~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Ryan, John

Article

UK Referendum and Potential Brexit?

ifo Schnelldienst

Provided in Cooperation with:
Ifo Institute - Leibniz Institute for Economic Research at the University of Munich

Suggested Citation: Ryan, John (2016) : UK Referendum and Potential Brexit?, ifo Schnelldienst, ISSN
0018-974X, ifo Institut - Leibniz-Institut fuir Wirtschaftsforschung an der Universitat Miinchen,
Minchen, Vol. 69, Iss. 10, pp. 10-12

This Version is available at:
https://hdl.handle.net/10419/165757

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

Mitglied der

WWW.ECONSTOR.EU é@“}


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/165757
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

10

N 4 %

Prof. John Ryan

LLondon School of Economics and
Political Science

The EU referendum vote on 23 June 2016
represents the biggest political decision
British voters will make in their lifetime. The
vote is happening at a time of deep con-
cern over the democratic deficit in the EU,
amidst the Eurozone crisis and a threat of
Greece exiting the Eurozone or defaulting
on its debts. Will the Eurozone break up
or will it survive? Will it survive but become
smaller or will the Eurozone become more
integrated? What the Eurozone urgently
needs is a recovering world economy, but
it is unlikely to get it anytime soon. The
slowing Chinese and emerging econo-
mies along with the continuing problems
in the Eurozone with the exception of Ger-
many are a concern. Instead the global
economy resembles the Titanic without
lifeboats, threatened by negative interest
rates, quantitative easing and high global
debt ratios combined with the migrant cri-
sis and a questionable refugees swap deal
between the EU and Turkey. The agree-
ment with Turkey will also have an impact
on the UK referendum debate. In compar-
ison with the four president’s report in
2012, the five president’s 2015 report is
less ambitious with regards to the devel-
opment of European Monetary Union. Any
substantive reform will have to wait until
after the French presidential and German
federal elections in 2017.

The long-standing discord over Europe
within the Conservative party is going
back to the days of Margaret Thatcher.
More recently it has led to the rise of the
UK Independence Party (UKIP). The level
of knowledge about the EU in Britain is
extremely low. In comparative terms, the
UK scores worse than other EU member
states. In May 2015, around 1,000 British
people were asked three basic questions
about the EU: 84% could get at least one
answer right. This may not sound too bad,
except that only one other member state
did worse. A mere 27 % of British people
got all three answers right — placing the
UK second from last again.

Not, of course, that a lack of knowledge
is confined to the general public. A re-
cent survey of UK MPs also highlighted
their ignorance about the EU. When
asked which country held the presidency
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of the Council of the European Union,
61% of respondents admitted they did
not know (it was Luxembourg at the time).

It is clear British society suffers from an
identity crisis not unlike those that have hit
other western countries in the wake of glo-
balisation and the 2008 financial crisis.
Fragmentation is spreading everywhere as
nations become more inward-looking and
worried about how the world is changing.

Another complication is political: the rise
of nationalism in Scotland and the effect
of Brexit on the survival of the United King-
dom. In 2014, Scotland voted in its own
referendum to remain in the UK; but the
nationalists won almost all of Scotland’s
seats in the general election eight months
later. With Scottish opinion much more
pro-European than in England, many be-
lieve that Brexit would lead to another ref-
erendum on independence. Prime Minis-
ter David Cameron could be remembered
as the prime minister who helped break
up the UK (and possibly Europe).How did
the British relationship with Europe devel-
op over thelast 70 years, following the end
of the Second World War?

The phase of scepticism 1945~
1975

UK scepticism is not a recent phenomenon.
History shows that three spheres of interest
originally governed the British official atti-
tude. The UK'’s relationship to the United
States, the Commonwealth and then Eu-
rope. Europe became more important to
the UK as became more successful eco-
nomically and to lesser extent politically.

Key dates include:

1957: The EEC (The Treaty of Rome)
1961 and 1967: British applications for
EEC membership

1963 and1967: French veto against Brit-
ish membership

1971: Third British application for EC
membership
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1973: Britain becomes a member of the EC under Prime
Minister Edward Heath, arguably the most pro-European
British leader

1974: Harold Wilson’s Labour party defeated Edward
Heath’s Conservatives. Labour promised that it would give
the British people the final say on EEC membership, which
would be binding on the Government — through the ballot
box — on whether the UK accept the terms and stay in or
reject the terms and come out.

