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Differentiated de-Europeanisation: UK policy-making
in finance after Brexit
Scott James a and Lucia Quaglia b

aDepartment of Political Economy, King’s College London, London, UK; bDepartment of
Political Sciences, University of Bologna, Bologna, Italy

ABSTRACT
This paper examines the impact of Brexit on UK financial services policy,
explaining recent reforms to the domestic financial regulatory framework and
assessing the prospects for future divergence from EU rules. Deploying the
lens of de-Europeanisation, we show that the failure to include financial
services in the final UK-EU Trade and Cooperation Agreement necessitated
major institutional changes. By contrast, there has been very limited change
to date with respect to policy, while the government’s ambitions for a ‘Big
Bang 2.0’ package of regulatory reforms have been significantly scaled back.
Drawing on insights from the political economy of finance, we argue that this
process has been shaped by contested adaptational pressures mediated by
three key variables: business unity, financial stability, and administrative
capacity. The result is an emerging pattern of differentiated de-
Europeanisation in financial services, ranging from intentional regulatory
divergence to active alignment with EU rules.
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Introduction

The United Kingdom’s (UK) withdrawal from the European Union (EU) in
January 2020 has profound implications for financial services given
London’s position as a leading international financial centre. A handful of
works have examined the Brexit negotiations with reference to the
financial sector, highlighting the ‘battle for finance’ between London and
other important financial centres, such as Frankfurt and Paris (Howarth and
Quaglia, 2018; Lavery et al., 2019), explaining the financial industry’s role in
shaping the UK government’s position during the Brexit negotiations
(James & Quaglia, 2019, 2020; Kalaitzake, 2021; Thompson, 2017a, 2017b),
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and examining how the sector has adapted since the UK’s withdrawal (Don-
nelly, 2022; Fraccaroli et al., 2023; Kalaitzake, 2022). However, we know less
about how UK policy making in finance has evolved since Brexit.

The paper addresses this gap by analyzing the impact of Brexit on UK
financial regulation, and the wider domestic financial regulatory framework.
Our analytical framework is rooted in scholarship on Europeanisation (Börzel
& Risse, 2003 ; Featherstone and Radaelli, 2003; Graziano & Vink, 2006) and,
more recently, de-Europeanisation (Burns et al., 2019; Copeland, 2016;
Gravey & Jordan, 2016; Wolff & Piquet, 2022) and differentiated dis-inte-
gration (Leruth et al., 2019; Schimmelfennig, 2018). Specifically, we consider
the importance of key causal mechanisms – namely, institutional and
policy misfit, adaptational pressure, and the mobilization of domestic
actors – as explanations of domestic change. We also integrate insights
from the political economy of finance to understand the critical role of
financial industry divisions, financial stability concerns and administrative
capacity constraints in shaping post-Brexit arrangements in finance.

We argue that the failure to include financial services in the 2020 UK-EU
Trade and Cooperation Agreement (TCA) necessitated important changes
concerning the institutional framework for UK financial services policy. This
entailed the repatriation of financial regulatory competences from Brussels
to London, the delegation of substantial new rulemaking powers to regulat-
ory agencies, and proposals to strengthen regulators’ accountability to
elected officials in government and Parliament. By contrast, there has been
very limited change to date with respect to policy, while the government’s
ambitions for a ‘Big Bang 2.0’ package of regulatory reforms have been sig-
nificantly scaled back. We argue that this process has been shaped by con-
tested adaptational pressures mediated by three key variables: business
unity, financial stability and administrative capacity. The result is an emerging
pattern of differentiated de-Europeanisation in financial services, ranging from
intentional regulatory divergence to active alignment with EU rules.

In addition to making an important empirical contribution to mapping the
evolution of post-Brexit financial regulation, the paper makes a significant
theoretical contribution to de-Europeanisation scholarship. First, we integrate
insights from the political economy of finance to unpack the key mediating
variables that shape the nature and pace of domestic change in this critical
economic sector. Second, we provide a more fine-grained analysis of the
variability of possible regulatory outcomes from de-Europeanisation in this
dynamic field. The paper also contributes to several themes that inform
this special issue, including the de-Europeanisation of policy, shifting
modes of governance following Brexit, and prospects for regulatory diver-
gence from EU rules.

The paper is organized as follows. The following section reviews the litera-
ture on Europeanisation and de-Europeanisation, before outlining how
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insights from the political economy of finance help to unpack the dynamics of
policy change and continuity following the UK’s withdrawal. The next section
reviews the evolution of UK financial services policy before the 2016 referen-
dum, and maps the mobilization of key domestic actors and their preferences
around Brexit. The paper then assesses the outcome of the Brexit nego-
tiations and the reforms to the UK’s financial regulatory framework, while
the penultimate section unpacks the emerging pattern of differentiated de-
Europeanisation embedded in the government’s proposed ‘Edinburgh
Reforms’. The conclusion reflects on our theoretical contribution to de-Eur-
opeanisation scholarship.

