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Brexit negotiations are speeding up and they are becoming incredibly complex, both from the technical point of
view - how to make each side’s red lines compatible - and the political point of view - how to get the final
agreement passed by the UK parliament.
Two years after the referendum, the UK government finally put into writing its proposal for the kind of definitive
relationship it wants with the European Union (EU). At the Chequers meeting a “soft” Brexit was proposed, to follow
a transitional period, with a complex customs agreement that would maintain the free movement of goods and
could avoid a hard border with Ireland (a key political issue), but with a separation in the market for services. This
leaves the City of London outside the single market and dependent on such bilateral agreements as might be
signed for the sector. The proposal also includes concessions on certain issues, such as participation in some
European agencies without the right to vote (such as the EMA, European Medicines Agency) and recognition of the
role of the European Court of Justice in certain regulatory matters.
Despite its softness, the proposal is still far removed from the European Union’s red lines: no remaining in the
single market “à la carte” in certain sectors and upholding the freedom of movement of persons. Barnier, the chief
European negotiator, has expressed several doubts about the feasibility of the proposal, although one gets the
impression that the EU might accept that it is legitimate to separate goods from services, since no mention is made
of specific sectors, but it will probably be more demanding on the subject of immigration, on which the UK
government will have to yield quite a lot more.
Even assuming agreement is reached in the negotiations with the EU, the political situation in the UK has become
very difficult, to the point where it endangers approval of the agreement. The Eurosceptic faction has lost two key
ministers and has already signalled that it will not vote in favour of this kind of agreement, knowing that if it is not
approved, the country is headed for a “hard” exit in May (its preferred option) with no transitional period and no
trade agreement. The Labour Party, which is slightly ahead in the polls, may be attracted by the idea of a defeat for
the government in parliament leading to a general election. And the “Remainers” have regained the initiative and
are demanding a second referendum, this time with three options (exit with no agreement, negotiated agreement,
or remain), the result of which could be anybody’s guess.
A no-deal exit in March, with no transitional period, is no longer inconceivable. It is the only solution that does not
require a majority, but it is also the worst of all possible options.
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DISCLAIMER
This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions
or estimates as at the date of its publication. These derive from the department’s own research or are based on
sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.
Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.
The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.
BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.
Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.
In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.
The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.
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