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executive summary
This report is to coincide with the Institute of International Finance (IIF)’s
annual conference in October, and focuses on how London as a leading
International Financial Centre (IFC), could respond to the challenges of Brexit
and play a role in setting the future direction of the global finance industry.
The UK economy and the City have proved more resilient than expected to the
country’s vote to leave the EU in June 2016. While there is still considerable
uncertainty about what lies ahead, the mood in the City has also changed.
There is now a widely-held view that the City will remain the financial capital
of Europe.
But it is not just about where future business activities will take place in
Western Europe, there are likely to be significant global implications as the
City responds to ensure it remains globally competitive and continues to
adapt, innovate and change. In particular, London’s growing prominence as
an international financial technology (FinTech) hub will shape the future of
global finance and enhance London’s position as an IFC.
It is now a decade since the global financial crisis began in 2007. The financial
sector has gone through many different phases since, but the overriding
focus for many firms throughout this time has been on coping with more
stringent regulations. The aim, naturally, has been to ensure a sounder and
more resilient financial sector – one that services the rest of the economy
in an efficient and cost-competitive way. Throughout the last decade it has
not always seemed that these aims were compatible, but now, as the global
economy enjoys a synchronised pick-up in growth, there is increased optimism.
While the financial industry positions itself for cyclical opportunities, significant
challenges remain. Key amongst those is the impact of technological change.
Technology now rivals regulation as a dominant driving force for change in
the financial sector. The emphasis to date has been on the implications of
innovation and disruption. A forward-looking agenda should focus on the
impact on financial services business models and on the risk agenda. The
emphasis for banking incumbents and regulatory bodies will be on nonfinancial risks, including cyber security, technology risk, data privacy and
digital conduct. To address these requires a reconfiguration of banks’ business
and operating models as well as a more globalised regulatory approach to
digital financial services and the impact of FinTech.
As for the City, further establishing its prominence as a global FinTech hub
and driving excellence in RegTech and digital finance will provide a key
source of competitive advantage. Through building on the existing expertise
and infrastructure in traditional financial services and the already vibrant
FinTech sector, the City can adopt a leadership role in digital financial
services and as a standard setter for the global industry.
This report discusses the future of London’s financial sector: London’s
positioning as a global financial centre after Brexit, the future shape of the
UK-EU relationship, and the implications of London as a symbiotic FinTech
centre on the future of finance.
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London remains the financial capital of Europe
London’s share
in global finance:

There is now general acceptance that London will remain the financial capital
of Europe. But one of the main talking points is whether and where other
financial centres in Europe will be able to take business from London and how
this might change the dynamics of the European financial services industry.
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Current evidence suggests that while some firms might expand operations in
other European centres, or relocate some activities, London might equally find
a growth advantage. Indeed, recruitment in the City has risen this year.1 There
is not yet a single go-to destination where a host of financial services could
‘migrate’ from London after Brexit. The choice of relocation would be productand firm-specific, depending upon where a firm already has European
business centres and where its customers are based across the EU.
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Part of the reason for this is that the list of global financial centres is short:
London, New York and three from the Asian time zones – Singapore, Hong
Kong and, to a lesser extent, Tokyo. In the future, Shanghai could join this list.
In Europe there is not yet a competitor to London on a global scale. There are
instead a host of regional or niche financial centres, such as Zurich, Geneva,
Frankfurt, Paris, Dublin and Luxembourg. It will take time for these to develop
the scale or the combination of skills, knowledge and experience to challenge
London as Europe’s financial capital.
The economic case for the City to still dominate the EU’s banking and capital
markets is strong. London is the world’s largest financial centre in foreign
exchange and derivatives trading, bond issuance and international bank lending.2
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A close race between the Big Four international financial centres
– London, New York, Singapore and Hong Kong
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Existing ties between financial markets in the EU and the UK run deep. Forty
percent of the UK’s surplus in financial services comes from trade with the
EU, and UK banks have made £1.1trn of loans to European companies.3, 4
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London’s traditional competitive advantages could be seen as Brexit-proof:
English Law, language, time zone, lifestyle and a mature ecosystem of
professional services will, of course, endure. It is the infrastructure needed
to support a global financial centre that puts London in a different position
to other cities across Europe. EU policymakers and regulators can clearly
address this over time, so ultimately London must continue to be competitive
in order to grow. It needs to be a place that people want to do business ‘in’
as well as to do business ‘from’.
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created by the financial
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In fact, the City could benefit from leaving the EU. Cutting ties to future
EU regulations – which the UK would not be able to directly influence after
Brexit – could prove an opportunity for the UK to enhance business
incentives to the financial and ancillary sectors. London could set the tone
for other centres to compete – and that will not be a race to deregulate
aggressively, but one of leadership in managing risks, reducing costs and
integrating technology.

