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In our Financial Markets Regulatory Outlook 2021,
we identified nine regulatory themes affecting all
sectors of a financial services industry severely
affected by COVID-19.
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Six months on, and with the economy and financial
services firms faring better than expected, we
have evaluated these themes, identifying the
developments and actions firms should focus on
for the remainder of the year. We also set out, in the
Appendix, the key, sector-specific priorities for firms.
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Themes for 2021
Credit risk, financial
resilience and business
model viability

The decline in credit quality predicted to follow the COVID-19 pandemic has not yet materialised. As some government support schemes are
phased out, banks will need to understand the implications for their capital positions and focus on robust credit risk management. The threat
of deteriorating conditions for financial resilience will keep pressure on firms to address longstanding structural challenges to their profitability.

Conduct, culture and
governance

As system-wide financial support schemes continue to be withdrawn during H2, supervisors will keep a close eye on customer outcomes.
Lenders will need to strengthen controls and oversight of forbearance and collections functions. Boards will be pressured to improve
gender balance and demonstrate greater diversity of skills and experience.

Sustainability

Regulatory developments on sustainability across disclosure, risk management and stress testing continue apace, with increased focus
expected on how financial institutions contribute to reaching “net zero”. Focus areas for firms include developing accurate and complete
ESG data, and robust frameworks to prevent “greenwashing”.

Deploying digitisation
and innovation

Regulators continue to work on shaping a regulatory framework that promotes competition and increasing their Suptech capabilities.
Firms must respond to supervisors’ concerns regarding digitisation, including reliance on unregulated third parties, operational resilience,
prudential and conduct risks in digital payments, and the use of AI.

Operational resilience

2021 has, as expected, seen growing convergence in the approaches taken by key financial services regulators to operational resilience.
In finalising their approaches, regulators have made clear that they expect firms to consider even more challenging operational disruption
scenarios than they experienced at the height of the pandemic.

Brexit – beyond the
Transition Period

The implementation of banks’ Brexit plans has increased their costs. Banks will seek to improve efficiency and achieve sustainable
profitability across their European operations. CCPs, clearing members and their clients will also continue to prepare for a range of
scenarios in light of the EU’s plans to reduce EU exposure to UK CCPs.

EU/UK regulatory
divergence

Regulatory divergence between the UK and EU continues to grow, with potential changes to the UK’s banking and insurance capital
regimes, as well as changes to MiFID II/MiFIR. Firms will need a robust process to monitor regulatory divergence and consider how best to
implement their compliance framework across jurisdictions.

Final call for IBOR

Firms now have a clear deadline for the end of LIBOR, though the FCA plans to continue publishing a synthetic version for “tough” legacy
contracts. Regulators will continue to pressure firms to move away from IBORs and provide increasingly granular MI to evidence their
progress. Firms will need to ramp up efforts to deal with legacy contracts.

Financial crime in the
new normal

Firms will need to monitor developments in relation to the EC’s AML package, in particular, expectations on data sharing.
Firms will also need to demonstrate more effective management of crypto-related AML risks and better, more extensive use of
warning lists.

Appendix: Regulatory radar
Glossary
Endnotes
Contacts

Next

3
3

Introduction

At a glance
Introduction
A changed economic outlook
Downside risks and the need for vigilance
Ongoing focus areas

Themes for 2021

A changed economic outlook

Appendix: Regulatory radar

Downside risks and the need for vigilance

Endnotes

Ongoing focus areas

Glossary

Contacts

Next

4
4

A changed economic outlook

At a glance
Introduction
A changed economic outlook
Downside risks and the need for vigilance

Growth projections have generally been revised
upwards since the end of 2020. Government
support schemes have thus far staved off
significant deterioration in asset quality. Banks
released some of their loan loss provisions in
H1, and NPL levels have remained low (Figure 1).
Projections of medium-term default rates appear
to be well below those in the GFC, despite the far
larger contraction in GDP seen in 2020. Housing
markets in the UK and EU have also been robust,
with annualised house price increases of 10.4% and
5.7% respectively.2 Stock markets have been on
a strong upward trajectory, with the FTSE 100 up
more than 40% since its March 2020 low, and now
only 5-10% below January 2020 levels.

However, the return of economic activity has
been accompanied by an increase in inflation:
US inflation data came in higher than expected in
spring, and UK and Euro area inflation expectations
have also ticked upwards (Figure 2). The rise in
inflation was not unanticipated by central banks,
but the debate is now centred on whether we
should expect a temporary spike or a more
enduring return to higher levels of inflation.

Ongoing focus areas

Figure 1: UK and Euro area bank NPL ratios, 2006-2021,
% of total loans
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This has prompted discussions about the possibility
of a tightening of monetary policy, including
interest rate rises, in stark contrast with attitudes
at the end of 2020, when markets saw negative
rates in the UK as a somewhat realistic prospect
– an expectation which has now disappeared.
Monetary policymakers face significant challenges
in what remains an exceptionally expansive
monetary policy environment combined with a
fragile and uncertain macroeconomic outlook.

The rise in inflation was not
unanticipated by central banks,
but the debate is now centred
on whether we should expect a
temporary spike or a more enduring
return to higher levels of inflation.
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Source: S&P Global Market Intelligence
Note: Lines indicate simple averages of NPL ratios for a selection of
large UK and Euro area banks.
Figure 2: Inflation expectations, 5Y 5Y-forward rates, %
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The economic outlook has changed
considerably in the last six months. Successful
vaccination programmes and a progressive
easing of lockdowns in some countries, along
with continuing government support measures,
appear to have mitigated the economic fallout from
2020’s severe economic contraction. But significant
challenges remain: the IMF has described recovery
processes as “diverging dangerously”1 across
countries and sectors, and there has been a
resurgence of the virus in some countries in H1.
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Note: This chart indicates 5Y 5Y-forward inflation expectations, i.e. the
expected average inflation rate over the five year period beginning five
years from the observation date.
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The economic outlook may be more optimistic
than anticipated, but it also creates challenges of
its own, and downside risks remain significant.
Indeed, ESMA has recently warned about the risks
of a “sudden risk reassessment” in the context
of a “general decoupling of securities prices from
economic fundamentals”.3
With government balance sheets having
expanded rapidly as a result of pandemic economic
support schemes (Figure 3), increases in interest
rates have the potential to put pressure on
government finances; the UK’s Office for Budget
Responsibility calculates that a 1% rise in rates
would increase debt interest by £20.8bn in 202526. UK and Euro area ten-year government bond
yields hit two-year highs in May 2021 (Figure
4), indicating higher debt servicing costs. For
banks, insurers and other significant holders of
government paper, rises in bond yields translate
into falls in asset valuations.
Households appear at the aggregate level to have
withstood the pressures of lockdown, and have
even improved their finances in some areas, with
debt service ratios at long-term lows. But not
all households are equal, and some are more
vulnerable than others to withdrawals of economic
support; around 20% of UK mortgage customers