State of the art and theoretical framework

There is a vast scholarship on Europeanisation (Borzel & Risse, 2003; Feather-
stone and Radaelli, 2003; Graziano & Vink, 2006) concerning how European
integration transforms domestic-level institutions and policies (Knill & Lehm-
kuhl, 2002). Domestic change under Europeanisation is commonly attributed
to the level of compatibility or ‘goodness of fit’ between EU policies and
their domestic equivalents (Borzel & Risse, 2003). The degree of ‘fit’ or ‘misfit’
between the two generates ‘adaptational pressures’ for domestic change:
the ‘better’ the ‘fit’, the less change will occur. Borzel & Risse (2003) developed
this into a ‘three step’model of Europeanisation: while misfit gives rise to adap-
tational pressures (steps one and two), the nature and likelihood of domestic
change is determined by key mediating factors (step three). These factors
relate to the differential mobilization and empowerment of domestic actors,
conditioned by structural factors like the existence of veto points (which can
inhibit agreement) and formal institutions (which can facilitate adaptation by
providing material or ideational resources) (Borzel & Risse, 2003, pp. 63–64).

Work on de-Europeanisation has expanded rapidly in recent years (Gravey
& Jordan, 2016) and is equated to a ‘progressive detachment… from the pol-
itical, administrative and normative influence’ of the EU (Tomini & Gürkan,
2021, p. 286). De-Europeanisation relates more broadly to processes of disin-
tegration (Gänzle et al., 2019) or differentiated dis-integration (Leruth et al.,
2019; Schimmelfennig, 2018), as evident in national opposition to further del-
egation of competences to the EU level (Copeland, 2016), resistance to imple-
menting EU legislation (Raagmaa et al., 2014), and the ‘dismantling,
diminution or removal’ of EU policies (Jordan et al., 2013, p. 795). Numerous
scholars point to the UK’s withdrawal from the EU as evidence of the desire to
‘roll back’ EU policy (Copeland, 2016). But more recent studies of Brexit
suggest that UK policy change may also result from ‘disengagement’ – equat-
ing to failed or passive de-Europeanisation – rather than a deliberate act of
dismantling (Burns et al., 2019, p. 273), and could even lead to ‘re-engage-
ment’ by the UK as a third country (Wolff & Piquet, 2022).
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Unpacking de-Europeanisation

Our contribution to this scholarship is to unpack more systematically the
process of de-Europeanisation. Using the goodness of fit model as our theor-
etical starting point, we posit that de-Europeanisation starts from a position
of ‘perfect fit’ (i.e., membership), but then leads to adaptational pressures for
divergence (rather than convergence) with the explicit intention of generat-
ing greater misfit. In other words, misfit no longer serves as the necessary
condition for change, but instead becomes the dependent variable we
seek to explain. This has two important implications. First, it means that
the politics of de-Europeanisation operates according to a different temporal
dynamic: political arguments are not about misfit or adaptational pressures in
the present, but, more likely, at some hypothetical future point. Second, by
shifting misfit into the future, the adaptational costs involved become less
immediate, more uncertain, and thus subject to greater contestation.

Like the goodness of fit model, we recognize the importance of domestic
actors as critical mediating variables in explaining the nature and likelihood
of domestic change arising from de-Europeanisation (see Figure 1). We empha-
sise the mobilization and balance of power between key domestic groups –
elected officials, financial regulators, and the financial industry – with distinct
preferences about post-Brexit arrangements. Given heightened uncertainty
over the future, they play a critical role in shaping collective understandings
about the adaptational costs of policy change (Dyson & Goetz, 2004, p. 16).
Moreover, we expect these domestic actors to compete to shape the post-
Brexit agenda by generating and manipulating adaptational pressures to
serve their own political, bureaucratic or economic interests (Schmidt & Radaelli,
2004, p. 187). Drawing on insights from the political economy of finance, we
highlight three key factors in shaping the dynamics of de-Europeanisation.

First, we emphasise the importance of business unity. The degree to which
organized economic interests are unified is a critical factor in lobbying
success because it allows scarce resources to be pooled and signals the
strength of support for a policy to external audiences (Beyers & Braun,
2014; Hula, 1999). The financial sector wields a formidable capacity for

Figure 1. Differentiated de-Europeanisation.
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collective action (Bell & Hindmoor, 2015) through centralized associations
(Chalmers, 2020) and is uniquely placed to leverage support from the
wider business community (Pagliari & Young, 2014, p. 584). Conversely,
where business is internally divided and less capable of engaging in coordi-
nated lobbying, its collective influence will be significantly diminished
(Young & Pagliari, 2017). Hence, we expect the extent to which the
financial industry is unified or divided in its response to Brexit will be critical
to shaping the government’s reform agenda.

Second, domestic change is shaped by financial stability concerns. These
relate to the systemic implications of cross-border financial activity, which
generate externalities and create opportunities for regulatory arbitrage
(Simmons, 2001; Singer, 2007). Moreover, the size, concentration and inter-
connectedness of large financial institutions risk contagion effects, rendering
them systemically-important and ‘too big to fail’ (Bell & Hindmoor, 2018).
Since the 2008 crisis, financial regulators have sought to address these con-
cerns through new prudential regulations and oversight mechanisms
(Baker, 2013), and the adoption of tougher (non-binding) global standards,
notably in banking (Quaglia & Spendzharova, 2019). Studies show that pru-
dential regulators, predominantly located in central banks, are highly protec-
tive of their powers and reputation for upholding financial stability (Hungin &
James, 2019; McPhilemy & Moschella, 2019), and thus we expect regulators to
resist reforms that threaten to undermine them.

