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“ There is no doubt that the economic situation we face today is 
characterised by profound uncertainty. Looking into the future has 
rarely been harder.”

	 Christine	Lagarde,	President	of	the	ECB,	13 June	2020
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The darkening economic outlook we identified in our Financial Markets Regulatory 
Outlook 2020 has, for reasons then entirely unforeseen, become a global 
economic crisis. Growth was set to be weak or mildly recessionary; instead 
we have witnessed an extreme economic contraction, with unprecedented 
falls in GDP (Figure 1). Whereas equity markets appeared overvalued at end 
2019, by mid‑March, major equity indices had fallen by as much as a third, 
with subsequent volatility calling into question the sustainability of the partial 
recovery that has since occurred (Figure 2). We anticipated that central banks 
would be considering further monetary easing; whereas we have in fact seen 
an unprecedented level of state and regulatory intervention, with simultaneous 
monetary and fiscal stimulus on an enormous, unprecedented scale.

The COVID‑19 pandemic has thus crystallised and massively exacerbated 
multiple downside economic risks that were already present in the fragile global 
economy, prompting regulators, central banks, and governments worldwide 
to implement exceptional measures to try to mitigate some of the near‑term 
damage.

Despite these actions, the outlook remains uncertain. We are mindful that the 
2008 global financial crisis unfolded over a period of at least 18 months, and 
there may be further financial stresses to come as the scale and implications 
of the COVID‑19 contraction become clearer. In any case, there appears little 

prospect of any respite for profitability in an industry that was already feeling the 
squeeze at the turn of the year, and this is likely to prompt some difficult decisions 
about cost‑cutting, the need for consolidation, and business model reform.

This, then, is the extraordinary context in which we revisit our RO20 with 
an interim update. Yet when reflecting on the themes of the RO20 from this 
mid‑year vantage point, we were struck by how many of our predictions remain 
highly pertinent. Even though the timing of some initiatives may have shifted, 
that of Brexit has not. The UK has ruled out any extension of the transition 
period, and firms and regulators will have to continue to push ahead to meet 
the year‑end deadline.

In what follows, we draw out some of the themes from the first half of the year, 
and look ahead to what COVID‑19 means for financial services regulation.1 
We also make the case for seeing the pandemic as akin to a “stress test” of 
the financial regulatory system built over the last decade; the resilience of the 
current framework, and firms’ responses to the circumstances, will be keenly 
watched by regulators and policy makers and will inevitably influence the shape 
of the regulatory framework in the years to come.

Will it be a case of all change? Or perhaps, plus ça change plus c’est la 
même chose?

Foreword

David	Strachan
Centre for Regulatory Strategy
EMEA

Andrew Bulley 
Centre for Regulatory Strategy
EMEA
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Figure	1.	Annual UK	real	GDP	growth	since	1700 and	BoE	forecasts2
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Figure	2.	Sector performance	in	the	UK	since	31 December	20193
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In this Interim Regulatory Outlook 2020 we revisit some of the themes and predictions from our RO20 and outline our views on some of what remains 
in store for the rest of the year. The document is structured around five main themes that emerged from our review, briefly summarised here, and 
explored in more depth below.

Beyond these five themes, in the closing section we consider what COVID‑19 might mean for the longer‑term future of financial services regulation 
in the context of economic reconstruction and recovery, particularly as regulators reflect on recent lessons and consider whether the regulatory 
framework developed since the last financial crisis has passed its first major test.

Lastly, for those interested in revisiting the individual topics discussed in our RO20, we provide in the annex a brief topic‑by‑topic review.

Introduction

Themes Summary

The shock to financial institutions and markets from COVID‑19 has firmly underscored the importance of many of the 
issues raised in the RO20, with firms under pressure to meet regulatory expectations in a highly stressed environment. 
And, with notable exceptions, major regulatory change projects continue apace.

While still exploring supervisory tools available to respond as necessary, the supervisory focus is shifting from immediate 
crisis responses to firms’ medium‑term financial resilience, including for example recovery and resolution planning, 
capital management and stress testing.

We expect greater supervisory scrutiny of any new operational or control risks arising from the mass shift towards 
patterns of remote working, in relation to which regulatory changes could follow.

With the pandemic having intensified existing customer vulnerabilities, as well as creating new and wide‑ranging forms 
of vulnerability, we observe a pronounced regulatory focus on good customer outcomes. Regulators have gone to 
great lengths to protect vulnerable customers during this period. We expect that firms’ actions in this regard will inform 
supervisors’ overall assessment of their cultures and governance and how they are responding to society’s changing 
values and expectations in areas such as the environment, diversity, fairness, and social inclusion.

The pandemic has placed a premium on digitisation, not only due to social distancing but also as a result of intensified 
cost pressures. However, it is also clear that some of the existing challenges of digitisation (for example in relation to 
financial exclusion) are accentuated by the current environment.

