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INTRODUCTION

What this report is about
This paper analyses the big strategic decisions that the UK will need to make in the coming years on the future of
banking and finance, capital markets, and the wider economy. Brexit provides the UK with an opportunity and an
imperative to review and recalibrate its approach to banking and finance at a domestic level and on the global
stage. More recently, the Covid crisis has underlined the value that banks and capital markets provide to the wider
economy and the vital role they will play in helping drive a recovery.
We think it is important to frame these choices in the context of the shifting trends in global banking and finance.
Our starting point is that Brexit means Brexit - whether you like it or not - and that whatever the outcome of the
negotiations in the coming months, Brexit will inevitably raise significant barriers in financial services between the
UK and EU. This will require a degree of relocation of activity from the UK to the EU and will lead to gradual
supervisory and regulatory divergence over time, at a time when the EU and US frameworks are evolving in
different directions. This gives the UK the opportunity to recalibrate its own framework and tailor it to the unique
nature of the banking and finance industry in the UK. In many areas this framework will look and feel remarkably
like the EU’s, but in some crucial aspects it will be different.
While the EU is the single most important overseas market for UK financial services and is readily accessible on its
doorstep, the global context for the banking and finance industry has been transformed over the past few
decades. Markets in Asia have significantly increased their share of global activity in the decade since the global
financial crisis, are growing much faster than the EU, and will account for the vast majority of future growth in
banking and capital markets activity over the coming decades.
In contrast, in a global context EU markets are small and shrinking in relative terms. Capital markets and the wider
banking industry in the EU are fragmented and operate in an overly complex regulatory patchwork, acting as a
drag on economic growth and innovation. Given the challenging geopolitical environment, the UK will need to
work hard to develop closer partnerships in financial services with like-minded economies around the world.
While Brexit presents many challenges, it also provides an opportunity and a wake-up call for policymakers in the
UK - and the EU - to set a clear strategic direction for the financial industry and capital markets in the face of
structural global changes. We have included 25 suggested policy recommendations and areas of focus for
discussion at the end of this report but we think the key questions for the UK boil down to:
• Given the reality of Brexit and the outlook for EU capital markets and the European banking and finance
industry, how closely aligned does the UK want to stay to the EU and in which areas? Or should it accept a
degree of dislocation, adjust its own framework and look to bigger and faster growing markets further afield?
• If the UK chooses to diverge, what would it do with that divergence and what would the trade-offs be? What
could it do to ensure that its markets and market participants remain competitive in a global context? And
what measures should the UK take to ensure the banking and finance sector can best support a post-Covid
economic recovery?
• What are the other markets around the world where the UK could develop closer partnerships? What might
closer cooperation with those markets in different sectors of activity look like in practical terms? And what role
does the UK want to play in the global financial system in future?
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EXECUTIVE SUMMARY

Here is a short summary of this report:
1.

An opportunity and imperative: Brexit will be a seismic change for the UK economy, the UK’s place on the
global stage, and the UK banking and finance industry. At the same time, Brexit - combined with the recent Covid
crisis - provides an opportunity and an imperative for the UK to review, rethink, and in some areas recalibrate its
approach to banking and finance at both a domestic and international level.

2.

Brexit means Brexit: whatever the outcome of the negotiations, Brexit will involve significant disruption for the
banking and finance industry. In some key areas mutual access may continue, but in many sectors some business
will have to relocate to ensure continued access to the EU. Instead of focusing on how to retain as much access
to the EU market as possible we think the UK should consider at least some of this relocation as a sunk cost.

3.

Alignment vs divergence: in some key areas such as clearing the UK will most likely stay aligned with the EU in
order to retain some access and reduce market friction. But over time gradual divergence between the UK and
the EU is inevitable, particularly in prudential supervision. While the EU is (not unreasonably) defining what
business must be done in the EU, the UK will aim to be a financial centre where people want to do business.

4.

Part of the solution: the Covid crisis has underlined the vital role that banking and capital markets play in
supporting the wider economy and how they can be part of the solution. Bank lending and capital markets
funding injected more than £120bn into the economy in the first few months of the crisis and the industry will
play an important role alongside government in helping fuel an economic recovery. This has highlighted the value
of UK banks and the need to ensure that the supervisory framework in the UK supports this important function.