Third, the goodness of fit model stresses the importance of administrative
capacity with respect to the ability of government to implement policy
change (Borzel & Risse, 2003; Schimmelfennig & Sedelmeier, 2004). Broadly
speaking, the Europeanisation literature points to the importance of political
resources (in terms of political leadership and parliamentary time devoted to
legislation) and bureaucratic resources (including financial and human
resources, as well as technical expertise) as critical factors in shaping the
pace and scope of domestic reform (see Goetz, 2001; Knill, 2001; Page,
2003). Similarly, the concept of regulatory capacity is deployed in the political
economy of finance literature as a key determinant of a state’s ability to regu-
late its financial sector efficiently, and to shape international regulatory
debates and the development of global standards (Drezner, 2007; Posner,
2009). As such, we expect capacity constraints to serve as a significant
obstacle to implementing regulatory reform.

We expect adaptational pressures mediated by key variables to produce
patterns of differentiated de-Europeanisation: that is, outcomes characterized
by significant variation in the nature and scope of policy change. Building on
existing scholarship, our framework differentiates between four outcomes
corresponding with distinct modes of de-Europeanisation. Intentional de-Eur-
opeanisation refers to the deliberate dismantling of pre-existing EU rules and
frameworks with the intention of generating divergence (Copeland, 2016, p.
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1126). By contrast, passive de-Europeanisation describes a process of disen-
gagement whereby existing rules and frameworks are not actively dis-
mantled, nor updated or adapted to keep pace with changes at the EU
level – the result of which will be divergence over time (Burns et al., 2019,
p. 273). We use failed de-Europeanisation here to refer to cases of intentional
or passive de-Europeanisation that produce limited or no divergence: for
instance, a situation in which the UK and EU independently adjust their
rules in an identical or similar way such that they remain (unintentionally)
broadly aligned. None simply refers to the absence of de-Europeanisation:
that is, the active and deliberate process of ensuring that UK and EU policies
remain closely aligned, whether explicitly or tacitly.

The paper assesses the explanatory power of the framework against the
empirical record regarding UK financial services policy both pre- and post-
Brexit. The material was gathered through a systematic survey of public docu-
ments and press coverage over the past five years, together with the first-hand
testimonies of twelve practitioners – including financial regulators, industry
stakeholders and elected officials – who were interviewed on an anonymous
basis between 2018 and 2022 (see List of Interviews at the end of the paper).

Finance before Brexit: a Europeanised UK in a changing Europe

The financial and related professional services industry is a critical part of the UK
economy, contributing £194 billion to UK gross value added and generating an
annual trade surplus of £78 billion (HMT, 2021a). London is also ranked as the
world’s leading financial centre, just ahead of New York and significantly ahead
of other EU cities. This global pre-eminence owes a great deal to domestic and
European level processes of financial integration since the 1980s. In particular,
the City of London has historically been well placed to exploit the UK’s access to
the lucrative EU single market, together with further opportunities generated
by the development of the European single currency (Thompson, 2017b).

Financial services regulation is a policy area that has been extensively Eur-
opeanised (Mügge, 2010), particularly since the 2008 global financial crisis
(Mügge, 2014; Quaglia, 2014). As such, competence for financial regulatory
policy making was gradually transferred to the EU level (Posner & Véron,
2010). The result was the development of an extensive body of EU legislation
covering a vast array of financial services (banks, securities, insurance, invest-
ment funds, derivatives, payments), which is incorporated into the domestic
legal framework of member states (HMT, 2021a).

The UK was historically a ‘pace-setter’ in shaping the development of EU
financial regulation (see James & Quaglia, 2020). In large part, this was a
reflection of the substantial ‘market power’ (Drezner, 2007) wielded by the
UK on account of the size and importance of the UK financial sector, and
London as a financial centre, for the whole of Europe (HMT, 2021a). UK
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regulators wielded extensive expertise and ‘regulatory capacity’ on financial
matters, and were active participants in transnational regulatory networks
and global standard-setting fora, like the Bank for International Settlements
and Financial Stability Board. At the EU level, the UK authorities frequently
formed coalitions with like-mindedmember states, notably, Ireland, the Neth-
erlands, and Sweden (Quaglia, 2010), while the UK financial industry wielded
significant influence through powerful transnational alliances and lobbying
associations (Hopkin & Shaw, 2016). Key domestic groups – elected
officials, regulators and industry – often had divergent preferences on the
design, definition or scope of specific financial regulations. Nonetheless, a
critical source of EU and international influence was the broad alignment
of interests around the importance of maintaining the UK’s ‘light touch’
financial regulatory regime, and the importance of ‘market making’ regu-
lation at the EU level to facilitate financial integration (see Quaglia, 2010).

The UK’s influence in shaping post-crisis EU financial regulation was more
mixed. Long-standing tensions between ‘market making’ and ‘market
shaping’ coalitions of member states (Quaglia, 2010) were exacerbated
after 2010, fuelling Franco-German led efforts to adopt more stringent EU
rules, particularly with respect to hedge funds. At home, divisions were
also exposed as elected officials and regulators sought to impose more strin-
gent post-crisis capital rules on UK banks than those agreed at the EU level
(James & Quaglia, 2019, 2020). Tensions were compounded by the further
integration of the Eurozone, and particularly moves towards Banking
Union, which the UK feared would lead to ‘caucusing’ by Eurozone
member states to the detriment of UK financial interests (Thompson,
2017a). This culminated in Prime Minister David Cameron’s renegotiation of
the terms of British entry in early 2016, motivated in large part by a desire
to secure an effective UK veto over all future EU financial legislation (James
et al., 2021). The following section details how the Brexit referendum ulti-
mately exposed the underlying fault lines over finance, not just between
London and Brussels, but also between key domestic groups.

