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The	EU	Referendum	-	A	Guide	for	the	Perplexed	

	
This paper arose from a discussion with my son John, who is a firefighter in his early 

thirties living in East London. He’s not political, and his reaction to the EU debate was to say 

that ‘it’s all very confusing’. 

 

Now my wife and I are both firmly in the Remain camp, and I have the advantage (?) 

of having worked in government and having done consulting work for the European 

Commission. I’m also an economist by background. So turning over in my mind how I could 

help John and others like him, I decided to write this paper. 

What	is	the	EU	all	about?	
 
 So the first question to be clear on is the nature of the European Union - what 

is it all about? 

 

Wikipedia is normally a good place to start, and their current (26 May 2016) article 

on the European Union is very useful1. Fundamentally, the EU is about the free movement of 

goods and services, capital, and labour between the (now) 28 Member States. So, for 

example, a German car can be sold in the UK without its price being inflated by a 10% 

import tariff - and vice versa for UK cars (including those made in Japanese-owned factories) 

sold in Germany or elsewhere. 

 

Free movement of capital means UK firms can invest elsewhere in the EU without 

being required to set up a subsidiary in the country concerned. Free movement of labour 

(perhaps the most controversial of the freedoms) guarantees the ability to seek work in a 
                                                             
1 See https://en.wikipedia.org/wiki/European_Union 
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different country - so the Polish plumber can come and ply his trade in the UK, for example, 

without applying for a visa. 

 

These free movement provisions are effectively designed to create a ‘single market’ 

in goods and services, capital, and employment across the EU. To work effectively they need 

to be reinforced by rules against ‘non-tariff’ barriers to trade, and the development of 

common standards. As well as a single market within the EU, there is also a common EU 

trade policy with the rest of the world (the US, Japan, etc), meaning that if, for example, we 

want to impose anti-dumping duties on Chinese steel, we can only do so at European level. 

 

The enforcement mechanism for these freedoms is the European Court of Justice, and 

we are bound by its decisions. 

 

However, as the Wikipedia article makes clear, the EU now has ‘competencies’ (viz 

the power to act) outside the ‘single market’ sphere - specifically in the areas of: 

1) freedom, security and justice (since 1993); and 

2) foreign policy (since the Treaty of Lisbon in 2009) 

 

The first area is a real extension of the EU’s powers, and is backed up by the creation 

of agencies such as Europol for co-operation of police forces, Eurojust for co-operation 

between prosecutors, and Frontex for co-operation between border control authorities. The 

EU also operates the Schengen Information System which provides a common database for 

police and immigration authorities. These seem sensible  information-sharing measures to 

deal with growing cross-border crime. 
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While there are now similar institutional arrangements on foreign policy (see 

Wikipedia for details), the requirement for the EU to act with unanimity among all 28 

Member States means that the EU’s foreign policy competence is much more limited than 

that on economic matters. And it has no real role in defence, as that job falls to NATO. 

 

Some of the debate on remaining in the EU has also got caught up in the European 

Convention on Human Rights (ECHR), to which the UK was a party even prior to joining the 

EU. The Home Secretary, Teresa May, seems to have suggested that we could stay in the EU 

but leave the ECHR. But anyone particularly concerned about this might like to watch the 

(rather funny) Patrick Steward video ‘What has the ECHR ever done for us’.2  

 

What	are	the	problems?	
 

So what are the problems with the EU that make people so keen to leave? I would 

suggest there are four key issues. 

 

The first is that the institutions don’t work well and lack democratic legitimacy - for 

example, I know the name of my local counsellor, and of my MP - but I don’t know the name 

of my Euro MP. The problem really stems from the way the EU was originally set up, as a 

‘Common Market’ between the six founding members, and with governance effectively in 

the hands of the Council of Ministers. There was also, in the early days, an effective veto on 

any proposal that affected a Member States’ vital national interests - and of course, if you 

were France, more or less anything fell into that category. Later constitutional revisions and 

the introduction of qualified majority voting have improved this, but the accession of new 

Member States, and the requirement for fundamental reforms to be put into treaties which all 

                                                             
2 See https://www.youtube.com/watch?v=ptfmAY6M6aA or search on YouTube. 
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Member States need to ratify - several, such as Ireland, need referenda to do so - means that 

decision-taking at European level is a clumsy affair, with lots of late-night horse trading. To 

many people it looks a bit of a mess, and they assume (probably rightly) that it costs money. 