5.

The wider context: Brexit means that the EU is losing its biggest and most developed capital market. The UK
accounts for just under one third of all capital markets activity in the EU. On the global stage, EU capital markets
will shrink from just over a fifth (22%) of global activity, making it comfortably the largest bloc in the world after
the US, to around 13% of global activity (the same as China). This separation, combined with a revised UK
perspective, poses a profound challenge to the EU and highlights the urgency of the capital markets union project.

6.

A strong platform: financial services is one of the most important sectors of the UK economy; the UK is the
dominant financial market in Europe and the second largest international financial market in the world after the
US. In some key areas - such as derivatives and FX trading, fintech and sustainable finance - the UK is a world
leader and it will need to build on this position to help set global standards and drive international business.

7.

A structural shift: over the past 15 years in banking and finance the pendulum has swung decisively towards Asia,
which has significantly increased its share of global activity in every sector we analysed and overtaken the EU. The
EU’s share has shrunk by a third over the same period and its market share has dropped in all but two sectors.
On our conservative estimates we think Asia will account for more than half of all growth in global capital
markets in the coming decade while the EU will represent just 10% of global growth.

8.

Future partnerships: just under 40% of the UK’s trade in financial services today is with the EU27 and inevitably
some of that trade will be lost as a result of Brexit. While the geopolitical backdrop is acutely challenging we think
there is an opportunity to develop trade in financial services and closer partnerships with markets like the US
(currently 27%), Japan (6%), Switzerland (4%) and other smaller markets such as Singapore and Australia.

9.

The future framework for UK financial services: the UK has played an important role in shaping the EU
framework under which it currently operates and it should not diverge for the sake of it. But in time it will need
to ensure that the UK financial sector remains competitive on the global stage, and review key areas such as the
prudential supervision framework, bank capital and structure, tweaks to Mifid II and Solvency II, the taxation of
banking and finance, and regulatory process, to create a framework more tailored to the UK market.

10. Renewing the UK economy: the Covid crisis has injected more urgency into the government’s plans to reform
the UK economy and we think the capital markets can play a big role in areas such as infrastructure investment,
supporting innovation and long-term investment to boost productivity, and financing the transition to a more
sustainable economy.
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FOR DISCUSSION: CONTEXT & POLICY

The future of UK banking and finance in a post-Brexit world
This report has argued that while Brexit brings many challenges for UK banking, finance and capital markets, it provides an
opportunity and an imperative for the UK to address some big strategic questions about the future of one of its most
important industries. The Covid crisis has sharpened this debate by highlighting the vital role that banking and finance play in
supporting the wider economy and in fuelling a recovery.
Here is a selection of ideas for discussion as to how the UK might think about the challenges and opportunities ahead and
what measures it might take in terms of responding to Brexit; its future international trade in financial services; a future
recalibration of the UK supervisory and regulatory framework; and the role that capital markets can play in supporting the
UK economy to help drive a longer-term and more sustainable post-Covid recovery.

