strengthening
The European Commission “White Paper on the Future of Europe:
Reflections and scenarios for the EU27 by 2025”, March 2017. This laid
out five illustrative scenarios “to help steer a debate on the future of
Europe.”
Carrying on
Nothing but the single market
Those who want more do more
Doing less more efficiently
Doing much more together
Consistent with these reports and political deliberations, and typically in
reaction to the escalation of crisis, the EU has added to and strengthened
its institutional foundations. Some noteworthy developments are the:
Establishment of the European Financial Stability Facility (2010)
Introduction by the ECB of a Securities Markets Programme (2010-
2012)
Strengthening of the powers of Eurostat (2011)
Introduction of a Macroeconomic Imbalance Procedure (2011)
Strengthening of the Stability and Growth Pact (“Sixpack”) (2011) and
introduction of a Fiscal Compact (2012)
Introduction by the ECB of Outright Monetary Transactions (2012)
Establishment of the European Stability Mechanism (2012)
Establishment of a Banking Union (Single Supervisory Mechanism
and Single Resolution Mechanism from 2014, and European Deposit
Insurance Scheme planned for the future)
Beefing up of Frontex into the European Border and Coast Guard
Agency (2016)
Signing by France and Germany of the Aachen Treaty (Treaty on
Franco-German Cooperation and Integration (2019)

3) Impossibility theorems

First, let's recap recent Brexit history, starting with the key provision of:

Article 50 of the Treaty on European Union









Ken Arrow also proved the First Fundamental Theorem of Welfare Economics
(also known as the Invisible Hand Theorem) that, under certain strict limiting
assumptions, any competitive equilibrium leads to a Pareto efficient allocation
of resources

Why the difference between the economic and the political sphere? Very
intuitively, it is because a market is a decentralized sphere in which individuals
can keep adjusting the quantities of goods and services they demand, given
the prices that prevail (which in aggregate reflect the sum of all the individual
choices), until they are completely satisfied; whereas in the political sphere,
individuals have almost no mechanisms (other than an election or referendum
here or there) by which to either communicate the richness (and complexity)
of their preference and make adjustments when outcomes are not to their
liking

4) Game theory

Non-cooperative game theory (the qualifier is instructive) provides some
powerful tools for understanding a negotiating process such as the
negotiations between the EU and the UK over Brexit
There is a question of whether the Brexit negotiations needed to have been
conducted in the arms-length, somewhat adversarial way in which they have
been. The European Council stated its overall objective in these negotiations
as being “to preserve its interests, those of its citizens, its businesses and its
Member States.” It has often been suggested that the EU needed to be tough
with the UK and make sure the UK got a bad deal and suffered from Brexit as
a lesson to other members not to follow in the UK’s footsteps
Conceivably, the EU could have taken the opportunity of Brexit, both in the
negotiations that led to the referendum in the first place and in the wake of the
referendum result, to avert or address it on the much broader canvass of how
to fashion the future economic and political architecture of the EU itself
A key concept in game theory is that of a “credible threat:” a threat is credible
when it would be in the best interests of the party making the threat to carry it
out when the circumstances call for it (subgame perfection in a multi-stage
game)
If the other party believes that the threat is credible and prefers the
outcome associated with avoiding the threat being carried out to that of
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Commission on the [March 29, 2019] vote on the Withdrawal Agreement
in the House of Commons: “A ‘no-deal’ scenario on 12 April is now a likely
scenario. The EU has been preparing for this since December 2017 and
is now fully prepared for a ‘no-deal’ scenario at midnight on 12 April. The
EU will remain united. The benefits of the Withdrawal Agreement,
including a transition period, will in no circumstances be replicated in a
“no-deal” scenario. Sectoral mini-deals are not an option.”

For her part, PM May has consistently accepted the EU’s refusal to
renegotiate even one line of the Withdrawal Agreement, stating in her
latest (April 2) statement that: “Any plan would have to agree the current
Withdrawal Agreement — it has already been negotiated with the 27 other
members, and the EU has repeatedly said that it cannot and will not be
reopened

Postscript: In her letter of April 5, 2019 to the President of the European
Council, Donald Tusk, requesting a further extension of the Article 50
Brexit date, PM May wrote: “| am clear that all of these discussions [with
the Leader of the Opposition and Members of Parliament] need to be
based on acceptance of the Withdrawal Agreement without reopening it,
as the United Kingdom agreed with the European Council at our last
meeting, and should focus on the framework for the future relationship
between the United Kingdom and the European Union”.

Further reading

Europa: the official website of the European Union, https://europa.eu/european-
union/index_en

Sheard, Paul, 2019: “UK to EU: Reopen the Withdrawal Agreement!” Briefings for
Brexit, https://briefingsforbrexit.com/uk-to-eu-reopen-the-withdrawal-agreement/

Sheard, Paul, 2018: “Brexit is a wake-up all to the EU, but so far it is not being
answered,” https://briefingsforbrexit.com/brexit-is-a-wake-up-call-to-the-eu-but-
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