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The City & UK Financial Services 

Based on Remarks prepared for a discussion hosted by Devonshire house on the future of Financial Services after 

leaving the EU held on April 21st. 

Introduction 

The starting point for any discussion on financial services and the impact of leaving the EU starts with the 

observation that, however well the industry responds, it will have lost some significant business. The 

question is to what extent it will be able to manoeuvre to make up any shortfall, and if there are new 

opportunities which might not have been available had the UK not departed the EU. At this point in time, 

the costs are beginning to be visible, but no incremental benefits have become apparent. This said, many 

financial services businesses are not wedded to the UK. They are global in nature and will simply operate 

where costs and regulation make this most workable and economic. 

That leaving the EU has put parts of UK financial services at a disadvantage is clear. Nevertheless, there are 

no grounds for despondency but neither for complacency. It has been said that the industry was left out 

of the negotiations that took place to set the terms of leaving for a host of reasons - notwithstanding its 

financial importance, it remains a deeply disliked and misunderstood industry. This is an enduring legacy of 

the financial crisis of 2008 coupled with the technical and elitist nature of an industry that is not always 

good at explaining what it does. A string of headline grabbing, costly blow-ups continue to tarnish the 

overall image. 

It does seem extraordinary that no attempts seem to have been made to secure the much touted 

‘equivalence’, which might only ever have been a stick-plaster solution, but ministerial bandwidth was full 

of fish not finance resulting in a hard Brexit for the industry. 

With some justification politicians, most of whom have had little to do with financial services, simply assume 

that the industry will find its own way, and there is much talk of freeing the ‘animal spirits’. While there is 

tremendous creativity and imagination in the sector, the whole industry has become very heavily regulated, 

another enduring legacy of the financial crisis, and having left the EU does not free it from this costly overlay 

– indeed, the UK has a history of devising and then gold-plating these rules. 

All of this said, advances in technology, developments in green finance, the need for expertise and talent, 

advisory services and other areas of growth will ensure that the particular advantages that the City, and 

financial services more generally in the UK, have to offer will ensure that the industry will remain relevant 

and competitive. 

However, this is certainly a good time to reflect on and debate where we go now with the financial services 

industry. This will matter as the nation looks to dig itself out of the recession and high debt levels arising 

from the twin impacts of Covid and Brexit.  

Whatever the challenges, the City and the financial services industry, two thirds of which are outside of 

London, will continue to play a major role on the global stage. But what is clear is that we must work 
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harder and smarter to keep ahead and we will need a greater level of support and understanding from 

Westminster to achieve this. There is no room for complacency. 

 

Working From Home 

Leaving the EU and how this was done was for most of us in financial services a bitter pill. It represented 

a very costly, disruptive complication. Moreover, this all came against the challenging backdrop of the Covid 

lockdowns and the severe disruption of work. However, it is true that UK financial services remain generally 

resilient. 

Lockdown has shown that working from home has been very achievable for most of financial services from 

an operational perspective, although there have been many hardships for junior staff and people with young 

families and others. Home facilities fall well short of office spaces and installations.  

Technology and the availability of better broadband has meant that we can work quite well from home. 

We should anticipate that the City as a physical location will be altered in ways that are still somewhat hard 

to predict. One of the questions to address will be the role of the City and London as a physical hub, while 

recognising that the bulk of financial services are not based in London.  

The debate surrounding the return to the office is one aspect of the future of the industry which will be 

significant in terms of the impact on property values, office rentals and the hundreds of thousands of 

ancillary jobs in the service sector (restaurants, cafes, etc. in the City for instance). Going into the City in 

recent months has been sobering. 

 

Analysis of the Challenge 

Analysing the changes and impact of leaving the EU on UK financial services is not that easy in the short 

term. Most City firms had already made many of the necessary organisational and regulatory adjustments 

well prior to the 2020 year end including setting up properly capitalised and regulated EU located hubs. It 

is hard to know exactly how this has impacted on employment as many changes have been slowed by 

Covid. Firms are being understandably secretive about their plans and most certainly do not make 

announcements about changes being made. The full impact is likely to be clear only over an extended time 

frame. 

However, let us not gloss over the challenges particularly to EU facing and Euro denominated businesses – 

between a quarter and a third of financial services business had been aimed at the EU - a lot, but not all of 

this, may now be lost. Moreover, the regulatory and others industry costs will have amounted to around 

£4bn according to some estimates.  
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Suggestions for the Future 

There have been quite a number of helpful reports over the months that provide ideas and pointers to 

where the financial services industry, or at least some specialist parts of it might head. It is useful to refer 

to the following reports to get some idea of the challenges and potential opportunities.  

• The Kalifa Report looks at the tech sector and makes useful recommendations on how to 

strengthen the UK’s hand 

• The City of London Corporation published its ‘London Recharged’ report from late last year, looks 

at the impact of Covid as well as the way forward for the City post Brexit 

• The Hill report making recommendations on Listings and making the stock exchange more 

competitive, although some of these are being heavily debated 

• New Financial recently published a good paper expressing some optimism over the future, but 

which also provided a realistic assessment of the scale of the loss - 440 firms set up EU hubs, 

£900bn of bank assets have moved along with another £100bn of insurance and funds 

management assets. Those entities moving to the UK are small and many of these will not stay 

• On green and sustainable finance, there is the impressive work being done by the Green Finance 

Institute and more generally City UK and indeed UK Finance have served to rally City voices and 

made numerous recommendations, many quite technical 

As noted in the introduction, part of the problem is that the level of understanding of the financial services 

industry, away from the industry itself, is low. Indeed, although in recent years this has improved, certainly 

the regulators shared a low level of technical understanding leading to excessive and unnecessary regulation 

in some areas.  