Bank of England, November 2016

History shows that the City is nothing but adaptable and flexible. That
said, the City, like all business communities, does not like uncertainty and
those firms doing well under the present set-up are rightly concerned about
change. Hence their desire for the relationship with the EU to remain as
close to the current arrangements as possible.

Competition
between financial
centres in the future will
be through managing
risks, reducing costs
and using technology
to boost service

That leads us to the issue of how that future relationship with the EU will
evolve and shape financial services across the Continent. What will the
impact be on London as an IFC and as Europe’s financial capital?

The global capital market remains a tale of two cities – London and New York
continue to dominate derivatives and foreign exchange trading
Share of Derivatives Trade (%)
100
90

15

25

17

Share of Forex Instrument Trade (%)

24

24

24

23

41

80
70

90

16

18

16

33

32

49

1998

19

17

18

32

35

37

52

49

48

45

2001

2004

2007

2010

19

20

41

37

40

44

2013

2016

80

28

% 50

70

35

60

42

53

44

47

50

% 50

39
56

48
34

22

10

40
30

20

29

60

40
30

100

54

20

32

29

27

2007

2010

2013

20

0

10
0

1995

1998

2001

2004

Source: BIS data, Parker Fitzgerald analysis

2016

1995

USA

UK

Rest of World

3

Post-Brexit challenges for the City
As the Prime Minister highlighted in her Lancaster House speech, the
approach of the UK government is to try to maximise the economic benefits
of Brexit by leaving both the Single Market and the Customs Union. This
has been described as a ‘hard’ Brexit. It could perhaps be described more
accurately as a ‘clean’ Brexit. Leaving the Single Market enables the UK to
set its own laws and migration policy, while leaving the Customs Union gives
the UK the ability to cut its own trade deals and set its own tariff policy.5
However, firms across many sectors – including some financial firms – have
predicated their business model on the existing set-up. This supports the
case for a transition deal to avoid a ‘cliff edge’ scenario and build a bridge to
the new post-Brexit environment.
For the financial sector, many firms use London as a place to service
European wholesale markets. For them, there are three key issues to
address – passporting, euro clearing and the ability to hire EU staff.
Passporting, a key part of the European Single Market membership, enables
UK-authorised businesses to provide financial products and services across
the EU without having to obtain a license from a local regulator.

Timeline of EU
passports introduction:
The first passports were
the Investment Services
Directive (1995, replaced
by MiFID after its third
instalment) and the Capital
Adequacy Directive (1995,
later replaced by Capital
Requirements Directive,
CRD). The nine current
passports are:

1

2

Alternative
Investment Fund
Managers Directive
(AIFMD, 2011)
Markets in Insurance
Mediation Directive
(IMD) (2005, will become
Insurance Distribution
Directive (IDD) in 2018)