 

A couple of examples. The shifting of the European Parliament between Brussels and 

Strasbourg is quaint, but cannot make for efficiency. And more seriously, the European Court 

of Auditors (the rough equivalent of our National Audit Office) has not signed off the books 

of the Commission for years. 

 

The second is the tendency of the Commission to grow the rulebook and impose new 

requirements on businesses. Any rules need to be justified as necessary for the functioning of 

the Single Market, but the European Court of Justice has interpreted this fairly broadly. So 

for example the EU’s ‘Blue Beaches’ regime is presumably justified because, if each 

Member State sets its own regulations, tourists will be confused and tourism trade affected. 

 

The third problem for the UK is that it costs us money - our net contribution is around 

0.4% of GDP. All of the economic studies show that while we could save this by exiting, the 

adverse effects on trade and jobs would dwarf this. The Brexiteers have made much of the 

fact that our gross contribution is many times larger than this - £350m a week. But of course 

we won’t get this massive saving, because a large part of our gross contribution flows back to 

us in regional aid and other EU programmes that benefit the UK. If the EU doesn’t fund 

these, there would be pressure for the UK to do so itself. 

 

The final, and greatest issue is that of immigration. For the newly acceding countries, 

the UK has proved an attractive magnet to workers to come and ply their skills, and UK 



Richard Gleed  © Saling 2012 2 Jun 2016 ... 5 

governments have vastly underestimated the size of these immigration flows. Despite the 

evidence that EU migrants boost GDP and make a net contribution to the UK budget, people 

still feel that they are taking ‘our’ jobs and causing additional pressures on housing, hospitals 

and schools. These pressures are more severe when we are in a period of ‘fiscal austerity’ 

with significant cuts to social services, especially at a local authority level. 

 

The more sophisticated version of this argument is that the migrants ‘force down 

wages’, especially those of the unskilled. The evidence here isn’t clear - in particular it is 

difficult to separate the effect of EU migration from that of globalisation more broadly. And 

it is certainly true that EU migrants are often willing to do jobs that UK workers are now 

unwilling to do (seasonal agricultural jobs for example). 

What	has	the	Cameron	renegotiation	achieved?	
 

Viewed in the light of these problems, it is fair to say that the Cameron renegotiation 

has not achieved much fundamental change on immigration (see below). 

 

However, in other areas, the renegotiation has achieved some substantive concessions, 

in particular: 

• The UK will not have to contribute to the costs of Euro area bank bail-outs 

• The UK has a clear right not to participate in the ‘ever closer union’ often referred to 

in the preamble to new UK treaties 

• There is a new procedure to challenge legislation that breaches the ‘subsidiarity’ 

principle. 
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On the immigration issue itself, it seems to me that the UK, had it wanted, could have 

done more even with existing EU rules. The renegotiation text points out that the free 

movement of labour is not unconditional: 

‘Whereas the free movement of workers under Article 45 TFEU entails the abolition 

of any discrimination based on nationality as regards employment, remuneration and other 

conditions of work and employment, this right may be subject to limitations on grounds of 

public policy, public security or public health. In addition, if overriding reasons of public 

interest make it necessary, free movement of workers may be restricted by measures 

proportionate to the legitimate aim pursued. Encouraging recruitment, reducing 

unemployment, protecting vulnerable workers and averting the risk of seriously undermining 

the sustainability of social security systems are reasons of public interest recognised in the 

jurisprudence of the Court of Justice of the European Union for this purpose, based on a case 

by case analysis.’ 

 

In addition to this right, there is also a new procedure for applying a ‘temporary 

brake’ to the ability of newly arriving workers to receive in work benefits for a period of up 

to seven years. Useful, but not really fundamental. 

