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W hen Britain left the European Union, the City lost its position as Europe’s
de facto 8nancial capital. Lingering hopes that some way of retaining this
status might be found faded fast in the acrimony that followed.

The Brexit deal proposed by Theresa May and Philip Hammond would have salvaged
something for the City, but it was not to be. What was the point of Brexit, many asked,
if saving the City meant continued subjugation to Brussels – a rule taker but with no
say in how the rules are designed? Their plan was duly shot down.

Financial services were almost entirely excluded from the plain vanilla trade
agreement eventually struck; in all but clearing, the Treasury has struggled to secure
the “equivalence” status that would allow UK based institutions to continue servicing
European clients through their London oPces.

Yet here’s the interesting thing: so far, this loss of primacy within the EU does not
seem to have materially damaged the City as an oSshore 8nancial centre. According to
the last EY Financial Services Brexit Tracker, only 7,600 City jobs have relocated to
Europe since Britain voted to leave.

This is obviously still a large number, but it is far less than some of the more alarmist
predictions kicking around at the time of the referendum, and in the context of an
industry that employs more than a million people, it is insigni8cant. What’s more, that
loss has been more than made up for by the sector’s continued growth elsewhere.

This is not to argue that there have been few, if any, negative consequences. Nearly a
quarter of the 8rms surveyed for the EY tracker reported a negative 8nancial impact
from Brexit. It is moreover estimated that more than £1.3 trillion of assets have been
shifted out of the UK into EU member states, while trading in European equities has
almost entirely migrated from London to Amsterdam.

Even so, leaving the EU is turning out to be not nearly as impactful as feared, partially
vindicating the gamble Boris Johnson took with his “hard” and uncompromising form
of Brexit. We don’t need to worry about the City, he argued; 8nance can look after
itself, and to date he’s been proved largely correct. The roof has not fallen in.

These are, of course, still early days, and most of those forecasts of devastating job
losses and erosion in business were long term in nature. Over time, they might still be
correct. For now, however, the City trundles on regardless.

Few 8nanciers have gone through with their threat to move wholesale to the
Continent. Most of the big multinationals have found workarounds that allow them to
continue oSering services to European clients, albeit through separately capitalised
enterprises on the Continent.

What matters, it is often said, is less where the trade is booked as where the trader
lives, works and pays his taxes.

For true believers, however, Brexit was about much more than damage limitation. It is
not enough that warnings of dire consequences have been proved largely unfounded.

There is also meant to be a positive bene8t in regulatory divergence to a regime that is
more speci8cally tailored to the needs and growth of the 8nancial services industry.
Excluding 8nance from the trade deal can therefore be seen not as an impediment,
but an opportunity to escape the supposed straitjacket of European regulation.

Last week, the Treasury published proposals on what that new regime might look like.
Many saw them as a disappointment. What’s certainly true is that no big bang is being
proposed; divergence from Europe, it seems, will be incremental and slow. Regulation
is more likely to hug the European model than to deviate substantially from it.

The paper none the less established two important points of principle. One is that
regulators are to be given a statutory obligation to promote the international
competitiveness and growth of 8nance.

Admittedly, this is to be a secondary purpose to the overriding priority of 8nancial
stability and consumer protection. Even so, it’s potentially quite a departure from the
tendency in regulation to obstruct rather than within reason allow the market to
evolve as it thinks best.

The other is to give UK regulators far more discretion in the way law is interpreted
and applied. This ought to allow for nimbler regulation more suited to ensuring
international competitiveness.

But please don’t call all this a reversion to “light touch” regulation, the construct many
people blame for the excesses that led up to the 8nancial crisis. The term became a
buzz phrase under New Labour, which saw the City as a giant milch cow for the tax
revenues needed to 8nance its social programmes.

“Light touch regulation” was paraded internationally as a positive selling point, as in
“base yourself in London and we promise to let you do what you want”. The tax
pounds duly bowed in, until they didn’t, and all that extra revenue turned out to be
little more than the candyboss of unrestricted credit expansion.
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But if not light touch, then what? The answer seems to be … er … robust, trustworthy
and reliable regulation a bit like Europe and most other advanced economies, only
hopefully a little smarter and more suited to British idiosyncrasies. That’s scarcely
likely to be a game changer. As on much else, we seem to have left the EU only largely
to mirror its ways.

As it happens, and somewhat surprisingly given the standoS over the Northern
Ireland Protocol, there have been signs of give on the European side of late.

The equivalence status granted to clearing was due to expire in the middle of next
year, but last week Brussels announced that it would be extended inde8nitely. This
was not an act of concessionary kindness, however; it was merely an
acknowledgement that forcibly to onshore clearing at such short notice had
potentially dangerous implications for 8nancial stability.

Should the UK Government go through with its threat to trigger Article 16 of the
protocol, then there is highly likely to be retaliatory action.

Financial services will be 8rst in line for punishment. It’s not just clearing where the
EU can act; it might also considerably toughen up the personnel and capital
requirements imposed on subsidiary operations. Many more could be forced to
relocate.

Few industries have had a better pandemic than 8nancial services. The sector has
thereby become more important than ever to the UK as a source of growth and tax
revenue.

Advantages of language, timezone, support services, culture, sanctity of contract and
rule of law have proved themselves rather more important than membership of the
EU. Yet nothing is ever set in stone. Lockdown has also demonstrated that it is
possible for high-earning 8nanciers to operate from almost anywhere without
obvious damage to output.

The City looks as if it will survive Brexit relatively unscathed, but tax it too heavily
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