Full steam ahead1

Near-term	supervisory	focus2

Operational	resilience	in	the	new	normal3

Good	customer	outcomes4

Digitisation:	its	necessity	and	its	challenges5
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In spite of some notable delays due to COVID‑19 – 
including the extension of Basel III implementation 
deadlines – most of the regulatory priorities we 
highlighted in our RO20 remain highly relevant. 
In this light, firms should continue allocating 
resources and investment to their regulatory 
change programmes, particularly in several high 
priority areas. In some cases, resources may 
have to be increased in order to make up for 
momentum lost on key projects during the peak 
phase of disruption caused by COVID‑19.

IBOR transition remains high on the priority 
list. While UK regulators have announced some 
modifications to interim milestones, and the 
government has announced new legislative 
measures to deal with “tough legacy” cases, 
the original end‑2021 deadline still stands. 
In the absence of adequate progress, the FPC 
may well deploy additional supervisory tools to 
accelerate the transition, albeit this must surely 
be contingent on the evolution of the pandemic. 
Firms should continue to review and enhance 
existing risk management frameworks, establish 
firm‑wide milestones to stop IBOR offerings, 
identify “tough legacy” cases in line with the 
FCA’s forthcoming statement on the exercise 

of its new/enhanced benchmark powers, and 
develop consumer communications outlining 
key differences between IBOR and replacement 
products. Customer communications will be 
a priority for the rest of this year and next.

Similarly high priority is Brexit. As the end of 
the transition period approaches, and with the 
UK government having confirmed that it will not 
seek to extend it, cliff‑edge risks associated with 
a “no‑deal” have re‑emerged.4 Equivalence is the 
most pressing issue for the second half of 2020, 
and with assessments ongoing,5 firms will now 
accelerate their planning to enable continuity of 
operations and services post‑transition period, 
including in the absence of positive equivalence 
decisions. At the same time as the EU announced 
its intention to grant temporary equivalence 
to UK CCPs, is also noted that it would not be 
adopting some equivalence decisions in the 
short or medium term, including in relation to 
certain provisions of MiFIR.6 The ECB‑SSM and 
PRA will continue to push hard in respect of 
new legal entities and third‑country branches 
established in the EU and UK, including on 
intragroup outsourcing arrangements, banks’ 
booking model controls and policies, data flows, 

governance and staffing of key functions, plans 
to scale up activity on new infrastructure, and 
preparedness for the potential need to novate 
contracts in the event that EU Member States do 
not implement temporary permission regimes. 
EU regulators will also put pressure on firms to 
implement their tailored Day 1 and Day 2 plans to 
the agreed deadlines.

We also expect regulators to continue to focus on 
climate	change	and	sustainability, including 
pressing firms to embed climate risk into their 
governance and risk management frameworks 
and implement TCFD reporting guidelines. 
The ECB has indicated that SSM firms should 
identify material climate and environmental 
risks, and define target road maps for meeting 
its expectations,7 while in the UK firms should 
continue to implement and embed their plans 
submitted to the PRA in 2019, in particular 
addressing the gaps identified by the PRA in its 
recent Dear CEO letter. In the UK, we also expect 
the FCA to finalise its approach to climate‑related 
financial disclosures this year. We expect climate 
stress testing to remain a priority despite the delay 
to the BoE’s BES, with other European regulators 
set to carry out their own exercises.

1. Full	steam	ahead
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Supervisors have acted fast to de‑prioritise 
non‑essential supervisory activities8 and were 
quick to announce a series of measures in 
response to the pandemic, including to stress 
that capital and liquidity buffers – which on 
average stood at high levels heading into the 
crisis (Figures 3 & 4) – were there to be used, 
while signalling their willingness to exercise 
further forbearance if necessary. Some banking 
supervisors have gone further, with US and 
Swiss authorities allowing banks to exclude 
sovereign bond exposures from their leverage 
ratios. For insurers, EIOPA could still declare an 
“exceptional adverse situation”, which would 
extend the maximum time insurers have to 
restore SCR compliance. Notwithstanding these 
clear statements, we expect banks to remain 
cautious about using their buffers, out of concern 
about the market reaction. The EBA, ECB and 
EIOPA have also all clarified that they expect firms 
to suspend dividend payouts and share buy 
backs in light of COVID‑19. A recent proposal from 
the ESRB recommends extending the suspension 
of distributions until the end of 2020.

Supervisors and regulators stand ready to respond 
with additional interventions as necessary as they 

continue to monitor firms’ immediate financial 
resilience, including for example the performance of 
government‑backed loans. However, their focus will 
increasingly be on the medium term to ensure that 
firms are taking appropriate steps to secure their 
financial	resilience for a potentially prolonged 
period of rising credit losses and muted economic 
activity, and to secure their eventual recovery.