Negotiating Brexit and the UK’s financial regulatory framework

This section maps the preferences and influence of the main domestic groups
before the June 2016 Brexit referendum and the subsequent UK-EU nego-
tiations in the area of financial services; and explains the proposed reforms
to the UK’s financial regulatory framework.

Brexit and the failure of finance

The position of the largest UK financial firms was strongly in favour of contin-
ued EU membership, fearing that UK withdrawal would generate substantial
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political and economic adjustment costs (City UK, 2016a, 2016b; Thompson,
2017a, 2017b). The political costs related to the UK’s loss of influence over
future EU financial regulation, while economic costs would result from dimin-
ished access to the EU single market. In particular, UK firms risked losing lucra-
tive ‘passporting rights’ which enabled them to trade across the EU without
the need for further authorization (CityUK, 2016a, 2016b). UK financial regu-
lators were also firmly opposed to Brexit, and worked closely with the Treas-
ury and financial sector to try to quantify the adaptational costs of Brexit (see
Bank of England, 2015; HMT, 2016).

Following the referendum and the formation of a new government under
Theresa May, the UK swiftly rejected the possibility of maintaining a ‘perfect
fit’ with EU regulation. This reflected adaptational pressures from different
domestic groups, each of which favoured the possibility of future regulatory
divergence for very different reasons. The first group was a significant section
of Conservative MPs that favoured a decisive break from EUmembership. Led
by the European Reform Group, these elected officials pushed Prime Minister
May to prioritize ending freedom of movement in recognition of the concerns
of Leave voters, which in effect ruled out the possibility of continued single
market membership (UK government, 2017; interviews, 10 July 2017; 18
July 2017). Beyond this, however, there was little consensus within govern-
ment – let alone within the wider parliamentary party – about what the
future UK-EU relationship should look like (see James & Quaglia, 2019).

Second, the UK financial sector itself began to show signs of internal div-
isions over how to respond to Brexit (interviews, 14 June 2017; 19 June
2017). Certain parts of the City, notably hedge funds and parts of the
fintech sector, actively supported pro-Brexit groups, such as City for Britain,
and gradually coalesced into a disparate coalition of lobby groups and
think tanks calling for a decisive break with the EU (interview, 16 April
2018). In the absence of wide-ranging regulatory equivalence arrangements
with the EU, for example, pro-Brexit groups called for radical deregulation to
boost the City’s competitiveness and to encourage the sector to reorient
towards global markets (Reynolds, 2016). However, these dissident voices
continued to be marginalized by the largest and best resourced financial
firms and associations (interview, 15 February 2018). These continued to
push for regulatory continuity – either through full membership of the Euro-
pean Economic Area, or a ‘special deal’ for finance that would in effect pre-
serve the UK’s passporting rights (CityUK, 2017).

Third, senior UK financial regulators in the Bank of England became
increasingly sceptical about the possibility of a ‘soft’ Brexit option that, it
was claimed, would leave the UK as a ‘rule taker’ from Brussels (interview,
23 October 2017). Indeed, the Bank Governor, Mark Carney, became increas-
ingly outspoken in his criticism of any attempt to tie the hands of UK regula-
tors. In particular, he argued that the size and global nature of the City of
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London meant that the UK needed sufficient regulatory autonomy to uphold
financial stability – in other words, the freedom to impose tougher rules on
UK banks compared to their EU counterparts (Carney, 2017). Regulators’
unity in the face of government indecision and industry divisions proved
decisive in shifting the UK government’s position towards the imperative of
upholding financial stability.

The politicization of (future) divergence became the key point of conten-
tion between UK and EU negotiators, contributing to the eventual failure to
reach a deal in finance. But this was less to do with the immediate prospect of
regulatory misfit, and more to do with the institutional process through
which this would be managed. Although the UK government rejected the
EEA option, it also opposed relying on existing EU third country equivalence
provisions. Equivalence provisions enable firms located outside the EU to
conduct certain financial activities in the EU, without being subject to EU
regulation and supervision in addition to those of their home country
(Quaglia, 2015). The UK objected that EU equivalence rules provided only
partial coverage for financial services, while EU equivalence assessments
tended to be complex, temporary and highly politicized. Following the
2017 general election, the main UK financial associations developed a com-
promise solution capable of uniting ministers, regulators, and the largest
financial firms (interview, 19 June 2017; James et al., 2021). The result was
the so-called ‘mutual recognition’ model in which UK and EU financial regu-
lation would be recognized as equivalent, thereby guaranteeing mutual
access for financial firms (IRSG, 2017). Moreover, formal institutional arrange-
ments would be put in place so that potential regulatory divergence and dis-
putes could be amicably negotiated and managed.

The priority for EU27 national governments was to preserve and maintain
the integrity of the single market. This meant ruling out any form of ‘special
deal’ for finance to the extent that this would entail granting a third country
the same access to the EU single market as a full member (Ranking, 2017). The
EU’s formal negotiating guidelines adopted in April 2017 explicitly ruled out
‘a sector-by-sector approach’ and that any future framework should ‘respect
its regulatory and supervisory regime and standards’ (European Council,
2017, p. 3). The French and German governments had additional incentives
to deny passporting rights as this would create opportunities to attract lucra-
tive business away from London (Lavery et al., 2019). During the negotiations,
the Commission warned that the prospect of UK financial regulation diver-
ging from EU rules after Brexit would lead to reduced access to the EU
single market (Donnelly, 2022). To bolster its negotiating position, it also pro-
posed strengthening procedures for assigning equivalence for ‘high impact
third countries’ (Howarth and Quaglia, 2018). EU financial regulators –
located in the European Central Bank and European Supervisory Authorities
– were equally resolute that, as a third country, UK financial firms would need
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to comply fully with EU and/or member state rules to continue accessing EU
customers.

