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Not since the onset of the global financial crisis almost ten years ago has the British 

economy experienced such uncertainty. The referendum decision to leave the European 

Union on 23 June caught many by surprise, including the majority of large firms that had 

assumed a victory for the Remain campaign. For the financial sector, still in flux as a 

result of the continued global economic slump and years of regulatory reform, the outlook 

remains unclear. 

 

Over the coming months and years the British government will be engaging in secession 

negotiations with the EU institutions and its fellow member-states. The impact of these on 

the regulatory landscape of the financial sector is far from clear, with different risks 

associated with the various agreements that might yet be struck between the UK and the 

rest of the EU. 

 

This paper explores these risks from a bird’s-eye perspective, examining three possible 

future arrangements governing trade relations across the English Channel and their impact 

on the sector. Whether the UK remains in the single market, strikes a preferential free 

trade deal with the EU, or reverts to baseline WTO rules, there a difficult decisions and 

compromises facing the new British government. 

 

 

The state of play 
 

On 23 June, the British public voted to leave the European Union. This result came at the 

end of three years’ agonising over the question of Europe, beginning in January 2013 with 

David Cameron’s promise to hold an in-out referendum on Britain’s membership if the 

Conservatives won the 2015 general election. Following his election victory, Cameron 

launched an effort to renegotiate the terms of Britain’s membership as a prerequisite for 

his support for the Remain campaign. With the final deal announced in February this year, 

a campaign began that would culminate in one of the EU’s largest and most influential 

member-states voting to depart from the Union. 

 

Under the leadership of a new prime minister, the British government now faces a much 

more comprehensive renegotiation, one that will extricate it from the EU after over four 

decades of membership. The timetable for secession will be dictated by Article 50 of the 

2007 Lisbon Treaty, under which a member-state intending to leave the Union can trigger 

a two-year window in which to arrange the terms of its departure. Since Theresa May took 

office and appointed her ‘Brexit cabinet’ there have been a series of mixed messages 
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emanating from Whitehall as to the government’s preferred future relationship with the 

EU. Most importantly for both firms and regulators, the question of whether Britain will 

seek to remain in the single market (accepting the caveats that come with it, including 

free movement of labour) or attempt to strike an alternative deal remains unanswered, 

with a divide already emerging between ‘soft’ and ‘hard’ Brexiteers. For their part the 

regulators have made it clear that, until any other arrangement is made by the 

government or Parliament, all existing regulation applicable to the financial sector will 

remain in effect.1 

 

Even once the government has made its stance clear, we will only have a real indication of 

the direction of negotiations once the different EU institutions and the 27 other member-

states express their own priorities. In both Cameron’s negotiations and May’s, it is 

generally thought that Britain has two major bargaining chips: the UK’s key role in the 

European security architecture, and its control over the largest financial services hub in 

the single market. Due to the ‘four freedoms’ that underpin the single market (free 

movement of capital, labour, goods and services) UK-based firms enjoy complete tariff-

free access to 30 other economies, with a reciprocal arrangement maintained for firms 

based elsewhere. Furthermore, London’s attractiveness as a destination for financial 

services firms from beyond Europe is at least in part because it is a gateway to the largest 

economic bloc in the world. 

 

This is, however, a game of shifting odds. Whilst other EU countries may wish to retain 

access to the UK financial sector, London’s value may well diminish as the prospect of it 

being locked out the single market looms; before the referendum, several multinational 

firms including Goldman Sachs and JP Morgan publicly backed the Remain campaign, 

suggesting that they could move their operations overseas if Britain voted to leave.2 There 

is also the thorny issue of regulatory alignment. As we will see, British efforts to step 

outside the purview of international regulation are unlikely to be met well by their 

negotiating partners, challenging the UK’s ability to undertake competitive trade on the 

global stage. 

