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Britain must avoid tying Brussels up in red tape or
antagonizing its soon to be former European
Union partners and the United States if it is to

maintain access to the bloc’s financial services market
after Brexit. At risk is Britain’s biggest financial servic-
es export market, which was worth a record £26 bil-
lion ($33.45 billion) last year out of total sector
exports of £60 billion. Brexit will mean banks, insurers
and asset managers in Britain losing the unfettered
access to the bloc’s customers they currently have
under EU “passporting” rules.

However a transition deal, if it can be agreed
between Britain and the rest of the EU, would allow
passporting to continue after Brexit next March until
the end of 2020. After that, a new trade agreement
covering all economic sectors would be needed,
although its outline has yet to be agreed. Britain is
seeking future financial trade based on a more gener-
ous version of the existing equivalence system for
firms from non-EU states, such as the United States
and Japan, where domestic regulation is aligned close-
ly enough with the bloc’s.

Karel Lannoo, chief executive of Brussels think tank
CEPS, said accommodating Britain would put political
pressure on the EU to improve access for other non-
EU states and annoy Norway, which pays for EU mar-
ket access. “Brussels does not want to open a
Pandora’s Box as they would have to give the same
treatment to other third countries like the United
States. Norway will also say what is the purpose of the
EEA,” Lannoo said, referring to the European
Economic Area.

Seventy percent of financial services currently
passported between EU states are not covered by
equivalence, including commercial lending, deposit
taking, payments, asset management and core insur-
ance, meaning firms must pay up to open new EU hubs
or face a severe loss of market. Brussels knows it is
treading a delicate line when it comes to amending
equivalence - it has already had clashes with the
United States over clearing houses, and with
Switzerland over stock exchanges - and US regulators
warn that their equivalence agreements must not be
disrupted by Brexit deals. Around 100 EU rules would
need amending to broaden equivalence, potentially
tying up EU legislators for years.

French villain
Britain’s finance ministry has asked the City and

experts like Rachel Kent, a partner at Hogan Lovells
law firm for advice on how to enhance equivalence,
Reuters reported last month. “We have to know what
to ask for. We are already fully aligned with the EU. It’s
about taking items out rather than putting things in,
and that should make it a much quicker process,” Kent
said, adding that the sector is now stress testing the
government’s proposals for financial services.

European Commission officials told Reuters in June
there were no plans to go beyond the limited changes
already proposed, a hardset position viewed by the
City as standard negotiating tactics. Changes made to
equivalence so far are viewed in London as a Paris-
backed drive to restrict access so that more UK firms
open new EU hubs benefitting Paris, Frankfurt, Dublin
or Luxembourg. “France is conveniently portrayed as
the on-duty villain, but Germany and in fact most of
the core EU and part of the rest think it would be
unjustifiable and unacceptable that the UK keeps the
advantages of the single market after having left it,”
said Jacques Lafitte, a former EU official who helped
create the euro.

Time for approving changes is also running out as
the European Parliament goes to the polls next year
and a new European Commission is appointed, mean-
ing a legislative hiatus. But consultants say the EU is
unlikely to turn off the tap to UK financial services
after 2020 as it needs to build up its own capital mar-
ket after decades of City dominance. “Does the EU
want to see enhanced access continuing between the
EU and UK? Almost certainly in the short term,” said
Andrew Pilgrim, government financial services leader
at consultants EY.

Blunter guillotine
Still, few believe the EU will offer Britain a binding

commitment to expand equivalence. “The City kids
itself by hoping for anything better than ‘normal’
equivalence,” said Lafitte, who now advises financial
firms on EU policy in Brussels. Others say the bloc
may at least change how it administers the process.
Britain says the 30-day guillotine or notice period for
withdrawing access - which has never been trig-
gered - makes equivalence unreliable. “I suspect that
a withdrawal period of a year or two instead of 30
days will make its way into the EU equivalence
regime,” Kent said.

Brussels-based consultants say that Britain would
have to make commitments in return for broader
equivalence, such as promising not to compete unfair-
ly. Some EU officials worry that Britain will dilute
financial rules to bolster the City of London’s role as a
global financial center. Bank of England Governor
Mark Carney has suggested that the cap on bankers’
bonuses imposed by the EU and long opposed by
Britain, could be changed after Brexit.  — Reuters 

Britain walks Brexit 
high wire over 
financial services

Canada’s determination to place human rights at
the heart of its foreign policy could cost it bil-
lions in trade with an incensed Saudi Arabia - the

price of a diplomatic initiative that some observers say
could pay off in the long run. Since Riyadh announced
the expulsion of Ottawa’s ambassador and a severing of
trade ties on Monday, several top officials have reiter-
ated Justin Trudeau’s mantra since becoming prime
minister in 2015: there can be no compromise on the
country’s progressive principles. “We are going to lead
with our values,” Finance Minister Bill Morneau said
Tuesday. “It’s important that we bring Canadian values
around the world, and we are going to continue to
enunciate what we believe are the appropriate ways of
dealing with citizens.”