Ultimately the UK’s desire for a bespoke deal for financial services failed to
overcome EU objections. This reflected a mistaken belief on the part of UK
negotiators that ‘perfect fit’ at the point of Brexit would be sufficient
grounds for securing maximum EU access in a post-Brexit deal. On the con-
trary, the EU was more concerned about the possibility of future regulatory
divergence with the UK, and was unwilling to countenance being locked
into any arrangement that threatened its own autonomy to determine
financial regulation. Consequently, financial services were largely excluded
from the EU-UK future relationship negotiations that commenced in March
2020.

The UK-EU TCA signed in December 2020 made no specific provisions for
financial services, although it was accompanied by a non-binding Joint
Declaration committing UK and EU regulators to ‘structured regulatory
cooperation on financial services’. A four-page EU-UK Memorandum of
Understanding detailing the broad outlines of the future regulatory relation-
ship for financial services was agreed in March 2021, but this only provided
for non-legally binding cooperation organized around a Joint EU-UK Financial
Regulatory Forum meeting every six months (HM Treasury, 2021e). Crucially,
it did not address the issue of market access, and so UK-based financial firms
would be subject to existing EU third country rules from 1 January 2021. From
the perspective of industry, the outcome was ‘a complete and unmitigated
failure on the part of financial services’ (interview, 22 June 2022).

Reforming the domestic institutional framework

Brexit generated immediate adaptational pressures for domestic change by
necessitating the full transposition of EU legislation into UK law, and the
design of a new financial regulatory framework. The 2018 European Union
Withdrawal Act incorporated all EU-derived domestic legislation (for
example, legislation implementing EU directives) and directly applicable EU
law (for example, regulations) onto the UK statute book, including financial
services (HMT, 2021a). Recognizing that retained EU legislation might need
to be tailored to the UK’s new post-Brexit context, the government launched
a major review of the institutional framework for financial services regulation
and existing financial legislation in June 2019.

The full proposals from the ‘Future Regulatory Framework Review’ were
published in November 2021 (HMT, 2021b). They confirmed that while gov-
ernment and Parliament would set the broad policy framework for financial
services regulation, the Prudential Regulatory Authority (PRA) and the Finan-
cial Conduct Authority (FCA) would be responsible for issuing regulation
using their existing rule-making powers and newly delegated powers. This
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constituted a significant extension of regulators’ rule-making powers,
justified on the grounds that this was necessary to enable regulators to
make rules covering all areas of financial services included in retained EU
law. The government therefore proposed to give regulators the power to
set direct regulatory requirements for firms, requiring the government to
gradually repeal parts of retained EU law so that the regulators would be
able to replace it with regulatory requirements in their own rulebooks.
More controversially, the government also proposed that UK regulators be
given a new secondary objective for growth and competitiveness (HMT,
2021b). In addition, financial regulators would be subject to greater account-
ability through the introduction of a new ‘call-in’ power permitting the gov-
ernment to block or change decisions by regulators in exceptional
circumstances.

The UK financial industry broadly welcomed the outcome of the review,
and strongly endorsed the new growth and competitiveness objective for
regulators. One interviewee noted that this recommendation had been expli-
citly pushed by industry and that they would seek to forge an ‘alliance’ with
the Treasury to defend this ‘win’ as the legislation made its way through Par-
liament (interview, 24 June 2022). Lobbyists’ main concern was that, in their
eyes, the government’s reforms would ‘potentially made UK regulators the
most powerful financial regulators in the world’, a decision that was some-
what cynically attributed to the Treasury’s desire to ‘avoid blame’ for the
next financial crash (interview, 24 June 2022). From the perspective of indus-
try, this necessitated significantly strengthenedmechanisms of accountability
and scrutiny of financial regulators (IRSG, 2021).

To enhance Parliament’s capacity to provide more ‘systematic’ and ‘tech-
nical democratic oversight’ of new regulatory initiatives, City lobby groups
called for a dedicated Treasury Select Committee sub-committee on
financial services regulation (IRSG, 2021) – a recommendation that was even-
tually adopted by Parliament in June 2022. They also welcomed the proposed
power for the Treasury to require regulators to review their rules and
requested clarification on specific triggers by which it might be used. In
May 2022, a combined statement from the largest financial associations
called for specific metrics and criteria to determine if regulators are fulfilling
the new competitiveness objective, and ‘public reporting duties’ which
require ‘dynamic benchmarking’ against other international regulators
(CityUK, 2022).

By contrast, financial regulators welcomed the allocation of additional
powers and sought to resist potential political interference. They were scep-
tical of the new growth and competitiveness mandate but succeeded in
ensuring that, as a secondary objective, regulators would continue to have
sufficient flexibility to prioritize financial stability concerns. The Bank was par-
ticularly critical of the proposed ‘call-in’ power as a threat to its regulatory
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autonomy (Kleinman, 2022). Tellingly, Governor Bailey told the Treasury Com-
mittee in July 2022 that he opposed any changes that threatened the ‘inde-
pendence of regulators’ as this would undermine financial stability (Reuters
2022). When the Financial Services and Markets Bill was published in July
2022, it was notable that the call-in power had been replaced by a weaker
proposal enabling the Treasury to force regulators to review their rules
(Griffiths, 2022). However, concern remained that this ‘rule-review’ power
could be wielded without public or parliamentary disclosure, which still
risked ‘blurring the vital distinction between the regulators and the executive’
(interview, 8 August 2022). In the face of continued opposition from the Bank
of England, however, the proposal was dropped altogether from the Bill in
November 2022.