 

Has	EU	membership	been	good	for	the	UK	and	Europe?	
 

The answer to both questions is yes - for Europe, having the UK as a member has 

strengthen the ‘free trade’ group of nations (Germany, Netherlands) against the more 

protectionist instincts of the French and Italians, and given the EU as a whole greater clout in 

global trade negotiations. 
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For the UK, the consensus from the research is that it has boosted UK 

competitiveness and development, and that we are wealthier (in aggregate) as a result. 

Inevitably, in a common, or single market, industries which are uncompetitive suffer - fishing 

in the UK being a prime example. And in other sectors, notably farming, the Common 

Agricultural Policy has not been the most efficient way of organising EU agriculture. But 

overall, the gains are positive. 

 

One of the key gains has been the UK’s ability to attract international investment. 

Japanese, US and South Korean companies welcome the ability to invest in an open and 

lightly-regulated economy which also gives them open access -with no further tariffs or 

customs formalities - to the rest of the EU. The revival of the UK car industry from the 1980s 

onwards with new plants from Nissan, Honda and others is an example of this.  

 

What	would	the	impact	be	if	we	vote	to	leave?	
 

To answer this question we need to know what arrangements the Brexit camp would 

(try to) put in place. The HM Treasury Paper outlines three basic alternatives: 

• membership of the European Economic Area, like Norway 

• a negotiated bilateral agreement, like those of Switzerland, Turkey or Canada, or 

• membership of the World Trade Organization without any specific agreement with 

the EU. 

 

It also notes that no country has been able to negotiate any other sort of deal, and it 

would not be in the EU’s interest to agree one. 
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All of these models have problems. The first would allow us to be part of the single 

market, and be the least damaging to trade - but we would need to accept the free movement 

of people. So under this arrangement we could not control EU immigration (indeed we would 

probably lose the minor concessions on this that Cameron’s renegotiation has achieved). 

More fundamentally, we would then have to abide by EU rules without any say on what those 

rules were. Altogether this does not seem an attractive option. 

 

The omens for the second option aren’t good - Canada has been seeking to do this for 

years but the deal is not concluded. 

 

The third option would have the greatest negative impact on trade and the UK’s 

economic wellbeing. The head of the WTO has warned us of the difficulties of the UK trying 

to ‘go it alone’ in seeking new trade agreements3. Apart from anything else, it would take 

time to do (probably three to five years) and the intervening period of uncertainty would 

damage the economy. In the intervening period we would also lose the preferential access we 

have to Commonwealth markets, because these have been negotiated as EU deals. 

 

Not surprisingly, given these difficulties, most respected commentators believe the 

UK would suffer economically - i.e. we would, in aggregate, be worse off. Below is a table 

from the OECD study that summarises the results – the study also sets out some of the 

‘transmission mechanisms’ which would bring this about4: 

                                                             
3 See https://goo.gl/YfW21F 
4 See http://goo.gl/mezune 
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Some have claimed that these numbers are ‘incredible’ - especially when translated 

into ‘cost equivalent per household’. But in fact we have just lived through a similar episode - 

the financial crash of 2008. The impact on GDP from that - a loss of 6% or so - is the kind of 

impact that these expert commentators expect from the UK leaving the EU. In other words, it 

would be like a rerun of 2008-10, with similar impacts on the public finances - bigger deficits 

and further calls for cuts in public expenditure. Again, the impacts would not be uniform, and 

the better off might well suffer more than the man in the street. But no-one would find it 

pleasant. 

 

Another claims been that these estimates are just produced by an ‘elite’ group of 

economists who failed to forecast our last recession. In fact, the main institutions weighing in 

against Brexit – the IMF, the OECD, the WTO – are the bodies set up after 1945 to ensure we 

never had to endure again the ‘began my neighbour’ trade wars and competitive devaluations 

of the 1930s. They have played a major role, whatever their mistakes, in creating the postwar 

prosperity many of us enjoy today. 

