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Introduction
The UK and the European Union (EU) have reached a deal to redefine their relationship. After a
series of hectic negotiations held at the European Council meeting on 18-19 February 2016, the EU
leaders agreed on several of the UK’s proposal for reform in the EU. The agreement provided
British Prime Minister David Cameron a political base for campaigning to stay with the reformed
EU. For the EU, which faces external and internal challenges, the arrangement seems to avoid
reversing decades of integration process, and creating an environment for its prominent defence
power and the second largest economy of the region to not walk out of its fold. The deal offered
to Britons, as British Prime Minister Cameron claimed, would grant a ‘special status’1 to the UK in
the EU. Boosted by the agreement with the EU, the UK government called for referendum on 23
June to decide the fate of membership. The decision spurred a vibrant public debate, which
seemed to shift to the issues of cost of EU membership, future of the EU reform and benefits –
social and economic benefits from the EU.2
Theoretically, British ‘exceptionalism’3 is rooted in the structure of economy and political
identity of the nation.4 With the reforms and renegotiation of the membership in the EU, the UK
attempted to maintain its separate political identity as well as its own economic structure. In the
light

of developments in the EU – instability in the European neighbourhood, rise of

Euroscepticism, economic crisis, to name only a few, UK’s attempt suggests a move towards
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finding a judicious balance between the regional approach and independent national approach in
determining the course of its economy and external affairs.
British Demands for EU Reform
Historically, the UK has been sceptical of European integration process and believed in
maintaining its own political identity. It refused to enter into negotiations for the foundation of
European integration and evolving institutions in the 1950s. It joined the then EEC in early 1970s.
Nevertheless, termed as “an awkward partner”5, it could not develop a smooth relationship with
EEC,6 though the prospering economic community served the interest of the country. Britons
voted in favour of staying with the EEC in the referendum held in 1975. The EEC membership
provided Thatcher government the opportunity to extend the free market policies. As the EEC
started moving towards deepening the integration, differences became obvious in the British
approach towards Europe. Once considered as a ‘party of Europe’,7 conservatives had considerable
influence on Euro-scepticism, which viewed Europe as ‘anti-thetical to British interest and
identity’.8 In her Bruges speech (September 20, 1988), Margaret Thatcher noted the significance of
common European efforts, but also emphasised on ‘relishing …national identity’ and over
regulation of EU institutions.9 She argued for ‘wider horizons’ of Europe and said, ‘(Europe) never
will prosper as a narrow-minded, inward-looking club’.10 The Labour Party government in Britain
has been more pro-European. Euro-scepticism was not the fundamental ideological issue and the
Labour Party government pursued a ‘more pragmatic and less politicized European policy
agenda’.11 With the rise of United Kingdom Independence Party (UKIP) and Euro-scepticism in
the conservative party, the conservative government came under the pressure of Euro-sceptics.
Prime Minister Cameron sought to redefine the relationship with the EU.
In the efforts to renegotiate the membership, Prime Minister Cameron called for reform in
the EU. In a letter dated 10 November 2015 to the European Council President, Donald Tusk, he
presented the proposal for reform in four areas, namely, economic governance, competitiveness,
sovereignty and social benefits and free movement.12 The Prime Minister asked for ‘legally binding
principles’, which protect the operation of the Union and a mechanism for the implementation of
these principles.13 Since Britain is the ‘permanent opt-out’ from the Eurozone, therefore, it
demanded to ensure that there should be no ‘discrimination and no ‘disadvantage’14 in any
business between Eurozone and non-Eurozone countries, and Eurozone decisions must not be
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binding on ‘non-Eurozone’ countries. The UK wants inclusive decision and policy making
processes in the EU. Cameron’s letter stated that the UK also wishes that any issue, which
concerns all Member States, must be decided by all Member States. Economic crisis has severe
implications for growth and employment generation in Europe. Unemployment is record high in
the continent. The UK seeks more role of the EU in facilitating economic growth and
development. Increased competition can boost investment, innovation; hence, productivity will
increase. The EU needs to be more democratic – transparent justice system, free pluralistic press
and mechanism to tackle national vested interests.15 The European Commission should take
measures towards ‘a single digital market’ and a ‘Capital Markets Union’.16 Prime Minister
Cameron considers that a single digital market could add three percent to EU’s GDP and the
Capital Markets’ Union might be helpful in providing more finance to entrepreneurship and
business development.
The EU should be more proactive in expanding economic engagement outside Europe.
The UK argues that the EU has been unsuccessful in nurturing free trade partnership with major
growth centres of the world. For instance, the EU has not signed free trade agreement (FTA) with
China, but Norway, Iceland and Switzerland signed the FTA with China. In his letter, Prime
Minister Cameron also seeks support in EU’s major trade initiatives with America, China, Japan
and ASEAN. The UK wishes that the EU should do more for promoting competitiveness and
reforms in order to facilitate growth.17
The external trade pattern of UK reflects that the EU remains its major trade partner, but
its economic engagement with non-EU countries is expanding at a greater rate. The EU accounted
for 44.6 per cent of UK exports of goods and services in 2014, and 53.2 per cent of UK imports of
goods and services in the same year. Despite increase in the value of EU trade, the share in overall
trade is decreasing. For instance, exports from the UK to EU and non-EU countries have grown on
an average by 3.6 per cent and 6.5 per cent, respectively, annually, between 1999 and 2014.18
The ‘British exceptionalism’ in terms of political economy and national identity has been
reflected in Prime Minister Cameron’s demand. The UK wishes to come out of commitment to
‘ever closer union’.19 The role of national parliaments has become crucial in the discourse on the
EU matters, particularly over the legitimacy of EU decision making process. Parliament scrutiny
and participation rights at the national and European levels are necessary steps for reducing the
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democratic deficit in the EU.20 Scholars also argue that ‘democratic deficit’ is the result of
European economic structure.21 Prime Minister Cameron advocates that the National Parliament
should be given more powers and its role must be enhanced. He also wants to properly
implement the principles of subsidiarity. He suggested that the objective should be “Europe
where necessary, national where possible.”22
Limiting immigration is a crucial demand of the UK. The UK says that current level of net
migration is not sustainable for the UK. The immigrants have put extra pressure on welfare and
social services. The UK has taken measures to control immigration from outside EU; however, the
immigration within the EU also needs to be controlled. Prime Minister Cameron asked for
reducing the welfare benefits or social housing. He argued that if a job seeker could not get a job
in six months, s/he should be sent back. They would not be entitled to any welfare allowance. The
UK also wanted to take measures to control sham marriage. Reducing welfare benefits of migrants
was opposed by the Central and Eastern European countries.
Chart 1: British Prime Minister Cameron’s Demand, EU’s Draft and Final Deal
Issue

