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This year's Parliamentary Review follows a significant
year in British politics. It was a year in which our
economy continued to grow, as the Government
followed its balanced plan to keep the public finances
under control while investing to build a stronger
economy. It was a year in which we began to deliver
on the result of the EU referendum by triggering Article
50 and publishing the Repeal Bill, which will allow for a
smooth and orderly transition as the UK leaves the EU,
maximising certainty for individuals and businesses.

And, of course, it was a year in which the General
Election showed that parts of our country remain
divided and laid a fresh challenge to all of us involved
in politics to resolve our differences, deal with injustices
and take, not shirk, the big decisions.

That is why our programme for government for the
coming year is about recognising and grasping the
opportunities that lie ahead for the United Kingdom
as we leave the EU. The referendum vote last year was
not just a vote to leave the EU — it was a profound
and justified expression that our country often does
not work the way it should for millions of ordinary
working families. So we need to deliver a Brexit deal
that works for all parts of the UK, while continuing to
build a stronger, fairer country by strengthening our
economy, tackling injustice and promoting opportunity
and aspiration.

In the year ahead we will continue to bring down the
deficit so that young people do not spend most of their
working lives paying for our failure to live within our
means. We will take action to build a stronger economy
so that we can improve people’s living standards and
fund the public services on which we all depend. We
will continue with our modern Industrial Strategy,
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deliver the next phase of high-speed rail, improve our
energy infrastructure and support the development of
automated vehicles and satellite technology, building
a modern economy which creates the high-skill jobs of
the future.

At the same time, work needs to be done to build a
fairer society — where people can go as far as their
talents will take them and no one is held back because
of their background. So we will continue to work to
ensure every child has the opportunity to attend a good
school. We will continue to invest in the NHS and reform
mental health legislation, making this a priority. And

we will work to address the challenges of social care for
our ageing population, bringing forward proposals for
consultation to build widespread support.

So this is a Government determined to deliver the best
Brexit deal, intent on building a stronger economy
and a fairer society, committed to keeping our country
safe, enhancing our standing in the wider world, and
bringing our United Kingdom closer together. We will
continue to put ourselves at the service of millions of
ordinary working people for whom we will work every
day in the national interest.

This year’s Parliamentary
Review follows a significant
year in British politics
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[t's been a long road back for the British economy.

In 2009 our deficit was at a post-war high, our economy
shrank by 4.3% and millions feared for their jobs.
Thanks to the hard work of the British people since
then, we have reduced the deficit by three-quarters,

we have been the second fastest growing G7 economy
for the past two years, 2.9 million net new jobs have
been created and our employment rate is the highest
ever recorded.

By controlling our public spending, backing business and
creating the environment for enterprise and investment
to thrive, we have got the UK economy back on track.

But now we face new challenges. The deficit is down
but debt is still too high. Unemployment is at a 40-year
low, but real pay growth is stagnating. And | understand
that people are weary of the hard slog of repairing the
damage caused by Labour’s great recession.

All our progress could be put at risk if we listen to
those who say we should abandon the economic plan
that has brought us so far, just as we are coming to
the final furlong. And it is up to all of us, in business
and in Government, across every sector covered by
The Parliamentary Review, to make the case, all over
again, for a market economy, sound money and a
system that incentivises enterprise and innovation.

So | will stick to the plan to bring the public finances
back to balance, at a pace that supports the economy in
the face of short-term challenges, and to make longer-
term changes. | will pursue a Brexit outcome that puts
jobs and prosperity first. And | will continue with my
priority to build a productive and dynamic economy.

| FOREWORD

It is only by making sustained increases to our
productivity that we can deliver the higher wages that
will increase living standards and fund the improvement
of our public services. That is why | announced the

£23 billion of additional investment in infrastructure
and innovation at the Autumn Statement last year, and
why | launched an overhaul of our technical education
system at the Spring Budget.

It is a good start, but there is more to do if we are

to close the productivity gap with our competitors,

and build a strong economy to provide opportunity,
prosperity and the funding for public services that this
country needs. | am determined to get on with the job.

This is how we can unlock the full potential of
our economy and create an economy that works
for everyone.

We have been the second
fastest growing G7
economy for the past two
years
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This is an unusual and dynamic time to be serving in
government and parliament. The year in Westminster has
been characterised by change, with the Prime Minister’s
snap election rounding off a year of reverberations
following the referendum result in June 2016.

As a parliament, and as a country at large, we have all
been considering the ramifications of leaving the EU,
and how a stable, prosperous post-Brexit future can be
achieved. In this context, the work of my department
is more important than ever. We play a crucial role in
providing continuity, stability and safequards for the
country’s working and living arrangements — whether
that be administering state pension payments to over
13 million people each week, or providing maternity
payments totalling £2.9 billion each year.

As our departure from the EU will alter the labour market,
it is up to my department and others to support the

workforce, enhance the economy, seek opportunities for
trade and ensure we are match-fit for a post-Brexit world.

