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In the wake of UK’s ‘Brexit’ vote 
at the June 23 referendum, 
considerable uncertainty looms over  
the country’s future political, legal 
and economic relations with Europe. 

These uncertainties will only gradually be resolved as a result 
of intense political manoeuvring within and between the 
main political parties at Westminster  — and then once 
negotiations start with the European Union (EU).

The outcome will depend on how the negotiating parties unlock 
the tensions that presently form a Brexit trilemma — a triangular 
relationship where only a combination of two of 3 competing 
forces appear feasible. This means that the underlying pretext of 
one of the following three elements that make up the trilemma 
would have to be broken in its current form:

It is impossible to predict which of these factors will remain 
intact following the negotiation process. Campaigning in the 
referendum centred heavily on intentions to control 
immigration, followed by a desire to repatriate sovereign 
decision-making, the ability to strike separate trade deals and 
to cancel the financial cost of EU membership. Under current 
EU/EEA rules, fulfilling all these promises would require a 
complete exit from the economic architecture of the European 
single market as it exists today. Were that to eventuate, the UK 
would subsequently lose the core benefits of inclusion in the 
single market, widely considered as important in order to 
sustain foreign investment across many sectors as well as 
preserve its status as Europe’s financial centre.

The latter two are particularly acute in the context of the UK’s 
large current account deficit. The deficit is largely sustained by 
foreign direct investment flows, while the country’s financial 
services exports constitute the largest surplus on the trade 
balance. The anticipated period of uncertainty ahead will 
almost certainly slow or delay investments over coming 
months, emphasising the risks posed  – although the impact on 
the current account deficit is likely to be offset somewhat by a 
weaker sterling and lower imports.

In the long-term, the UK could seek to construct alternative 
legal arrangements to protect its economic interests, but these 
would take many years given that political and technical 
negotiations are likely to be protracted. It is certainly not a 
medium-term option.

So, if economic realities in the UK demand that access to the 
single market cannot be forfeited, what options would the 
country have under current EU/EEA rules? One widely-floated 
option has been that the UK exits the EU while retaining 
membership of the EEA. This would preserve many of the 
benefits of inclusion in the single market. However, the 
fundamental pillars of the EEA enshrine four distinct freedoms 
of movement: goods, services, capital and people. The 
movement of people – not only workers - protects a core 
European Union ideal but stands juxtaposed to the leading 
motivator of many who voted to leave.  This could prove the 
most difficult point in any negotiations.

Other obstacles to the EEA approach include that EEA 
members cannot strike conflicting trade deals with third 
nations, and members are still obligated to financial 
contributions to the EU. However, negotiating modifications to 
these requirements would presumably be easier than any 
attempt to infringe any of the four freedoms of movement, 
which would require the consent of all EU members.

Promises made to the electorate in 
the referendum campaign.

Rules governing the EU and European 
Economic Area (EEA) member states.

UK market participation with unrestricted 
access to the single European market.
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The EU is not unfamiliar with the art of political ‘fudge’, i.e. the 
compromising of apparently conflicting principles, so there 
could be room for some minor adjustments. At the same time, it 
is hard to see how the EU would grant the UK continued 
participation in the EEA without a major divergence from some 
of the referendum’s exit campaign promises. The freedom of 
movement of people would need to be retained in some form, 
though the UK could seek the introduction of immigration 
‘limits’ or ‘emergency brakes’ permissible for EEA members. It 
is likely that Eastern European members would strongly resist, 
although there is precedent and technically, the EEA rules do 
allow for temporary suspension of obligations. Liechtenstein for 
example, a country of just 37,000, uses clauses to restrict the 

movement of people, although the context clearly varies 
markedly. If leave advocates and negotiators are open to the 
prospect of controlled, rather than closed, borders there 
could be scope for a compromise that satisfies the different 
political perspectives.

Ultimately the UK’s long-term arrangements need to reflect the 
democratic will of the majority. Depending on further political 
outcomes in the UK, the reaction abroad and the trade-offs that 
ensue, Britain’s eventual trajectory could look very different in 
the next few weeks and months than they did in the days that 
immediately followed the referendum result. It would be 
advisable to keep an open mind on the outcome.

LEAVE CAMPAIGN PROMISES SINGLE MARKET ACCESS

EU/EEA (SINGLE MARKET) RULES

• Immigration limits

• Freedom to enter trade deals

• Repatriate rule-making

• Cancelling EU membership fees

In a classic trilemma, only two options are simultaneously possible  — the third must be broken.

• Critical for finance 
(including auxiliary services ~11% of 
UK GDP; ~5% of employment)

• 50% of foreign investment from 
EU states — with another 50% 
partially attributable to market access

• Four freedoms of movement (goods, 
services, capital & people)

• Major change would require unanimous 
consent by all EU members

WHERE TO FROM HERE?
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