 

 

The current international regulatory system 
 

The notion of ‘free access’ to the EU single market is perhaps misleading, given that this 

arrangement is predicated on a significant degree of regulatory alignment across all 

sectors of the economy. Albeit to a much lesser extent, the same is true of Britain’s trade 

relations with countries worldwide, underpinned as they are by a range of bi- and 

multilateral agreements. It has become something of a tendency on all sides of British 

politics to complain of meddling in the country’s sovereign affairs by various international 

institutions; given such rhetoric, it is easy to forget that the UK has led the way in all the 

major multilateral economic agreements of the last decades, largely to its own benefit. 

 

In the case of financial services, whilst the general trend since the end of the Second 

World War has been towards regulatory convergence, these efforts accelerated in the 

wake of the 2007-8 global financial crisis. Given the unprecedented interconnectedness of 
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national financial sectors, the crisis necessitated, firstly, emergency efforts to stabilise 

the global economy, and, secondly, more considered and enduring reforms to prevent 

these events recurring. As previously, the British government and regulators have been 

key international players in these negotiations, a point reiterated by the chairman of the 

Financial Conduct Authority, John Griffith-Jones, in the aftermath of the Brexit vote.3 

 

The present regulatory environment for UK financial services is, therefore, formed of 

three interlocking layers. Firstly, there are global standards that result from Britain’s 

participation in the highest-level international institutions and convergence processes, 

notably the Bank for International Settlements (BIS), the International Monetary Fund 

(IMF) and the G20 Financial Stability Board (FSB). Secondly, there are European standards 

derived from Britain’s membership of the EU and its role in the supranational legislative 

process and regulatory bodies, collectively known as the European System of Financial 

Supervision (ESFS). Thirdly, there are UK-only standards that emanate from Parliament 

and are enacted by the UK regulators, the Financial Conduct Authority (FCA) and 

Prudential Regulation Authority (PRA). 

 

Each of these layers makes a different contribution to the UK regulatory landscape, but 

we can observe a general rule that binds the system together: the regulations at each 

level must be at least as stringent as the ones at the level above. For example, the Basel 

III agreement on banking regulation reached by BIS members was brought into effect in 

the EU by Capital Requirements Directive IV, the package of legislation partly imposed 

directly across the single market and partly handed to member-states to implement 

themselves (in Britain, the process was overseen by the PRA). In this case, the EU 

institutions could not have imposed less strict regulations than the BIS, and, in turn, 

member-states could not have imposed less strict regulations than the EU institutions. 

This, of course, does not mean that authorities at lower levels are prevented from 

imposing stricter regulations than they are required to. For instance the new set of 

conduct standards for British banks and insurers, the Senior Managers and Certification 

Regime (SMCR), is very much a domestic venture and should be understood in the context 

of UK affairs in recent years, notably taxpayer bank bailouts and the LIBOR rigging 

scandal. 

 

The UK financial sector is enmeshed in an international regulatory environment that is 

both restrictive and enabling – restrictive because it constrains the field of legitimate 

business behaviour for the benefit of society and the wider economy, and enabling 

because it affords UK-based firms access to overseas markets. Even if we bracket the 

specific benefits of certain regulations (in the case of Basel III and CRD IV, strengthening 

banks and their counterparties against capital shocks) these are nonetheless the price of 

Britain’s membership of the global economy. If Britain, or indeed any country, wishes to 

trade internationally, it must accept the terms lain down by the majority of states to 

protect against misconduct and uncertainty. 

 

Of course, alignment between the views of high-level bureaucrats and business leaders 

and democratic opinion is not to be relied upon: domestic politics in general, and 

referenda in particular, have a tendency to upset the most carefully arranged multilateral 

deals. In a world of perfect democratic fluidity, the next steps for Britain would be fairly 
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clear. Following the terms and result of the June referendum, the British government 

should, at the earliest feasible opportunity, secede from the European Union and 

therefore from the EU layer of financial services regulation. Assuming that Britain remains 

party to other multilateral agreements, global regulations will then apply directly the UK 

without the European intermediary, and firms will be able to continue in relative certainty 

about their level of market access, regulatory burden, and so on. With the return of 

market confidence, economic recovery cannot be far away. 