The work already undertaken by this department

has helped the UK achieve the joint-highest rate of
employment since records began, alongside the highest
rates of employment for both women and disabled
people. Our flagship welfare reform, Universal Credit,
ensures that it always pays to be in work rather than

on benefits. We have just celebrated the rollout of this
initiative reaching over 100 job centres, and will continue
to expand its availability and uptake in the year ahead.

In the upcoming parliamentary year, we will continue
simplifying the benefits system, and also work to embed
clarity and sustainability in other areas of social security.

We continue to improve confidence and transparency in
the maintenance arrangements for children of separated
parents, by closing legacy schemes and encouraging and
incentivising parental collaboration. We will pursue our
commitment to help people with disabilities get into,
and stay in, work, building on the 300,000 who have
joined the workforce in the last year. We have already
announced plans to raise the state pension age to 68

in 2037, in a move that will rebalance generational
fairness and enhance provision for people in old age. The
continued uptake of the workplace pension supports this
drive for strategic planning and long-term sustainability.

Optimising and incentivising our work and pensions
provision is vital because we need a clear and sustainable
system in a post-Brexit world — one that galvanises the
workforce and enriches the economy, while supporting
the most vulnerable. By getting protections, benefits and
incentives right at home, we can build our productivity,
presenting a Britain that is ready to do business, and
open to engagement with the rest of the world.

This is an unusual and
dynamic time to be serving
in government and
parliament
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Return of the Two Party System

The BBC’s Andrew Neil gives his take
on the state of Parliament following
the June 2017 general election.

It was a year in which politicians
learned not only of the power of
a referendum to overrule the will
of Parliament - but of its power
to change the party system in
which they operate. Nobody saw
this coming. But, in retrospect,
perhaps we should have, since we
had the fallout from the Scottish
referendum to guide us.

In the autumn of 2014 the Scots
voted 55%-45% to remain part of the
United Kingdom. That was supposed
to settle the matter of Scottish
independence for a generation, until
some Scottish Nationalists began
regarding a generation as no more
than a couple of years. But in post-
referendum elections to Holyrood
and Westminster, it also recast the
Scottish party system.

Remember, Scotland had been one
of the first parts of the UK to throw
off the British two-party system
and replace it with a multi-party
choice of SNP, Labour, Tory, Green,
Lib Dem and even UKIP. But as the
constitutional issue took centre-
stage — and remained there even
after the referendum — Scottish
voters coalesced round a binary
choice: for or against independence.

Thus was a new two-party system
born of a centre-left Nationalist
party (the SNP) and a centre-right
Unionist party (the Scottish Tories).
The other parties have not been
completely obliterated, especially
in Holyrood with its peculiar voting
system. But by the general election
of 2017 Scotland had become

a battle between a dominant

| ANDREW NEIL

Nationalist party and a resurgent
Tory party representing the Union.
Two-party politics was back north
of the border.

So we should have been prepared
for something similar when Britain
voted 52% to 48% to leave the
European Union in the June 2016
referendum. At the time, we
remarked on the power of referenda
to overrule both the Commons
(where MPs were 65% pro-EU)
and the Lords (probably 80%
pro-EU). What we did not see was
how the Brexit referendum would
reconfigure English politics just

as the Scottish referendum had
redrawn Scottish politics.

So we were taken by surprise for a
second time. In this year's general
election — perhaps the single biggest
act of self-harm a sitting government
has ever inflicted on itself — almost
85% in England voted either
Conservative or Labour. The English
had not voted in such numbers for
both major parties since 1970, when
the post-war two-party system began
to wane — and declined in subsequent
elections to a point where barely
65% voted Tory or Labour,
encouraging some commentators to
think the decline terminal.

The referendum, however, reversed
the decline. The Brexit vote ended the
schism on the Eurosceptic Right as
UKIP voters returned to the Tory fold;
and those on the Left of the Greens
and the Lib Dems flocked to Jeremy
Corbyn’s more ‘Red Flag’ Labour
offering. So, as in Scotland previously,
two-party politics was back with a
vengeance in England too.

But without one crucial element. Our
historic two-party system regularly
produced one-party government
for the life of a Parliament. But our
new two-party system has produced
a hung Parliament with no party
having an overall majority. This
knife-edge parliamentary arithmetic
means the smaller parties may be
down - but they are not out.

The Conservatives need an alliance
with one small party (Ulster's DUP)
to be sure of a majority. Even then,
with the Tories and Labour divided
over Brexit, no majority on any issue
will be certain and on many votes
the smaller parties will be pivotal in
determining many outcomes.

So politicians return from
their summer recess to a great
parliamentary paradox: the two-party
system has resurrected itself but rather
than bringing with it the stability and
certainty of the two-party politics of
old, almost every major vote in the
months ahead will be uncertain and
unpredictable — and politics will be
peculiarly unstable. Power will rest in
Parliament. Government will be able
to take nothing for granted. No vote
will be in the bag until all the votes
are counted. Westminster will have
a new lease of life — perhaps even

a spring in its step. Our democracy
might be all the better for it.