sought additional financial help at the end of
their 3-month deferral periods, for instance.4
The pressure will be exacerbated if the end of
furlough schemes translates into job losses, or
if corporate insolvencies rise (as is anticipated).
Indeed, with levels of corporate debt having
increased during the pandemic, many businesses
will be looking to repair their finances, but this task
will be made more difficult if monetary conditions
tighten.
This multitude of factors – inflationary pressure,
potential monetary tightening, the possibility of
asset price corrections, heightened debt servicing
costs, lingering household financial fragility, and
the delayed onset of corporate insolvencies –
present financial services firms with a challenging
environment. Higher rates and yields may feed
through to increased margins, but there will be
continuing pressure on capital positions. Industry
must continue to tread the “fine line” to which we
referred in our Regulatory Outlook 2021 – between
timely recognition of credit impairments to satisfy
prudential supervisors, and the extension of
suitably tailored forbearance to customers in
difficulty to satisfy conduct supervisors. Firms
generally remain in a position of financial strength,
but we expect supervisors to test their resilience to
a range of downside scenarios.

Ongoing focus areas

Figure 3: Net Government debt issuance since January 2019
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Source: UK Debt Management Office, ECB
Note: This chart indicates cumulative net changes in government debt
issuance for the UK and Euro area since the beginning of 2019.
Figure 4: 10 year Government bond yields, %
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Since we published our 2021 Regulatory Outlook,
the end of the Brexit Transition Period came
and went without major disruption to market or
financial stability. While some capital markets
activity has migrated from the UK to the EU, the
UK remains the largest capital markets hub in
Europe. But we remain at the beginning of the
post-Brexit story. Banks will face difficult decisions
to reconcile post-Brexit regulatory and supervisory
requirements with the commercial pressures
created by the global economic climate.
The regulation of NBFIs has been brought back
into focus by the recent collapse of Greensill
Capital and events relating to the family office
Archegos. Coupled with the regulatory conclusion
in 2020 that NBFIs played a role in early COVID-19
market turmoil, regulators will be considering
whether these two recent events are idiosyncratic
or whether they raise general issues that require
adjustments to global or national regulatory
frameworks.
Cryptocurrency markets have been highly
volatile in H1 (Figure 5). However, the demand for
digital assets continues to ramp up. In response,
wholesale banks are building their digital asset
capability to offer and service digital assets.

Regulators are playing catch up, trying to develop
frameworks that support innovation without
compromising their safety and soundness
objectives. Firms will need to navigate a reactive,
evolving and divergent international regulatory
landscape if they are to succeed in creating a digital
asset business.

Figure 5: Cryptocurrency price changes since January 2021, %
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Against this backdrop of an improved but fragile
economic situation, divergent recoveries, and the
emergence of new concerns, we revisit the themes
we highlighted in our Regulatory Outlook 2021.
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The focus on climate change continues to
intensify in the run up to COP 26. Politicians and
policymakers have stated their ambition to build
back better in the recovery from COVID-19, and
regulators will expect financial services firms to
assist in the move to a net zero economy. However,
we are yet to find out how closely the UK will follow
the EU in relation to rules for sustainable finance,
creating challenges for those firms operating in
both markets. In the meantime, investor appetite
for sustainable investments continues to grow,
with record inflows into sustainable funds, and in
particular ETFs, since late 2020.
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Source: CoinMarketCap
Note: Top four (non-stable) coins by market capitalisation,
1 January 2021=100.Dogecoin is plotted on RHS axis.

Inflows into sustainable ETFs
“overtook those into all other
ETFs for the first time in Europe
in the first quarter of the year”,
Financial Times, April 2021.5
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Credit risk, financial resilience
and business model viability
The significant decline in credit quality predicted to
follow the COVID-19 pandemic has not yet materialised.
Indeed, over H1, the capitalisation of the banking sector
has actually improved, on average, in part driven by
the extended transitional ability to add back IFRS9
impairments to capital. For insurers, deterioration in
asset credit quality has not had a significant effect on
capital so far, but defaults could affect insurers going
forward depending on exposures. The extent to which
this stable level of credit quality results from improved
economic conditions as opposed to ongoing government
support remains unclear: what is more certain is that
firms are preparing for an impending upturn in defaults
and associated collection activity, with no sign that this
expectation is abating.
It remains unclear how the post-COVID business
landscape will compare to that which prevailed prepandemic. Changes to working practices and customer
preferences could have far-reaching effects on demand

for financial products such as certain types of insurance,
and on the profitability of various sectors in the economy.
However, the picture will vary across regions and sectors,
within the same sectors, and even amongst ostensibly
similar businesses. Banks will have to reappraise their
lending appetite in light of these shifts to ensure they
can support the economy in ways that are sustainable
in the medium term and ensure they have a sufficiently
granular view of their customers’ business models. In the
investment management sector, the ECB has signalled
concerns that funds’ exposures to bonds issued by
companies with negative credit outlooks increased
significantly from end-2019 to end-2020, coinciding with
funds’ reduction of their liquidity buffers.
In the second half of 2021, regulators will push firms
to identify credit risk deterioration early to avoid
the mistakes of the GFC. The threat of deteriorating
conditions for financial resilience will also keep up
pressure on firms to address longstanding structural

At a glance
Introduction
Themes for 2021
challenges to their profitability, including through
identifying opportunities for consolidation.
There is evidence of both domestic and cross-border
bank consolidation (within the Eurozone), but we still
expect progress here to be very slow. Meaningful
consolidation in the investment management sector may
happen faster, based on the transactions seen so far in
2021, as well as significant strategic deal-making in the
insurance sector.
In H2 we expect prudential regulators to relax or rescind
their limitations on banks’ payment of dividends or share
buy-backs. While certain guardrails may remain in place,
the strong capitalisation of the sector and improving
macroeconomic conditions will make continued
restrictions less necessary than before. In the insurance
sector, many firms have resumed dividend payments,
following a pause last year. We expect more to follow suit.