i) Responding to Brexit
1) A short term measure: the UK government should continue to push for ‘day one equivalence’ in as many of
the 40 or so areas of legislation where it applies but should focus in particular on securing equivalence for
trading venues in both equities and derivatives to minimise disruption to markets (the EU has already granted
equivalence in clearing for 18 months). But the UK should avoid thinking of equivalence as a broad or longterm solution to Brexit.
2) A sunk cost: the UK’s base case should be to accept that a certain amount of activity will relocate from the UK
to the EU in any scenario to ensure that firms in the UK can retain access to EU customers and markets. Once
it has done so and this market is secured, the UK should focus more on sensible recalibration of the UK
framework than on long-term alignment (outside of key areas of equivalence).
3) A pause for breath: while there are many areas of the EU framework that the UK government and market
participants would like to recalibrate, it may make more sense to put in place a moratorium on any substantive
change for a defined period (perhaps a year or two). This will increase trust with the EU and give firms and
regulators time to adjust to life after Brexit without also having to deal with radical changes in rules and
regulations. The other side of Brexit will last a very long time: there is no need to rush.
4) Informal cooperation: while the UK has already lost its seat at the table in the formal channels of EU policy
(The European Parliament, Commission, Council and ESAs), close cooperation between the UK and EU will be
a fact of life. It will be vital to maintain high levels of cooperation and communication between UK and EU
supervisors and create new informal channels for dialogue. The UK could launch a series of bilateral initiatives
involving high-level conferences (like the Belvedere Forum between Poland and the UK) and expert working
groups between supervisors, particularly on key issues such as digitisation, cyber security, data, and fintech.
5) Supporting CMU: the combination of Brexit and the Covid crisis has injected a renewed sense of urgency to
the EU’s capital markets union project. The EU has lost its largest and deepest capital market and while the UK
will not be part of CMU, it should support the initiative and even mirror it in some areas. The UK government
and industry should offer their supervisory, technical and market expertise to the EU and to individual member
states to help support the CMU project. While bigger, deeper and more integrated capital markets in the EU
may be seen as a competitive threat to the UK in the medium term, they will also offer big opportunities for
the banking and finance industry in the UK in the longer-term.
6) Focus on openness: there is a danger that after Brexit, capital markets in the EU and in some other financial
centres become more inward looking and less open to international capital and investment. The UK should
maintain a strong focus on openness and avoid any political tit-for-tat responses to EU regulation. The
Temporary Permissions Regime is a good example: while in most cases EU supervisors have required firms to
set up new subsidiaries in the EU to prepare for Brexit, the UK has extended EU firms’ existing access to the
UK for three years.
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FOR DISCUSSION: CONTEXT & POLICY

ii) The international stage
The UK can build on its position as a global financial centre to reassert its standing on the global stage, support
international flows of capital and investment, and retain its competitive position in a rapidly changing global market:
7) A focus on competitiveness: as the UK forges a new path on the other side of Brexit it will be vital to ensure
that UK firms can remain competitive on a domestic and international level in the face of pressure from larger
markets in the US, Europe and Asia. One approach would be for the UK to launch a commission to analyse the
competitive position of UK firms, the UK framework, and of London as an international finance centre. Under
forthcoming legislation, competitiveness is likely to become a formal part of the mandate for UK supervisors, and
any future legislation or regulation will need to be tested against its potential impact on competitiveness.
8) Financial diplomacy: the UK should significantly increase its spending on financial diplomacy around the world particularly in key markets such as the EU, US, and Asia. This effort would promote UK expertise in banking and
expertise overseas and promote the UK as a financial centre. It would provide a focal point for the wide range
of activities conducted by HM Treasury, the Foreign & Commonwealth Office, Department for International
Trade and industry initiatives. It could be matched by the creation of an agency to create a single point of access
for international firms in banking and finance looking to invest in the UK or set up in the UK.
9) Global standards: the UK has long been an influential voice in helping to shape global standards in banking and
finance, but on the other side of Brexit it will have to step up a gear. The UK can build on its existing strengths
in a number of key areas to help shape new global standards through the likes of the G7, G20, Financial Stability
Board and Iosco. These might include areas such as trading and clearing in derivatives and FX (where the UK
accounts for about half of all global volumes); ESG, where the UK can build on hosting the COP26 talks in
Glasgow next year; and fintech. As a potential free agent with a significant market share and deep expertise, the
UK could help make or break competing regional initiatives. For example, in derivatives the UK and US have a
combined 70% share of global activity and closer cooperation could effectively create de facto global standards.
10) A closer financial partnership: while much of the debate on the future of the UK trade post-Brexit has focused
on free trade agreements, in financial services it would be better to focus on less formal but more effective
financial partnership agreements with like-minded countries around the world with highly-developed capital
markets (such as Switzerland, Canada, Japan, Singapore, and Australia). These partnerships would aim to reduce
regulatory frictions and increase market access, as with the bilateral talks on financial services with Switzerland
and the recent trade deal agreed with Japan. At the same time, the UK should continue parallel discussions on
agreements with larger markets that may prove politically more difficult, such as China, India, and the US.
11) Joined up thinking: the UK will need to focus across government on joined up thinking in areas such as
immigration, education, and infrastructure to ensure that policy is aligned with the stated commitment to be an
open economy and a crossroads for international trade. Policies on aspects of immigration, tax and trade that
are designed to assuage domestic political concerns will need to be carefully balanced with the need to support
and project the UK as an open and international market.