1975: In the referendum Britain votes in favour of continued
membership (66% voter turnout, 2/3 said yes)

Britain: The Reluctant European

Britain became the Reluctant European under Margaret
Thatcher (1979-1990) who was known for her confronta-
tional style, she negotiated a budget rebate for Britain. She
was in favour of enlargement, but resisted closer European
integration as well as the exchange rate mechanism (ERM).
Thatcher wanted floating exchange rates instead. Britain
became a member of the ERM in 1990, against Margaret
Thatcher’s wishes. A month after Britain had joined the ERM,
Margaret Thatcher had to resign as prime minister. Succes-
sor John Major (1990-1997) was more pro-European (in
style at least). He represented the British view of widening
rather than deepening European integration.

Under Major in December 1991 the Maastricht Treaty was
signed. On 16 September 1992 »Black Wednesday« which
saw the UK exit from the Exchange Rate Mechanism. This
event is not only deeply engrained in the memory of older
politicians like then-Finance Minister Norman Lamont, but
also among the younger ones like Prime Minister Cameron
who was a special adviser to the Finance Minister.

The on-going recession and a split within the Conservative
Party concerning the EU dominated UK politics before the
1997 general election which the Conservatives lost.

Prime Minister Tony Blair (1997-2007), New Labour, had a
more pro-European stance. Blair was keen to play a leading,
constructive role in Europe. He and New Labour were less
sceptical towards the EU. But declining popularity due to
the Irag war weakened his premiership. Finance minister
Gordon Brown, who later succeeded Blair as Prime Minister
(2007-2010) was rather lukewarm regarding the EU.

David Cameron (2010 — 15) was elected in a coalition gov-
ernment with the pro-European Liberal Democrats until the
Conservative party won a majority in May 2015. Cameron
duly submitted his requests for renegotiation to his Europe-
an partners in November 2015, and by February 2016 an
agreement was reached at the European Council under the
four headings of Cameron’s requests.

1. Position of non-Eurozone member states. Discrimination
between Euro and non-Euro economic actors prohibited.
2. Competitiveness. Better regulation, lowering of adminis-
trative burdens.

3. Social benefits and free movement of workers. Safeguard
mechanism, restricting non-contributory in-work benefits for
four years. Member states control over benefits for non-ac-
tive EU migrants.

4. Sovereignty. Ever-closer union of peoples not a legal ba-
sis for extending EU competences. All member states do
not have to aim at a common destination, with recognition
that the UK does not want further political integration. Role
of national parliaments enhanced with a new ‘red card’
mechanism (55% of vote trigger).

Life after Brexit: What are the UK’s options
outside the European Union?

It is highly uncertain what the UK’s future would look like
outside the EU, which makes Brexit a leap into the unknown.
After Brexit, the EU would continue to be the world’s largest
market and the UK’s biggest trading partner. A key question
is what would happen to the three million EU citizens living
in the UK and the two million UK citizens living in the EU
under a Brexit scenario? There are economic benefits from
European integration, but obtaining these benefits comes
at the political cost of giving up some sovereignty. Inside or
outside the EU, this trade-off is inescapable. Britain has a
number of options to consider if it was to come to Brexit.

One option is to join the European Economic Area (Norway
model). This would minimise the trade costs of Brexit, but it
would mean paying about 83% of what the UK is currently
contributing to the EU. It would also require keeping current
EU regulations (without having a seat at the table when the
rules are decided). Another option is negotiating bilateral deals
with the EU (Switzerland model). Switzerland still faces regu-
lation without representation and pays about 40% as much
as the UK to be part of the single market in goods. But the
Swiss have no agreement with the EU on free trade in the
services industry, an area where the UK is a major exporter.

A further option is going it alone as a member of the World
Trade Organization (WTO). This would give the UK more
sovereignty at the price of less trade and a bigger fall in in-
come, even if the UK were to abolish tariffs completely.