Canada has long pressed Saudi Arabia for the release
of jailed blogger Raif Badawi, after granting asylum in
2013 to his wife and their three children. A Twitter mes-
sage calling on Riyadh to “immediately release” his sister
and other women’s rights activists appears to have tipped
the scale. But that so-called ethics-based approach has its
downsides. In addition to the diplomatic rupture, Saudi
Arabia also suspended scholarships for more than 15,000
Saudi students in Canada with plans to relocate them to
other countries, and the state airline Saudia suspended
flights to Toronto.

Canada had been eager to boost investment and
exports to Saudi Arabia as the kingdom diversifies its
economy. Saudi Arabia is its second largest export market
in the Gulf behind the United Arab Emirates. In 2017,
exports to the kingdom stood at CAN $1.4 billion (US $1.1

billion). The first possible big hit Canada could suffer
relates to the sale of light armored vehicles to the king-
dom, worth CAN$15 billion. Foreign Minister Chrystia
Freeland said Monday she “looks forward” to hearing from
Riyadh about the future of the deal.

Choices to make 
The clash with the Saudis is not the first time Canada

risked losing major business over its “rights first” diploma-
cy. Earlier this year, the Philippines cancelled a defense
contract for 14 Canadian helicopters after Trudeau’s gov-
ernment ordered a review of President Rodrigo Duterte’s
rights record. Canada’s insistence on environmental pro-
tections in new trade deals has also made negotiations
harder, for example, with the United States and Mexico,
and with China. “There is a moment when politically we
must make choices,” said Ferry de Kerckhove, a professor
at the University of Ottawa. “It is clear that, in the eyes of

the world, there is a perception of Canada as one of the
last bastions of the defense of the international liberal
order, both economic, political and social,” he told AFP.

Cost of doing business
And while it may cost Canada a few business deals,

its rights-based diplomatic demarches have more bene-
fits than long-term drawbacks, according to Bessma
Momani, a professor at the University of Waterloo.
“Even for Arab business leaders, when they sign a con-
tract with Canada, they know from their own experience,
from hearing from a cousin, an uncle, that Canada is a
multicultural society that respects human rights,” she
said. “For all of those lost deals with authoritarian gov-
ernments resulting from our human rights-centric policy,
there’s a whole host of contracts that we are getting
because we honor human rights.”

But other analysts questioned what, if anything, Canada
has gained by squaring off with Riyadh. “This has nothing
to do with human rights. That’s just a poor excuse,” Amir
Attaran, a professor at the University of Ottawa, told AFP.
“There are geopolitics at play, particularly the strategic
and theocratic rivalry between Saudi Arabia and Iran. And
Saudi Arabia is taking aim at Canada over Trudeau’s
refusal to endorse sanctions on rival Iran.” David
Chatterson, a former Canadian ambassador to Saudi
Arabia, was blunt. “Was our objective to mitigate the cir-
cumstances for Mr Badawi? If so, we failed. Was it to
influence the broader direction of Saudi Arabia? I don’t
think we achieved that,” he said. “Have we advanced any
Canadian interests? No. It was a total failure.” — AFP 

Questions over
‘rights first’ 

diplomacy

In peace between 
Ethiopia, Eritrea, 
UAE lends a 
helping hand

When the leaders of Ethiopia and Eritrea
embraced in Asmara last month, promising to
end the two-decade-old state of war between

their two countries, it looked like a sudden breakthrough.
But the rapprochement was, in fact, the culmination of a
year of back-channel talks, sources with knowledge of
the matter told Reuters. One of the drivers behind that
process was the United States, which has been a major
player in the Horn of Africa for decades. More surprising
was the role played by a much smaller nation: The United
Arab Emirates.

The oil-rich Gulf state has gained increasing influence
in the region in recent years, according to UAE and
Ethiopian officials and diplomats. Driven in part by a
desire to tap Ethiopia’s growing economy and in part by
a fear that rivals such as Iran and Qatar could gain a
foothold in the Horn of Africa, the UAE has pushed into
the region for more than a decade. Its newfound
assertiveness underscores the shifts underway in the
continent, where China now challenges the historic pow-
er of western nations and where Russia, Brazil and the
UAE and its Gulf States are growing in prominence.

Publicly, the UAE downplays its influence. Minister of
State for International Cooperation, Reem Al-Hashimy,
told an event in Washington last month that her country
had “played a humble role in trying to bring these two
countries together”. But two diplomats in the Gulf told
Reuters that the UAE has privately taken credit for the
peace agreement. The Ethiopian prime minister’s chief of
staff, Fitsum Arega, acknowledged meetings with UAE
officials, but said the leaders of Ethiopia and Eritrea were
responsible for ending the war. Eritrea’s information min-
ister, Yemane Ghebremeskel, was not available for inter-
view when Reuters visited the country’s capital, Asmara,
last month.

Opportunity
The UAE has enjoyed virtually unchallenged influence

in Eritrea for at least a decade. Eritrea is the most
diplomatically isolated state in Africa. The United
Nations imposed sanctions including an arms embargo

in 2009, accusing the government of supporting
Islamist militants in neighboring Somalia - a charge it
denies. But Abu Dhabi has a military base there which it
uses to help prosecute the war in Yemen, located just
across the Red Sea.