Cameron’s
Demand

EU’s Draft
Proposal

Final Deal

Assessment

Economic
Governance

No-discrimination
on the basis of
currency;
recognize that
euro is not the
only currency of
the EU; non-euro
zone countries’
taxpayers not to be
financially liable
for support the
Euro zone.

Measures for
further deepening
economic and
monetary union
would be
voluntary for noneuro countries;
mutual respect
between euro and
non-euro
countries, no
budgetary
obligation in
economic crisis.

The EU has agreed to
Prime Minister
Cameron’s demands on
economic governance.
The deal also includes
that non-eurozone
members would not
create hurdle for
further integration;
supervisory role of ECB
and single- rule book
provisions.

Competitive
ness

Cut red tapism,
reduce excessive
regulations and
extend single
markets and move

The EU must
enhance
competitiveness to
generate growth
and jobs; lower

Measures for further
deepening economic
and monetary union
would be voluntary
for non-euro member
states, but they would
not create hurdle in
the future integration
process. The euro and
non-euro member
states would respect
each other; single-rule
is applicable to all
credit institutions and
financial institutions
for level-playing field.
No budgetary
obligation in
economic crisis.
The EU must
enhance
competitiveness to
generate growth and
jobs; ower
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It is considered to be
the least contentious
demand. Prime
Minister Cameron has
achieved desired
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Sovereignty

Social
Benefits and
Free
Movement

towards single
digital union, etc.;
pursue trade deal
with America,
Japan, China and
ASEAN
End the
commitment of
‘ever closer union’;
greater powers for
national
parliaments; fully
implement
subsidiarity –
“Europe where
necessary, national
where possible.”

Greater control on
migrants from
within EU; tougher
and longer reentry bans for
fraudsters and
sham marriages;
migrants from EU
contribute for four
years before they
qualify for welfare
benefits or social
housing.

administrative
burdens and
compliance; repeal
unnecessary
legislations; pursue
active trade policy.
Recognized the
‘specific situation’
of the UK in the
treaties; the
references to an
ever closer union
‘... do not compel
all Member States
for a common
destination.’ Noncompliance of
principles of
subsidiarity should
be reported to the
Council Presidency
within 12 weeks
with support of
more than 55% of
the votes of the
national
parliaments.
Member State may
limit access of
newly arrived
workers with
authorization of
the Council for a
period of four
years. The
implementing act
would be for a
limited period, and
it would be
extendable. Child
benefits would be
calculated
according to the
standard where it
resides.

administrative
burdens and
compliance; repeal
unnecessary
legislations; pursue
active trade policy.
Recognized the
specific situation of
the UK in the treaties;
the references to an
ever closer union
‘….do not compel all
Member States for a
common destination.’
Non-compliance of
principles of
subsidiarity should be
reported to the
Council Presidency
within 12 weeks with
support of more than
55% of votes of
national parliaments.

outcome.

