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Scottish Parliament Infor mation C entre l ogo 

The December 2011 European Council and the resultant Fiscal Compact 

Background 

The crisis in the Eurozone occurred largely as a result of concerns about the level of 
budget deficits in some Member States and the ability of those Member States to service 
their debt.  In April 2009, the European Central Bank (ECB) ordered France, Spain, Ireland 
and Greece to reduce their budget deficits.  Concern about these and other Member 
States’ ability to service their own debts started to grow later in 2009.  At that time, 
Greece’s debt stood at 110% of its GDP1.  This compared with a notional Eurozone limit 
that Member States have a debt of no more than 60% of their GDP.   

As Member States struggled to service debts and ultimately failed to meet their obligations, 
a series of bailouts were agreed, firstly for Greece in May 2010 and then for Ireland in 
November 2010.   

The establishment of a European bailout fund (the European Stability Mechanism (ESM) 
which was worth about €500 billion in February 2011) was intended to provide Member 
States struggling to meet their debts with an insurance policy whilst reassuring world 
markets.  The bail-out fund was quickly used by Portugal who received a €78 billion bail-
out in May 2011.   

Throughout 2011, rumours that Greece would be forced to leave the Euro as a result of its 
unmanageable debts began to grow.  The Greek Government introduced a range of drastic 
austerity measures which were largely opposed by the population.  Despite the austerity 
measures, in July 2011 Greece required a further €109 billion bail-out package.  This latest 
bail-out was designed to prevent the crisis spreading to other Eurozone countries.  It did 
not work.  In August, yields on government bonds in Italy and Spain rose sharply as 
investors demanded huge repayments to lend these countries money.  This was a sign 
that the market was losing confidence in the ability of these countries to service their debts.   

November 2011 saw the fall of the Governments in Greece and Italy with the respective 
leaders replaced by unelected technocrats.   

As the European Union sought to address the crisis, Germany, the primary financer of the 
bail-out funds insisted that fiscal changes had to be introduced across the Eurozone 
alongside the provision of bail-outs to ensure such a crisis could not happen again.  In 
addition, there was disagreement about the role of the ECB, with Germany reluctant to see 
it underwriting the debts of Member States and also reluctant to see the ECB print money 
to reduce the real value of Eurozone debt. 

 

The December 2011 Council 
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The December 2011 European Council was intended to seek a solution to the ongoing 
Eurozone crisis.  It was seen as an opportunity to agree a set of arrangements which 
would give confidence to the markets whilst beginning to ensure that a similar crisis could 
not occur again.  A key issue in the build up to the Council meeting was whether an 
agreement could be reached which involved all 27 Member States and not just the 17 
Eurozone members.  Both the French and German Governments suggested that the new 
arrangements be undertaken through treaty change.  For this to happen it would require 
the agreement of and ratification from all 27 Member States.  

At the European Council meeting, the 17 Eurozone Member States agreed a new fiscal 
compact: 

“We commit to establishing a new fiscal rule, containing the following elements: 

• General government budgets shall be balanced or in surplus; this principle shall be 
deemed respected if, as a rule, the annual structural deficit does not exceed 0.5% of 
nominal GDP. 

• Such a rule will also be introduced in Member States' national legal systems at 
constitutional or equivalent level. The rule will contain an automatic correction 
mechanism that shall be triggered in the event of deviation. It will be defined by 
each Member State on the basis of principles proposed by the Commission. We 
recognise the jurisdiction of the Court of Justice to verify the transposition of this 
rule at national level. 

• Member States shall converge towards their specific reference level, according to 
a calendar proposed by the Commission. 

• Member States in Excessive Deficit Procedure shall submit to the Commission and 
the Council for endorsement, an economic partnership programme detailing the 
necessary structural reforms to ensure an effectively durable correction of excessive 
deficits. The implementation of the programme, and the yearly budgetary plans 
consistent with it, will be monitored by the Commission and the Council. 