The fall-back option for the loss of passporting is equivalence. In the
wholesale markets, there are EU directives enabling firms from outside the
EU to provide services including investment services, central counterparty
clearing, credit ratings and central securities depository across the EU
where the third country has been deemed ‘equivalent’. The equivalence
regime is, however, not comprehensive and lacking coverage of banking
services, such as lending, deposit-taking and retail funds. Equivalence is
also a privilege which can be revoked by the European Commission, though
it now appears more embedded and features in the forthcoming Revised
Markets in Financial Instruments Directive (MiFID II). Whilst experienced
figures in the City have pointed out, prior to passporting, London was
already a global financial centre, the market must still adapt. This is equally
the case when it comes to euro clearing.
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Markets in Financial
Instruments Directive
(MiFID, 2004 – 2014,
became MiFID II)

4

Mortgage Credit
Directive (MCD,
2016)

Euro clearing, the intermediation of derivative contracts denominated in
euros is an area where politically charged debate interplays with economic
rationale. The EU recently proposed giving the European Securities and
Markets Authority (ESMA) the power to assess the systemic risks posed by
overseas clearing houses. Those judged systemic will inevitably include the
London Clearing House which clears €927 billion worth of euro-denominated
contracts daily and occupies nearly 75% of the global euro-clearing market.6
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Capital Requirements
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Payment Services
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Source: UK Parliament, 2016
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Turkey has maintained its ability to sign it’s own free trade agreements (FTAs) whilst being a member of the EU Customs Union, though
this model has contributed to a large deterioration in Turkey’s trade deficit since 1996. It is unlikely to provide an attractive model for the UK.
BBC, What on earth is euro clearing – and why should you care? 13 June 2017
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If the EU chose to, it could rule that European banks move their euro
operations within the EU27. Whether the market would move is hard to say.
Liquidity is a key advantage of London, where multiple currencies are cleared
and where banks can make more effective use of their capital. In any move
to an EU centre, liquidity would be lower and bid-ask spreads subsequently
higher, resulting in a forced fragmentation of the financial industry and
risking a lose-lose scenario for banks and their customers. To truly move
euro clearing from London, the EU would need to get the exchange itself
to move to the Continent. Could that happen? It is possible, but unlikely.
The economic case for the UK and rest of the EU to maintain mutual
market access is strong. It can be formalised with an enhanced equivalence
framework, which guarantees equivalence provision for a fuller spectrum of
financial services than currently offered. A bilateral procedural deal which
provides for commitments to equivalence, notice periods and procedural
certainty around the process should also be in place to mitigate uncertainties
and political whims around the equivalence provision.
Indeed, several non-EU countries such as the US, Singapore and Mexico,
currently have access to key parts of the EU’s financial markets based on
their regulations deemed equivalent to those of the EU. There may also
be an economic case for Europe to reach beyond the region and develop
the enhanced equivalence framework into a single rule-book for financial
services across major IFCs.
Finally, access to European talent after Brexit poses a more profound concern.
Currently, one in eight City employees are migrant workers from other EU
member states. There are currently worrying signs in respect of access to
talent. For example, the introduction of immigration skills levy in April 2017
has tripled the cost of an employer-sponsored general visa. Ultimately, such
developments could undermine the UK’s appeal as a place to work and
reduce the attractiveness of the UK’s higher education sector to global talent.
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Regardless of the challenges discussed here, the City could very well thrive
post-Brexit. In order to do so, financial services must feature prominently in the
UK’s blueprint for growth. Reassuringly, there are some clear signs that it will in
both the Prime Minister’s Article 50 letter and the upcoming paper on financial
services from the government department leading the Brexit negotiations.
The City and the global financial institutions within it will need to play to
their strengths as well as to adapt and change in order to influence and
establish policies for growth, to position as the leading IFC, and to continue
to innovate and serve customers in effective, efficient and profitable ways.