Other areas of near‑term supervisory focus 
are fund liquidity for the asset management 
sector and, for banks, the provisioning of 
expected credit losses under IFRS9. Through 
careful “gating” of certain less liquid funds, 
with regulatory support, no significant 
fund liquidity problems have materialised 
thus far. Nevertheless, the prudential and 
investor fairness aspects of fund liquidity 
management were on the supervisory radar 
before recent events and will remain so in 
current circumstances. Asset managers should 
revisit and update their liquidity plans, and 
clearly communicate redemption windows to 
customers. For banks, supervisors will continue 
to work with industry to try to neutralise the 
pro‑cyclicality of IFRS9 brought about by the 
exceptional economic circumstances.

In response to the above, firms should produce 
a broad range of different stress scenarios to 
test their ongoing financial resilience given the 
rapidly changing circumstances, identify the 
appropriate management actions and update 
their capital management plans accordingly, 
while also taking into account the possibility 
of further government and/or supervisory 
intervention. Internal planning and risk 
management processes, informed by regular 
and robust stress tests in light of the ongoing 
events, will need to be updated more regularly, 
taking into consideration lessons learnt so far 
and the range of potential outcomes.

“ For banks, supervisors 
will continue to work with 
industry to neutralise the 
pro‑cyclicality of IFRS9 
brought about by the 
exceptional economic 
circumstances.”

2. Near-term	supervisory	focus
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Figure	3.	Major	UK	banks’	pre-pandemic	aggregate	LCR9
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Figure	4.	Aggregate CET1	capital	ratio	of	major	UK	banks	since	the	financial	crisis10
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Firms have, en masse, responded to the 
operational disruption caused by “lockdown” 
policies by moving much of their organisations 
online, with large chunks of their workforce 
working remotely. While there are signs of 
relief that business has continued to operate 
relatively smoothly so far, regulators will need 
to consider carefully how their rulebooks 
and accountability regimes should adapt to 
reflect this new normal whilst keeping a close 
eye on whether latent prudential control and 
customer outcome risks are developing in the 
meantime.

Firms will likely be more vulnerable to novel 
types, or a changed incidence, of operational	
risks. There are early signs that low‑level 
cyber	incidents are increasing. Working from 
home arrangements could also alter, and in 
some cases facilitate, patterns of financial	
crime. Opportunistic market abuse may in 
some cases come to light only after a period 
of a few months as compliance data is 
interrogated in retrospect. Firms should 
explore how these new or enhanced risks 
could affect their operations, and revisit their 
systems and control frameworks accordingly.

While the pre‑pandemic supervisory focus 
was largely on cyber-related	operational	
resilience risk, which dominated cyber stress 
tests, recent events provide added impetus for 
firms to assess operational resilience against 
a range of other threats. Firms will likely be 
expected to broaden their stress and scenario 
testing, including to consider, for instance, 
the simultaneous incidence of a material 
cyber incident happening alongside a global 
pandemic.

Stress test results and lessons learned will 
need to inform business continuity and 
disaster recovery plans, which will receive 
renewed supervisory interest. Supervisors will 
want firms to think about how they carry out 
core functions during periods of prolonged and 
severe operational stress, with the pandemic 
having helped to highlight those functions 
that are critical for businesses to continue 
to work effectively. Firms will need to refine 
their resilience plans, revisit their governance 
arrangements and escalation processes for 
operational disruptions, and improve crisis 
communications.11

The operational pressures resulting from 
the pandemic, including for example strains 
on resources available for migration and 
testing, will constrain firms to put some of 
their planned longer‑term strategic Cloud 
projects on pause. Where projects have been 
halted, firms could leverage this period to 
reassess and fine‑tune their Cloud migration 
plans. Despite this general pause, we still 
expect a growing interest from firms in 
leveraging Cloud capabilities in the medium 
term. We also anticipate an uptick in business 
critical projects, such as those which enable 
better remote working or support parts of the 
business affected by COVID‑19, including team 
collaboration software. When proceeding with 
migration projects, firms should continue to 
seek early supervisory engagement – especially 
internal supervisory liaison teams – as quickly 
as possible, flagging time sensitive requests.

3. Operational	resilience	in	the	new	normal
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4. Good	customer	outcomes

The COVID‑19 pandemic has demonstrated 
the high priority that conduct regulators across 
EMEA attach to ensuring good customer 
outcomes. A number of jurisdictions have 
implemented measures to provide relief for 
customers experiencing financial hardship 
(Figure 5). In a significant move, the UK’s FCA has 
turned to the courts on the issue of business 
interruption insurance policies, where it will seek 
to represent policyholder interests through 
a test case on multiple insurance policies.12

Maintaining discipline on this front during 
a period of economic stress will be paramount 
for firms, necessitating a delicate balancing act 
between prudential and conduct pressures. 
Firms will need to demonstrate fairness and 
flexibility in addressing the challenges that 
COVID‑19 continues to pose to customers. 
They should review their products and 
services to ensure these continue to deliver 
good outcomes and value to customers in the 
circumstances of the pandemic, and provide 
customers with adequate information on the 
support available to them. Firms should also 
clarify and document the rationale behind, and 
governance around, key decisions.