Credit risk, financial resilience and
business model viability
Conduct, culture and governance
Sustainability
Deploying digitisation and innovation
Operational resilience
Brexit – beyond the Transition Period
EU/UK regulatory divergence
Final call for IBOR
Financial crime in the new normal

Appendix: Regulatory radar
Glossary
Endnotes
Contacts

Actions for firms
Credit risk

Capital

IM and insurance

Business model

• Banks should continue to build
capabilities needed to deal with higher
volumes of retail and business customers
in financial distress e.g. digital/automated
collections and forbearance.

• Banks should understand the likely capital
impact of the withdrawal of government
support programmes and the gradual
unwinding of temporary capital relief
measures (e.g. extended IFRS9 transition
period).

• In anticipation of increased regulatory
scrutiny, investment managers should
communicate increased volatility and
liquidity risks to their customers.

• Firms should be alert to
increasing regulatory focus
on business model viability.

• Banks should be on top of the changing
credit risk environment. In particular,
timely and accurate identification of any
credit risk deterioration and judicious use
of forbearance and impairment actions.

• Banks should build a picture of the overall
capital pressures they face in the coming
years by identifying and quantifying the likely
capital demands resulting from Basel 3.1.

• Insurers investing in illiquid assets
should prepare for scrutiny of
their credit risk monitoring, as well
as broader focus on the ongoing
appropriateness of their matching
adjustment benefit.

• New entrants, in particular,
should be prepared for
robust challenge regarding
their path to profitability,
which will have to address
likely post-COVID market
conditions.
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Conduct, culture and governance
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The extension of payment moratoria and wage-support
schemes has postponed the anticipated surge in
customers requiring additional financial support, giving
lenders more time to prepare and easing, at least for
now, potential tension between their prudential and
conduct obligations. Nevertheless, as these measures
come to an end, a potential lack of capacity and
experience in collections functions, ineffective oversight
by the Board, poor data collection and reporting, and
weak internal controls are already raising red flags.
As economy-wide support mechanisms are withdrawn,
lenders will need to monitor closely the forbearance
they are offering to customers. Supervisory feedback
in the UK suggests much of the additional support
offered to retail customers exiting payment deferrals
has been short-term. Going forward, and as a clearer
picture of the state of the economy emerges, lenders
will face increased pressure to make longer-term, albeit
sustainable, decisions regarding distressed debtors.

Supervisors will continue to keep a watchful eye on
customer outcomes. Factoring COVID-19 related
financial support into new lending decisions will
raise fresh challenges in assessing borrowers’
creditworthiness, whilst any new evidence of poor
treatment of business customers will increase pressure
to bring business lending within the regulatory
perimeter. Following recent COVID-19 test case rulings,
insurers will increasingly be expected to identify
proactively any lack of clarity, ambiguity or customer
misunderstanding of policy terms.
More generally, we expect supervisors to begin to set
new (higher) expectations regarding firms’ treatment
of customers. ESMA, EIOPA and the FCA are focused
on improving value for money and reducing costs for
consumers (see the Investment Management and
Insurance sections), whilst in the UK, the FCA also plans
to consult on detailed rules for its new Consumer Duty.

Supervisors will focus increasingly on Board diversity,
particularly gender diversity, during the assessment
of Board candidates’ fitness and propriety. For firms,
ensuring that the Board has sufficient diversity of
experience and expertise across a range of existing and
new supervisory priorities, for example, ESG, will need
to be balanced against supervisors’ own aversion to
large Boards.

4.5m

The number of payment deferrals
granted on mortgage and consumer
credit products in the UK since
March 2020.
FCA, March 20216
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Actions for firms
Collections functions

Forbearance and creditworthiness

Diversity and inclusion

• Increase end-to-end quality assurance and outcome
testing of collections and recoveries cases.

• Strengthen controls and oversight of automated
processes and third parties, including reporting
requirements.

• Assess the collective diversity of skills and
experience across the Board, particularly in relation
to areas of supervisory priority (cyber, IT, ESG).

• Improve and enhance MI, particularly collections
and forbearance MI issued to Board.

• Implement fully Board diversity policies, where
appropriate.

• Improve training and support for less experienced
collections staff, particularly for SME and business
lending.
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New requirements published by the EU related to ESG
disclosures – including on the taxonomy, corporate
reporting and bank disclosures – have brought some
clarity, but have also underscored the complexity of the
overall disclosure framework and how much is left to be
specified. We expect the UK to pursue similar outcomes
to those of the EU, but its approach remains unclear.
In advance of COP 26, we expect continued focus by
authorities internationally on how the financial services
industry will contribute to reaching “net-zero”, including
in relation to disclosure and data, and this may provide
the opportunity for the UK to set out its approach. We
also expect increased focus on biodiversity, following
the Dasgupta Review, the launch of the Task-force on
Nature-related Financial Disclosures, and in advance of
COP 15 on Biodiversity in October 2021.

US and EU industry stakeholders have made the
case for integrating climate considerations into
capital requirements (and in Guernsey, the GFSC has
introduced green supporting factors for life insurance).
However, where supervisors have opined recently, they
have reiterated their position in favour of a solely riskbased approach to setting Pillar 1 capital requirements
which the current lack of data does not yet permit.
We expect this to remain their position. Supervisory
interest in climate risk stress tests has continued to
grow, but at least for this year the exercise will focus on
firms’ management actions, and on modelling and data
limitations, rather than setting capital. Notwithstanding
these points, for UK and Eurozone banks, the focus
remains on implementing the supervisory expectations
set by the PRA and ECB, including for risk management,
the ICAAP and governance.7

“Greenwashing” remains a key concern of regulators
and poses a liability risk to firms. The EU is seeking to
address greenwashing through disclosure regulation
and a new green bond standard proposal expected in
H2, while the FCA is expected to develop principles on
ESG product design and disclosure for the investment
management sector.

