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If the UK leaves the political, judicial and monetary structure of the EU, but remains 
in the Single Market via EFTA/EEA [European Economic Area] membership, what 
would this mean for the UK’s financial risk exposure?  The UK, under this plan, 
would be in a future position roughly similar to Norway. 
 
 
 
What is Norway’s current risk exposure to the EU and its entities? 
 
NIL 
 
 
 
What is the UK’s current risk exposure to the EU and its entities? 
 
The UK, as a member state, has a ‘joint and several’ liability for all EU debts.  That 
means that if any EU state cannot pay its share of EU debts, such debts are added 
to the still solvent countries’ liabilities.  Strictly enforced ‘joint and several liability’ is 
a most onerous obligation and is rarely entered into in modern commerce.  
Effectively it adds the risks of all the participants to the contingent liability of the 
strongest participants.  It resembles the liability of shareholders before limited 
liability became law in the nineteenth century. 
 
Additionally, there is specific risk exposure to the European Central Bank (ECB) 
where the UK is a shareholder, the European Investment Bank (EIB), various EU 
financial support operations such as the Balance of Payments programme and the 
EFSM (European Financial Stabilisation Mechanism).  Also, UK exposure to the 



IMF and the IMF’s risk in bailing out EU states could also be seen as an EU related 
risk, albeit at a secondary level. 
 
 
 
What is the advantage for the UK to have risk exposure to EU liabilities? 
 
Norway is not exposed to EU liabilities. 
 
It should be noted that the UK has extra one-sided exposure.  It is exposed to the 
liabilities of the EU and its entities, including the ECB, but there is no 
corresponding EU states’ exposure to UK liabilities such as the Bank of England, 
except for the exposure of the other EU states to ‘joint and several’ liability for the 
UK’s share of EU debts. 
 
There is, therefore, no advantage for the UK in the current one-sided risk 
exposure.  Exit from the EU as soon as possible would remove an overhanging risk 
which could crystallise at any moment. 
 
 
 
The attitude of HM Treasury, the City and big business 
 
Despite the one-sided risk exposure for the UK because of its participation in the 
EU and its offshoots, there is great complacency expressed by UK financial and 
business regarding the overhanging EU liabilities. 
 
Risk is a matter of the quantum of liabilities and the spirit of contagion.  While the 
liabilities can be estimated the outbreak of contagion and panic is almost 
impossible to forecast. 
 
The nature of panic is that risk does not matter until it suddenly does matter. 
 
Prudent finance should always be aware of balance sheet risk and counter-party 
risk and contingent risk. 
 
Therefore, withdrawing from the EU and adopting the position of an EFTA/EEA 
state would be prudent finance. 
 
 
 
The peculiarities of EU accounting 
 
The financial activities of the EU, the ECB and its entities all suffer from certain 
financially unattractive characteristics which would heavily downgrade them if they 



were not perceived by financial markets as unconditionally backed by the strongest 
EU states. 
 

a) There is financial opaqueness, poor accounting not up to IFRS 
[International Financial Reporting Standards] and unwillingness to 
recognise losses.  As in other areas, EU behaviour does not conform to 
standards it prescribes for others. 

 
b) Most EU institutions, such as the ECB and the EIB, operate on a very slim 

capital base.  It is the assumed joint and several liabilities of the EU 
states, especially Germany, which gives confidence to those transacting 
with or lending to these institutions. 

 
One should note that this point has meant that Germany has, perhaps 
reluctantly, become the arbiter of the EU. 

 
c) There is a pattern of non-adherence to the EU treaties and compacts such 

as the Stability and Growth Pact. 
 

d) The Constitution of the ECB, which purports to control the reserves of all 
the national central banks, but has only a very small capital base, is an 
accident waiting to happen. 

 
e) The trillion euro bond buying programme, started by the ECB is actually 

breaking up the EMU as the bond buying is done by national central banks 
in national bond markets.  The ECB is morphing into a collection of 
currency boards in a new-style ERM according to Willem Buiter, the well-
known economist at CityGroup.  The weaker EU countries which can no 
longer print their own currency are at risk of collapse. 