Member State may
limit access of newly
arrived workers with
authorization of the
Council for a period
of four years. The
authorization would
be limited to seven
years. Child benefits
would be calculated
according to the
standard where it
resides.

The EU has not fully
accepted the UK’s
demands. The UK will
be able to limit the
benefits of new EU
migrants. Prime
Minister Cameron
asked for brake for a
longer period.
However, brake for a
shorter period has
been granted.

The EU has agreed to
the UK to end the
commitment for ever
closer union. Prime
Minister Cameron’s
demand for the
implementation of
principles of
subsidiarity has been
accepted. More powers
to national parliaments
were also granted.
Outcome is
satisfactory for Prime
Minister Cameron.

Sources: British Prime Minister Cameron’s Letter to Donald Tusk dated 10 November 2015; Draft Decision of the
Heads of State or Government, 2 February, 2016; European Council Meeting (18-19 February 2016),
Conclusions.

What the New Settlement Deal Offers
1. Economic Governance: In the final outcome, the EU heads of the Member States and
government agreed that measures, which will be taken for further deepening of economic
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and monetary union, would be ‘voluntary’ for non-euro zone Member States, but they may
participate wherever it is feasible.23 The settlement deal has made it clear that nonparticipant member states would not create any hurdle in further deepening of economic
and monetary union.24 The final deal added to the draft, “the single rulebook is to be
applied by all credit institutions and other financial institutions in order to ensure the
level-playing field within the internal market.”25 The provision was included in the deal on
the suggestion of France. Prime Minister Cameron has also won the assurance of no
budgetary obligation in the measures for addressing the economic crisis. The conclusions
also state that “emergency and crisis measures designed to safeguard the financial stability
of the euro area will not entail responsibility for Member States whose currency is not the
euro, or, as the case may be, for those not participating in the banking union.”26
2. Competitiveness: The EU has agreed to initiate measures for promoting growth and
creating more employment opportunities. The conclusions of European Council meeting
note that the EU would enhance competitiveness for generating more jobs and promoting
growth. The deal has promised that the EU institutions and Member States would make
efforts for strengthening the internal market, and the EU would lower the administrative
burdens, reduce the compliance cost and annul unnecessary legislation. As stated above,
the UK is keen in pursuing active trade policy, as it wants to increase the economic
linkages with the emerging economies. Therefore, the EU has also agreed to pursue an
active and ambitious trade policy.27
3. Sovereignty: The deal has reaffirmed ‘the specific situation’ of the UK in the treaties of
the EU. The conclusions of European Council meeting noted that the UK is not
‘committed to further political integration into the European Union.’28 It explicitly
envisages that “the substance of this will be incorporated into the Treaties at the time of
their next revision.”29 The conclusions note that ever closer union does ‘not offer a legal
basis for extending the scope’ of the EU and that it is ‘therefore compatible with different
paths of integration’ and does ‘not compel all Member States to aim for a common
destination.’ Prime Minister Cameron had demanded greater powers for national
parliaments. The issue of democratic deficit is often debated in the political discourse of
the EU. Thus, the deal emphasizes on the principle of subsidiarity, which calls for
decisions should be taken as close as possible to the citizens. The deal has attempted to
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strengthen the national parliaments with provisions for reporting the non-compliance of a
draft Union Legislative Act with the principle of subsidiarity. It can be sent within 12
weeks from the transmission of that draft, representing more than 55 per cent of the votes
allocated to the national parliaments.
4. Social Benefits and Free Movement: In the deal, the EU has recognized that free
movement is an integral part of the internal market. The EU has agreed to amend the
regulation to provide for an alert and safeguard mechanism that responds to situations of
inflow of workers from other Member States of an exceptional magnitude over an
extended period of time. First, the concerned Member State would inform that an
exceptional situation has arisen and it would affect the social security. After examining the
situation by the Commission, the Council would ‘authorize that Member State to limit the
access of newly arriving EU workers to non-contributory in-work benefits for a total
period of up to four years from the commencement of employment.’30 The conclusions
noted that the authorization would have a limited duration and apply to EU workers
newly arriving during a period of seven years.31 It has also been agreed to amend
Regulation (EC) No 883/2004 of the European Parliament that exportation child benefits
would be determined by where the child resides.32
Impact on the EU
The settlement deal has created a special arrangement for the UK in the EU. The deal may have
multiple implications for the EU and internal political dynamics of its Member States. The EU
faces challenges to reconcile the heterogeneity of member states’ objective and political
willingness with the scope and content of the integration process.33 The EU has attempted to
reconcile the demand of UK in the broader objective of the European integration. But analysts
argue that the deal may open a‘Pandora’s box’34 and other member states may demand such
special considerations at their convenience. Their fear is based on the changing political dynamics
in the EU member states. Far-right parties in the recent elections have achieved electoral success
in recent elections in the European countries. Their electoral agendas have the potential to create
further frictions or strains in the European integration process. For instance, the National Front
