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DANGERS FROM PRETENDING TO CUT IMMIGRATION 

David Cameron's widely anticipated attempt to crack down on EU immigration, due in a speech today, 

could help his party gain a little support in the near-term, but it may also bring Brexit closer. It is a very 

dangerous tightrope to be walking. We expect the UK to remain part of the EU. Support for membership 

reached a 23 year high recently, fading memories of the existential Euro-crisis make fewer people desper-

ate to cut the ties, and ultimately Brits tend to shun radical change at the ballot box. But we need to watch 

this risk carefully, as the economic fall-out from Brexit would be large. 

 

His last immigration target has caused political trouble and damage to the UK. Net immigration reached 

263,000 in the latest 12 months, miles above the Conservative's target of reducing immigration to the 'tens 

of thousands'. Without control over EU migration, that target was always impossible to hit and the gov-

ernment had to try and limit numbers from outside the UK, potentially damaging the UK brand across the 

world and hurting the UK economy. The government's demonstrated impotence in this area has probably 

helped UKIP gain support. On immigration, more of the public trust UKIP's Nigel Farage than any other 

party leader, the Prime Minister included. Hence the Prime Minister feels the need to do something. 

 

Cameron's planned measures, if reports are accurate, will discourage few people from moving to the UK. He 

apparently intends to restrict access to in-work benefits for four years after a worker from the EU moves to 

the UK. That means cutting off child benefit, housing benefit and a panapoly of tax credits. That could gain 

him some votes. But most EU migrants tend to be young and childless. The financial benefits in terms of 

higher wages are large for some even without in-work benefits. The policy may succeed in winning back 

some UKIP voters now, and may make the UK seem like a less attractive place to move to. But limiting im-

migration significantly would probably be economically damaging directly and could come with the poten-

tial cost of forcing the UK out of the EU in a couple of years. Why so? Mr Cameron is beginning to lay down 

his terms for a renegotiation of Britain's relationship with the EU. Failing to get those terms - and banning 

migrants from getting in work benefits will not be popular in some countries – would mean Cameron 

would have to campaign for Britain to leave the EU in a potential 2017 referendum. Limiting benefits has a 

greater chance of success in Brussels that undermining the free movement of labour with immigration caps 

– an earlier idea he was reported to be considering but now seems to have dropped. He certainly ought to 

have an idea of how likely these proposals are to be agreed to in Brussels, but his miss-reading of sentiment 

during the Junker row raises the risks somewhat. 

 

Our recent blog post, "Dangers of pretending to cut immigration" explains our view further see: 

http://blog.berenberg.de/uk-the-dangers-of-pretending-to-cut-immigration/  

 

SHARPENING SCOTLAND’S INCENTIVES 

Extra taxation and spending powers promised to Scots during the independence referendum should en-

courage better government and a more dynamic economy north of the border. There are few risks to the 

UK-wide fiscal position, though the proposals could, over time, reduce the ability of the Labour party to 

govern effectively in England. 

 

Set up in the wake of Scotland's rejection of independence to broker a deal on extra devolution, the Smith 

commission published sensible proposals yesterday. Scotland will gain full control of income tax, will re-
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ceive half of VAT revenues generated in Scotland and will also be able to control some benefits (the hated 

bedroom tax) and create others. Key insurance schemes, like unemployment benefit and pensions, remain 

UK wide and out of Holyrood's control. The proposals strike a sensible balance. Further control of taxing 

and spending should sharpen Scottish politician's incentives - no longer can Westminster be blamed for 

everything wrong with Scottish government spending - without overly undermining the risk sharing across 

the UK provided by key benefits. One of Holyrood’s first actions could be to cut air passenger duty, which 

would be a boon to air travel from north of the border. Though the extra administration for firms employ-

ing people north and south of the border could be an important cost of the proposals too. 

 

As with trying to satisfy core UKIP voters on immigration, the main political parties find it difficult to satis-

fy Scottish Nationalists on devolution. The Scottish National Party responded to these proposals by arguing 

that they did not go anywhere near far enough. They said “Next year’s General Election offers the people of 

Scotland the opportunity to have their say, and the SNP will propose improvements to the package for 

which we will seek popular support in May. The Westminster parties have now gone as far as they are ever 

prepared to go in terms of powers for Scotland – and it is not as far as they indicated during the referen-

dum.” So even this compromise will not close down the independence question. That is one remaining fear 

from this deal, though another referendum is not an imminent prospect.  

 

The English question also now needs solving. By granting Scotland power to set income tax, it seems ineq-

uitable to allow Scottish MP’s to vote on English income tax (or Welsh or Northern Irish for that matter). 

This is a trap for the opposition Labour party. They garner (currently, although perhaps not after the next 

General Election) a lot of support from Scotland. If those MP’s became second class Westminster citizens, a 

Labour government could potentially find it difficult to get its UK budget policies through parliament e.g. 

commitments to raise the top rate of income tax. English voters are not at all exercised about these consti-

tutional issues but they will be irked if, say, the next parliament involved a Labour-Liberal Democrat-SNP 

coalition that raised some UK income tax rates but not Scottish ones. That is a long-run trap, rather than an 

issue that will heavily affect the May 2015 election. 

 

Ultimately, freedom does not guarantee good government or cause bad government. But it at least means 

that Scottish voters will reap the rewards of any policies they support at the ballot box, which sharpens the 

incentives for good government. That is a positive development in our view. Plenty of other countries 

round the world operate effectively with much more devolved government than the UK had before the 

Smith review. Indeed, some of them outperform the UK. There is more to that than just government struc-

ture, but this is a step in the right direction in our view. 