 

In reality, of course, the situation is far more complex. As commentators on both sides of 

the referendum debate were keen to point out, Britain leaving the EU is not the same as 

Britain leaving Europe; the UK must pay great heed to its ongoing trade and diplomatic 

relations with neighbouring countries, as well as considering the conditions attached to 

new ties further afield. It cannot simply be a case of slipping the shepherd’s crook of EU 

regulation and continuing business as usual. In fact, there are three possible trade 

outcomes from the upcoming Brexit negotiations, each of which will leave the UK financial 

sector – and the regulations that govern it – in a very different place. 

 

 

Scenario 1: Remaining in the single market 
 

In economic terms, the most straightforward amendment to Britain’s relations with its 

European neighbours would be to remain part of the single market whilst leaving the EU 

itself. Indeed, there is already a partial misalignment between the EU and the single 

market as the latter extends to the European Economic Area (EEA), encompassing the 28 

EU member-states plus Norway, Iceland and Lichtenstein. Whilst having no formal 

representation in the EU institutions and still contributing to the Union budget, the three 

EEA-only states have full access to the single market on the basis of the four freedoms. Of 

course, this also means that they must accept the lion’s share of EU regulation – including 

in financial services – without a say in the decisions that create those regulations. 

 

If Britain were to switch its membership from the EU proper to the EEA it too would retain 

full access to the single market, with the key alteration that it would lose its present 

involvement in determining the regulations governing that market. With no seats in the 

European Council and Council of the EU, no officials in the European Commission and no 

MEPs in the European Parliament, Britain would be obliged to passively accept all 

regulation sent its way (presumably excepting the existing opt-outs for EEA-only members, 

although the UK already benefits from many of these as the result of ministerial deals 

struck over decades in the Council). 

 

For the UK financial sector, the great benefit of this scenario is that it would cause 

minimal disruption to current business. UK-based firms retain access to the single market 

on the same terms that they previously enjoyed, and so the impetus to relocate operations 

overseas diminishes significantly. From the EU perspective, Britain remains a safe trading 

partner as the international regulatory architecture is kept in place; on everything from 

compensation arrangements to financial crime, standards will stay aligned across the 

English Channel. In keeping with current EEA norms, the British regulators would also hold 
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observer status in the bodies of the ESFS and continue to contribute to regulatory 

developments, albeit in a reduced way. 

 

Even if this makes economic sense to all parties involved, there are two major stumbling 

blocks to achieving this scenario. One is that it would be easily portrayed as a betrayal of 

the spirit of the referendum result. For the majority of voters who backed Leave, the sight 

of the government engineering the post-Brexit settlement to be as close to the status quo 

as possible would be unpalatable, yet more evidence of the establishment stitch-up that 

the Leave campaign painted so effectively before the vote. This would be felt most 

acutely where the price of remaining in the single market becomes clear, especially the 

non-negotiable acceptance of continued free movement of labour – or, conversely, as the 

result of attempts by Chancellor Philip Hammond to prioritise free movement rights for an 

already maligned financial service elite.4 The other stumbling block is the willingness of 

the 27 remaining EU member-states to countenance such a small shift in Britain’s position 

after Westminster has provoked such uncertainty across the Union. Even if this meant 

retaining access to the UK financial sector on current terms, EU leaders may see a higher 

priority in making a negative example out of Britain as a deterrent for other countries 

tempted to exact their demands by following the same route.5 

 

 

Scenario 2: A bespoke free trade agreement 
 

If Britain is not to remain in the single market via the EEA, the next closest economic 

relationship it could hold with its European partners would be a preferential free-trade 

agreement. In Europe, the pre-existing model for this is Switzerland, which is the last 

remaining member of the European Free Trade Association (EFTA) that has not joined 

either the EU or the EEA. As an alternative to single market membership, the Swiss have 

struck more than 120 bilateral free-trade agreements with the EU covering a wide range of 

sectors. On a broader scale, as a newly independent party, Britain could also look to join 

one or both of the major multilateral trade deals currently being arranged with the EU’s 

partners in North America: the Transatlantic Trade and Investment Partnership (TTIP) with 

the United States, and/or the Comprehensive Economic and Trade Agreement (CETA) with 

Canada. 