Neil believes two referendums have
redrawn the map of British politics.
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The effect of Brexit on
the finance industry is
uncertain, given the
complexities of leaving
the EU

¥

Brexit and beyond

In July 2017, following the disruption
of a snap election, talks with the EU
over Brexit started to take shape.
There has been no shortage of serious
attempts to forecast what the outcome
of Brexit and the talks could mean for
the financial services sector.

In October 2016, Oliver Wyman
published a report, commissioned by
TheCityUK, which aimed to estimate
the impact of the UK’s exit from the
EU, particularly with respect to the UK
financial services sector. In compiling
the report, Oliver Wyman worked
closely with TheCityUK's Senior Brexit
Steering Committee and senior industry
practitioners. It also consulted the
major sectoral trade associations in its
attempt to estimate the impact of the
UK's exit from the EU.

The starting point is that the UK-based
financial services sector (FS-sector) is
very important to the UK economy as a
whole. It's annual earnings amount to
some £190-205 billion and the sector

provides direct employment to over
1.1 million people. It also generates
some £60-67 billion worth of taxes
every year. Plus it contributes to a
trade surplus that amounts to some
£558 billion.

The sector, the report points out, is
an interdependent, interconnected
ecosystem that has been developing
now for many years. The ecosystem
itself brings significant benefits

to financial institutions and the
corporates and the households that

it supports. The downside of this, the
report notes, is that the UK's exit from
the EU could be felt more widely than
simply in business transacted with

EU clients.

‘Our analysis suggests that, at one

end of the spectrum, an exit from

the EU that puts the UK outside the
European Economic Area (EEA), but
otherwise delivers passporting and
equivalence and allows access to the
Single Market on terms similar to those
that UK-based firms currently have, will
cause some disruption to the current
delivery model, but only a modest
reduction in UK-based activity. We
estimate that revenues from EU-related
activity would decline by approximately
£2 billion (around 2% of total
international and wholesale business),
that 3-4,000 jobs could be at risk,

and that tax revenues would fall by
less than £0.5 billion per annum,” the
report says.

However, a scenario that sees the UK
move to a ‘third country’ status with the
EU without any regulatory equivalence,
would be expected to have a more
dramatic impact. The report points out
that severe restrictions could be placed
on the EU-related business that can be
transacted by UK-based firms.

REVIEW OF THE YEAR |
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‘In this lowest access scenario, where
the UK's relationship with the EU rests
largely on World Trade Organization
(WTO) obligations, 40-50% of EU-
related activity (approximately £18-20
billion in revenue) and up to an estimated
31-35,000 jobs could be at risk, along
with approximately £3-5 billion of tax
revenues per annum,’ the report says.

At the same time, the knock-on effect
on the financial services ecosystem in
the UK could be profound as major
players relocate out of the UK. ‘An
estimated further £14-18 billion of
revenue, 34-40,000 jobs and around
£5 billion of tax revenues might be at
risk,” the authors note.

Europe too, could be a big loser. Oliver
Wyman points out that for some
institutions, the cost of relocation and
the ongoing inefficiencies associated
with a more fragmented environment
could cause them to close or scale
back parts of their business. ‘Others,
particularly with parents located outside
of the EU, could move business back
to their home country, reducing their
overall footprint in Europe,’ it warns.

On the plus side, with Brexit giving the
UK a strong push in the direction of
forging new relationships and trade
links, the report points out that we
could see significant opportunities
arising from new networks of trade and
investment agreements. Initiatives that,

The legal implications

Following on from the Oliver Wyman
report, the law firm Freshfields
Bruckhaus Deringer (Freshfields) was
commissioned by TheCityUK to carry
out a legal analysis of the impact

of Brexit on the sector and related
professional services industries.

The Freshfields report rules out the
most optimistic scenario, which is
where the agreement between the UK

| REVIEW OF THE YEAR

European businesses,
as much as their
British couterparts,
have a strong interest
in ensuring minimal

for example, nurture the growth of
FinTech, would boost jobs, revenues,
taxes and the trade surplus delivered by
the financial services sector.

disruption to their work

It seems obvious that EU business

in general has a strong interest in
supporting the UK's continued status
as an international financial centre. This
is true not just because of the services
directly provided to EU businesses

by the sector, but also, as the report
notes, because the UK has been, and
continues to be, a conduit for global
investment into the EU. ‘The best
outcome would be to recognise these
dynamics and [craft agreements that]
deliver mutually beneficial results for
the UK, the EU and the rest of the
world,” the report concludes.

and the EU results in full equivalence
and passporting across the scope of the
single market directives. However, the
report was commissioned and written
before the disastrous (for Theresa May)
June General Election, and therefore is
partially blind to the current argument
(or debate, to give it a politer colouring)
within the Government between

the ‘soft Brexit’ camp and the 'hard
Brexit’ camp.