People in the City
are EU workers from
outside the UK
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A FinTech IFC – the new blueprint for London?
Whatever one thinks of Brexit, it should provide an opportunity for the UK
and the EU to reform and reposition themselves to compete in the growing,
global economy. For London – and the other financial centres across Europe
– there should be renewed opportunities. The EU needs to follow in the
footsteps of the US and see its capital markets deepen and widen, lessening
the over-reliance on the banking sector. Capital Markets Union is a need for
the EU, and London still has an important role to play within that.
The City must innovate to truly capitalise on the opportunities ahead. Indeed,
this is already happening and it has ever been thus. In recent years alone,
London has placed itself at the forefront of markets for offshore renminbi,
Islamic finance and green bonds for example. Going forward, the City should
focus on reshaping its financial destiny with a pivot to digital at its core.
London has already established itself as the world’s leading FinTech host, a
critical foundation on which to build a new, digital finance industry. London was
the joint number one FinTech centre (with Singapore) in a 2017 assessment
of 44 cities globally.7 New York came a close third, while Hong Kong was in
sixth position after Silicon Valley and Chicago. London’s position as a FinTech
hub in Europe is unrivalled: 31 out of Europe’s top 50 FinTech businesses
are headquartered in London.8
There already exists a symbiotic relationship between financial and
technology sectors. Indeed, London enjoys the ‘Fin’ of New York, the ‘Tech’
of Silicon Valley and the policymakers of Washington in close proximity. In
2015, there were 71,000 professional software developers based in London
– more than New York, any European city, or even San Francisco.9 This
number is also expected to grow another 22% by 2025.10
Innovative regulators add to the mix and offer a differentiating factor. The
UK regulators’ promotion of FinTech innovation has had a strong influence.
The Financial Conduct Authority (FCA) was the world’s first regulator to
launch a dedicated FinTech programme – the ‘Project Innovate’ – in 2014.
In 2016, the FCA also pioneered the launch of ‘sandbox’, allowing firms to
test innovative products in a live environment while enabling the regulator
to learn about risks and best practices associated with FinTech. Now with
55 firms enrolled, the FCA’s sandbox covers areas of cloud, robo-advice,
RegTech and blockchain.11
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London is the largest
offshore RMB
(renminbi) centre other
than Hong Kong
Chatham House, January 2017

20+
Banks in the UK
currently offer Islamic
finance services

5
Fully Sharia compliant
banks currently
licensed in the UK,
the lead amongst
Western countries
TheCityUK, September 2017

In January 2016,
the City of London
Corporation launched
a ‘Green Finance
Initiative’ to support
London’s bid to become
the premier centre for
the sector
Deloitte, A tale of 44 cities: connecting global FinTech, April 2017
Based on the 2017 FinTech50 list, which consists of 50 most transformative financial services chosen by a panel of industry experts at FinTechCity
London and Partners, London leads the world for tech talent, 29 September 2017
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Other UK bodies have similar initiatives. The Bank of England hosts its own
FinTech programme, while the UK Treasury has accelerated challenger bank
applications. FinTech players represent over half of the banking licenses
granted in the UK since 2015.12 Internationally, the UK regulators have a
broad range of co-operation agreements with regulators of other financial
markets, including China, Singapore, South Korea, Australia, Hong Kong,
Canada and Japan.13 Broadening the global reach of the regulatory framework
developed in the UK makes it easier for firms based here to profit.
London’s FinTech sector continues to attract investor interest after Brexit.
During the first half of 2017, investment into the City’s FinTech sector rose 37%
compared with a year ago, with a majority from outside the UK.14 A number of
tech giants have deepened their commitment to London after Brexit. Google,
for example, confirmed plans to build a new headquarters in London and
create 3,000 jobs in November last year.15 Amazon, Snapchat and a host of
others followed with similar commitments since.16, 17
Of course, with the shift to digital, driven by the rise of FinTech, comes fresh
challenges and opportunities in equal measure. London is well placed to
take advantage of its nascent global leadership position in this space, but will
only do so if its institutions and market participants are able to embrace the
challenges to their business models and the new risk agenda resulting from
the digitalisation of financial services.
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New models, new risks
The rise of a symbiotic relationship between Fin and Tech poses new
competitive dynamics to global incumbents. In order for the City, or any other
jurisdiction, to drive competitive advantage from the digitalisation agenda,
two key challenges must be met – establishing a sustainable digital business
model and then managing new, particularly non-financial, risks.
Rather than the rate-sensitive and fee-based business model of traditional
banks, FinTech players compete on lower cost to serve (up to a 400-basispoint cost advantage over incumbents), refined customer segmentation,
and the provision of ‘over-the-top’ services – services built upon the existing
infrastructure of banking incumbents.18 Payments and asset management are
areas that new entrants have focused on to date, with over three quarters of
FinTech players currently in these segments.19 Wholesale markets are ripe
for FinTech adoption and disruption too, notably around AI-powered trading
and blockchain-enabled clearing and trade finance.
Adoption of technology in the banking industry is also changing the economic
fundamentals of the market, giving rise to a wider gap between many banks’
business aspiration and their operational reality. Incumbent banks’ legacy
systems and infrastructures are often not able to support the range of digital
processes and products now prevalent in the market. Supply chains have
outgrown the reach of banks’ controls and oversight. Regulations in the
banking industry may not encompass the full set of players offering banking
services. All these factors contribute to a changed mechanism through which
risks emerge, intensify and spread, bringing non-financial risks to the fore.

