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Executive summary

The UK is a world-leading international financial and business hub because it is
open, predictable and anchored in the rule of law. That reputation for stability and
legal certainty is a strategic asset: it attracts global capital, supports deep and liquid
markets in London, and underpins the UK’s wider trading relationships. Any new
coercion instrument - even if never used - must therefore be designed and
communicated in a way that protects, rather than inadvertently undermines, that
openness-based competitive advantage.

Against that backdrop, UK Finance, the leading banking and payments trade
association in the UK, does not support including financial services within the scope
of such an anti-coercion instrument. The moment such a power is announced, it will
be scrutinised internationally; if it is perceived as a signal that the UK is willing to
politicise market access, it could carry immediate reputational and economic costs.
Furthermore, financial services and cross-border banking have not been used by any
country in the past as tools of retaliation against economic coercion, which itself is
evidence against using financial services for such purposes.

We therefore encourage His Majesty’s Government (HMG) to reflect very carefully
on why financial services should be included in any such framework. Unlike goods
tariffs that apply at the border, financial services are largely imported into the UK by
foreign businesses commercially established here and deeply embedded in the
operation of local and cross-border markets. The difficulty of using financial services
as an anti-coercion measure is also clear from the question of proportionality: goods
trade can be measured and disaggregated by tariff line, making targeted responses
more feasible, whereas services trade is not captured with comparable precision. In
many cases, including cross-border banking, policymakers do not have firm-by-firm
export data into the UK in the Balance of Payments statistics, even where aggregate
exposure is clearly very large. That makes it materially harder to calibrate a services
measure in a way that is both proportionate and credible.

Therefore, if financial services were to be “weaponised”, a key design safeguard
should be mandatory, sector-specific consultation - particularly with the FCA, PRA
and Bank of England, and with affected industry - both to assess feasibility and
systemic risk, and to shape communications that reassure markets about the
continuity of existing permissions and contracts.

If a coercion instrument were ever directed at overseas banks or other financial
services firms, a large volume of derivatives, insurance arrangements and payment
flows could be suspended or placed into legal limbo, creating disruption that could be
impossible for the FCA and PRA to contain. Moreover, the mere existence of the
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instrument and especially any public framing that suggests the UK is willing to
disrupt cross-border market functioning, could have destabilising effects from day
one:

e Reputation as a global financial centre: The City of London’s success relies on
the rule of law and legal certainty. Using financial service permissions as a
political retaliatory tool could lead to capital flight if investors were to seek
more politically neutral jurisdictions.

o Systemic financial stability: Restricting financial flows or access to payment
systems can have material spillover effects, potentially disrupting global
clearing and settlement functions based in London.

e Contractual complexity: Financial contracts (derivatives, insurance) often span
decades. Withdrawing permissions abruptly could lead to significant legal
disputes and market chaos that is harder to resolve than a simple trade
embargo.

e Regulatory independence: Using financial regulation for foreign policy aims
risks the FCA and PRA becoming subject to political interference, potentially
undermining their primary mandates of consumer protection and market
integrity.

For these reasons, the instrument’s objectives, thresholds and intended application,
particularly in relation to financial services, would need to be communicated with
exceptional care. HMG will need an explicit communications strategy alongside the
policy design. In this regard, the EU’s approach provides a partial model - the
Commission was clear that the EU Anti-Coercion Instrument (EU ACI) is a shield, not
a sword - but the UK can go further in tone and specificity. This could include senior
messaging that avoids “trade bazooka” language; clear statements that the
instrument targets new activity first and protects existing permissions and contracts
wherever possible; and, where appropriate, a joint public statement with the relevant
regulators setting out the conditions and safeguards under which any financial-
services measures could be contemplated.

To summarise, we recommend that the UK coercion instrument should not include
financial services within the scope of any potential anti-coercion instrument.

However, if the UK Government nevertheless decides to include financial services
within the toolkit, their use should be carefully controlled and communicated,
following the methodology set out below:
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The UK's retaliation should mirror the WTO Dispute Settlement Understanding’s
like-for-like approach, under which retaliation is first sought in the same sector as
the economic coercion. This approach, which is notably missing from the broader
EU ACI, helps ensure that the UK does not unnecessarily escalate disputes into
highly sensitive areas such as financial services unless absolutely necessary.

The UK's toolkit should be broad but applied through a tiered hierarchy. For
financial services, the government should adopt a specific sub-hierarchy in line
with the provisions envisaged in the EU ACI.

Hierarchical order for financial services:

1. Targeting new activity: Measures should first focus on procedures for
granting new licenes or authorisations initiated after the coercion is
identified.

2. Pending applications: If restrictions on new licences are insufficient, the
government may target procedures that are not yet complete.