Having gone to great lengths to protect 
financially vulnerable customers, supervisors 
will expect firms to ensure their continued 
fair treatment as temporary measures come 
to an end. Firms will need to leverage data 
and analytics to monitor customers’ changing 
situations, and identify those who are likely to 
require ongoing support. They will also need 
to revisit credit and collections processes 
in relation to the measures introduced 
and ensure there are appropriate levels of 
customer support available.

What the FCA has referred to as “purposeful 
culture”13 has also become more pertinent 
than ever, not just due to the pandemic, but 
also as a result of the much‑intensified recent 
focus on issues of social (and particularly racial) 

justice in broader society, bringing diversity 
and inclusion to the fore. Senior management 
teams in financial services are clearly giving 
very serious consideration to these issues, 
not least because how firms respond to 
supervisory expectations throughout the 
pandemic will inform subsequent supervisory 
assessments of their cultures, including 
whether firms’ underlying purposes are 
driven by a desire to achieve good customer 
outcomes and reflect wider social expectations 
or, rather, simply to limit the financial impact of 
external events on their businesses.

“ Firms will need to demonstrate fairness and flexibility 
in addressing the challenges that COVID‑19 continues 
to pose to customers.” 
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Figure	5.	Statistics on	debt	relief	measures	in	the	UK	(as	of	19/6/2020)
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COVID‑19 accentuates the need for firms 
to adopt new technologies. The drivers for 
digitisation have become more pronounced, 
with customers and businesses increasingly 
relying on remote services and cashless 
transactions (Figure 6). As this shift becomes 
more permanent, firms will need to automate 
and digitise processes to reduce costs given 
serious strains on their business models and 
profitability.

Firms with the financial means should bite 
the bullet and enact their digitisation plans 
as quickly and comprehensively as possible, 
while those with more limited resources 
should consider alternative ways forward. 
These could include, for example, partnering 
with other firms, or looking for niche aspects 
of digitisation in which to become leaders, 
although exiting certain markets may be 
necessary for some firms.

Despite the urgency of digital transformation, 
supervisory concerns remain, in particular 
around resilience, digital risk and controls, 
governance	of	AI	models and the use of 
consumer data. Given the pronounced 

focus on good customer outcomes during the 
pandemic, firms should keep these concerns 
front of mind when innovating. Conduct, risk, 
compliance and technology teams should work 
together on firms’ transformation programmes 
to ensure regulatory expectations are met.

From an AI governance perspective, COVID‑19 
poses a particular challenge in relation 
to “model drift” given abrupt changes 
in consumers’ behaviour and economic 
conditions. Machine Learning models 
(e.g. fraud detection models) trained and tested 
on pre‑COVID‑19 data may have “learned” to 
identify data patterns and correlations that 
are no longer sufficiently relevant to predict 
future outcomes. The impact will depend on 
the specific use case and the type of data 
and features such models were built on, but 
in some cases firms may have to retrain and 
re‑validate them.

Firms will experience additional pressure 
from supervisors to demonstrate they are 
doing all they can to support their customers, 
including by applying technological solutions. 
Banks could, for example, make use of Open 

Banking to understand better the financial 
position of both retail and SME customers.18 
From our conversations with industry we know 
that, in the early months of the pandemic, firms 
making full use of Open Banking data‑sharing 
capabilities were able to process SME credit 
applications quickly and thoroughly.

“ Firms with the financial 
means should bite 
the bullet and enact 
their digitisation 
plans as quickly and 
comprehensively as 
possible, while those with 
more limited resources 
should consider 
alternative ways forward.” 

5. Digitisation:	its	necessity	and	its	challenges
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COVID‑19 is providing an unexpectedly 
profound and searching stress test of the 
regulatory framework constructed in the wake 
of the 2008 financial crisis. We expect a period 
of regulatory reflection, as policymakers assess 
the effectiveness of those reforms and ask 
whether they delivered the desired outcomes. 
This reflection has started in places, with BoE 
policymakers already pointing to the stability 
challenges posed by what they refer to as the 
“dash for cash”.19

This thinking can be structured around what 
have been the eight core pillars of the post 
financial crisis reform programme, namely:

1. The financial resilience of firms

2. Operational resilience of firms and FMIs

3. Financial market misconduct

4. Market‑based finance

5. The effectiveness of bank resolution tools

6. Culture, governance and purpose

7. Individual accountability

8. Changes in the financial services landscape

A spectrum of outcomes is possible. 
For instance, capital and liquidity levels within 
the banking system may be sufficient to absorb 
losses, with buffers used and restored within 
a reasonable period of time; alternatively, if the 
financial resilience of some banks becomes 
materially impaired leading to their failure, 
further reforms could follow. The regulatory 
focus on good customer outcomes is certain 
to remain and may well intensify through 
additional, more intrusive reviews of individual 
firms, and supervisors will be asking whether 
work to date on culture and accountability has 
delivered by examining how firms balanced 
their conduct of business obligations with the 
pressure to defend the bottom line. And as the 
financial services landscape evolves to include 
more digital business models, potential gaps or 
stability risks may need addressing.