The possibility of a hard
Brexit, particularly given
the government'’s deal
with the DUP, is a cause
of conern amongst some

of the British public

David Davis, as Secretary
of State for Exiting

the European Union,
has been personally
responsible for much of
the negotiations

The crux of the matter is immigration,
where the likes of Chancellor Philip
Hammond want to ensure that UK
business continues to have access to
EU domiciled talent — making him
more favourable towards the EU's ‘free
movement of peoples’ doctrine — while
the Prime Minister and those in her
camp are strongly opposed to the ‘free
movement of peoples’ approach and
want strictly enforced borders with
strong controls over immigration. The
latter approach is incompatible with
continued membership of the European
economic area (where acceptance of
the ‘four freedoms’ is a non-negotiable
requirement for membership).

) FINANCE

Quite which faction, the ‘hard’ or the
‘soft’ Brexiteers will come out on top at
the end of the proposed two-year Brexit
negotiating cycle remains to be seen.

The Freshfields report focuses on

two scenarios. The first sees the UK
having ‘third country’ status, with

the equivalence already established
continuing, but with no new access
arrangements in place to compensate
for the loss of passporting rights. The
second is where the UK does not
succeed in obtaining equivalence across
the core single market directives.

To be clear, ‘equivalence’ occurs where
the EU agrees that a particular UK
supervisory regime is ‘equivalent’ to the
requirements in a specific EU directive,
and offers equivalent protections

to consumers. Equivalence can be
granted in full, or partially, or can be
time limited.

According to the Freshfields study,
firms they talked to wanted to keep

as much of their activities in the UK

as possible and to continue their EU-
related business with as little disruption
as possible. No surprise there. The
report also found that firms are basing
their contingency planning on a worst
case scenario, i.e. no equivalence and
massive disruption to services.

Legislating for the UK’s withdrawal

The main takeaway from the

Government’'s own March 2017

white paper on how it sees legislation
progressing, is Theresa May's assurance
that the Government intends to convert
the ‘acquis’ i.e. the body of European
Community legislation, into UK law

at the same time as it repeals the
European Communities Act.

"The same rules and laws will apply on
the day after exit as on the day before.
It will then be for democratically-
elected representatives in the UK to
decide on any changes to that law,

REVIEW OF THE YEAR | 7
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after full scrutiny and proper debate,’
the Prime Minister said in her foreword
to the white paper.

David Davis, the Secretary of State for
Brexit, emphasised in his foreword that
the Great Repeal Bill would not be

‘a vehicle for policy change’. It is just
designed to take what was EU law and

turn it into UK law. The business of
deciding which of the EU derived laws
needs to be repealed or amended can
happen at a more leisurely pace. The
Great Repeal Bill will simply give the
Government the necessary power, as
Davis puts it, to correct or remove the
laws that would otherwise not function
properly post Brexit.

reqgulatory environment the global
financial services sector can expect

to face through 2017, the Deloitte
Requlatory Centre notes that, taken
as a whole, 2016 was another difficult
year for the financial sector. Economic
and political uncertainty added a large
complicating factor to the already
difficult task the sector faced in
completing preparations to bring their
organisations into line with the post-
crisis regulatory regime.

‘A prolonged period of tepid economic
growth and persistently low and
volatile interest rates has squeezed
profitability in some sectors and put
significant pressure on longstanding
business models and balance sheet
management. Firms are further
challenged by continuing uncertainty
over the final shape of post-crisis
financial requlation. While requlators
are keen to preserve the hard won
reforms of recent years, rising
political uncertainty in developed

The City of London

is the centre of the
UK banking industry,
and a focal point of
concern following the
referendum result and

economies (as demonstrated by the
UK’s referendum decision to leave the
EU and the US presidential election
results) has increased the volatility and
hence unpredictability of the macro-
policy environment. This has caused
some to go as far as questioning the
sustainability of free trade and open
markets,” the report claims.

the ensuing uncertainty
regarding regulation

8

Barclays comes close to tripling profits for

2016

Barclays' pre-tax profits for 2016 rose
to £3.2 billion for 2016, almost triple
its 2015 pre-tax profit figure. However,
as Chairman, John McFarlane, warned
in his press briefing, the bank still has
serious issues to resolve.

| REVIEW OF THE YEAR

The bank needs to reach a settlement
with the US Department of Justice
over a longstanding mortgage-bond
mis-selling scandal. So far Barclays
has refused to settle out of court. It

is the only major bank to hold out




Justice has been highly
critical of Barclays’
behaviour, and is still
taking action against the

group

against the swingeing fines imposed
by various US authorities for egregious
mis-selling and other fraudulent or
semi-fraudulent activities by financial
institutions in the lead up to the global
financial crash of 2008.

The US Department of Justice case is
that Barclays jeopardised the financial
position of millions of American
homeowners over the sale of residential
mortgage-backed securities (RMBS) in
the run up to the banking crisis

Barclays is also struggling to dispose of
its African bank at an acceptable price.

) FINANCE

In March 2016 Barclays announced that
it wanted to sell its 62% stake in its
Africa business, despite its long history
of operating in Africa. The bank has
been heavily criticised in the past for

its sluggish management of its Africa
business and its failure to identify and
exploit opportunities in a continent that
has the youngest demographic on the
planet. Barclays Africa Group employs
45,000 people across Africa and controls
banks in ten African countries, including
Ghana, Kenya, Tanzania and Uganda.