“…around 80% of [Euro area banking
system] loan exposures are to firms
with at least some exposure to
physical risk.”
ECB report, May 2021.8
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Actions for firms
Climate risk management

ESG data

Disclosure and greenwashing

• Continue with implementation of plans to meet
supervisory guidelines on climate risk (e.g. on
strategy, risk management and scenario analysis).

• Develop data governance and collection frameworks for ESG data
sourced for due diligence and risk assessment purposes. Establishing
a single source of ESG data is essential for ensuring consistency across
disclosures.

• Establish a robust controls
framework for green products.

• (In the EU) consider the strategic challenges posed
by a Green Asset Ratio under the EBA’s Pillar 3
proposals.
• Incorporate ESG considerations into variable
remuneration.
• As the actions required will be very similar,
consider incorporating nature-related risks into the
frameworks being developed for climate risks.

• Consider what is the most efficient and effective way to gather the
additional data required for climate and ESG risk management without
having a negative impact on the customer experience.
• Avoid relying solely on ESG rating providers. Understand external rating
methodologies and record data limitations.

• Firms disclosing under SFDR
prior to technical standards
being finalised should maintain
robust records of the rationale
for fund categorisation, in case
re-categorisation is required.

• (In the UK) look to the EU’s expectations on required disclosures, but be
aware that the details of the UK approach might diverge.
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As business and technological innovation in financial
services continues to gather pace, supervisors are alert
to the impact it may have on firms’ financial strength,
ability to withstand operational disruption, and fair
treatment of customers.
With regards to digital payments, supervisors are
concerned about the increasing complexity of the
payments transaction chain and non-bank PSPs’
business models. Financial resilience, reliance on
outsourcing and unregulated third parties, and
protection of customers’ assets remain areas of
immediate supervisory scrutiny. Broader reviews of
the retail payments regulatory landscape will kick off in
late 2021/early 2022. The EU and UK also continue to
develop their regulatory frameworks for cryptoassets.

Supervisory focus on Cloud migration plans will also
continue both in the EU and UK. But increasingly, it
will extend to other material third-party relationships,
including those with AI, data, and payments technology
providers. In the UK, the PRA finalised its outsourcing
and third-party risk management policy. Firms can
expect significant scrutiny to ensure they are on track to
comply with the new requirements by 31 March 2022.
Regulatory focus on firms’ use of AI continues to
grow. The EU published the AI Act, a proposal for a
comprehensive legislative framework for trustworthy
AI. The UK will publish its national AI strategy later this
year, focusing on ethical and responsible use of AI.
UK financial services and cross-sector regulators plan to
cooperate on supervision of algorithmic harms.9

UK and EU regulators and supervisors will continue
enhancing their SupTech capabilities. In the
UK, regulators are stepping up the design and
implementation of their own data and innovation
strategy. They will look to draw further insight from
firms’ data to inform their supervisory strategy. Data
collection from firms – creating common data standards
and modernised reporting instructions for certain use
cases – and digital reporting use cases will gain speed.

The ECB ran a SupTech-specific
procurement exercise at the start of
2021 with a planned spend of
EUR 227.5m.
ECB, Dec 202010
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Actions for firms
Payments
• Articulate complex business and
operating models clearly identifying
the risks that arise and the relevant
controls.
• Ensure governance and risk
management and operational
resilience capabilities reflect the firm’s
complexity and growth profile.
• Ensure financial promotions are clear
and suitable and safeguarding of
customer funds is robust.

Cloud and third-party risk
management
• Engage with supervisors early and
collaboratively. Demonstrate strong
governance and risk management
capability to support Cloud migration.
• In addition to CSPs, consider which
other third parties are or are likely to
become critical to providing IBS as
part of the firm’s innovation plans.

AI

RegTech and SupTech

• As regulatory focus and collaboration
on AI increase, take a holistic
approach to data protection, conduct
regulation and ethics risks in AI.

• As part of firms’ digitisation plans,
consider the implications of SupTech
on their own risk and compliance
approaches.

• Assess which current and planned AI
systems are likely be captured by the
EU AI Act and carry out high-level gap
analysis against key requirements.

• Build in infrastructure flexibility
(data and technology) necessary to
connect with new technology-enabled
supervisory processes or reporting
formats and channels.
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March 2021 saw important milestones with UK
regulators finalising their approaches to operational
resilience. UK regulators issued their final Supervisory
Statements which largely confirmed the approach they
had consulted on in 2019. Small adjustments were made
to make the framework more proportional and to clarify
some parts of its application. But all the key features
of the framework were kept, including the ambitious
one-year implementation period and the subsequent
three-year period for building resilience and addressing
vulnerabilities.
At the international level, the BCBS also finalised its
Principles for Operational Resilience. Similar to the UK

approach, the Principles ask banks to identify important
or critical operations, set tolerances for their disruption
in a severe but plausible scenario, and then test the
resilience of these services against those tolerances.
These developments confirm the trend of growing
regulatory convergence in the approaches taken by key
financial services jurisdictions to operational resilience,
and we have seen a growing number of global groups
opt to take a consistent group-wide approach in
response.

rapidly in political negotiations and a final agreement
may be reached by the end of 2021. Key to watch here
will be the design of the critical third party provider
oversight framework, including the powers given to
regulators to address vulnerabilities they identify, and
whether the 12-month implementation period for the
DORA’s ICT risk management provisions is maintained.
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The EU’s DORA, which takes a somewhat different
approach to the regulation of operational resilience
(but not necessarily to its supervision), has progressed
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Actions for firms
UK

Global

EU

• H2 will be a critical time in preparing for the
implementation of the BoE-PRA-FCA framework. If
they have not done so already, firms need to identify
IBS and articulate impact tolerances for each of
these.

• Global groups, particularly banks, should take stock
of the growing international regulatory alignment
and conduct a cost-benefit analysis of implementing
a single group-wide approach to operational
resilience based on the highest standard to which
they are subject, as opposed to an approach that is
tailored to each individual jurisdiction.

• EU-based firms should conduct a gap analysis
against the DORA’s ICT risk management
requirements to determine where a 12 -month
implementation period would be most challenging
from a compliance perspective.