In some cases, regulators may feel that their 
objectives have been achieved systematically, 
in others only in pockets where they observe 
“best practice”. Outcomes will vary by firm, but 
the generalised lessons from the pandemic will 
strongly influence the direction of regulatory 
travel. In some cases the stakes are particularly 
high: if banks do fail, and if resolution regimes 

are not effective in containing the fallout, it is 
possible that significant increases in capital 
requirements, or even breaking up some of the 
banks, could be back on the agenda.

The nature and timing of any withdrawal of the 
current exceptional level of state intervention 
in the economy could also lead to fundamental 
change. In such circumstances the regulatory 
system may well find itself treated as a key 
instrument of economic recovery, particularly 
through incentivising certain macroeconomic 
or sectoral outcomes. Nevertheless, we 
would expect regulators to resist strongly 
initiatives that cut across or run counter to core 
prudential or conduct objectives and to any 
areas of regulatory progress seen to have been 
hard‑won since the financial crisis.

Overall, the situation thus presents itself 
as a pincer on the industry: on one point is 
a challenging period of economic stress, and 
on the other is a heightened set of regulatory 
and supervisory expectations. Firms will have 
to navigate carefully and work hard to avoid the 
pinch, and the nature of their responses will set 
the course for regulation in the years to come.

Reflecting	on	regulatory	reform	post-pandemic
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In this annex we return to the key points of 
the RO20 and review the extent to which the 
themes and initiatives we discussed remain 
relevant looking forward to the rest of the 
year. We also indicate where the degree of 
regulatory priority (and by extension, intensity 
of effort required by firms) has changed since 
the turn of the year. The ratings, summarised 
in the radar are elaborated in the table below.

Annex:	revisiting	the	RO20

Sector-specific	themes	radar

Regulatory reporting 
enforcement

Resolution planning

Basel III 
implementation

CRD 5/CRR 2

IFR authorisations

Transaction reporting

FRTB reporting

Oversight of portfolio 
managers

Conflicts of interest

Fund liquidity

Low interest 
rates

Pricing/reserving 
models

Solvency II review

Pensions framework

Lower regulatory priority

Medium regulatory priority

Higher regulatory priority

Insurance

Investment	management

Banking

Capital	markets

This radar is an indicator of the current regulatory priority 
of select sectoral regulatory initiatives identified in our 
RO20, with initiatives of the highest urgency and priority 
closest to the centre.
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The sector and cross‑sector topics listed below were 
highlighted as the highest priority issues facing the 
financial services sector in our RO20, and all continue 
to be important. We revisit what we said at the turn of 
the year, and reflect on whether each issue has become 
a greater or lesser regulatory priority by this mid‑year 
point than we anticipated. The judgments are dynamic, 
assessing whether, and if so, how, the priority has 
changed in the light of current circumstances. The table 
is not intended to provide an exhaustive account of all 
regulatory initiatives.

Review	of	RO20	predictions

Heightened degree of 
relevance

High degree of ongoing 
relevance

Of continued importance, 
but some initiatives have 
been deprioritised in the 
short‑term

Key:
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Theme What we said Regulatory priority compared to year‑end 2019

Banking

CRD 5/CRR 2 was set to occupy considerable time 
as banks prepared for implementation, and we 
expected the EU’s approach to Basel III to become 
clearer. We saw timely and accurate regulatory 
reporting to be an area of regulatory focus, and 
finally, we anticipated that firms would invest time in 
resolution planning.

The prudential agenda remains a significant 
priority for the sector, albeit with some temporary 
suspension in activity around reporting issues. 
Notwithstanding the BCBS’s decision to delay 
Basel III by a year, we see little scope for banks to 
decelerate their implementation programmes.

Capital	markets

We expected firms to have a short timeframe to put 
in place necessary processes and infrastructure to 
begin FRTB reporting, while we expected the largest 
investment firms to begin preparatory work to apply 
for authorisation as credit institutions. Finally, we saw 
transaction reporting as likely to occupy firms’ time 
and resources.

Of continued importance, but some initiatives 
have been deprioritised in the immediate 
near‑term, such as the delayed entry into force 
of the FRTB reporting requirement to September 
2021. Notwithstanding this, IFR authorisations 
remain a priority across Europe, although in the 
UK HMT and the PRA do not intend to require 
PRA‑designated investment firms to apply for 
authorisation as credit institutions. Brexit and IBOR 
transition are expected to take much of capital 
markets firms’ attention in the remainder of 2020 – 
please see both sections below.