By November 2016 Barclays Africa was
the worst performing lender on the six-
member FTSE/JSE Africa Banks Index.
The bank managed to sell around 12%
of its stake in May 2016 but further
sales ran into trouble when the South
African Reserve Bank made it clear that
it did not want shares to end up in the
hands of a buyout company.

The Reserve Bank is playing the role
of lead regulator for all of the African
countries involved in Barclays Africa
and is determined to ensure that

any transaction that takes place will
go smoothly with no disruption to
customers, the banking sector or the
South African currency.

Co-op sale leaves the Co-op Group with

just 1% of the bank

At the end of June 2017 the Co-op
Bank announced that it had concluded
a £700 million deal with hedge funds.
The deal refinances the bank but leaves
the Co-operative Group owning just
1% of the bank. In 2013 the Group
owned the Co-op Bank outright, but
saw its stake dwindle first to 30% then
to just 20% within a year.

In 2013, under its former Chairman,
the disgraced Paul Flowers, the Co-

op Bank had needed an injection of
£1.5 billion to stay solvent after a
massive black hole was discovered in its

accounts. In February, the bank, which
was still desperate for funds, said it
was putting itself up for sale. At the
time, the Co-op Bank Board said it was
looking both at a sale and at ‘other
options’ including a stock market
floatation.

The bank has proved something of a
disaster for the Co-operative Group.

In early April 2016, after the bank
reported its results for the 2015-2016
year, the value of the Co-operative
Group's remaining 20% stake in the
Co-op Bank shrank to just £185 million.

REVIEW OF THE YEAR | 9
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This was well down from the original
£333 million it put into the bank in
2013 to keep it solvent. Six months
later the value of its 20% stake was
down to £140 million, giving the bank
a notional value of £750 million.

Despite seeing its stake reduced all

the way down to one percent after

the hedge fund deal, the Co-operative
Group emphasised that the Co-op Bank
would retain the ‘'name, brand and
commitment to co-operative values, as
set out in its ethical policy’.

In March 2017, the bank announced its
results for 2016, reporting a statutory
loss before tax of £477 million. This

is a reduction in the £610.5 million

loss before tax reported for 2015.

The improvement came from lower
operating costs, lower losses on asset
sales and lower conduct charges, the
bank said.

}

g ||

The Co-operative Bank

is now almost entirely
owned by other interests,
following the Bank’s
disastrous performance
over the last few years

Chairman Dennis Holt called 2016 ‘a
year of both progress and challenge
for the bank’. Considerable progress
has been made in delivering the bank’s
turnaround plan over the last three
years, and the bank is now stronger

in many areas than it was in 2013,’

he said.

HSBC intent on putting scandals and
revenue slumps behind it

In February 2017 HSBC reported a 62 %
slump in annual pre-tax profit for 2016,
so Stuart Gulliver, the Bank’s Chief
Executive Officer (CEO) was naturally
delighted when HSBC was able to
announce in May that it had achieved a
12% increase in adjusted pre-tax profit
for the first quarter of 2017. Profit,
after discounting one-off items, was
$5.94 billion while revenue was up 2%
on the same quarter in 2016, rising to
$12.8 billion.

Outperformance in Asia plus a strong
showing by the bank’s investment

arm, with trading revenues up 29%

for the quarter, eclipsing the average
increase of 9% recorded by nine of the
largest global investment banks, were
responsible for most of the increase.
Gulliver said that revenue growth had
also come from a solid recovery in retail
banking and wealth management.

10 | REVIEW OF THE YEAR

Stepping down as
Chairman in October,
Douglas Flint has
overseen a difficult period
for HSBC, following the

Misconduct scandals, swingeing fines
and the fact that globally, HSBC has
exited from almost 100 businesses and
ceased operations in 18 countries, has
taken a heavy toll of the bank in recent
years. Moreover, HSBC is about to see
major changes in its top management.

Libor scandal




Lloyds Banking Group

is now almost wholly
privately owned, with
only a small government

stake remaining

Gulliver is due to retire in 2018 and the
present Chairman, Douglas Flint, steps
down in October this year, making
way for Mark Tucker, the Head of the
insurance firm, AIA Group. Tucker will
have the responsibility of appointing a
new CEO to succeed Gulliver.

In its determination to put scandals

like the Libor rigging fiasco and money
laundering charges behind it, the bank
hired some 1,800 extra compliance
staff in the first five months of 2017,
bringing its total compliance headcount
worldwide to more than 6,000.

In August 2016 HSBC announced its
first share buyback, drawing on capital
released from the sale of its Brazilian
business. It bought US$2.5 billion

of stock. In his February briefing on

) FINANCE

HSBC's 2016 full year results, Gulliver
noted that the bank planned to
buyback a further $1 billion worth of
shares, and had received the necessary
regulatory clearance.