Brexit would allow the UK to negotiate its own trade deals
with non-EU countries. But as a medium size country, the
UK would have less bargaining power than the EU. Canada’s
trade deals with the United States show that losing this bar-
gaining power could be costly for the UK. To make an in-
formed decision on the merits of leaving the EU, voters need
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to know more about what the UK government would do
following Brexit.

There are alternative post-Brexit future scenarios for UK-EU
relations with varying economic and political consequences.
It starts with the alternative that maximises economic inte-
gration between the UK and the EU and then moves to op-
tions with successively lower degrees of integration.

The EU has made clear to non-members such as Norway
and Switzerland that they can have full access to the single
market only if they accept most of its rules, including the
free movement of people, and contribute to the EU budget.
In other words, a Britain outside the Union would gain little
in terms of »sovereignty«; on the contrary, it would lose its
vote and influence over the terms of its participation in the
single market. Meanwhile, rival financial centres such as
Paris and Frankfurt would seize the chance to establish rules
that would help them win back business from London.

Four things we know about EU referendum
campaigns

1. Referendum outcomes are hard to predict. Current
opinion polls do not allow us to project the outcome. Ref-
erendum voting is less settled than voting behaviour in gen-
eral elections. Party identification matters less, campaign
effects matter more. Of the 54 EU referendums: 12 went
against the position of the government. The referendum
campaign will update public information about Britain in the
EU.

2. Turnout matters. EU referendums have been won or lost
depending on the ability of the two camps to mobilise. Strong
mobilisation on both sides is needed. It is unclear whether
the >remain« or »leave« side will benefit from high turnout.

3. Priming Effects. Voters think about the question on the
pallot in terms of what is at the forefront of their minds on
voting day. The >Leave: camp will benefit from the high sa-
lience of the immigration issue. The »Remain< camp will ben-
efit from positive economic outlook.

4. Referendum. This referendum is a high risk strategy, al-
ways at the mercy of events, offering either a modest upside
or a catastrophic downside. Even if this referendum does
not trigger Brexit, it may not provide closure. There is a tick-
ing >neverendum« bomb: A Treaty change transferring pow-
er from the UK to the EU institutions will require another
referendum.

What are actual mechanics of leaving?
The UK would trigger Article 50 of the EU Treaty shortly af-
ter a vote to leave. That would set the clock ticking for a

withdrawal agreement to be reached within two years, or
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else the UK would revert to the default trade arrangement
with the EU governed by WTO rules.

By unanimity, two years consultation can be extended. A
huge body of national law will need to be revised. The ne-
gotiations with the EU will have to bring decisions on what
»0out« actually implies in terms of trade relations.

What does UK Brexit mean for Germany?

Without the UK, EU decision-making may become slightly
simpler, particularly in areas where unanimity is required such
as most taxes and social security. This would not necessar-
ily be a net positive, however, if the decisions taken more
swiftly and easily without the UK as an EU member were
significantly worse than those taken with difficulty and sig-
nificant delays with the UK as an EU member. The geopo-
litical consequences of Brexit might not appear immediate-
ly but both the UK and the EU will be weakened.

Clearly, the weight of the smarket-friendly/liberal< block in the
EU (whose current core members include the UK, the Neth-
erlands, Sweden, Denmark, and Estonia) would decline, po-
tentially making the EU less market-friendly. The EU budget
would also have to do without UK financial contributions.

But the real political risk is that Brexit would set a new and
awkward precedent. It could trigger chain reactions, such
as a backlash against any notion of »ever closer unions, even
where this makes obvious sense, as in the areas of defense,
foreign policy, defending the external boundaries of the EU,
and certain aspects of environmental policy. Brexit could
also encourage national exit movements elsewhere.

The Czech Republic, Hungary, Poland and Slovakia have
been critical of Germany’s migrant policy. Voters in Spain,
Portugal, Greece and Ireland have recently also supported
political parties of more radical options that have gained sup-
port as voters turn away from the old political establishment.

Although a British withdrawal from the EU wouldn’t turn
Germany into a hegemon, it could become isolated. It could
increase the perception of German dominance and with it
the pressure to form coalitions to counterbalance German
power. Paradoxically, therefore, Germany could actually be-
come weaker —that is, less able to get what it wants —in an
EU without the UK. Meanwhile, expectations of Germany
would probably increase further.