Review	of	RO20	predictions
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Theme What we said Regulatory priority compared to year‑end 2019

Insurance

The long‑running headwind of low interest rates was 
creating challenges for insurers, and we expected 
the Solvency II review to result in important changes. 
We anticipated that supervisors would seek further 
justification of non‑life insurers’ pricing and reserving 
models, and finally we expected further work on the 
pensions framework.

The interest rate environment has become more 
challenging than foreseen at the start of the year, 
while there has been a continued strong regulatory 
focus on underwriting discipline, and some new 
developments on the pensions framework. 
We expect the Solvency II review to be delayed, 
however.

Investment	
management

We saw fund liquidity as a key supervisory priority 
in 2020, with robustness and detail required in 
fund stress testing and liquidity risk management 
approaches. We expected supervisors to challenge 
firms around conflicts of interest, while also looking 
for robust governance and oversight of portfolio 
managers by management companies.

There is a heightened degree of relevance around 
a number of investment management initiatives, 
most notably fund liquidity in light of COVID‑19 
market volatility, while focus on platform “best buy” 
lists remains topical. The UK FCA’s consultation on 
investment platforms exit fees has, however, been 
delayed to 2021.

Review	of	RO20	predictions
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Theme What we said Regulatory priority compared to year‑end 2019

IBOR transition

We expected supervisory scrutiny of IBOR transition 
to increase as the clock runs down to end‑2021, with 
firms set to provide data to evidence their transition 
progress. We saw conduct risk as likely to stay top of 
the supervisory agenda, particularly in relation to the 
transition of products for retail and SME customers.

Given the growing proximity of deadlines (which the 
authorities seem set on sticking to), the inevitable 
loss of momentum on transition projects during the 
height of COVID‑19 and the recent resumption of full 
supervisory engagement with firms on their transition 
progress, IBOR transition is increasing in priority.

Brexit

We expected that given the challenge of negotiating 
an FTA with the EU by end‑2020, the level of 
ambition for including financial services market 
access provisions within it would remain uncertain. 
In terms of equivalence, we expected that UK‑based 
firms would not rely on the equivalence assessment 
process being concluded in its entirety in time for the 
end of the transition period. Finally, the SSM looked 
set to continue challenging firms over the pace at 
which they are moving business and people from the 
UK to the EU.

Of heightened relevance and increased urgency 
as the clock ticks toward end‑2020. Equivalence 
assessments are ongoing,20 and it is now clear 
that any UK‑EU FTA will have very limited direct 
relevance to financial services market access.

Review	of	RO20	predictions
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Theme What we said Regulatory priority compared to year‑end 2019

Climate 
change and 
sustainability

We did not expect regulators to be at the point of 
using the prudential regime explicitly to promote 
green objectives, although we expected the political 
and policy debate to continue. We anticipated 
that a growing number of regulators in the region 
would follow the PRA’s lead and issue supervisory 
statements on managing financial risks from climate 
change.

We have seen a quicker and more determined 
pace of activity than expected at the start of the 
year. A number of papers have been published in 
the first half of the year, setting out supervisory 
expectations, while the political narrative is now 
stronger – green finance is increasingly being seen 
as part of the post COVID‑19 economic recovery 
programme.

Operational	
resilience and 
cyber

We expected supervisors in some EU jurisdictions 
to have new means of evaluating firms’ approaches 
and resilience to cyber and operational 
resilience. Meanwhile, we expected international 
standard‑setting bodies to make some, albeit slow, 
progress in developing and implementing a common 
regulatory approach to cyber and operational risks. 
Finally, we saw supervisors as likely to continue 
challenging firms’ Cloud outsourcing plans.

Continues to be a supervisory priority, with some 
notable new emphases arising from COVID‑19 
disruption to operating models. The UK and EU 
are both continuing work on their respective 
operational resilience frameworks, although neither 
will apply in 2020.

Review	of	RO20	predictions
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Theme What we said Regulatory priority compared to year‑end 2019

Good	customer	
outcomes

We anticipated that conduct regulators would 
increasingly focus on the outcomes consumers 
receive and that protecting vulnerable consumers 
would rise up their agendas. While expecting the 
investment management sector to remain at the 
forefront of regulatory thinking on value for money, 
we expected this area of interest to extend into 
other sectors. Finally, we saw the GI pricing review 
as likely to lead to tight restrictions on certain pricing 
practices.

COVID‑19 has strongly highlighted issues of 
customer outcomes and vulnerable customers, on 
which regulators have placed heavy emphasis, while 
a range of value for money initiatives have come to 
fruition, such as proposals to help customers get 
better rates for cash savings.