The bank has something of a cash
windfall at present because it is now
able to remit money back to its UK
headquarters from its US operation. So
further buybacks are not completely
out of the question, though Flint

said that he would not want to

steer shareholder expectations in

that direction.

Asked whether HSBC was now on
track to grow revenues after years of
revenue shrinkage, lain Mackay, Group
Finance Director, said that the signs
were looking very good.

Lloyds Bank clears its bailout debt

In the first week of April 2017 Lloyds
Banking Group (LBG) announced the
closure of 100 branches and the loss of
325 jobs. The closures affected 54 LBG
branches, 22 Halifax branches and 24
Bank of Scotland branches. The losses
are part of a wider attempt by LBG to
shrink its cost base, with the total job
cutting exercise said to ultimately result
in the Group shedding 12,000 jobs.

The closures are part of a plan
announced by the bank in June 2016
and reflect a general move among
High Street banks to shift more of their
business to the internet — which they
say is in response to customer demand.
LBG plans to use mobile branches to
continue services in affected areas.

Despite inevitable criticisms over its
branch closure programme, 2017
started well for LBG. Announcing its
first quarter results at the end of April,
the banking group reported that profits
had doubled by comparison to Q1
2016. Pre-tax profit was up at £1.3
billion versus £654 million. This looks
particularly healthy in the light of the
bank having to set aside a further £350
million to cover payment protection
compensation claims.

At the time the results were announced,
the Government'’s stake in Lloyds had
shrunk from 43% to less than 2%,

and it had already recovered all the
taxpayer’s bailout cash, amounting to
£20.3 billion. In May, just a few weeks
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after the Q1 results announcement, the
Government sold its remaining 0.25%
stake in Lloyds, returning LBG to full
private ownership almost a decade
after the 2008 bailout.

The move was widely seen as a pivotal
moment for the UK banking sector,
with LBG being the first lender to clear
its bailout debt to the Government.
According to LBG, the Government
made a profit for the taxpayer of £900
million on the conclusion of the deal.

Not so good for the bank is the fact
that in October this year its former Chief
Executive, Eric Daniels, and Chairman,
Victor Blank, are due to give evidence in
a £450 million law suit brought against
the bank by some 6,000 investors who
claim the bank withheld information
from them during its government-
instigated take-over of Halifax Bank of
Scotland (HBOS) at the height of the
global financial crash of 2008. Claimants
include many small retail investors

and some 300 corporates, including
pension and investment funds.

The takeover massively damaged Lloyds
and led directly to the Government
having to bail out the bank. Helen
Weir, now Marks & Spencer’s Financial
Director, is also due to give evidence.

The Lloyds/HBOS Shareholder Action
Group expects the hearing, scheduled
for 2 October, to last for 12 weeks.
One of the main claims being made
is that the directors of Lloyds TSB
failed to disclose that the bank had
secretly made a £10 billion loan
facility available to HBOS and that
HBOS had already required funding
of up to £25.65 billion from the Bank
of England and $18 billion from the
Federal Reserve.

Former Lloyds

G EMERISIEBERTES
is undergoing
intense legal
scrutiny, which may
have ramifications
for the bank

Under the circumstances, the action
alleges, exchanging 0.605 Lloyds shares
for each HBOS share amounted to a
gross over-valuation of HBOS's share
capital. The case ‘would highlight the
inexcusable failure of the Directors to
share crucial information with their
shareholders ahead of the deal going
through,’ the shareholders claim.

Restructuring at RBS

On 24 February 2017 the Royal Bank
of Scotland reported an operating loss
before tax of £4.08 billion for 2016.
The loss deepened to £6.955 billion
once additional items such as litigation
and conduct costs, plus restructuring
costs were taken into account.

Restructuring costs included a

£750 million provision in respect of

its remaining State Aid obligations
regarding Williams & Glyn (W&G).
The bank had been obliged by the
European Commission to dispose of
its 300-branch W&G portfolio as a
condition of receiving a taxpayer bail-
out of £45.5 billion during the 2008
global financial crisis. The Government
has now come up with a plan which it
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hopes the EU will accept, which would S ——

to use £750 million
RBS has set aside to
enable challenger
banks to increase their
market share

allow RBS to abandon the sale.




Paul Pester, the CEO
of TSB, has been
critical of government
plans to increase
competition, labelling
them as insufficient

b

Governor of the
Bank of England
Mark Carney has
stressed both the
challenges and
opportunities that
the growth of
FinTech presents to
regulators and the
industry at large

The bank is still 71% owned by the
Government and has singularly failed
so far to find a willing buyer for its
W&G branch network, the major
barrier being the difficulty of separating
the two entities’ IT infrastructure. To
date, RBS has spent some £1.8 billion
attempting to sell the W&G tranche.

The Government is proposing to use
the £750 million RBS has set aside to
enable challenger banks to increase
their market share of the small to
medium-sized business market (SMEs).
So far, the plan has been less than
enthusiastically received by several of the

) FINANCE

challenger banks. In April, Paul Pester,
Chief Executive Officer of TSB, which
was successfully carved out by Lloyds,
slammed the Government plan. “Writing
us a cheque for £100 million would be
very interesting, but it ain't going to do
much for competition,” he commented in
an interview with the Press Association.