iii) Recalibrating the UK framework
Given the importance of banking and finance to the UK economy both as a sector in its own right and in oiling the
wheels of the UK economy, it will be important for the UK to ensure that on the other side of Brexit it develops a
supervisory and regulatory framework that is tailored to the unique nature of the UK’s financial services industry:
12) A clear strategy: ‘Strategy without tactics is the slowest route to victory. Tactics without strategy is the noise before
defeat’. Before diving into a fundamental review of its framework, the UK should develop a clear vision for UK
banking and finance. A commission of government departments, regulators and different sectors of the industry
could take their time to develop a clear financial services strategy for the UK for the next 20 years. What role
should financial services play in the UK economy as a sector in its own right, on the international stage, and in
supporting the domestic economy? And what sort of framework will the industry need in order to achieve that?
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FOR DISCUSSION: CONTEXT & POLICY

iii) Recalibrating the UK framework (continued)
13) A sensible plan: the danger with any recalibration of the UK framework is that it could quickly become a laundry
list of policy changes that creates as many problems as it solves. A sensible plan would involve a handful of
guiding principles, a short set of priorities in each sector, a clear set of targets with defined milestones, deadlines
and sunset clauses. It will be important to avoid expending too much time and political capital on the wrong
problems (things that would be ‘nice to have’) and focus instead on a smaller number of ‘first principle’ issues. A
good separation would be to think of alignment with the EU when it comes to issues of market friction and
access, and recalibration when it comes to the prudential framework.
14) A clear process: the UK will need to develop a transparent and formal process for reviewing the existing
framework that it has inherited from the EU. This would provide clarity on how the government is reviewing
different areas of legislation and the metrics and criteria it is using to do so. The starting point should be ensuring
that the UK banking and finance industry is able to provide the right level of support to the wider economy, and
key considerations might include whether a particular measure is reducing the ability of firms to provide services,
creating a market failure or distortion, or putting UK firms at an identifiable competitive disadvantage.
15) The politics of regulation: for the past few decades most legislation covering financial services in the UK has
come from the EU (with the European Commission proposing it, the European Parliament scrutinising it and
member states approving or rejecting it in the European Council). Post-Brexit, the UK will have to redesign the
policymaking and legislative process for banking and finance. This might include the new Financial Services
Regulatory Initiatives Forum working in tandem with a beefed-up Treasury Committee (or specialist subcommittee) to ensure that all financial legislation has appropriate input and scrutiny.
16) Taking the lead: Brexit could be an opportunity for the UK to lead by example on some of the big common
challenges facing different regulators around the world. These might include addressing the tax differential
between debt and equity funding; providing carefully-managed public access to private capital; rethinking the
obsession with daily liquidity investment funds; addressing the problems of closet-indexing; driving diversity in
banking and finance; and the future of finance in the data economy.
17) A revolution in regulation: Brexit is a good occasion for the UK to rethink its approach to supervision and
regulation in at least two ways. First, the UK should take the lead and embrace digital regulation that would
reduce costs and improve efficiency, accelerate the moves towards digital IDs for companies and individuals, and
help identify how to rationalise the UK rulebook. Second, the UK could rethink the mandate for regulators to
ensure a renewed focus on a level playing field for competition and perhaps introduce an element of widening
market participation into their mandates.

iv) Supporting the UK economy:
In the last financial crisis more than a decade ago, banking, finance and the capital markets were a big part of the
problem: this time they are a big part of the solution. The Covid crisis has underlined the value to the UK of a
diversified financial system with a combination of bank- and market-led financing, and a combination of local and
international firms (UK banks facilitated the vast majority of government-backed lending in response to Covid) and
the role the industry can play in fuelling a post-Covid recovery and tackling regional disparities in the UK:
18) Unlocking investment: one of the fundamental challenges for the UK is that while it is blessed with deep pools
of long-term capital (roughly £5 trillion in pensions, insurance assets and savings) it has a desperate shortage of
patient capital. One of the most urgent changes to the UK framework should be reviewing the regulatory
barriers from Solvency II and other regulations that are limiting the ability of inherently long-term investors such
as pensions funds and insurance companies from investing more in long-term productive assets like
infrastructure, environmental projects, social investments, and private or publicly-listed companies with long-term
growth potential. At the same time, the supervisory framework for banks should ensure that it does not inhibit
bank lending to those companies - particularly SMEs - that cannot realistically access the capital markets.
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FOR DISCUSSION: CONTEXT & POLICY