Earlier this year, Hashimy, the UAE minister, met with
Ethiopian Prime Minister Abiy Ahmed’s predecessor,
Hailemariam Desalegn, in Ethiopia. When Abiy took
office in April, Abu Dhabi ramped up that effort. The tim-
ing was fortuitous: the UAE’s relationship with Somalia,
another nation in the Horn of Africa, was falling apart and
Abu Dhabi was looking for a new partner. “After years of
investing in Somali security forces, the UAE saw its gains
swept away by what it perceived to be an axis of Qatari
and Turkish influence,” said Elizabeth Dickinson of the
International Crisis Group.

A month after taking office, Abiy visited the UAE
capital Abu Dhabi to meet Crown Prince Sheikh
Mohammed bin Zayed Al-Nahyan. The new Ethiopian
leader offered to mediate between Abu Dhabi and
Somalia, two diplomats in the Gulf said. Officials from
the UAE affiliate of the Red Crescent society, Emirates
Red Crescent, later visited Ethiopia to discuss aid proj-
ects with Abiy. Those visits complemented efforts by
Washington to move toward a restoration of relations
between Ethiopia and Eritrea.

The United States has been conducting shuttle diplo-
macy for more than a year, according to regional diplo-
mats. In 2017, Eritrean officials visited Washington twice
and again once this year, leaving messages that the
Americans passed to Ethiopian officials. In late April this
year, Donald Yamamoto, then the top US official on
Africa, met Eritrean President Isaias Afwerki in Asmara -
the first visit by a US official of that rank in more than a
decade - before meeting Abiy in the Ethiopian capital.

With the promise of financial support from the Gulf
and with Washington’s backing, Abiy made his move.
“Neither Ethiopia nor Eritrea benefit from a stalemate,”
he said on June 6, a day after his ruling coalition, the
Ethiopian People’s Revolutionary Democratic Front
(EPRDF), announced it would implement a peace deal
with Eritrea dating back to 2000. “We need to expend
all our efforts towards peace and reconciliation and
extricate ourselves from petty conflicts and divisions and
focus on eliminating poverty.”

Nine days later, Sheikh Mohammed visited Addis
Ababa with officials including Sultan Ahmed Al-Jaber,
the head of the state-owned oil company. The prince
announced a $3 billion support package, made up of a $1
billion deposit in Ethiopia’s central bank and a pledge of
$2 billion in investments. Ethiopian officials said the
deposit, plus an offer from Saudi Arabia of a year’s sup-

ply of fuel with payment delayed for 12 months, helped
ease a foreign exchange crisis that had caused shortages
of medicine and a slowdown in manufacturing. “[The
UAE’s] good relationship with both parties helped with
re-establishing the relationship between Ethiopia and
Eritrea and we see that as a positive thing,” Saad Ali
Shire, Foreign Minister in the semi-autonomous state of
Somaliland told Reuters.

Decision
It’s been a long time coming. Ethiopia and Eritrea are

linked by blood and history. An Eritrean secessionist
movement helped overthrow a military regime in Addis
Ababa in 1991 and the new Ethiopian government then
gave Eritrea its independence. For a few years the two
countries co-existed peacefully. Landlocked Ethiopia
depended on Eritrea’s main port, which sits on one of the
world’s busiest shipping lanes. But in 1998, the two went
to war after a border dispute. Two years of brutal fight-
ing left at least 80,000 dead. A shaky ceasefire followed.

Things finally began to change after the death of
Ethiopian Prime Minister Meles Zenawi in 2012.
Members of his ruling coalition began quietly discussing
how to approach Isaias Afwerki in Eritrea. “It became
clear to us that normalization was not only beneficial to
Ethiopia but for the entire region,” said Hailemariam, who
succeeded Meles before resigning in February.

Ethiopia’s ruling coalition agreed in principle during
Hailemariam’s tenure to accept the peace deal and with-
draw Ethiopian troops from a border town awarded to
Eritrea in 2002, he said. His story was confirmed by oth-
er senior politicians and diplomats in Ethiopia. But it was
the appointment of Abiy that really encouraged Eritrea,
Ethiopian officials, politicians and diplomats in the
region say.

Preaching forgiveness and an end to the Ethiopian
state’s preoccupation with security, Abiy cuts a very dif-
ferent figure from his two predecessors. “The PM made
it clear he will work to ensure lasting peace and ... he
proved himself through real gestures like releasing politi-
cal prisoners,” said his chief of staff Arega. Abiy was able
to act because his party had seen off the Tigrayan
People’s Liberation Front, long the dominant force within
the ruling coalition and traditionally opposed to Eritrea.

When Isaias, the Eritrean leader, accepted the olive
branch, he praised Abiy and welcomed the TPLF’s weak-
ening grip on power. When Abiy and Isaias embraced
last month, some in Africa likened the moment to the fall
of the Berlin Wall. A few weeks later the two leaders
travelled to Abu Dhabi. A photo from that meeting shows
the two men holding hands with the crown prince as he
led them up a palace staircase. — Reuters 

Canada foreign policy could be costly