For its part, the Commission has said
that it can only accept the new plan

if the new commitments can be
considered equivalent to those originally
provided'. There has to be considerable
doubt that the EU will consider that
equivalence has been achieved.

FinTech’s bright future

In a recent speech, the Governor of the
Bank of England, Mark Carney, pointed
out that FinTech has spurred a host of
new entrants, including new payments
providers, peer-to-peer lenders, robo-
advisors, innovative trading platforms
and foreign exchange agents. In time,
he noted, these new entrants would
likely bring about the unbundling

of traditional banking models and

may well deny banks their traditional
economies of scale and scope.

Plus, he pointed out, FinTech has
systemic consequences that are

highly complex and pose challenges

for requlators. More diverse business
models and alternative providers are
positives for financial stability, but robo-
advisors and traders could encourage

"herding’ behaviour, with trades
becoming more and more correlated.

Other positives include the possibility of
better credit risk analysis, with Big Data
analysis able to provide a more accurate
and dynamic picture of the state of

the economy. Economic forecast
improvements might well emulate
weather forecasting, which has steadily
improved in accuracy in recent years.

‘My own forecast is that FinTech's
consequences for the Bank of
England’s objectives will not become
fully apparent for some time. Many of
the technologies needed to deliver such
transformations are nascent — their
scalability and compatibility untested
beyond Proof of Concept,’ he added.

Rapid growth suggests InsurTech could

rival FinTech

Global investment in the InsurTech
market by insurance companies totalled
US$1.7 billion in 2016, across some
173 deals. The insurance companies
were way behind the banks in
recognising that buying innovative
technology start-ups was a great way

of responding to and countering the
potential threat from such start-ups.

Accenture Partner, Steve Watson, keeps
a close eye on InsurTech. He reckons
that although more than half of all
insurance InsurTech deals take place in
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the US, the UK, along with Germany
and China has become a significant
centre for such deals. ‘There is a growing
recognition that although the banking
and capital markets may have started
their FinTech journeys earlier (and built
up a considerable weight advantage), it
will ultimately be the insurance industry
that sees the most benefit — and the
greatest level of disruption — from

this global upsurge in innovation,” he
comments in a recent blog.

In particular, a number of new
InsurTech companies are focusing on
the potential benefits to be derived
from the ever expanding ‘network of
things'. ‘This is great news for those
insurers and start-ups that can harness
this army of devices to deliver new
levels of insurance personalisation,
better real-world outcomes for their
customers, and increased due diligence
with respect to their own internal risk
profiles,” he comments.

The Financial Conduct Authority in 2016/17

On 27 July 2017 the Financial Conduct
Authority (FCA) outlined proposals

to extend the Senior Managers and
Certification Regime to all financial
service firms. As always with this
regime, the aim is to make individuals
more accountable for their conduct
and competence. The intention is to
encourage personal responsibility for
actions and to make sure that the lines
of responsibility are clearly demarcated.

The proposal envisages five conduct
rules that apply to all financial services
staff at FCA-authorised firms. The
rules emphasise integrity, due care,
skill and diligence, along with being
open and cooperative with regulators.
Senior managers will need to be
approved by the FCA and will appear
on the FCA Register.

Jonathan Davidson, Executive

Director of Supervision — Retail and
Authorisations, at the FCA, said ‘This is
about individuals, not just institutions.
The new Conduct Rules will ensure that
individuals in financial services are held
to high standards, and that consumers
know what is required of the individuals
with whom they deal.The regime will
also ensure that Senior Managers are
accountable both for their own actions,
and for the actions of staff in the
business areas that they lead.’
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One of the FCA's major reports
over the last year was its study of
the competitiveness of the asset
management industry, which it
launched in November 2015.

The FCA notes that the UK asset
management industry is the second
largest in the world, managing around
£6.9 trillion of assets. Over £1 trillion of
this is managed for UK retail investors,
£3 trillion for UK pension funds and
£2.7 trillion for overseas clients. The final
report confirms the findings set out in
the interim report published in 2016. This
found that price competition is weak in a
number of areas in the industry.

To drive competitive pressure on asset
managers, the FCA will:

» support the disclosure of a single, all-
in-fee to investors

)
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support the consistent and
standardised disclosure of costs and
charges to institutional investors

» recommend that the Department
for Work and Pensions (DWP)
remove barriers to pension scheme
consolidation and pooling

» chair a working group to focus
on how to make fund objectives
more useful and consult on
how benchmarks are used and
performance reported.

Accenture, alongside
other organisations,
have noted the
disruptive and
innovative potential
of InsurTech

FCA proposals
regarding competition
and behaviour

aim to strengthen
regulation whilst

limiting interference

FINANCIAL CONDUCT AUTHORIT




The report also contains
recommendations aimed at improving
the effectiveness of intermediaries.
These include proposing a market
study into investment platforms and

a recommendation that HM Treasury
should bring investment consultants
into the FCA’s requlatory perimeter.