 

As well as the impact on the UK, we also need to think about the impact on the 

remaining EU members. Most commentators expect this to be negative, as the uncertainty 

about what the UK would actually do in a Brexit scenario would affect their economies too.  

 

Which of the other problems identified above would be solved? Well, the democratic 

legitimacy one certainty would be – we would ‘win back the right to take our own decisions, 

and for Parliament to be supreme’. But of course in the modern world much of this ability to 

make our own decisions is heavily circumscribed – partly by international treaties (e.g. our 
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membership of the UN), partly by being part of a global economic system. So one small 

businessman was complaining about the EU export forms they had to fill in. Well, if we left 

and had no trade agreement with the EU, the forms might change – but there would, no 

doubt, still be forms of some kind.  

 

The	views	that	matter	
 

Not surprisingly, faced with this evidence, both the Prime Minister, and the three 

great offices of state - the Chancellor, the Foreign Secretary, and the Home Secretary - are all 

in favour of a vote to remain. This is not because any of them are Ted Heath-type Europhiles 

- Teresa May, for example, the Home Secretary, is clearly quite sceptical of much of the EU 

agenda. But I think they all see the tremendous practical difficulties of trying to extricate 

ourselves from the EU we have been a member of for over forty years. 

 

These views are of course echoed by those of nearly all major world leaders, from 

President Obama on. As well as the economic arguments about Brexit, these leaders are 

concerned about the signals that a Brexit vote would give to enemies of the West - it would 

mean fragmentation at a time when we should be standing together. 

What	should	we	do?	
 

If you have read the paper so far, you will not be surprised to hear I am voting to 

remain.  

 

It seems to me that if we vote to leave we will be losing our voice in European affairs 

without any viable alternative being on offer. To minimise the damage to our trade, we would 
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seek some form of trade agreement with the EU, but that is likely to require free movement 

of labour. So even if we leave we are unlikely to have a free hand to deal with the EU 

migration issue.  

 

Leaving now, after forty odd years of membership, would be an administrative 

nightmare, both in terms of renegotiating trade agreements and a host of other matters (e.g. 

police co-operation) that would take five to ten years to sort out. In addition, in areas where 

we would take back competence from Brussels (agricultural policy, regional development 

policy) we would need to develop our own policies. 

 

We would also, if we leave, have no vote or say on how the EU develops. The issue 

of the accession of Turkey is an interesting example - if we are in the EU, we will have some 

say about the terms on which Turkey can join. But if we have left and concluded some trade 

deal, we will have none - we will have to accept a fait accompli. 

 

Some of course are worried about the development of the EU becoming a 

‘superstate’. While I accept there are some dangers here, I don’t believe they are 

fundamental. EU foreign policy requires unanimity, which means in practice it is pretty 

ineffective. Defence is a matter for NATO. And more fundamentally, the EU over the last ten 

years has moved away from a ‘one size fits all’ approach on issues like Euro membership and 

the Schengen agreement. As we have seen, Cameron’s renegotiation has helped here with the 

reinforcement of ‘subsidiarity’ and the clarification that the UK, at any rate, does not wish to 

be, and does not have to be, part of an ever closer union’. If the ‘superstate’ issue were to 

become a real threat in the future, we could reconsider using our ‘nuclear option’ to leave - 

but now is not the time to press that nuclear button. 
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In the original referendum on EU membership, the UK had a clear choice, and could 

have developed a path independent of the rest of the EU. Today, I don’t believe that option 

really exists. 

 

However, I think we have to accept that the EU Referendum debate has raised some 

real issues from groups who feel excluded from the benefits of globalisation – the 

‘discontents’. Much of recent government policy in the UK – fiscal austerity, benefit cuts – 

has also born down disproportionately on these groups. As a country, if we vote to remain, 

we need to re-examine how all can benefit from a global trading system of which the EU 

(hopefully with Britain) is a vital member. 

 

I hope you will join me in voting to remain, and that, whatever your views, this ‘guide 

for the perplexed’ will have helped. 