 
 
 
What are the EU liabilities which could impact on the UK? 
 
Additional to its obligations under ‘the joint and several liability’ of all EU member 
states for all EU debt, there are specific UK exposures. 
 
Due to the opaqueness of EU accounting, all comment on these liabilities should 
be treated as indicative rather than matters of exact calculation. 
 

i) The losses of the European Investment Bank:  16.2% of these would be 
attributed to the UK as its ‘capital key’.  The potential contribution on the 
uncalled capital alone for the UK is £35.7 billion.  Should losses exceed 
called and uncalled capital, there could be further calls for shareholders, 
the EU states (including the UK), to put in more capital. 



 
ii) Juncker’s Commission centrepiece policy is a euro 315 billion lending 

package worked through the EIB but without any extra capital funding 
from the EU states.  This programme will greatly increase the size and 
likelihood of losses at the EIB, it is piling ‘pork on pig’. 

 
iii) The losses of the European Central Bank:  The UK’s share is 14.517%.  

Initially, these losses are the responsibility of the eurozone countries.  On 
paper, the UK’s maximum liability is call up of uncalled capital, about euro 
1.5 billion.  Once the ECB has exhausted its called and uncalled capital, 
the question of recapitalising the ECB is unclear.  There is, however, the 
ability of the ECB to call on EU states’ currency reserves under a Council 
Regulation of 8th May 2000.  The shocking fact is that the UK taxpayer is 
likely to be involved as a shareholder and face the choice of outright 
refusal to commit funds or participate in the cost of bailing out the ECB.  
The potential losses of the ECB are enormous: 

 
- Losses on worthless bonds and loans, especially Greece; 
- Target 2 Liabilities (these may be refused by the ECB and returned to 

the EU states at risk); 
- Emergency Liquidity Assistance:  euro 85 billion was given to Greece 

under this programme at the time of writing; 
- Balance of payments’ facilities. 

 
iv) Losses under the EFSM (the European Financial Stabilisation 

Mechanism).  These are the loans to Ireland and Portugal originally for 
three years, now extended to 2042.  These are part of the ‘joint and 
several’ liabilities of the EU states. 

 
v) Losses under the EU’s Balance of Payments Assistance Programme (not 

to be confused with the ECB’s balance of payments facilities).  These are 
under ‘joint and several’ liabilities again. 

 
vi) Exposure to any IMF losses regarding its activities in the eurozone, 

specifically in Greece.  At present, this is a secondary matter because 
there is no direct IMF/EU states linkage. 

 
vii) A specific UK loan to Ireland of £3 billion now extended to 2042. 

 
 
 
Bail-Ins 
 
While the UK taxpayer remains exposed to losses in ill-financed and ill-run EU 
entities, the recent policy moves initiated by the Financial Stability Board, a G7 



entity founded in 1999 and now part of the G20, is to reconstruct failing banks by 
‘haircuts’ for bondholders and confiscation of bank deposits, known as bail-ins.  
The EU’s Resolution and Recovery directive is based on this. 
 
Bail-ins occurred in Cyprus in 2013 and another version occurred in Greece this 
week, where cash deposits of local government and state entities were swept into 
the Bank of Greece. 
 
The use of bail-ins is a recognition that government and EU funding of deficits and 
losses is reaching its limit for the stronger countries such as Germany. 
 
 
 
Conclusion 
 
While EEA states have no risk exposure to EU liabilities, the UK has enormous 
exposure.  Moreover, it is, in part, one-sided with no corresponding EU risk 
exposure to the Bank of England. 
 
It is likely that further collapse in the finances of eurozone governments and banks 
will not attract open-ended EU entity support as in the period 2009-13 and resort 
will be made to bail-ins and haircuts on bondholders.  However, prudent finance 
would be for the UK to leave the political and monetary structure of the EU and 
move to EEA status urgently. 
 
At present, there is complacency in the City and big business about UK risk 
exposure.  Further likely financial problems in the eurozone could turn this 
complacency swiftly into panic. 
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