Culture, 
governance	and	
accountability

We expected regulatory and supervisory focus 
to remain on strengthening firms’ governance 
and cultures, prioritising banks but progressively 
extending their focus to other sectors. In addition, 
we expected that supervisors would attach greater 
priority to diversity and inclusion, while also looking 
more deeply at corporate “purpose”.

COVID‑19 and public discourse on social justice 
have placed an even stronger than anticipated 
emphasis on firms’ efforts to develop “purposeful 
cultures”.

Review	of	RO20	predictions
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Theme What we said Regulatory priority compared to year‑end 2019

AI	governance	
and model risk 
management

We expected the use of AI models to continue to 
grow slowly, with regulators sending clear messages 
that using AI will not dilute corporate governance 
and individual accountability obligations, while 
continuing initiatives to support the safe adoption of 
AI. Elsewhere, we expected board members to need 
to demonstrate the necessary capabilities to consider, 
challenge, and manage AI models.

Some notable new emphases result from COVID‑19 
disruption, for instance in relation to “model drift”, 
and the issues remain highly pertinent.

Regulating	firms’	
use of data

We thought that competition, consumer protection, 
privacy, and ethical considerations would shape the 
EU and UK policy response to firms’ use of consumer 
data, with firms expected to demonstrate the value 
that data‑driven use cases will bring and boards to put 
in place strong ethical frameworks. We also expected 
“value for data” to become an area of increasing 
regulatory focus.

COVID‑19 has strengthened the need for 
digitisation, putting a premium on firms’ abilities 
to analyse and use customer data, which remain 
a regulatory priority. However, we do not expect 
any major developments in the next six months 
– for example, the FCA’s consultation on Open 
Finance has been extended to October, while the 
European Commission’s legislative proposal on AI 
has been delayed to Q1 2021.

Review	of	RO20	predictions
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Crypto-assets

In the short‑term, we expected most crypto‑assets 
regulatory activity to happen at the national level, until 
the overarching EU approach is clarified. Given the 
broad range of crypto‑assets’ characteristics, 
we saw regulators and firms as likely to continue 
assessing regulatory status on a case‑by‑case basis. 
We expected regulators to adopt a tough stance 
towards unregulated crypto‑assets, while also 
expecting EU and international authorities to prioritise 
efforts to agree an approach to global stablecoins.

Although we have seen less industry and regulatory 
activity than expected in the year‑to‑date, the 
European Commission is expected to publish its 
legislative proposal on crypto‑assets in the autumn, 
with COVID‑19 having had no effect on the timeline. 
In terms of stablecoins, at the international level the 
FSB launched a consultation in April 2020, and in 
the UK HMT is expected to consult later in the year.

Financial crime

We anticipated supervisory patience for AML/
CTF failings to run even thinner in 2020, with NCAs 
focussing efforts on awareness of AML/CTF, STR, and 
the application of AML standards to virtual assets. 
Elsewhere, we thought that firms would need to 
provide data to NCAs to support interactions with the 
Joint ESAs’ review of AML/CTF, and the setting up of 
AML/CTF colleges.

The issue remains a high regulatory priority 
particularly given the European Commission’s 
recent action plan for a comprehensive EU policy 
on preventing money laundering and terrorist 
financing, and also due to the significant new 
emphases as a result of changes to operating 
models prompted by COVID‑19 (particularly 
remote working arrangements), which create novel 
challenges.

Review	of	RO20	predictions
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Stress	testing

We thought 2020 would mark a turning point for 
the role of stress testing, as supervisors and policy 
makers prepared to introduce changes to stress 
testing frameworks. We saw emerging requirements 
for banks and insurers to assess the financial risks 
from climate change as likely to pose challenges for 
risk management frameworks. We also anticipated 
supervisory focus to shift increasingly to qualitative 
aspects of stress testing. 

Given the economic backdrop and the pressure 
on balance sheets, stress testing has undoubtedly 
grown in importance in terms of individual firm 
supervision; however some significant sector‑wide 
stress test initiatives have been deprioritised in the 
near‑term.

Review	of	RO20	predictions
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AI
Artificial Intelligence 

