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Brexit and its effects on the UK financial service sectors.
— From the viewpoint of EU financial regulation and supervision.

Mikiko OHTA

This paper, from the viewpoint of financial regulation and supervision,
examined the relationship between the EU financial market and the UK financial
services industry in order of the present and after Brexit. For the financial institutions
that are licensed by the UK authority the Single Passport is the most essential to
continue their business in the EU as they do at present. The importance of the
London Financial Market, the City, for the EU is apparent, however, if the single
passport will not be available due to the withdrawal from the EU, the UK has to
request the Equivalence concerning individual regulations. Even though this may
take a few years after the application, the Equivalence will not make it possible to
for the financial institutions to provide services unconditionally in the EU financial
markets. Tremendous time and work have to be consumed in coordination with the
EU financial regulation from this viewpoint.

From the perspective of financial supervision, the City’s relationship with
the European System of Financial Supervision (ESFS) and the Banking Union is
the key to understand how UK-based and EU-operated financial institutions be
supervised after Brexit. Of the two frameworks that are the basis of the EU financial
supervision, for the moment UK as a non-euro area country is a component of the
European System of Financial Supervision (ESFS), but not of the Banking Union.
If a UK-based financial institution newly establishes a base in EU27 as a result of
Brexit, the decision whether it will be done in euro-area countries or in non-euro

countries will determine under which EU financial supervision framework and
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by which EU authority. This also means whether the financial institutions have to
comply with the European Resolution Mechanism and also the European Deposit
Insurance Scheme or not.

Taking the above explained facts into consideration, this paper examines the
assumed relationships between the EU and the UK after Brexit on a pattern-by-
pattern basis. The Norwegian type, which means the UK will stay in the EEA
and maintain EFTA with the EU and can secure both of the access to the customs
union and the single passport, is the most preferable for the UK financial industry
but this option is not accepted by the UK government. Although the Canadian-
type comprehensive agreement is the second-best option for the UK-based financial
institutions, this does not include the Single Passport and, even if the bilateral
agreement which does include the Passport is agreed, it will take a long time to be
concluded as precedent shows. Therefore, the most practical countermeasure is to
move and establish a base in the EU 27 at an early stage and acquire the license by

the day of withdrawal.