3. Existing rights as a last resort: The removal of existing licences should
be considered only as a final, exceptional measure. This should occur only
where it is demonstrated that other measures would be ineffective and not
disproportionately harm the UK’s own downstream industries or
consumers.

Embed mandatory, sector-specific consultation with industry and regulators (FCA,
PRA and Bank of England) as a core design feature, not an optional add-on. This
should inform both (i) technical decisions on effectiveness, proportionality and
systemic risk (reflecting the EU ACI) and (ii) a standing communications
approach that reassures markets about legal certainty and continuity of existing
contracts. For financial services, the framework should also take account of wider
global systemic stability concerns. The Bank of England and the PRA should
have the power to block use of the instrument in relation to licensed entities and
existing contracts, to mitigate potential systemic risks.
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Question 1: In your view, would it be useful for the government
to take powers to respond to acts of adverse economic pressure
against the UK? Indicate the level to which you agree or
disagree and the rationale for your view.

UK Finance believes that the UK Government already has the necessary tools to
respond to economic coercion. Should a comprehensive formal framework be
established to provide further deterrence, we recommend that financial services be
excluded from its scope.

Should the UK adopt these powers, it must embed a hierarchy of sectoral responses
aligned with Article 22.3 of the 1994 WTO Dispute Settlement Understanding. To
maintain its global standing as a predictable trading partner, the UK’s framework
should mirror the WTO's like-for-like approach, whereby retaliation is first sought in
the same sector as the one in which UK interests are affected. This approach, which
is notably missing from the EU ACI, ensures that the UK responds to coercive
behaviour with measures in the same sectors in which it is being threatened.
Financial services should be considered only where a third country has already
taken coercive action against UK financial services, and even then only as a matter
of last resort and with particular caution.

We recognise the arguments in favour: a well-designed deterrent can have real
merit, particularly where the objective is to prevent coercion from escalating and to
provide leverage short of more disruptive measures. Clarity about the availability of
proportionate countermeasures may help to de-escalate incidents by shaping
incentives early. However, for the UK the stakes are materially higher because our
competitive advantage rests on openness, predictability and proportionality. A poorly
framed or loosely governed power creates costs the moment it is announced -
through market uncertainty and international commentary - even if it is never
invoked. That is why design, thresholds, consultation and communications are as
important as the existence of the power itself.

While the consultation suggests that the UK needs a deterrent beyond the existing
tools at HMG'’s disposal, we question whether financial services should be brought
within the scope of the measures. No measure should be taken in the financial
sector without a formal assessment of its effectiveness and potential spillover effects
by the Bank of England and the Prudential Regulation Authority. The UK’s status as
a global financial centre depends on being open and predictable; if these powers are
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perceived as a move towards the politicisation of finance, the long-term cost to the
City of London’s competitiveness will far exceed any short-term diplomatic gain.

The strategic interdependence in financial services

The UK’s policy rationale for these powers is understandable: to establish a strong
deterrent (broadly analogous to the EU’s Anti-Coercion Instrument) intended to
discourage foreign states from exerting pressure through trade measures. That said,
extending this toolkit to include financial services carries materially higher risks,
given the UK’s distinctive position as a global provider of financial infrastructure and
market services.

1. The Scale of Integration

The UK is the world’s leading hub for cross-border banking, accounting for 14.6% of
all global international bank lending (as of Q2 2025). London hosts more than 160
foreign banks and branches that are not merely “guests” but part of the plumbing of
the global economy:

e Foreign Exchange (FX): The UK handles nearly 40% of global FX turnover.
Retaliatory measures against a foreign state’s banks could inadvertently
disrupt global currency liquidity, affecting third-party nations and UK
consumers.

o External liabilities: Bank of England data (Q1 2025) shows the UK has
significant debts to partners like the U.S.A ($1.6 trillion) and China ($24.5
billion in recent growth). Using financial permissions as an anti-coercion tool
risks triggering an immediate capital flight or a freeze in UK government debt
and associated repo markets, which are essential for everyday banking
liquidity.

2. Reputational risk vs. deterrence

Legal certainty plays a significant role in the UK’s position as a global financial
centre. Global capital flows to London because it is perceived as a stable jurisdiction
governed by the rule of law, not political impulse. If the UK government—which may
face a lower bar for action than the EU’s Qualified Majority system under the
proposals) can unilaterally “pull the plug” on an overseas bank’s licence for foreign
policy reasons, that reputation could quickly erode.

Such an outcome could result in investors and banks pivoting to politically neutral
hubs to insulate their operations from UK-specific geopolitical disputes.
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3. Potential cycle of escalation

Because of the UK’s status as a services superpower with a material trade surplus
(£205bn in 2025"), it is disproportionately vulnerable to counterretaliation. Given the
extensive global footprints of UK banks, there is a risk that reciprocal measures
could have wider consequences for the UK economy, potentially outweighing the
pressure exerted on the foreign state and its banking sector.