In October 2016 the FCA and the
Prudential Regulation Authority (PRA)
came under attack in a report compiled
by the Cass Business School for the
financial services think tank, New City
Agenda. The report suggested that UK

) FINANCE

regulators were ‘sleep-walking’ into
another financial crisis, and that crucial
changes put through in the wake of
the 2008 global financial crash were
already being watered down.

The administrative costs incurred by the
reqgulators now amount to £1.2 billion
a year, six times what they were in
2000. Plus, there are now over 13,000
pages of rules guidance and supervisory
statements published by the FCA and
the PRA, which, the report claims, is
creating a bureaucracy that is both
overzealous and ineffective.

R

Early setbacks for the
Trump administration on
healthcare reforms have
caused growing doubt
over the president’s
ability to see through

his planned economic

measures

What's next?

Commenting on the prospects for the
UK economy after Brexit, accountants
PricewaterhouseCoopers (PwC) note
that the current rate of growth going
into the Brexit negotiations is not
exactly brilliant. Growth slowed in the
first half of 2017, while inflation rose
sharply, squeezing consumers. PwC is
predicting that gross domestic product
(GDP) growth for 2017 as a whole will
come in around 1.5%, and will drop
another point in 2018, to 1.4%.

This modest growth prediction is
despite the fact that the UK economy

grew by 2%, from Q1 2016 to Q1
2017. However, the quarter-over-
quarter growth rate for Q1 2017 was
just 0.2%.

Nor, in all probability, can the UK
expect much help from the US
economy, traditionally one of the

major growth engines driving global
growth, along with China. At the time
of writing, forecasters were scaling
back their growth predictions for

the US economy. One of the major
concerns for pundits being the fact
that President Donald Trump's attempt
to repeal the health care reforms
instituted by his predecessor have been
thrown out by the Senate. This has cast
doubt upon President Trump’s ability to
deliver his promised tax and economic
stimulus and has caused some analysts
to downgrade their growth predictions
for the US economy.

As The Parliamentary Review goes to
print, it looks as though low growth
will continue at least through much

of the Brexit negotiations. Whether it
will have given way to higher growth
or started to slide towards recession
by the time the Brexit talks come to an
end is anyone's guess.
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Paul Hartwell, Chief Executive
Officer

BACB is a UK
bank at the heart
of London. It has
a commitment
to deal in those
countries or
markets which
the larger banks
deem to be too
risky or not
sufficiently
profitable

AT A GLANCE

» International wholesale bank

» Tailored trade solutions to
clients

» Focus on developing markets
in Africa and Middle East

» UK real estate arm

» London Headquarters with
four representative offices —
Algeria, Cote d'lvoire, Libya,
United Arab Emirates

16 | BACB

he global trade finance market has generally been seen to be

liquid and well-functioning, particularly between developed

markets. But more recently, it has experienced periods of
stress, most notably right after the Lehman bankruptcy in 2008, and

- amore structural change in response to the relaxation of historic
- economic sanctions particularly with respect to Iran and Sudan.

However, following the election of President Trump, there is also a degree of uncertainty
about how long these changes will actually last. International economic sanctions have
been a common and recurring feature of political interactions between countries;

the United States is the country which has most frequently applied negative economic
sanctions. Alongside these, several measures, imposed by a multilateral organisation
like the United Nations, have also taken place in recent years.

Trade agreements also have a major impact on trade and investment worldwide.
They shape business relationships among companies across the globe. In order to
succeed in world markets, small business exporters need to be aware of the impact
trade agreements have had and will have on their businesses. Likewise, lenders
must be familiar with trade agreements in order to better understand the needs
and financial concerns of their customers. Recent political events, most notably the
BREXIT vote and President Trump's intention to review the North American Free
Trade Agreement, mean that both new bilateral and multilateral trade agreements
will influence the size and shape of future international trade flows.

Given this prevailing political and economic uncertainty, it is therefore not
surprising that the large multi-national banks, which have historically dominated
the financing of international trade flows, are now nervous and reluctant to
commit to new trade finance activity. This is particularly true where it is needed
the most — in and across emerging markets. This situation is exacerbated by the
increasingly burdensome and costly regulatory compliance requirements associated
with doing business in ‘more challenging’ markets, particularly in relation to those
banks that have significant operations in the US and/or have agreed deferred
prosecution agreements with the US authorities.

To the external observer, it appears unusual for banks not to commit to supporting
trade finance business when losses on short-term trade finance portfolios historically
have been extremely low. Moreover, given their short-term nature, banks have been
able to reduce their trade finance exposures quickly in times of stress. This feature
of trade finance allows banks to reduce their risk when they are under funding and
liquidity pressure but, in doing so, the risk is transferred to the real economy.

The result of all this risk and uncertainty is a growing funding gap for trade finance — the
World Trade Organization estimates that this currently amounts to some