• Firms should perform a gap analysis to identify key
vulnerabilities and develop a plan to address these
during the transition period.
• Addressing vulnerabilities stemming from third
parties will be a challenge. Firms should consider
whether substitute systems need to be put in place,
or whether shared industry initiatives (e.g. pooled
audits) can satisfy supervisory demands.

• Existing ICT risk management guidelines from the
ESAs (e.g. EBA and EIOPA) cover some of the same
territory as DORA. Consequently, firms, especially
larger firms, have a foundation to build on. All firms
should begin to consider how the critical third party
provider oversight regime might affect their current
and future outsourcing relationships.
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Brexit – beyond the Transition Period
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Brexit has led to a shift in certain capital markets activity
from the UK to the EU and the implementation of banks’
Brexit plans has increased their costs. Banks will seek to
improve efficiency and achieve sustainable profitability
across their European operations, while continuing to
deliver on the substance agreed with regulators as part
of their transition plans. Some insurers will also continue
to implement their post-Brexit operating structures, in
particular branch authorisation in the UK.
EU-UK Financial Services Forum discussions are due to
take place in H2. However, we do not expect that they
will unlock any further equivalence decisions. As such,
the current “Hard Brexit” conditions will continue.
A number of regulatory developments will start to shape
European capital markets in H2. With the expiration of

the temporary equivalence for UK CCPs looming in June
2022, EU authorities will continue their efforts to reduce
the EU’s exposure to UK CCPs. We anticipate increased
focus on how to harmonise further EU national regimes
for third country branches, especially for those deemed
significant, which may have implications for banks’ legal
entity structures. Whether and how the EU will restrict
portfolio delegation will also be a key issue for EU and
UK asset managers, expected to be addressed initially in
the AIFMD Review in Q4 2021.
On data adequacy, the EC has granted the UK adequacy
under GDPR. Nevertheless, there remains a risk that
the decision could be revoked if the UK data protection
regime diverges in substance from the EU’s or the UK
enters into bilateral data free flow agreements with third
countries not considered adequate by the EU.

“Trading volumes on UK venues fell in
Q1 2021 across [EUR, GBP and USD OTC
interest rate swaps], compared to the
prior six months, while trading volumes
on EU venues and SEFs increased.
Overall, more trading went to US venues
than EU venues.”
Deloitte/IHS Markit report,
May 2021.11
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Actions for firms
Banks’ European footprints

Control framework

CCPs

Portfolio delegation

Data flows

• Banks should review their legal
entity structures across Europe,
taking into account capital
consumption and customer
preferences so as to be able to
optimise the distribution of activities
across jurisdictions and legal
entities.

• As booking models
have fragmented due
to Brexit, banks should
strengthen their controls
on cross-border and EU
activities.

• CCPs, clearing members
and their clients should
prepare for a range of
scenarios in light of the
EU’s plans to reduce EU
exposure to UK CCPs.

• Investment managers
should ensure that
controls over delegation
are sufficiently robust.

• Firms should follow UK-EU data
protection developments and put in
place contingency plans to respond
to different outcomes, including
alternative legal mechanisms
(e.g. Standard Contractual Clauses)
for personal data transfers from
the EU to the UK.

• Banks should monitor the economics
of doing business in European vs
non-European capital markets.
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EU/UK regulatory divergence
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As predicted, the UK’s regulatory framework has begun
to diverge from the EU’s in a number of key areas.
We expect divergence to grow over time. This may be
welcomed by UK-based firms which will increasingly
benefit from a regime better tailored to the specificities
of the UK market. However, firms with a cross-border
UK/EU presence will face additional compliance costs,
even if the bespoke UK regime is itself less burdensome.
In the banking sector, the PRA intends to reverse the
benefit of some of the EU’s CRR “quick fix” package,
including the capital treatment of software assets. It has
also issued a discussion paper on creating a “strong and
simple” capital framework for smaller banks, consistent
with its adherence to BCBS standards. The UK’s
implementation of the Basel 3.1 revised bank capital
standard will also proceed differently now that the UK
has left the EU, with the PRA having greater discretion
over how best to calibrate the framework. The PRA will
consult later this year, and we expect it to prioritise the
timely and faithful implementation of BCBS standards

whilst taking measures to preserve the competitiveness
of UK financial services.
With the UK’s Solvency II call for evidence now closed,
we expect HMT and the PRA to bring forward a package
of proposals for insurers including reducing the
sensitivity of the risk margin, increasing the breadth
and flexibility of the matching adjustment, and the
streamlining of reporting requirements, particularly for
smaller firms.
As expected, the UK’s new prudential regime for
investment firms is likely to differ from the EU’s in a
limited way, including the treatment of liquidity in group
structures. The FCA has published a consultation paper
on MiFID II, revising the research unbundling rules
and abolishing some reporting requirements. More
substantive changes are expected to follow from HMT’s
forthcoming summer consultation, which will propose
the abolition of the STO and double volume cap, and
likely revisit commodity position limits and a number

of other reporting requirements. The EU is also due to
undertake its own reviews of MiFID II and MiFIR later in
the year, which could lead to further divergence.
Going forward, there is also a potential for further
divergence when either the UK or EU introduces new
pieces of financial services legislation and the other
jurisdiction either decides to take a different approach,
or not to legislate in this area. For example, the EU
is introducing DORA whilst the UK is taking its own
approach to operational resilience (see operational
resilience).

“Leaving the EU means the UK has taken
back control of the rules governing our
world-leading financial services sector.”
Rishi Sunak,
Chancellor of the Exchequer,
UK Parliament, June 202112
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Actions for firms
Monitoring divergence

Compliance framework

• Firms will need a robust process in place to monitor EU/UK regulatory
divergence. Given that this is likely to be a time and resource intensive activity,
firms should consider deploying RegTech and other automated tools to track
rule changes and Member State exemptions or market access arrangements,
and to identify implications for controls, policies, products and processes.