said that it would seek similar settlement for France if it comes to power. Economic crisis and
current migrant/refugee crisis have already complicated the process of formulating the common
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responses among the member states to regional crises. An analysis of the negotiation process of
the deal reflects that member states’ position is driven by several factors ranging from their
national interests, changing political dynamics to broader European integration process.
The deal has assured the non discrimination of non-eurozone member states in the EU,
but it maintains that eurozone countries can continue towards deepening the economic and
monetary union. The deal also states that the European Central Bank would apply union law for
functioning as the single supervisor. Both Germany and France supported Prime Minister
Cameron’s demands and were willing to make special arrangement for the UK, but not at the cost
of the EU. France maintains that Brexit would not be a positive scenario for both the UK as well as
the EU. However, it was against granting power to any Member State, which may hamper the
financial regulations of the EU.35 France insisted to the UK should not given any ‘exceptions to the
rules of the EU’, particularly on the financial regulations.36 French President Hollande said, “No
country must have a right of veto, no country must exempt itself from the common rules or common
authorities. It's the European Union that's at stake, not simply one country of the European
Union.”37 The rise of Front National may influence the French policy towards EU reforms. The
Brexit may fuel such demands in France; consequently, the FN may get electoral benefits. German
position also points out that it is in mutual interest of both EU and the UK to avoid Brexit.
Chancellor Merkel was a ‘compromise-broker’ between the UK and other Member States. She
along with European Commission President, Jean-Claude Juncker, and European Council
President, Donald Tusk, played a crucial role in facilitating a deal.38
Competitiveness is desirable to almost every Member States. The EU needs to reform its
institutions, cut red tapism, and delete the unnecessary regulations. Prime Minister Cameron’s
demand for strengthening the single market and Custom Union won the support of several
member states.
The settlement deal has accommodated British demand to maintain a separate political
identity. Such provisions may fuel demands in other Member States. The settlement deal has
reaffirmed the role of national parliaments in the institutional architecture of the EU. The Treaty
on European Union (2009) stipulates that the institutions of the Union shall apply the principles
of subsidiarity and proportionality. The settlement deal also emphasizes the implementation of
the principle of subsidiarity. But it may create legal complexities in the decision making process at
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the EU and national level. It is argued that if Britons vote to stay with the EU, the legitimacy of
decision making question would become more pertinent.39 The EU has agreed to different paths
of integration being available to different Member States, which may end the common goal of
integration of Europe.40
The free movement of people is a fundamental value of European integration, which is
well recognized in the deal. The people of EU member states have the right to search employment
across the EU. However, the deal has recognized that member states can limit the movement and
welfare benefits in exceptional circumstances with the approval of the European Commission.
Other states are also hoping to be benefit from the control on welfare and child benefits. The
settlement deal states that the UK would no longer pay full child benefits for children who reside
in their home country. Germany also has higher child benefit expenditure. It may follow British
measures, where payments will be indexed to the cost of living or benefit rates where the children
live. Austria, Denmark and the Netherlands have also expressed an interest in adopting such
measures.41 Member states from Eastern Europe were against control on free movement of people.
Although they agreed to the provisions of reducing and putting a brake on the welfare benefits,
they are opposed to discrimination against the existing migrants. For instance, Poland argued that
Poles, who are already living in the UK, were allowed to retain the access to work and child
benefits.42 It is incorporated in the final deal.
Conclusion
The EU has attempted to accommodate the demands of the UK with the new settlement deal. It
was reached after wide consultation and bargaining among the Member States. British political
parties43 have given diverse reactions to the agreement; however, the proposed reform offer seems
to be a balanced political deal for both - the EU and the UK. Prime Minister Cameron has not
been able to achieve all his demands. The UK has achieved its objectives on competitiveness. In
fact, the EU role in improving the job and growth prospects would be beneficial for all Member
States. On economic governance issue, the EU has maintained a balance between euro and non
euro Member States. The UK is also partially successful in terms of social benefits and free
movement. .
Reactions from the UK do not necessarily reflect view on the UK membership issue and
relationship with the EU, but relate to the political discourse with in the country, including
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internal political dynamics and rise of euroscepticism. Divisions in the Conservative party are a
critical challenge for the Prime Minister himself. Prime Minister Cameron is widely campaigning
for staying with the EU. Some of cabinet colleagues and many of his party’s MPs have taken a
political stand different from the government. The 23 June political exercise may lead to the rise
of new political actors in Britain.
***
*Dr. Dinoj K Upadhyay is Research Fellow at the Indian Council of World Affairs, Sapru House,
New Delhi
The views expressed are that of the Researcher and not of the Council.
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