• A mechanism will be put in place for the ex ante2 reporting by Member States of 
their national debt issuance plans.”3 

The Governments of 9 of the remaining 10 Member States indicated the possibility to take 
part in this process after consulting their Parliaments where appropriate.  The United 
Kingdom Government indicated it would not take part.  As a result of a failure to secure the 
required unanimity to allow Treaty change, the European Council agreed that: 

“Some of the measures described above can be decided through secondary 
legislation. The euro area Heads of State or Government consider that the other 
measures should be contained in primary legislation. Considering the absence of 

                                                
2
 Ex ante reporting means Member States will be required to report on the national debt issuance plans 

before they implement them. 
3
  European Council Statement by Euro Heads of State or Government 9 December 2011 
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unanimity among the EU Member States, they decided to adopt them through an 
international agreement to be signed in March or at an earlier date.”4 

The Eurozone members also agreed to “make more active use of enhanced cooperation 
on matters which are essential for the smooth functioning of the euro area, without 
undermining the internal market.” 

The Council also agreed further measures to address the on-going situation in terms of 
Member States struggling to service their debts amidst spiralling borrowing costs.  The 
Council agreed to accelerate the introduction of the European Stability Mechanism Treaty 
so that it is in force by July 2012; to reassess the adequacy of the overall ceiling of the 
ESM of EUR 500 billion in March 2012 and euro area and other Member States will 
consider, and confirm within 10 days, the provision of additional resources for the IMF5 of 
up to EUR 200 billion, in the form of bilateral loans, to ensure that the IMF has adequate 
resources to deal with the crisis.  

Post Council debate 

In the aftermath of the summit, on 12 December 2011, David Cameron told the House of 
Commons: 

“There were two possible outcomes: either a treaty of all 27 countries, with proper 
safeguards for Britain; or a separate treaty in which eurozone countries and others 
would pool their sovereignty on an intergovernmental basis, with Britain maintaining 
its position in the single market and in the European Union of 27 members.” (HC 
Hansard 12 Dec 2011 : Column 519) 

The Prime Minister went on to explain how the UK position materialised.  He insisted he 
had responded to the Franco-German based proposal for Treaty change “in good faith”, 
and had not sought “to create an unfair advantage for Britain, an opt-out, a special 
exemption or an emergency brake on financial services legislation”, but for a “level playing 
field for open competition for financial services companies in all EU countries, with 
arrangements that would enable every EU member state to regulate its financial sector 
properly”. He was adamant about his intention to safeguard the single market: 

“Those who say that this proposed treaty change was all about safeguarding the 
eurozone, and so Britain should not have tried to interfere or to insist on safeguards, 
are fundamentally wrong as well. The EU treaty is the treaty of those outside the euro 
as much as it is for those inside the euro, so creating a new eurozone treaty within 
the existing EU treaty without proper safeguards would have changed the EU for us, 
too. It would not just have meant a whole new bureaucracy, with rules and 
competences for the eurozone countries being incorporated directly into the EU 
treaty; it would have changed the nature of the EU—strengthening the eurozone 
without balancing measures to strengthen the single market.” (HC Hansard 12 Dec 
2011 : Column 520) 

In response, the leader of the Opposition, Ed Miliband told the House of Commons that 
the Prime Minister had: 
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 The International Monetary Fund’s role is to provide the funding necessary for any future bail-outs of 

Eurozone Member States.  The IMF has become involved in part as  result of the Eurozone’s inability to 
address the situation itself.   
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“given up our seat at the table;….exposed, not protected, British business; and…..come 
back with a bad deal for Britain.” (HC Hansard 12 Dec 2011 : Column 522) 
 
In addition, Mr Miliband also questioned the motive of safeguarding the UK financial 
services industry from EU regulation, stating “he has been unable to point to a single 
proposal in the proposed treaty that would entail the alleged destruction of the City of 
London” (column 523). He accused the Prime Minister of losing the fight and of losing 
potential allies in the Council (the Swedes, the Dutch and the Poles). In his view the PM 
had acted as he did “because he could not deliver it through his party. He responded to 
the biggest rebellion of his party in Europe in a generation by making the biggest 
mistake of Britain in Europe for a generation” (column 524). Miliband concluded: “We 
will rue the day this Prime Minister left Britain alone, without allies, without influence. It is 
bad for business, it is bad for jobs, it is bad for Britain” (column 525). 