iv) Supporting the UK economy (continued)
19) Building back better: capital markets could play a bigger role in supporting infrastructure investment across the
country to help level up regional economies and raise the overall resilience of the economy. Along with
unlocking more long-term capital from pensions and insurance assets, the UK could develop new investment
vehicles and structures (perhaps along the lines of the municipal bond market in the US or covered bond
markets in Europe) to help channel a huge increase in private capital into infrastructure, environmental, and
social investments.
20) Boosting public markets: equity finance drives growth and innovation but public equity markets in the UK,
Europe and US are shrinking. The UK can build on its position as the largest stock market in Europe and a global
centre for international listings to encourage the growth of new issues in a number of ways, including:
i) taking a global lead on reviewing the tax differential between debt and equity finance and potentially
experiment with a tax-deductible corporate equity allowance or notional interest deduction, or setting
tougher limits on the amount of debt that is tax deductible to encourage more equity financing.
ii) high standards of corporate governance and disclosure are a hallmark of high-quality markets. However,
there is scope to review whether the current framework is appropriate for all sizes of companies, and perhaps
reduce the disclosure gap between public and private companies.
iii) a clearer segmentation of markets that includes periodic trading in smaller stocks - perhaps three auctions
a day - could make stock markets more attractive for smaller companies and attract more investors.
21) A longer-term view: innovation and investment require a longer term perspective than the next quarter. The
UK could take a lead in encouraging companies, intermediaries and asset owners to take a longer-term view. For
example, it could build on the new UK stewardship code and encourage companies and their investors to focus
more on their longer-term strategy over the next five to 10 years, along with a clear roadmap and milestones
marking progress. Public sector pension funds could be encouraged to lead by example.
22) A focus on scale-ups: a cross-government focus on high potential growth companies and scale-ups, with a clear
definition and a revised tax and regulatory regime would help support this key area of the economy. Local
government could work more closely with industry and universities to help foster local centres of innovation.
23) Closing the exclusivity gap: the returns from private capital and illiquid assets can exceed the returns from
public markets by as much as 5% a year, but these markets are effectively off limits to most individuals and
smaller pension schemes. Reviewing regulations to enable wider access to private capital and illiquid assets and
identifying the right vehicles to enable it would help close this gap and be a significant boost to wealth creation.
24) A third way: the UK could explore the creation of a ‘third way’ between private and public markets. This could
involve a formal market with regular but infrequent trading; a level of disclosure and governance requirements
that is not as demanding as a fully-listed company; and tax incentives for issuers and investors. This could be a
potential venue for private companies that need to raise forms of equity (such as preferential shares or
convertible debt) in response to the Covid crisis but which are not ready or willing to do a full listing.
25) A post-Covid recovery: while the full economic impact of the Covid crisis and the eventual shape of a recovery
are not yet fully understood, it is clear that addressing it will require creative and radical solutions by government
and the capital markets industry. The big danger for the economy is that any recovery will be suffocated by tens
of thousands of previously viable companies going under - and millions of jobs being lost - because of the
emergency debt they took on to see them through the crisis. Capital markets will need to work with the
government to develop the right structures and vehicles to help these companies and channel equity and
growth capital into the economy. While the government has downplayed the idea of a state-backed recovery
corporation, other options to explore include creating an industry-wide bad bank; the launch of a public / private
patient capital fund seeded by government money but funded largely by private investment; or turbo-charging
existing vehicles like the Business Growth Fund.
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TEN KEY TAKEAWAYS

UK and European capital markets in a global context
This section provides 10 key takeaways on UK, European and global capital markets:

>>> A DOMINANT FINANCIAL CENTRE

8

UK share of EU financial
activity

32%

million

On average the UK accounts for around a third of the
total financial activity in the EU. The UK is the largest
market in 80% of the financial sector metrics that we
looked at (24 out of 30). In other words, Brexit means
that the EU will be losing its largest market in the vast
majority of the different sectors of banking and finance.
The UK’s dominance is most pronounced in sectors
where firms can choose the location of a particular
activity: for example, more than 80% of OTC
derivatives trading and foreign exchange trading in the
EU is conducted in the UK, and the UK accounts for
over 40% of all assets under management and more
than half of all private equity fundraising
Share of EU capital markets activity by country (top 5)
UK