Differentiated de-Europeanisation: prospects for post-Brexit
divergence

Since the UK’s formal departure from the EU in January 2020, the EU has only
granted regulatory equivalence in a limited number of financial services –
specifically, derivatives trading by UK central clearing counterparties (CCPs)
(James & Quaglia, 2021). This has generated increasing adaptational press-
ures for divergence within the UK. In particular, there have been mounting
calls within government and some sections of the financial industry to
support UK growth and competitiveness through a more substantive and
immediate break with existing EU rules – widely heralded by ministers as a
‘Big Bang 2.0’ for the City of London (Morales, 2021).

In a speech at the Mansion House in July 2021, Chancellor Rishi Sunak
noted that the UK now had ‘the freedom to do things differently and
better, and we intend to use it fully’ and that it was the government’s inten-
tion to ‘sharpen our competitive advantage in financial services… boosting
our competitiveness across both regulation and tax’ (Sunak, 2021). Alongside
the speech, the government published its post-Brexit strategy for financial
services, titled ‘A New Chapter for Financial Services’ (2021a). While vague
on detail, it boasted of signing a new financial services partnership with Sin-
gapore to facilitate regulatory cooperation, established a new US-UK Finan-
cial Regulatory Working Group, set out proposals to strengthen the UK’s
status as a centre for Islamic finance, and aspired to deepen financial services
relationships with China, India and Brazil. Longer term, the government set
out a vision for UK financial services that would be a ‘global fintech hub’, har-
nessing the benefits of cryptoassets and stablecoins, and establishing a task-
force to explore the creation of a UK Central Bank Digital Currency.

In December 2022, the new Chancellor Jeremy Hunt published the long-
awaited package of regulatory reforms, dubbed the ‘Edinburgh Reforms’,
consisting of 31 regulatory proposals designed to take advantage of the
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UK’s post-Brexit ‘freedoms’ (HM Treasury, 2022). Critics were quick to com-
plain that the ‘laundry list’ of measures were modest in scope, highly techni-
cal, and lacked prioritization. Moreover, roughly half of the measures –
including plans to relax the Senior Managers Regime and UK bank ringfen-
cing rules – had little or nothing to do with Brexit (Wright & Bierbaum,
2023). Nonetheless, the Edinburgh Reforms point to an emerging pattern
of differentiated de-Europeanisation, characterized by significant variation
in policy change ranging from intentional divergence to active alignment
(see Figure 2). We cite examples of proposed financial regulatory reforms
for each, albeit with the important caveat that these are potential outcomes
and thus subject to change.

The area with the greatest potential for UK rules to diverge and become
less stringent than EU rules relates to capital markets and non-banking
financial institutions. In particular, the government has proposed to
support wholesale markets by relaxing regulatory requirements as currently
stipulated in the EU’s Markets in Financial Instruments Directive II (Mifid II),
and to undertake ‘targeted and appropriate refinement’ of the 2019 EU Secur-
itisation Regulation (HM Treasury, 2021c). Consultations were also initiated on
tailoring rules covering short selling, payment accounts, investment research,
and tax treatment of fund management. Moreover, there is scope for signifi-
cant UK divergence in those areas that are comparatively lightly regulated –
notably, digital finance. Ministers have repeatedly spoken positively about
the benefits of attracting fintech firms to London, and the Edinburgh
Reforms pledge to introduce new rules to expand the Investment Manager
Exemption for cryptoassets, to implement a new Financial Market Infrastruc-
ture Sandbox, and to consult on a UK retail Central Bank Digital Currency (HM
Treasury, 2022). By contrast, the recent introduction of stringent new EU rules
in the 2022 Markets in Crypto Assets (MiCA) Regulation represents an
example of passive de-Europeanisation whereby the EU departs from
current UK practice.

Figure 2. Potential outcomes of differentiated de-Europeanisation in financial services.
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Importantly, UK divergence may be limited by parallel developments at
the EU level. For example, the government heralded the replacement of
the EU Solvency II Directive for insurance firms, which it described as being
‘overly rigid and rules-based’, claiming that this would unlock substantial
new funds for infrastructure investment (HM Treasury, 2021d). It also
planned to encourage overseas firms to raise capital in London by simplifying
the UK Listings Regime, parts of which were derived from the EU Prospectus
Directive. Yet, in both cases, plus at least another six areas covered by the
Edinburgh Reforms, the EU is currently engaged in reviewing its own frame-
work and has proposed similar reforms (Wright & Bierbaum, 2023). Hence,
while the UK has the intention of diverging from EU rules, the outcome
may be closer to failed de-Europeanisation: that is, limited or no divergence
resulting from the UK and EU independently introducing similar regulatory
changes.

The ability of the UK to secure a Brexit dividend in the area of banking
regulation – notably rules covering bank capital, liquidity and resolution –
is also likely to be tightly constrained. In large part this reflects the systemic
importance attached to this sector by prudential regulators in the Bank of
England and their leading role in developing tough new global standards fol-
lowing the 2008 crisis. In fact, UK regulators have not only committed to
transposing the most recent Basel Committee capital standards in full, but
may also continue ‘goldplating’ these with even higher standards at home
(Noonan, 2022a) – a potential example of UK divergence through greater
stringency. Finally, we postulate that financial activities characterized by
high levels of cross-border interdependency – such as the clearing of euro-
denominated derivatives by London-based central counterparties – are
likely to generate significant pressures for continued regulatory alignment
to underpin the continuation of the current temporary equivalence
arrangements.