 

Britain’s capacity to strike its own trade agreements from an independent position of 

strength was one of the leading economic arguments of the Leave campaign and, indeed, 

the country’s financial sector was regarded as its key bargaining chip. The caveat to this is 

that Britain’s negotiating partners have little incentive to expose themselves to the risk of 

UK financial services unless a sufficient degree of regulatory alignment is guaranteed. 

Especially whilst Europe is still feeling the effects of the global and Eurozone financial 

crises, and any new upset has the potential to sabotage the already stalling recovery, the 

EU is unlikely to accept anything less than the current level of protection. This means 

that, if it is not to remain directly party to single market regulation by remaining within 

the EEA, Britain will have to go through the painstaking process of writing equivalents of 

all current and future regulations into domestic law – whilst continuously retaining the 

confidence of its trading partners that these are being enforced to the requisite standard.6 
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In this context, it is interesting to note that the House of Commons Treasury Select 

Committee has already begun a review of the EU Solvency II regime which only came into 

effect in January 2016, stating that Brexit offers “an opportunity for the UK to assume 

greater control of insurance regulation”.7 

 

There is perhaps more potential in Britain joining multilateral trade deals like TTIP and 

CETA, as these provide a more holistic regulatory framework and would not necessitate 

the same degree of constant updating and realignment. Nevertheless, there are two 

problems here. Firstly, however comprehensive these deals are, they cannot result in the 

same level of integration achieved by the decades spent constructing the EU single 

market, meaning that the UK would be resigning itself to some diminished level of access 

compared to today.8 Secondly, if British public opinion in the near future is set to be 

dominated by intolerance of supranational interference, it is hard to imagine worse cases 

of this than TTIP and CETA – both deals are being cut in secrecy by unelected officials, and 

it is widely believed that both will impose irreversible liberalisation of public services and 

labour and environmental protection. If the British public remains resistant to the EU with 

its (albeit incomplete) democratic system, it is hard to imagine they will accept TTIP, 

CETA or similar future deals as an alternative. Indeed, growing opposition to these deals 

on both sides of the Atlantic – including from German and French government ministers9 – 

raises the question of whether they will be completed at all. 

 

There would be some historical precedent for Britain taking the trade agreement route; 

after all, Harold Macmillan’s Conservative administration co-founded EFTA in 1960 at a 

time when it was struggling to overcome French opposition to the UK joining the European 

Economic Community. However, it seems the UK can expect, at best, a lengthy legislative 

workaround in an attempt to retain its current level of single market access and, at worst, 

submission to a multilateral trade deal into which it has minimal input. 

 

 

Scenario 3: Defaulting to the minimal regulatory framework 
 

Britain is mostly likely to find its way to one of the two outcomes detailed above; if the 

decision is taken to leave the single market then the thrust of the country’s international 

trade policy will be to strike as good an agreement as possible with its European partners. 

However, it is nonetheless possible that a deal will fail to materialise within the two years 

of negotiations envisaged in the Lisbon Treaty. If no accord is reached by that point, and 

EU member-states fail to vote unanimously to extend the deadline, then the trading 

relationship between the two counterparties will revert to the baseline conditions of the 

World Trade Organisation (WTO), which constrain the behaviour of market economies in 

their dealings with one another. 