Google has confirmed
plans to build a new
headquarters in London,
seen as a vote of
confidence in Britain’s
prospects after Brexit
November 2016

3000
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Google’s London office,
the landscraper

Destabilising forces brought about by FinTech also calls for a rethink of financial
regulations, as highlighted by recent reports by both the Financial Stability
Board (FSB) and the Basel Committee. Regulations scrutinising data and
technology use could contradict with those promoting competition and market
entry. The tension between General Data Protection Regulation (GDPR)
and the Second Payments Directive (PSD2) in the EU is an example. For
financial institutions, this adds to the alphabet soup of regulations incumbents
need to comply with and creates additional barriers for new entrants.
The symbiotic relationship between financial and technology sectors offers
the City a renewed platform for global competitiveness and growth after
Brexit. However, it also elicits profound changes to the industry economics,
competitive dynamics and the risk agenda of banking. To harness the
FinTech platform properly and safely requires global banks to transform
their business and operating models, while addressing a changed industry
landscape that brings non-financial risks to the fore.
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September 2016
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McKinsey, Cutting through the noise around financial technology, February 2016
McKinsey, Cutting through the noise around financial technology, February 2016

Apple employees that
will move to the new site
from eight offices around
the capital in 2021
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A Parker Fitzgerald view
Brexit will dominate much of the immediate thinking for the City of London.
As we have outlined in this report, three thorny issues for financial services
in the near term are the future of market access between the UK and the
EU, the length and form of any ‘transition deal’ after March 2019, and the
interplay between Brexit negotiations and UK domestic politics.
There are challenges and unknowns but there will be huge opportunities
too. It is in the EU’s and the UK’s interests for the City to remain globally
competitive and Europe’s capital market.
Of most importance is the need for the City, and its market participants,
to position themselves for growth. This should be predicated on the
digitalisation agenda and the rise of FinTech. These will have a profound
impact on the shape of future global finance – in terms of both the
opportunity landscape and the risk agenda.
At Parker Fitzgerald, we help clients understand the strategic impact of
changes in the macroeconomic, regulatory and digital environment on the
risk profile of their firms. This includes assisting clients to identify high-risk
gaps and to transform business model and operational controls frameworks
to address the evolving risk agenda. Through our proprietary offerings of
predictive analytics, cybersecurity capabilities and our relationship with
regulatory authorities and the FinTech community, we enable clients to
address tomorrow’s problems today.
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