
BREXIT: WHAT DOES THE 
AGREED DEAL MEAN FOR UK 
FINANCIAL SERVICES SECTOR? 

On 24 December 2020 after years of discussion and 

a final nail-biting fortnight of negotiations the UK 

and EU agreed a Trade and Cooperation 

Agreement. While the agreement secures tariff-

free cross border trade of goods, which will be a 

relief to UK manufacturers, it effectively amounted 

to a no-deal scenario for financial services. 

TO BE DETERMINED

The treaty did not secure access to the EU for British-based 

banks, insurers and other financial firms. The EU will determine 

whether or not to grant equivalence to British firms in the 

coming months. Brussels said in its Christmas Eve statement on 

the agreement that it will grant equivalence rights “when they 

are in the EU’s interest”.

Equivalence is not the salve some proponents would claim. It 

makes for a shaky foundation for businesses to build upon as 

equivalence can be withdrawn by the EU at just 30 days’ 

notice. In July 2019, Switzerland lost equivalent status and EU 

investment firms were no longer allowed to trade on the Swiss 

stock exchange. 

The UK’s position vis-à-vis pursuit of equivalence is currently 

ambiguous. Andrew Bailey, Governor of the Bank of England, 

has told MPs that following EU rules on financial services 

indefinitely would be too high a price to pay for access to the 

single market. “I would strongly recommend that we don’t 

become a rule taker. I think that is a very bad place to end up 

in. If the price of that is no equivalence, then I’m afraid that 

will follow.” Meanwhile, the City minister, John Glen, has said 

that Britain will not seek to engage in regulatory arbitrage and 

does not intend to diverge from the EU’s rules. He stated that 

Britain would not be “seeking to wilfully diverge in every area 

for the sake of short-term presentational gain”.
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In the absence of equivalence it is important to note 

that there is an alternative framework for co-operation 

in place already. On a global level, both the UK and EU 

member states are bound by international standards 

bodies such as the Basel Committee on Banking 

Supervision and the International Organization of 

Securities Commissions (IOSCO). Furthermore UK 

regulators have signed Memoranda of Understanding 

with ESMA and individual EU National Competent 

Authorities (NCAs) which permit certain cross-border 

activities to continue on a country-by-country basis. 

Aside from the matter of equivalence, detailed 

arrangements relating to data sharing and migration remain 

to be agreed which are key to financial services firms. 

POTENTIAL IMMEDIATE IMPACTS

In anticipation of losing access to the EU single market, 

many UK FS firms established independent operations 

on the continent and transferred jobs and assets there. 

Now that the deal has been agreed and the position 

with respect to single market access clarified, we 

anticipate more firms will follow, particularly smaller 

firms who may have waited to see the outcome of the 

negotiations before executing Brexit plans.

The position with respect to the Share Trading 

Obligation (STO) remains as we set out in our December 

webinar – i.e. UK trading venues are now third-country 

trading venues per MiFID and so EU Investment Firms 

cannot trade on UK venues (though the FCA allows UK 

Investment Firms to trade on EU venues). In order to 

mitigate the risk of market disruption and avoid a 

potential conflict of law between the EU and UK 

Derivative Trading Obligations (DTO), the UK made a 

similar concession with respect to DTO at the final 

hour, allowing UK firms to trade derivatives on EU 

venues.1 The EU made no such concession and 

mandates derivatives trading to take place on EU 

authorised venues. It remains to be seen whether the 

lack of equivalence granted to UK venues will lead to 

fragmented liquidity and increased costs in the longer 

term. However on the first trading day of 2021, the FT 

reports that nearly €6bn of EU share dealing shifted 

away from the City to facilities in European capitals.

Note that this is a temporary measure and will be 

revisited by the FCA before 31 March 2021. The FCA 

have said that it expects UK firms to be able to 

demonstrate that they are taking all reasonable steps 

during the first quarter of 2021 to ensure compliance 

with the UK DTO.

LOOKING TO THE FUTURE

The UK will now focus on securing advantageous 

individual trade deals and regulatory cooperation with 

key financial services hubs across the world, looking 

beyond Europe to Singapore and New York. 

While the question of equivalence has yet to be 

resolved, there is clearly appetite within the UK 

government to flex our newfound freedoms. There is an 

outstanding consultation by HMT to explore how the UK 

regulatory framework could be adapted to our new 

position outside the EU. This consultation could result 

in a complete overhaul of the current ‘twin-peaks’ 

approach for financial services regulation. 

In November, the Chancellor announced a review into 

current listing rules with a view to encouraging firms to 

list in London rather than New York. With respect to 

insurance firms, some changes to Solvency II are 

expected in the coming months following HMT’s Call 

for Evidence in October this year. The government has 

said that it wants to make it easier for insurers to 

invest in long-term infrastructure projects. 

This year’s COP26 climate conference will be held in 

Glasgow and presents an opportunity for the UK to 

present itself as a leader in green finance, building on 

Rishi Sunak’s December announcement outlining 

proposals to support sustainable financial flows and the 

issuance of the UK’s first Sovereign Green Bond in 2021.

The UK is positioning itself to benefit from its EU exit 

and thrive outside the single market. Ultimately, there 

is a balance to be struck between deregulation in the 

interest of competitive expansion and maintaining the 

integrity of the markets and our existing consumer 

protection framework. The exact format and success of 

this is yet to be determined.

1  Note that this is a temporary measure and will be revisited by the FCA before 31 March 2021. The FCA have said that it expects UK firms to be able 

to demonstrate that they are taking all reasonable steps during the first quarter of 2021 to ensure compliance with the UK DTO.