• Where possible, firms with a cross-border presence should consider adopting a single,
higher-standard compliance framework, rather than having two similar but ultimately
different frameworks. This may not be cost-effective in all circumstances, so firms
should have a clear process for deciding when and where to adopt a single standard
rather than two separate ones. Where firms have separate frameworks, they will need
to identify the compliance challenges and how best to overcome them.
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Final call for IBOR
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Firms now have clear deadlines for the cessation of
LIBOR. In March, the FCA announced that 31 December
2021 will be the final publication date for GBP, JPY,
CHF and EUR LIBOR rates, along with a number of
lesser used USD tenors. The remaining USD tenors
will cease in mid-2023. The majority of new GBP LIBOR
business should have ceased at the end of March.
The EC, ESMA, ECB and EBA issued a joint statement
calling for market participants to stop using the 35
LIBOR settings, including USD LIBOR, as a reference
rate before 31 December 2021 and in new contracts
as soon as practicable. The US Fed, FDIC and OCC also
issued supervisory guidance encouraging firms to cease
issuance of new USD LIBOR contracts by 31 December
2021.

reformed, but preparations need to be made for its
potential future unavailability.

EONIA will be discontinued on 3 January 2022 and be
replaced by €STR. In addition, EURIBOR was recently

The UK Government has confirmed its commitment to
bring forward further legislation to support the wind-

The UK’s Financial Services Act has now entered into
force. Amongst other things, it amends the UK’s BMR
to provide the FCA with powers to require continued
publication of a “synthetic” version of LIBOR, intended
for a smaller number of “tough” legacy contracts. In June,
the FCA consulted on how it will use these powers to
provide for a synthetic version of the one, three and six
month GBP and JPY LIBOR settings (six settings in total)
after the end of 2021. Any synthetic LIBORs will be time
limited and the FCA is encouraging market participants
to continue active transition away from LIBOR rather
than waiting for a potential synthetic solution.

down of IBORs and deal with legacy contracts. Similar
legislative measures are also being considered in the US
to tackle “tough” legacy LIBOR contracts, where Treasury
Secretary, Janet Yellen, has said that “Congress does
need to provide legislation for the LIBOR transition”.
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“…the dealer to dealer market has
completed a transformation in risk
traded with SONIA in excess of 70%
vs. LIBOR, with progress across
all tenors.”
Andrew Bailey, May 2021.13
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Actions for firms
Meeting industry-agreed milestones

ISDA fallbacks protocols

Credit sensitive rates

Legacy contracts

• Firms should cease initiation of
new GBP LIBOR-linked non-linear
derivatives and complete active
conversion and remediation of
contracts for GBP LIBOR by Q3 2021.

• Firms should adopt ISDA’s IBOR
fallbacks protocols for any legacy
contracts referencing LIBOR – over
12,500 firms have signed the protocol;
the vast majority are from the US and
UK, so further progress remains for
other EMEA countries. Where this may
not be suitable, firms should put in
place alternative arrangements.

• Following comments from UK and US
regulators, firms should be cautious
in their adoption of credit sensitive
rates. They may be unsuitable for
unsophisticated customers, posing
conduct risks if they are widely
adopted.

• Firms should ramp up efforts to
address legacy contracts and ensure
clients have clarity well ahead of
contract cessation. There has been
good progress in some markets
(e.g. derivatives), but regulators will
increasingly turn their attention to
lagging markets, such as syndicated
and corporate loans, which the FSB
has flagged as an area of concern.

• Relevant senior managers should
ensure that there are suitable policies
and oversight in place.
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Financial crime in the new normal
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European policymakers are intensifying the fight against
money laundering. In May, the EC outlined proposals
to create a single AML rulebook (likely through an AML
Regulation), an EU-level supervisory body and enhanced
coordination and data sharing between member states.
The EBA, meanwhile, is consulting on how national
supervisors and FIUs should share information on
firms’ AML and CTF processes. Full implementation of
these measures may be some time away, but there is
work to be done in the immediate term to understand
their likely impact. In particular, firms should monitor
developments around enhanced data-sharing amongst
national supervisors/FIUs, given the potential for such
proposals to lead to more intensive supervisory scrutiny
of their AML practices.

products and services in scope across the EU/UK
remains uncertain. Still, firms will need to upgrade their
transaction monitoring processes to reflect specific
crypto asset risks (e.g. identifying if a transaction
involves a transfer from crypto to fiat currency).
The FCA, the AML/CTF supervisor for cryptoassets
businesses in the UK, noted that “a significantly high
number” of firms that applied for registration before 16
December 2020 are not meeting its required standards
for AML processes. Firms’ poor AML standards also
mean it is taking the FCA much longer to clear the
backlog of registration applications. In response, the
FCA further extended the temporary registration regime
until March 2022 to allow firms whose applications are
still being assessed to continue trading.

Regulators have brought, or are bringing, crypto
products and firms into the AML regime, as mandated
by the EU’s Fifth AML Directive. Clarity over specific

The ongoing low interest rate environment has given
rise to a wide range of investment scams, dealing with
which is a clear supervisory priority. In the UK, the

FCA has issued alerts on its Warning List concerning
well over 1,000 firms, an increase of over 100% since
2019, and has made it clear it would like to see financial
services firms make more and better use of its Financial
Crime and Crypto Asset warning lists. More generally,
the FCA has raised concerns that reviews of AML
practices indicate some firms’ AML processes are not
focused on identifying and managing risks but have
instead evolved into regulatory “box-ticking” exercises.

The FCA has forty two active AML/
Financial Crime investigations underway
at present, and two of its largest recent
fines have been for AML/Financial
Crime-related issues.
FCA, April 202114
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Actions for firms
AML

Crypto

FCA warning lists

• Test AML processes to evidence that they are robust
and designed to identify and manage key risks.

• Where firms are not already directly supervised
from an AML perspective in relation to crypto assets,
ensure that existing AML/CDD/KYC processes are
capable of dealing with crypto products and firms.
Particular challenges may arise around clarity of
the regulatory perimeter for crypto products; and
dealing with products or providers that are set
up to ensure confidentiality for customers and
transactions.

• Improve, and consider automating, internal
processes designed to identify transactions and
accounts with firms on Financial Crime and Crypto
Asset warning lists.

• Understand the potential effect of the EBA’s
consultation on how national supervisors and
financial intelligence units should share information
on firms’ AML/CTF processes.

