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What has changed with Brexit? 

• UK will no longer be under legal judgements of 
ECJ – but will try to maintain EFTA Court 

• EU financial infrastructure mostly defined by 
EFTA and not Eurozone 

• Central bank swap agreements do not require 
economic, political or monetary union 

• Passporting: problems will start with BRRD but 
eventually extend to MIFID 

• Politics  
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UK is the global financial centre  

80

ates inward direct investment. If it then sets up branches in the rest of the 

EU, this creates outward direct investment. T e UK is the second largest 

hub for FDI in the world and by far the largest centre in the EU. Of the 

£937bn stock of FDI in 2012, 43% is from the EU and 40% of the total is 

related to f nancial services.10

Figure 2: Currency denomination of banking assets (2015)

Source: Bank Stats Table B1

(b) Financial governance

T e UK has a relatively coherent governance structure for the f nancial 

sector.11 Given that domestic banks are ultimately a contingent f scal lia-

bility on UK taxpayers, bank supervision and regulation is delegated to 

the Bank of England which reports to parliament.12 T is ensures that ‘he 

who pays the piper, calls the tune’.13 Good governance also requires that 

supervision and lender of last resort operations are also within the same 

10 OECD.stat FDI series https://stats.oecd.org

11 T is is not to say that there is a coherent governance in individual f nancial institutions.

12 According to the National Audit Of ce (2010), UK tax payers were exposed to £955bn 

of potential losses in the crisis. T e potential exposure extends to insurance as US f rm 

AIG was bailed-out by US taxpayers.

13 T is old Scottish adage was f rst applied to f nance by Goodhart and Schoenmaker. See 

Schoenmaker (2013). 

PART I I  -  Incomplete Contracts? Filling the Governance Gap in the European Union

Source: Armstrong (2016) 
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The British Dilemma 

Source: Armstrong (2016) 
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GSIBs create a financial trilemma  

Source: Schoenmaker (2011) 
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Advantages of having GSIBs in City  

• Economies of scale from financial ‘eco-
system’ – Eurozone companies use City  

• Institutional alignment of supervision, tax 
authority and provider of LOLR 

• Supervisory advantage of PRA 
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Dis-advantages of having GSIBs in Euro  

• EBU is incomplete and unlikely to deliver 
effective risk sharing  

• Germany is only logical centre (surpluses) 
but will worsen Euro imbalances 

• LOLR remains a national competency  

• Loss of economies of scale  
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Research question   

• Economic rationale for GSIB risk sharing model is 
the coordination problem between states 

(a) How much GSIB risk could be diversified under 
different risk-sharing rules? 

• Bank level data (branches & subs) available on 
a quarterly basis (BIS data by bank) 

(b) What is the cost of fragmenting banking in EU? 

• Are branches more efficient than subs? (E.g. 
Cerruti, IMF) 
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Concluding thoughts   

• Is allocative (Pareto) efficiency the appropriate 
metric for finance or we in third best world? 

• Are GSIBs complements or substitutes for capital 
markets? 

• What is economic rationale for free 
movement outside a single currency zone? 
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