 

This eventuality, it should be noted, was largely absent from the debate during the 

referendum campaign. As we have seen, one of the key economic arguments of the Leave 

campaign was that, once Britain was outside the EU, it would be free to strike preferential 

free-trade agreements with counterparties of its own choosing whilst protecting those 

national industries deemed to be threatened by EU competition law. Whilst this might be a 
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laudable vision of democratic sovereignty, it remains unclear how the UK is to exploit this 

new autonomy whilst also honouring existing international commitments governing its 

trade relations. Whether as a result of formal regulation or informal economic 

policymaking, these commitments still limit the room for unilateral manoeuvre by a lone 

state. 

 

Of course, financial services are not steelworks or agriculture – this is not a sector that is 

deemed to have been exposed and eroded by free trade, with all the social and political 

consequences that come with international competition. If anything, the opposite is the 

case. The UK financial sector has been a huge beneficiary of free trade, and its dynamism 

and contribution to the British economy have waxed as those of more traditional industries 

have waned. Whilst this financialisation has clearly not been without its negative 

consequences for Britain, it is hard to argue that financial services have not made a major 

contribution to the country’s overall economic prosperity – and tax base – in recent 

decades. 

 

Furthermore, it is precisely the sector’s role in the European and global economy that 

ostensibly makes it such a valuable bargaining chip in the Brexit negotiations, and yet its 

value could prove dangerously illusory. As we saw in the last section, insofar as they are in 

the majority, there is no incentive for other states to expose themselves to a financial 

sector that does not abide by their own protective regulations. Analogously, there is very 

little incentive for firms to continue headquartering their operations in a state that 

intends to cut itself out of the single market. At the outset of September’s G20 summit, 

Japan became the first major economy to warn that its businesses (including financial 

services firms) will likely relocate their European headquarters to the continent if Britain’s 

single market access sufficiently diminishes, and it seems likely that others will follow in 

making such cautionary signals.10 

 

If there is no deal reached with the EU, or no deal that makes sufficient provision for 

financial services, then the value of Britain as a destination for multinational firms will be 

seriously diminished. Moreover, we should not underestimate efforts on the part of other 

EU member-states (especially Germany and France) to attract these firms themselves; 

after all, there are significant tax and investment benefits to be won if other European 

countries are less concerned than previously with keeping the UK government onside. 

Britain, then, is caught in something of a bind between its diplomatic and commercial 

imperatives. If it deregulates in an effort to boost competitiveness and remain an 

attractive destination for firms then its trading partners will likely cut it off, provoking 

capital flight to mainland Europe. If (in a less likely scenario) it overregulates in an effort 

to keep in step with the EU, firms will likely seek the laxer environment and larger market 

across the Channel. 

 

 

Conclusion 
 

Theresa May’s government faces some very difficult decisions, caught between honouring 

the referendum result and ensuring Britain’s future stake in the global economy. There are 
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three possible post-Brexit scenarios ahead, in which the UK either remains in the single 

market, strikes a preferential free trade agreement with the EU, or ‘goes it alone’ and 

reverts to baseline WTO trading conditions. Whilst there are different probabilities 

attached to each of these outcomes, none can yet be ruled out as a possibility. 

 

As a result, the UK financial sector could be entering another profoundly uncertain period. 

A clear commitment from the British government (and reciprocated by its continental 

counterparts) that the country will remain in the single market would do a great deal to 

assuage this uncertainty. In the absence of such a commitment, multinational firms will be 

under increasing market pressure to consider other options, including relocating to other 

European cities to retain their existing business opportunities across the EEA. For 

legislators and regulators, this could also mean trying to find a way of assuring Britain’s 

trading partners that they will not be exposing themselves to undue risk by continuing to 

do business outside the protective umbrella of the ESFS. 

 

All stakeholders will be watching closely for indications of what the post-Brexit settlement 

might look like. Until then, all options are still on the table. 

 

 
The Jetram Partnership is a specialist UK financial services consultancy focussing on risk, 

governance and regulation. It also produces occasional commentary on the role of finance 

in the economy and wider society. If you wish to further discuss the issues raised in this 

paper, please get in touch with the authors at james.bartholomeusz@jetram.co.uk or 

michael.bartholomeusz@jetram.co.uk. 
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