• Strengthen warnings to customers regarding
payments being made to warning list firms.
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In this Appendix, we set out the key themes and initiatives for firms
across the banking, capital markets, investment management and
insurance sectors. We indicate the degree of regulatory priority over
the next six months and, by extension, the intensity of effort required
by firms across each of these themes.
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Banking
Capital markets
Investment management
Insurance
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Banking

At a glance
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Recovery & Resolution Planning
Several areas of resolution policy will be under review
in H2, including through the EU review of BRRD and the
UK review of the ring-fencing and proprietary trading
regime. This year UK banks should prepare for the BoE
to focus on operational continuity in resolution as part
of its resolvability assessments. Eurozone banks will
likely need to do more work on funding in resolution,
which will be a focus of authorities during the 2021
resolution planning cycle.

MREL
The BoE will set out proposed changes to its MREL
framework this summer, while the EC is due to review
the BRRD in late 2021. The debate has turned to
whether the MREL regime as currently calibrated is
appropriate for mid-tier banks. UK and EU mid-tier
banks will need to re-evaluate their issuance needs
in light of any new targets, and consider the strategic
implications of changes to their MREL – in particular,
whether any barriers to growth have been removed.

Proportionate Regime for Small UK Banks
Having published a Discussion Paper in April 2021,
the PRA will consult on a “strong and simple” regime
for new and growing banks. Small and medium-sized
banks should consider how different approaches
might affect their growth strategy, including any
international expansion plans.

Access to Cash
With cash use falling15 and banks streamlining their branch footprint, the FCA and PSR are
committed to ensuring that cash remains available to those who need it, particularly SMEs and
vulnerable customers. Where firms close a branch or ATM they will be expected to ensure that
alternatives are available that offer the required standard of service.
Lower regulatory priority

Medium regulatory priority
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Credit Stress Testing
Many of the ECB’s capital-related qualitative
recommendations in the 2020 SREP focused on stress
testing. The status of the ECB and EBA review of the
longer-term approach to supervisory stress testing,
which was delayed last year, still remains unclear.
Overall, our view remains that banks should prepare
for their stress testing capabilities to come under even
greater supervisory scrutiny in the wake of COVID-19.

Higher regulatory priority
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Capital markets
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Capital Markets Union
The EC will continue to deliver on the collection of
measures which form the Capital Markets Union initiative.
Firms should engage with policy development in this area.

CCP Recovery & Resolution
Following entry into force of the EU CCP Recovery and
Resolution Regulation, EU CCPs will need to implement EU
rules and their clearing members will need to understand
how loss allocation might be affected and whether to
review client clearing contracts. HMT also consulted on
its own expansion of the resolution regime for UK CCPs in
February and UK CCPs and their clearing members should
conduct initial impact assessments.

Appendix: Regulatory radar
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FRTB
Uncertainty in the EU and UK around how (and when) the
FRTB will be implemented as a binding capital requirement,
and as a reporting requirement under the IMA, will
complicate banks’ decisions around trading-desk level IMA
approval. Divergence in timing between the EU and UK
on the application of reporting requirements under the
standardised approach will create a mismatch in operations
between different entities within cross-border groups.

Lower regulatory priority

CSDR
The EU CSDR settlement discipline regime is due to
apply in February 2022 and firms will need to consider
commencing repapering exercises in H2 2021. The UK
has already stated that it will not be implementing the EU
settlement discipline regime.

Medium regulatory priority

Higher regulatory priority
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Investment management
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Fund Governance
As the EU is considering tightening delegation
arrangement rules, UCITS and AIFMD firms need
to demonstrate that they have robust oversight of
their delegated portfolio managers and can manage
any relevant conflicts of interests. Separately the
FCA is due to publish its governance review on ACD.
Currently, a key industry focus is around ensuring that
ACD oversight models are customised to the risks
associated with the relevant investment managers and
their investment style.

Fund Liquidity
The FCA and BoE are due to publish the results
of their liquidity review (focusing on redemption
mismatches) and the FSB and IOSCO are also
assessing fund liquidity management tools. Asset
managers must ensure they have robust liquidity
management processes in place, including how
they assess the liquidity of their assets, fund-level
stress testing and contingency plans. They should
also assess whether their redemption terms are
appropriate and whether they should apply pricing
adjustments such as swing pricing.

Sustainable Finance
UCITS, AIFMD and MiFID II requirements coming into force in Q4 2022 will require
investment managers to consider sustainability risk/factors, obtain clients’
“sustainability preferences” and conduct due diligence on investee companies. The UK’s
agenda is being developed and may diverge from the EU’s however there is certainty
around TCFD becoming mandatory in the UK and the FCA releasing greenwashing
related principles for investment managers. In the immediate term firms would do well
to trial ESG data sources to comply with disclosures and due diligence requirements,
assess the integration of climate risk into risk frameworks and upskill staff to facilitate
regulatory compliance at all levels of the firm.
Lower regulatory priority

Medium regulatory priority
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Value for Money
As the second round of value assessments starts
being published by UK fund managers, the FCA has
begun to indicate key areas needing improvement
and is likely to give further guidance in due course. In
the EU, a Common Supervisory Action was launched
by ESMA on UCITS costs and fees in Q1 2021 to boost
investor confidence and reduce costs. Asset managers
need to ensure that they can justify how they provide
value to regulators, investors and intermediaries.
Records of value assessment methodologies should
be robust and readily available.
Higher regulatory priority
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Value for Money
Regulators are looking to improve the value for
money offered to consumers. EIOPA is consulting on
a framework to address value for money risk in unitlinked funds whilst the FCA is introducing a package
of measures to address concerns about value in the
general insurance and protection markets. Insurers
will need to identify additional metrics and data to
allow them to assess the value of their products and
UK insurers, in particular, will need to act quickly to
meet the FCA’s challenging implementation deadlines.

Distribution Chains
In H2, EU insurance distributors will have to
implement the new IDD requirements on disclosure
of sustainability risks. Meanwhile, supervisors will
continue to scrutinise risks relating to the insurance
distribution chain as well as broader regulatory
objectives where brokers play an important role, such
as facilitating policyholder communication and closing
the protection gap for new types of risk.

Stress Testing
Insurers will need to take part in formal regulator-led stress testing in the second half of 2021, with EIOPA
having launched its EU-wide insurance stress test in May, and the BoE its CBES (in which the UK’s largest
insurers have been invited to take part) in June. Recent regulatory feedback has identified material gaps in
insurers’ capabilities, data and tools to evaluate climate-related scenarios, so we expect insurers to invest
considerable time and resource in enhancing their capabilities as they complete these exercises. More broadly,
we expect supervisors to continue to push insurers to build their exposure management and stress testing
capabilities for high impact, hard-to-model man-made and natural catastrophe risks in H2 2021 and beyond.