In short, the government’s ambition for a ‘Big Bang 2.0’ reform package
has been significantly scaled back, together with the prospect of immediate
regulatory divergence from the EU. We explain this as the consequence of
three key mediating factors in the de-Europeanisation process. The first is
financial stability: specifically, the opposition of financial regulators to regulat-
ory changes that threaten their capacity, discretion and reputation for
upholding financial stability. Senior UK regulators from the Bank of England
and FCA repeatedly stated that long-term growth and competitiveness
would not be achieved by lowering standards (Bailey, 2022). Furthermore,
they appealed to the need to uphold post-crisis global standards in
banking – which they played a leading role in designing – and called for
these to be extended to systemically-important non-banking institutions. Fol-
lowing the publication of the Edinburgh Reforms, for example, the Bank Gov-
ernor warned against the dangers of ‘unlearning’ the lessons of 2008 and
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called for ‘urgent’ international action to address systemic risks in the shadow
banking sector following market turmoil in early 2020 (Noonan, 2022b).

The imperative of upholding financial stability fuelled repeated clashes
with elected officials at home. For example, the Bank of England was report-
edly in a ‘battle’ to resist government pressure for post-Brexit deregulation,
noting that Prime Minister Johnson and Chancellor Sunak had grown increas-
ingly ‘impatient’ with regulators’ resistance to their plans for divergence
(Parker et al., 2022). Similarly, senior industry figures complained that ‘the
slowness and caution [of regulators] are not helping the industry at all.
They are taking a line-by-line approach. The expectation had been that the
UK would take a far more free market approach’ (Parker et al., 2022).
Others claimed that regulators were ‘inherently conservative’ and ‘have an
incentive to over-regulate rather than under regulate’, prioritizing the ‘stab-
ility of the graveyard’ (interview, 4 July 2022). Further evidence comes from
the PRA’s vocal resistance to the government’s plans for relaxing the Solvency
II Directive (Kleinman, 2022). Early in the process, PRA chief executive Sam
Woods intervened personally by expressing scepticism about the need for
reform, insisting that there could not be a ‘free lunch’ for the industry and
that simply loosening regulations would put policyholders at risk (Parker &
Smith, 2022). This triggered a war of words with the government, with
No.10 expressing frustration at the pace of change and Treasury officials
claiming that the PRA was being a ‘dog in a manger’ over the issue.

The second barrier to regulatory divergence is the absence of business
unity. In short, the most globally-oriented financial firms, which tend to be
represented by the largest trade associations, are the most vocal in advocat-
ing continued broad alignment with EU rules. Hence, the City of London Cor-
poration (2022) noted in its response to the framework review that ‘few are
calling for a fundamental change in regulation’ equivalent to the ‘1980s Big
Bang’, but that instead it should be an opportunity to ‘re-regulate, rather
than deregulate’. It stressed the importance of ‘continuity and certainty’ for
the sector, warned against ‘change for the sake of change’, and suggested
that future changes should be ‘clear, consulted on and subject to appropriate
costs and benefit analysis and impact assessment’. Similarly, the main City
lobby group argued that it was vital for UK regulation to remain ‘broadly in
line with the global environment’, and that any decision over divergence
should consider the impact on the UK’s competitiveness and market
access, with particular regard to the UK’s close ties with the EU ‘built over
40 years’ (IRSG, 2022). By contrast, more domestically-focused financial
firms tend to be more supportive of divergence, particularly where this
reduces their domestic regulatory burden. In particular, some parts of the
business community – notably the UK’s SME sector – have become increas-
ingly outspoken in their demands for regulatory change and impatient at
the government’s slow pace of delivery (interview, 24 June 2022). As one
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interviewee quipped, ‘industry can be Janus-faced – they hate regulation
until you want to change it’ (interview, 22 June 2022).

Beyond the EU, the financial industry remains similarly cautious. It accepts
that there is little prospect of improved relations with the EU and that the
prospect of further equivalence determinations is ‘dead in the water’ and a
‘price not worth paying’ (interview, 4 July 2022). Hence, the sector is
broadly supportive of the government’s strategy of acting unilaterally to
strengthen ties with non-EU jurisdictions based on the G20-endorsed defer-
ence model (City of London Corporation, 2022). For example, a recent report
produced by New Financial and the Atlantic Council calls for the UK to
deepen transatlantic ties by potentially pursuing regulatory equivalence
with the US, and to strengthen bilateral cooperation agreements with ‘like-
minded open economies’ such as Switzerland, Canada, Japan, South Korea
and Australia. But industry is ‘nervous’ about the prospect of the government
negotiating full Free Trade Agreements with third countries as this risks
financial services becoming politicized and ‘traded off’ against other econ-
omic interests (interview, 22 June 2022).