AML
Anti‑Money Laundering

BES
Biennial Exploratory Scenario

BoE
Bank of England

CRD
Capital Requirements Directive

CRR
Capital Requirements Regulation

CTF
Counter Terrorist Financing

ECB
European Central Bank

EIOPA
European Insurance and Occupational 
Pensions Authority

EMEA
Europe, Middle‑East and Africa

ESA
European Supervisory Authority

EU
European Union

FCA
Financial Conduct Authority

FPC
Financial Policy Committee

FRTB
Fundamental Review of the Trading Book

FTA
Free Trade Agreement

GDP
Gross Domestic Product

GI
General Insurance

HMT
Her Majesty’s Treasury

IBOR
Interbank Offered Rate

IFR
Regulation on the prudential requirements for 
investment firms

IFRS
International Financial Reporting Standard 

LCR
Liquidity Coverage Ratio

NCA
National Competent Authority

PRA
Prudential Regulation Authority

RO20
Financial Markets Regulatory Outlook 2020

SCR
Solvency Capital Requirement

SME
Small and Medium‑Sized Enterprises

SSM
Single Supervisory Mechanism

STR 
Suspicious Transaction Reporting

TCFD
Task Force on Climate‑Related Financial 
Disclosures

Glossary
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Endnotes

1. Our view of regulatory and supervisory activity for the rest of the year assumes that the impact of COVID-19 on financial activity is in line with current expectations. If the impact turns out to be 
more severe, we would expect to see a further round of regulatory and supervisory forbearance.

2. Bank of England, available at https://www.bankofengland.co.uk/statistics/research-datasets

3. Thomson Reuters Datastream

4. Deloitte, available at https://ukfinancialservicesinsights.deloitte.com/post/102gaq3/brexit-and-financial-services-finally-its-the-final-countdown

5. Speech by Michel Barnier, the European Commission’s Head of Task Force for relations with the UK, available at https://ec.europa.eu/info/sites/info/files/speech-barnier-eurofi-30062020_en.pdf

6. European Commission, Communication on readiness at the end of the transition period between the European Union and the United Kingdom, July 2020, available at https://ec.europa.eu/info/sites/
info/files/brexit_files/info_site/com_2020_324_2_communication_from_commission_to_inst_en_0.pdf

7. Deloitte, available at https://ukfinancialservicesinsights.deloitte.com/post/102g82c/turning-up-the-heat-on-banks-the-ecbs-climate-and-environmental-risk-guide

8. Financial Services Regulatory Initiatives Forum, Regulatory Initiatives Grid, May 2020, available at https://www.fca.org.uk/publication/corporate/regulatory-intitiatives-grid.pdf

9. Bank of England, Interim Financial Stability Report, May 2020, available at https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2020/may-2020.pdf

10. Bank of England, Interim Financial Stability Report, May 2020, available at https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2020/may-2020.pdf

11. Deloitte, available at https://ukfinancialservicesinsights.deloitte.com/post/102g7ak/covid-19-and-operational-resilience-in-the-financial-sector

12. Deloitte, available at https://ukfinancialservicesinsights.deloitte.com/post/102g9qn/the-fcas-measures-to-help-insurance-customers-in-response-covid-19-what-they-m

13. Financial Conduct Authority, Discussion Paper 20/1: Transforming culture in financial services – driving purposeful cultures, March 2020, available at https://www.fca.org.uk/publications/discussion-
papers/dp20-1-transforming-culture-financial-services-driving-purposeful-cultures 

14. UK Finance, available at https://www.ukfinance.org.uk/press/press-releases/lenders-grant-over-million-payment-deferrals-to-mortgage-holders-in-three-months

15. UK Finance, available at https://www.ukfinance.org.uk/press/press-releases/lenders-grant-over-million-payment-deferrals-to-mortgage-holders-in-three-months

16. UK Finance, available at https://www.ukfinance.org.uk/press/press-releases/lenders-grant-over-million-payment-deferrals-to-mortgage-holders-in-three-months

17. LINK, available at https://www.link.co.uk/about/news/coronavirus-cash-usage-data/

18. Deloitte, available at https://ukfinancialservicesinsights.deloitte.com/post/102ga7d/covid-19-and-open-banking-in-the-middle-of-difficulty-lies-opportunity 

19. Bank of England, Interim Financial Stability Report, May 2020, available at https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2020/may-2020.pdf

20. Speech by Michel Barnier, the European Commission’s Head of Task Force for relations with the UK, available at https://ec.europa.eu/info/sites/info/files/speech-barnier-eurofi-30062020_en.pdf

https://www.bankofengland.co.uk/statistics/research-datasets
https://ec.europa.eu/info/sites/info/files/brexit_files/info_site/com_2020_324_2_communication_from_commission_to_inst_en_0.pdf
https://ec.europa.eu/info/sites/info/files/brexit_files/info_site/com_2020_324_2_communication_from_commission_to_inst_en_0.pdf
https://www.fca.org.uk/publication/corporate/regulatory-intitiatives-grid.pdf
https://www.ukfinance.org.uk/press/press-releases/lenders-grant-over-million-payment-deferrals-to-mortgage-holders-in-three-months
https://www.ukfinance.org.uk/press/press-releases/lenders-grant-over-million-payment-deferrals-to-mortgage-holders-in-three-months
https://www.ukfinance.org.uk/press/press-releases/lenders-grant-over-million-payment-deferrals-to-mortgage-holders-in-three-months
https://www.bankofengland.co.uk/-/media/boe/files/financial-stability-report/2020/may-2020.pdf
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