 

The EU’s attitude so far 

It remains a significant challenge that the treatment of financial services across the EU appears highly political, 

driven more by narrow national economic needs, rather than a pragmatic EU wide blueprint. 

It was one of the surprises of leaving the EU that financial services has been subjected to a ‘smash and grab’ 

strategy adopted with little underlying plan. The nations of the EU grabbed what they could resulting in a 

fragmented and scattered industry with no overall vision - a multipolar world scattered across several 

European cities. Moreover, against the backdrop of a globalised industry and lightning fast communications, 

the EU has taken an increasingly geographic location based approach to how it views financial services. This 

may well offer the UK industry opportunities we might not otherwise have had. 

The lack of overall EU strategy of course weakens Europe, the UK included – stripping activities from 

London may well now favour the rising centres in Asia and the powerful US hubs. Indeed, that the US 

should be granted equivalence for derivatives clearing, but not London, is bizarre. We now learn that the 

EU is gearing up for a campaign to seize greater control over the €81tn worth of derivatives contracts 

clearing that are handled in London, regardless of the cost or disruption. 
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The recent Memorandum of Understanding signed with the EU is little more than a commitment to keep 

talking, important though that is. Today, there remains an unhelpful stand-off between the UK industry and 

the EU. We really do need to improve relations and get back to a pragmatic, calm assessment of mutual 

interests, including better cooperation in an industry which Europe needs. 

 

What do we do? 

First, we all recognise that we cannot turn back the clock. This applies to leaving the EU and also to the 

levels of regulation. It is clear that few in the City want a ‘bonfire of regulation’. Each time regulations change 

it comes at a huge cost to industry. Financial services have already suffered enough cost and with more to 

come in the pipeline from yet further reporting and risk mapping (climate risk, operational risks etc.). 

The UK tendency to gold-plate and over-regulate is a fact meaning that the cost of being regulated in the 

UK is high. It is vital to ensure that the UK will be a cost-effective place to do business in future. 

Some simplification and pragmatic adaptation of the regulatory rules could help. There has been a strong 

one-size-fits-all approach to regulation in the past, something which has been unhelpful for smaller or more 

specialist financial players, including start-ups. Furthermore, we must recognise that much of the financial 

services regulation is home grown or set at global level and not imported from the EU, contrary to a lot 

of comments from some corners.  

For example, contentious MIFID rules were a result of a huge amount of UK input and the ring-fencing of 

UK banking assets from investment banking was a UK adoption, which was considered but rejected by the 

rest of the EU as expensive and inappropriate. Ring-fencing is now being reviewed, but it is far from clear 

that there is any political appetite to make significant changes, whatever the merits. Watch this space. 

Most crucially and above all else, financial services and business in general needs a period of predictability 

and stability after the huge disruptions of recent years. This might be the main recommendation to be 

made at this point. 

 

The Key Areas of Focus 

It is no simple matter to suggest areas where financial services can be made more competitive at such an 

unpredictable time. There is no magic wand.  Nevertheless, here are seven areas of thought to stoke 

debate: 

1. We need champions in Parliament and across wider society to help work with financial services 

and prioritise its needs. 
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In this respect, one of Lord Hill’s recommendations is particularly pertinent- calling for the 

presentation of an annual report by the Chancellor to Parliament on the ‘State of the City’ 

as a way of pushing a financial services agenda up the list of priorities. 

 

2. Regulation - as noted before, a period of stability and pragmatic simplification, not yet more 

reporting and even higher capital charges.  

 

Here we might refer to another of Lord Hill’s recommendations – that Treasury should consider 

whether the Financial Conduct Authority (FCA) should be charged with the duty of taking expressly 

into account the UK’s overall attractiveness as a place to do business, an objective that appears to 

have been somewhat lost in recent years. 

 

3. Employment in financial services- it has to be easy to draw talent from the EU from where the 

City had recruited large numbers of experts. We must have an open and flexible system and 

maintain an open door. 

The Kalifa report makes an important point – ‘Firms must navigate the immigration system for 

European Union talent for the first time – whilst rival jurisdictions are rolling out aggressive 

attempts to lure talent’. 

Experts point out that UK companies who want to hire from outside the EU are in no better 

position than before Brexit, but hiring EU workers now entails costs and administration that were 

not there before. This needs to be addressed. 

 

4. Notwithstanding the challenges, we must find ways of building an open and constructive 

relationship with the EU, rebuilding trust. We need a pragmatic assessment of mutual interests 

between the EU and UK in financial services. 

 

5. Although two thirds of financial services jobs are outside of London, the London hub is important. 

The levelling up agenda should not compromise the City or legitimate investment in London with 

its huge 8 million population and extraordinary pool of talent. 

 

6. There are changes underway in financial services that point to the future - certainly on digital 

currency, green finance, and fintech developments- where London is already showing leadership. 

These areas will not compensate for Brexit losses but we must make the UK a competitive and 

attractive place to site operations and remain competitive 

 

7. We do need to strengthen links with China, Japan and other Asian hubs- the fast-growing Asian 

economies will offer significant opportunities, but there will be huge competition from all quarters. 

We will need to carefully manage important relationships with those economies. 

 

Financial Services remains a vital industry to the UK. It needs to be better understood by our leaders, 

recognising that the industry needs to redouble its efforts to help that process of understanding. The CEF’s 

City Chapter will contribute to this important work. 
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Note on the Author 

Tim Skeet has spent four decades working in financial services in the City as a career bankers and debt capital 

markets specialist. He has dealt with regulators across the UK, EU and US, dealing with a wide variety of 

international clients, many of them financial institutions themselves. 

I write also as a member of the executive committee of the Conservative European Forum, and Vice Chairman 

and organiser of the CEF ‘City Chapter’, which is now being set up. 

 


	The City & UK Financial Services