The third factor that affects potential regulatory divergence relates to admin-
istrative capacity. There is widespread scepticism that the government will
implement the plethora of existing regulatory reforms, let alone pledge to
deliver a more ambitious post-Brexit agenda. While there has been an abun-
dance of rhetoric from ministers about the need to tailor UK rules and
exploit Brexit opportunities, industry lobbyists complained that there was a
‘massive gap between government rhetoric and regulatory action’ and that it
‘talked a big game but was failing to deliver’ (interview, 24 June 2022).
Another blamed ‘capacity challenges’ within the Treasury for its tendency to
simply ‘cut and paste’ imperfect EU legislation into domestic law and to ‘farm
everything out’ to regulators (interview, 4 July 2022). The impact of doing so
is to slow the pace of reform by further ‘hollowing out’ government capabilities,
resulting in the UK losing any ‘post-Brexit first mover advantage’ (interview, 4
July 2022). Industry also bemoaned the absence of a clear strategy or
‘roadmap’ for post-Brexit financial regulation which was instead filled by a
series of ‘tactical decisions and piecemeal reforms’ for the ‘sake of doing some-
thing’ (interview, 4 July 2022). This was compounded by political uncertainty
regarding the government’s policy agenda following the resignation of Prime
Minister Johnson in July 2022 and the turmoil surrounding the short-lived pre-
miership of Liz Truss in September 2022.

While the new Treasury sub-committee on financial regulation is an
attempt to bolster parliamentary capacity, there remains ‘a massive
concern that Parliament is not adequately resourced to do accountability
and scrutiny’ and risked ‘major legislative gridlock’ (interview, 24 June
2022). UK regulators have also acknowledged the importance of capacity
constraints. In evidence to the House of Lords, Sam Woods argued that the
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PRA would need to ‘staff up’ to meet its ‘bigger rule-making responsibility’
(European Affairs Committee, 2022). Several interviewees noted serious reser-
vations about the FCA’s ongoing lack of capacity stemming from high turn-
over and unfilled posts following the appointment of a new chief
executive, Nikhil Rathi (interview, 22 June 2022). In sum, de-Europeanisation
in the area of financial regulation remains seriously hampered by a capability-
expectations gap largely of the government’s own making.

Conclusions

This article set out to assess and explain the implications of Brexit for UK
policy-making in financial services. We detail the important institutional
changes regarding the UK’s future financial regulatory framework, including
the repatriation of competences to Westminster and the delegation of new
rulemaking powers to regulators. By contrast, there has been very limited
policy change to date, while the government’s ambitions for a ‘Big Bang
2.0’ package of regulatory reforms have been significantly scaled back.
Instead, we identify an emerging pattern of differentiated de-Europeanisation
characterized by significant variation in domestic change, ranging from inten-
tional regulatory divergence to active alignment with EU rules.

The paper contributes to the ongoing theoretical development of de-Eur-
opeanisation in two ways. First, we integrate insights from the political
economy of finance to unpack the key mediating variables that shape the
nature and pace of domestic change in this critical economic sector. The
factors we identify – namely, financial industry divisions, financial stability con-
cerns and administrative capacity constraints – echo many of the intervening
variables identified in the earlier Europeanisation literature (for example, see
Borzel & Risse, 2003; Featherstone and Radaelli, 2003; Graziano & Vink, 2006).
However, applying these concepts to the goodness of fit model ‘in reverse’
also enables us to tease out important differences. In particular, the fact that
de-Europeanisation relates to future ‘misfit’ between the UK and EU means
that the adaptational costs and benefits involved become less immediate,
more uncertain, and thus subject to greater contestation. We argue that this
is a critical factor in empowering key domestic groups with the resources to
shape expectations about the likelihood and desirability of divergence –
namely, financial regulators and industry associations. This has served to
blunt claims from elected officials about prospective Brexit dividends.

Our second contribution is to provide a more fine-grained analysis of the
variability of possible regulatory outcomes from de-Europeanisation in this
dynamic field. In particular, we differentiate between four main modes of
de-Europeanisation which produce significant variation in the likely nature
and scope of policy change. Two of our modes – intentional and passive –
seek to clarify concepts that have been deployed in the existing de-
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Europeanisation literature (for example, Burns et al., 2019; Copeland, 2016),
but which arguably lack definitional precision. We also echo Wolff and
Piquet (2022) in stressing the likelihood of continued engagement and
active alignment in key sectors. But an important innovation wemake is to dis-
tinguish these from ‘failed’ de-Europeanisation – a consequence of unintended
alignment resulting from the parallel but independent adjustment of UK and
EU rules. We argue that this is likely to play a significant role in thwarting UK
efforts to secure post-Brexit competitive advantage through less stringent
regulation in a range of key sectors. Future research could explore how this
process is facilitated by processes of policy learning by UK and EU regulators
acting independently, but nonetheless interacting frequently through global
standard setting bodies and informal regulatory networks.

As the UK passes the third anniversary of its official departure from the EU,
the implications of Brexit for financial services are becoming increasingly
clear. As recent studies detail, Brexit has introduced significant barriers to
cross-border trade in financial services, causing over 400 firms to relocate
business, staff or legal entities to the EU27, including over £900bn in bank
assets (Hamre & Wright, 2021). Moreover, these figures underestimate the
longer-term damage to the UK financial sector as it adjusts to the political
reality of no foreseeable improvement in UK firms’ access to the EU single
market, contributing to a further drip-feed of business and activity out of
London. Successive UK prime ministers since 2016 have looked to financial
services to revive UK growth and competitiveness in response to the political
imperative of addressing the UK’s poor post-Brexit economic performance.
That the ambitions of elected officials have repeatedly been thwarted is
also a recognition that meaningful de-Europeanisation requires more than
an act of political willpower, but instead necessitates the support of powerful
domestic groups and the full capacities of the British state.
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