32%

France

8%

Netherlands

7%

>>> A cash injection

£120bn

The amount of money injected into the
UK economy from bank lending and
capital markets in response to Covid

In the first four months of the Covid crisis bank lending and
capital markets hit record levels. Banks increased their lending
to UK companies by net £45bn, and UK companies raised
more than £70bn in the corporate bond and equity markets,
underlining the role that banking and finance will need to play
to help fuel an economic recovery.

>>> A global financial centre
The UK’s share of global international
financial activity

The UK is the second largest financial centre in the world after
the US, according to our analysis of 28 metrics of financial
activity. This is particularly pronounced in cross-border activity,
where the UK has a 15% share of all global international
activity compared with 24% for the US and 8% for Hong Kong.

Share of global capital markets activity
39%

US
EU28

UK

Capital markets play a vital role supporting the wider UK
economy: 95% of large UK companies use the capital markets
and overall 15,000 UK companies employing around eight
people across the UK use capital markets to raise money and
manage their risks, according to our recent research.

15%

14%

Italy

China

The number of people employed in the
UK by UK companies that use the
capital markets

16%

Germany

EU27

>>> Oiling the wheels

22%
13%
12%
9%

>>> Fragmentation

5,963

The number of credit institutions in the
EU

For all the progress towards a single market in financial services
in Europe the banking industry is still fragmented and
inefficient. The EU has 20% more banks than the US but they
are only half as profitable, and on average the top five local
banks in each member state have a 66% market share.
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TEN KEY TAKEAWAYS (continued)

>>> THE RISE OF ASIA PACIFIC
The share of the Asia Pacific region across global banking and financial markets

28%

Since 2006 Asia has increased its share of global activity by around 40% and has
overtaken the EU. In key sectors such as banking Asia’s share of activity has
more than doubled since before the last financial crisis. Over the same period,
the EU27’s share of global activity has fallen by a third from 20% to 13%.

>>> A GLOBAL SHIFT

54%

The share of Asia Pacific in global
capital markets activity by 2040

We estimate that the share of Asia Pacific in global financial
markets activity will increase to 54% by 2040 from around 30%
in 2018. This means that by 2040 Asia Pacific will overtake the
US and will have the biggest capital markets in the world. The
US will account for a quarter of global capital markets activity
from around 40% today.

>>> A STRONG PLATFORM

61%

of UK financial services trade conducted
with countries outside the EU

While the EU represents the largest market for the UK in financial
services trade with 39% of activity, the majority of trade in
financial services is with the rest of the world. More than 40% of
financial services trade outside the EU is with the US. While the
EU is a big market on the UK’s doorstep, there is significant scope
to develop closer ties with other financial centres further afield,
particularly Canada, Switzerland, Japan and Australia.

>>> FALLING BEHIND

10%

The share of the EU27 in the future
growth of global capital markets activity

Just 10% of the growth in global capital markets activity over the
next decade will come from the EU27 compared to 58% from
Asia Pacific and 22% from the US. On current trends, the EU27
would shrink in relative terms from 13% of global capital markets
in 2018 to just 10% by 2040.

>>> LOSING GROUND

-45%

The decline in the global share of
bank assets at EU banks since 2006

In 2006, four of the five largest banks in the world were from
the EU and EU banks accounted for 53% of global bank assets.
Since then, the EU’s share of global banks has nearly halved to
29%. The global market share of European asset managers has
fallen by nearly a third, while European investment banks have
lost more than a quarter of their markets in the US and EU
markets over the past decade.
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Our research on capital markets:
Here is a selection of some of our recent reports on capital markets:
Driving growth: how EU capital markets can support a post-Covid recovery
The value of capital markets to the UK economy
The Covid crisis: how banking & finance can be part of the solution
A reality check on equivalence
The Crisis of Capitalism
A new sense of urgency: the future of capital markets union
What do EU capital markets look like on the other side of Brexit?
Unlocking the growth potential of European capital markets