The debate in the United Kingdom then moved on to the issue of whether the Eurozone 
countries along with other willing Member States could use the EU Institutions to develop 
and regulate the Fiscal Compact.  The Prime Minister was quoted as saying: 

“We will be very clear that, when it comes to that, you cannot use the European 
institutions for those things because that would be wrong. You can't have a treaty 
outside the European Union that starts doing what should be done within the 
European Union, and that goes back to the issue of safeguards.”6  

The position of the Devolved Administrations 

Following the European Council, it was reported that Scotland’s First Minister, Alex 
Salmond MSP had written to the Prime Minister asking him to explain why he vetoed the 
European Union treaty changes.  In addition, the First Minister asked the Prime Minister to 
attend an "urgent" meeting of the devolved governments to explain why they were not 
consulted.   

According to the BBC7, in his letter, Mr Salmond demanded answers to "crucial questions" 
on the decision. They included: 

 what risk assessment, if any, did the UK government undertake of the impact of its 
veto decision on investment into Scotland and the UK and on negotiations affecting 
key Scottish industries; 

 what assessment, if any, was made of how Scotland's interests will be affected in 
the EU by being represented by a UK government that is excluded from important 
decision-making meetings; 

 why were the Scottish Government and other devolved administrations not 
consulted on the use of a veto. 

Speaking on the Today programme on 14 December 2011 following the UK Government’s 
veto, the First Minister said that: 

"We have vital fishing talks in Brussels this week - is it going to be easier or harder to 
obtain the support of the countries we need to fend off regulation which would be 
disastrous for the Scottish fishing industry? I do think it will be harder."8 
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On 21 December 2011, the Guardian reported that; 

“The first ministers of Scotland and Wales have requested an urgent meeting with the 
prime minister to discuss his decision to veto treaty changes designed to save the 
euro. 

A letter, countersigned by Scottish first minister, Alex Salmond, and his Welsh 
counterpart, Carwyn Jones, advises David Cameron of their "mutual feeling regarding 
the exclusion of the devolved administrations from policy development and decision 
making on European matters, many of which are devolved.”9 

The Fiscal Compact10 

At the informal European Council meeting on 30 January 2012, the Eurozone countries 
alongside 8 other Member States agreed the provisions of a Fiscal Compact which is due 
to be signed in March 2012.  The United Kingdom and Czech Governments did not agree 
to support the Compact.   

When David Cameron reported to the House of Commons on the informal European 
Council on 31 January 2012, he appeared to take a more pragmatic approach to the 
matter of an EU institutional role in policing the new treaty: 

“The new agreement sets out roles for the European Commission and the European 
Court of Justice. Although some of those roles are permitted through existing treaties, 
there are legal questions about what is planned. As I have said, it is in Britain’s 
interests that the eurozone sorts out its problems. It is also in our interests that the 
new agreement outside the EU is restricted to issues of fiscal union and does not 
encroach on the single market. The new intergovernmental agreement is absolutely 
explicit and clear that it cannot encroach on the competencies of the European         
Union and that measures must not be taken that in any way undermine the EU single 
market. Nevertheless, I made it clear that we will watch this matter closely and that, if 
necessary, we will take action, including legal action, if our national interests are 
threatened by the misuse of the institutions. [...] The principle that the EU institutions 
should act only with the explicit authorisation of all member states remains. Let me be      
clear: this is a treaty outside the EU. We are not signing it, we are not ratifying it, we 
are not part of it and it places no obligations on the UK. It does not have the force of 
EU law for us, nor does it for the EU institutions or for the countries that have signed 
it, and there will be no inner group of European countries distorting the single market 
from inside the EU treaty. That is the fundamental protection that we secured with       
our veto in December, and that protection remains.” (HC Hansard 31 January 2012 
column 678 

He later conceded that the EU institutions did have some role to play, even in this, a 
non-EU treaty: “Clearly, there are uses for the institutions they have set out in this treaty, 
some of which are legal under existing EU law and some of which are highly 
questionable” (c 683). However, he also reiterated his intention to act if the treaty 
encroached on single market matters: “we want those institutions to sort out the 
problems of the European Union, and we want them to stick to fiscal union and not go 
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http://www.bbc.co.uk/news/uk-scotland-scotland-politics-16174703
http://www.guardian.co.uk/politics/2011/dec/21/salmond-jones-cameron-eu-veto
http://charlesrowley.wordpress.com/


EU/S4/12/6/4 
 

 6 

into single market issues. If they were to go into single market issues and threaten 
Britain’s national interests, of course we would act” (c 691). 

Iain McIver 
SPICe Research 
 
(Thanks are due to Vaughne Miller in the House of Commons Library for her 
assistance in producing this paper) 


