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SUMMARY:
The Future Regulatory Framework (FRF) will determine the shape of the UK finance
sector. It is a chance to ensure the financial system regulators, and therefore the
rules of the finance industry, work for communities across the country. The new
Chancellor and Economic Secretary to the Treasury have the chance to promote the
UK’s sustainable economic growth and stability. However, this would be
undermined by tasking regulators with a risky mandate to pursue “international
competitiveness”, making regulators cheerleaders for the industry rather than
independent watchdogs. To demonstrate post-Brexit global leadership, the
government could instead use the FRF to align regulators with net zero and
financial inclusion goals via statutory objectives. Alongside new measures to ensure
proper scrutiny and accountability, this would make the FRF truly innovative and
robust. To meet with the Finance Innovation Lab to discuss the FRF, contact
tom@financeinnovationlab.org.

FUTURE REGULATORY FRAMEWORK (FRF):
The FRF - to be introduced by an upcoming Financial Services and Markets Bill - will be a
“once-in-a-generation” new model for how financial services regulations are developed
post-Brexit. As the UK has taken power back from the EU to write all its financial services
legislation and regulation, the FRF will devolve greater responsibility to the financial
services regulators (the Financial Conduct Authority and Prudential Regulation Authority)
to make and amend rules in a way that suits the UK’s needs.
The FRF will also update the statutory objectives of the regulators. Statutory objectives
underpin everything regulators do, including the allocation of their resources; the research
they undertake; and the basis upon which decisions are made and by which they are held
to account. We need a new system of rules for our financial sector, and the new
government has a golden opportunity to use post-Brexit freedoms to support the sector to
tackle the biggest challenges that the UK faces, from financial exclusion in our
communities, to the transition to a more sustainable energy system and fighting climate
change.

FINANCIAL INCLUSION:
Too often the market for financial services excludes people from accessing essential
products and services on affordable terms. For example, with the rise of fintech and
“personalised” services, insurance has become harder to access for people in poverty or
facing vulnerable circumstances. Those on low incomes with certain protected
characteristics related to race, sex and age are more likely to be paying extra costs for
essentials such as credit and insurance, even compared with low income households as a
whole. These problems will only become more acute as the cost of living crisis continues
and other essential costs continue to rise faster than incomes.
The regulator should be empowered to tackle issues of financial exclusion when the
market fails to. The government should use the FRF as an opportunity to give the FCA an
objective to promote financial inclusion (recommendation 1). Such an objective would not
just help alleviate some of the effects of the current crisis, it would future-proof the
regulatory architecture to allow the regulators to act proactively in the face of future crises.
The Treasury Select Committee (TSC) argues the FCA should “have regard to” financial
inclusion when dispensing its duties. However, a statutory objective on financial inclusion
would be more ambitious; it would mean inclusion would be considered alongside market
stability, consumer protection, and competition as a core FCA goal.

ECONOMIC STABILITY:
The former Chancellor Rishi Sunak and former Economic Secretary John Glen proposed
using the FRF to give the regulators a statutory objective to promote the “international
competitiveness” of the UK finance sector (i.e. the ability of the City to attract more
business vis-a-vis other financial centres). A focus on competitiveness could put regulators
in a dangerous race to the bottom with other jurisdictions. In 2010, HM Treasury
identified “excessive concern for competitiveness” as a reason for regulatory failure
leading up to the global financial crisis of 2007/08. As Andrew Bailey said in 2019 (then
CEO of the FCA, today Governor of the Bank of England), the regulator “was required to
consider the UK’s competitiveness, and it didn’t end well, for anyone.”
The government should not give the regulators an objective to promote the “international
competitiveness” of the UK finance sector (recommendation 2). Over 50 leading
academics and policy experts have written to the government warning of the dangers of
such an approach. Polling show the public agrees that “competitiveness” fails to represent
their interests and repeats the mistakes of the past.

CLIMATE AND ENERGY:
In the context of rapidly increasing energy prices, it's clear that the UK needs to transition
from its energy model that relies on the import of expensive fossil fuels. Almost all energy
projects, carbon intensive or otherwise, are funded by the finance sector. Accordingly, the
sector has a key role in the transition to clean and reliable energy, which is vital for
climate as well as energy security.
A 2021 report calculated that the UK financial sector is responsible for almost twice as
much emissions globally than the sum total of the UK’s domestic emissions. Voluntary
initiatives such as the Glasgow Finance Alliance for Net Zero demonstrate positive intent
in reducing our reliance on polluting energy and economic activity, but delivering on these
pledges has been patchy. Our finance sector must do more to fund our transition to a
sustainable economic system if we are to make good on the bold commitments made at
COP26 that the UK will lead the world and become the world’s first net zero finance
centre.
To achieve climate and energy ambitions, climate goals need to be embedded throughout
the finance system, including within regulatory architecture. As part of the FRF, the
government should introduce a new statutory objective that obliges regulators to align the
UK’s finance sector with the 1.5 degrees temperature goals of the Paris Agreement
(recommendation 3). Such an objective would empower them to actively advance
innovative climate policies which would complement existing policies, such as the green
taxonomy, climate-related financial disclosure, and mandatory transition plans.
The need for a climate objective is backed by WWF and Aviva, and the Treasury now has a
chance to endorse this world-leading move. By hard-wiring climate into the FRF, the
government can ensure that future crises do not derail the vital long-term goal of ensuring
our finance system abates - rather than contributes to - climate change, and supports our
long-term energy security.

SCRUTINY AND ACCOUNTABILITY:
While the FRF will devolve greater rulemaking power to the regulators and the Treasury, it
has not been designed with measures to significantly increase scrutiny by parliament and
the public. Repatriating powers from the EU without robust new mechanisms for scrutiny
represents a missed opportunity to bring decision-making closer to those impacted. It risks
ingraining a democratic deficit that would exacerbate industry influence on rulemaking.
Financial services are essential to our economy, and it is among the most regulated of all
sectors. Accordingly, it is vital the rules that guide the industry are written with
transparency and integrity. This is recognised by the TSC, which has established a specific
regulation sub-committee as a consequence of the FRF. To complement this TSC
initiative, the government should consider introducing a statutory lobbying register to
enhance transparency, and mandating greater public interest representation on the
regulators statutory panels which are currently dominated by industry (recommendation 4).