Financial Resources
Regulatory scrutiny of brokers’ financial adequacy
will continue and we expect the FCA to tighten its
expectations as to the quality and liquidity of their
financial resources. Brokers will have to analyse
their financial adequacy in view of their risk profiles,
including with respect to exposures to non-financial
risks.

Lower regulatory priority
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Higher regulatory priority
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ACD
Authorised Corporate Director

COP 26
United Nations Climate Change Conference

AI
Artificial intelligence

CRR

AIFMD
Alternative Investment Fund Managers Directive

CSDR
Central Securities Depositories Regulation

AML
Anti-money laundering

CSPs
Cloud Service Providers

BCBS
Basel Committee on Banking Supervision

CTF
Counter terrorist financing

BMR
Benchmark Regulation

DORA
Digital Operational Resilience Act

BoE
Bank of England

EBA
European Banking Authority

BRRD
Bank Recovery and Resolution Directive

EC
European Commission

CBES
Climate Biennial Exploratory Scenario

ECB
European Central Bank

CCP
Central counterparty

EIOPA
European Insurance and Occupational
Pensions Authority

CDD
Customer due diligence
CHF
Swiss Franc

Capital Requirements Regulation

EONIA
Euro Overnight Index Average

ESAs
European Supervisory Authorities (the EBA, ESMA
and EIOPA)
ESG
Environmental, Social and Governance
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ESMA
European Securities and Markets Authority
€STR
Euro short-term rate
ETF
Exchange Traded Fund
EU
European Union
EUR
Euro
FCA
Financial Conduct Authority
FDIC
Federal Deposit Insurance Corporation
FIUs
Financial Intelligence Units
FRTB
Fundamental Review of the Trading Book
FSB
Financial Stability Board
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FTSE
Financial Times Stock Exchange

IMA
Internal Models Approach

OCC
Officer of the Comptroller of the Currency

GBP
British Pound

IMF
International Monetary Fund

PRA
Prudential Regulation Authority

GDPR
General Data Protection Regulation

IOSCO
International Organization of Securities Commission

PSP
Payment Service Provider

GFC
Global Financial Crisis

ISDA
International Swaps and Derivatives Association

PSR
Payment Systems Regulator

GFSC
Guernsey Financial Services Commission

JPY
Japanese Yen

SFDR
Sustainable Finance Disclosures Regulation

HMT
Her Majesty’s Treasury

KYC
Know Your Client

SME
Small and Medium-sized Enterprises

IBORs
Interbank Offered Rates

LIBOR
London Interbank Offered Rate

SREP
Supervisory Review and Evaluation Process

IBS
Important Business Services

MiFID II
Markets in Financial Instruments Directive II

STO
Share Trading Obligation

ICAAP
Internal Capital Adequacy Assessment Process

MiFIR
Markets in Financial Instruments Regulation

TCFD
Task Force on Climate-related Financial Disclosures

ICT
Information and Communication Technologies

MREL
Minimum Requirement for Own Funds and Eligible
Liabilities

UCITS
Undertakings for Collective Investment in
Transferable Securities

NBFI
Non-Bank Financial Institutions

US Fed
US Federal Reserve System

IDD
Insurance Distribution Directive
IFRS
International Financial Reporting Standards
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NPL
Non-Performing Loans
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1. Managing Divergent Recoveries, IMF, April 2021.
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9. The Digital Regulation Cooperation Forum was launched in 2020 as a non-statutory voluntary network to support cooperation between the Competition and Markets
Authority, the Information Commissioner's Office, and Ofcom. The FCA joined as a full member in April 2021.
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13. Descending safely: Life after Libor - speech by Andrew Bailey, May 2021.
14. Speech by Mark Steward, Executive Director of Enforcement and Market Oversight, on the importance of purposeful anti-money laundering controls, FCA, April 2021.
15. UK Finance, UK Payments Market 2021 Report, June 2021.
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David Strachan
Partner, Head of EMEA Centre
for Regulatory Strategy, Deloitte
dastrachan@deloitte.co.uk
+44 20 7303 4791

Suchitra Nair
Partner, EMEA Centre for Regulatory
Strategy, Deloitte
snair@deloitte.co.uk
+44 20 7303 7963
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Laurent Berliner
Partner, EMEA FSI Risk
Advisory Leader
lberliner@deloitte.lu
+352 451 452 328

Michael Cravatte
Partner, Insurance Leader
mcravatte@deloitte.lu
+352 451 454 758

Vincent Gouverneur
Partner, EMEA Investment
Management Leader
vgouverneur@deloitte.lu
+352 451 452 451

Lou Kiesch
Partner, Regulatory Consulting
Leader
lkiesch@deloitte.lu
+352 451 452 456

Nicolas Marinier
Partner, Forensic &
Financial Crime
nmarinier@deloitte.lu
+352 451 453 042

Pascal Martino
Partner, Banking Leader
pamartino@deloitte.lu
+352 451 452 119

Francesca Messini
Partner, FinTech &
Sustainability Leader
fmessini@deloitte.lu
+352 451 452 791

Bertrand Parfait
Partner, Risk Advisory
bparfait@deloitte.lu
+352 451 452 940

Jean Philippe Peters
Partner, Risk Advisory
Leader
jppeters@deloitte.lu
+352 451 452 276

Nick Tabone
Partner, Private Equity
Leader
ntabone@deloitte.lu
+352 451 452 264

Basil Sommerfeld
Partner, Consulting,
IM & PERE
bsommerfeld@deloitte.lu
+352 451 452 646

Simon Ramos
Partner, IM Advisory &
Consulting Leader
siramos@deloitte.lu
+352 451 452 702

Stéphane Hurtaud
Partner, Cyber Risk Leader
shurtaud@deloitte.lu
+352 451 454 434

Lize Griffiths
Partner, Real Estate Leader
lizgriffiths@deloitte.lu
+352 451 452 693

Irina Hedea
Partner, Information
& Technology Risk
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+352 451 452 944
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