4. Operational and systemic complexity

Modern banking relies on highly interconnected technical standards (including 1ISO
20022) and real-time settlement infrastructure (CHAPS/RTGS). Unlike goods tariffs,
which generally apply at the border, restrictions on financial services can affect
ongoing contractual relationships and, in some cases, lead to contractual frustration.
There is also a basic problem of practical proportionality in services: policymakers
can target goods flows because they are measured and can be broken down by tariff
line, but there is no equivalent precise, firm-by-firm measure of what established
banks export into the UK in the Balance of Payments statistics. We may know that
the aggregate figure is very large, but that does not tell policymakers how to calibrate
a measure in a way that is accurate, proportionate and operationally workable. If the
coercion instrument were aimed at large overseas banks and insurance companies,
a large volume of derivatives, insurance arrangements and payment flows could be
suspended or placed into legal limbo, creating disruption that could be difficult for the
Financial Conduct Authority (FCA) and Prudential Regulation Authority (PRA) to
contain. In that sense, threatening to use a services instrument that may be difficult
to deploy credibly in practice is not only risky but potentially self-defeating.



https://commonslibrary.parliament.uk/research-briefings/sn02815/#:~:text=The%20UK%20generally%20imports%20more,%C2%A338%20billion%20in%202025.
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Question 2: As illustrated in Box A, adverse economic pressure
can disrupt normal operations across the UK’s economy,
organisations, and sectors. In your view, if you or your
organisation were affected by adverse economic pressure, what
measures should the UK government have at its disposal to
respond? Consider the broad areas listed in paragraphs 16 and
17 in your answer.

UK Finance’s primary position is that financial services should be excluded from the
scope of any anti-coercion instrument. If the government nevertheless decides to
retain a financial-services option, any such power should sit behind a strict tiered
hierarchy and be treated as exceptional.

If, notwithstanding that position, the government were to keep financial services
within its toolkit, the hierarchy should be as follows:

1. Targeting new activity: Measures should first focus on procedures for
granting new licences or authorisations initiated after the coercion is identified.

2. Pending applications: If restrictions on new licences are insufficient, the
government may target procedures that are not yet complete.

3. Existing rights as a last resort: The removal of existing licences should be
considered only as a final, exceptional measure. This should occur only where
it is demonstrated that other measures would be ineffective and would not
disproportionately harm the UK's own downstream industries or consumers.

Question 3: Are there any factors the UK government
should consider when using these powers, if the decision
were taken to introduce them?

A central consideration should be whether financial services need to be in scope at
all. In UK Finance’s view, they should not. If the government nonetheless proceeds,
the framework should follow the WTQ's three-step escalation: first, retaliation in the
same sector; second, under the same agreement; and third, cross-retaliation only
where other retaliatory measures cannot achieve a significant deterrent to, or
counter, the economic coercion.
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For any measure affecting financial services, there must be a mandatory
requirement for a Bank of England and Prudential Regulation Authority (PRA)
analysis. This analysis must certify that:

» The potential consequences for UK market stability have been fully
mapped.

« Any potential spillover effects (such as disruption to clearing or payment
systems) can be effectively contained.

In terms of broader economic consequences, the UK instrument should be aligned
with Article 22.3(d) of the WTO DSU and the EU ACI recitals, and the government
should consider the importance of the trade affected and the UK’s economic
interests. Specifically the impact on upstream and downstream industries and final
consumers in the UK. That proportionality assessment is inherently more difficult in
services than in goods. Goods flows can be measured and disaggregated by tariff
line; services flows, by contrast, are not generally available with the same level of
granularity, and in banking there is no comprehensive firm-by-firm export measure
into the UK in the Balance of Payments statistics. The result is that a services
restriction may be harder to calibrate, evidence and defend as proportionate, which
in turn weakens its credibility as a practical policy threat.

Finally, the government should treat communications as a core policy question, not
an afterthought. The existence of the instrument will itself generate international
scrutiny and concern, so HMG should set out early a clear narrative that it is an
“‘insurance policy” and a deterrent of last resort. This should include disciplined
language (avoiding “trade bazooka” framing), transparency about decision-making
thresholds and safeguards, and visible involvement of the independent regulators -
potentially including agreed public lines or a joint statement on the conditions under
which any financial-services-related measures could be considered.

Question 4: In what scenarios do you think an act or threat of
adverse economic pressure (such as the examples in Box A)
would be severe enough to justify the government using these
proposed powers, should they be introduced? When responding,
refer to paragraph 20 and explain your reasoning, including any
examples or factors you think are important.
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If introduced, coercion powers should only be triggered by severe coercion that
threatens critical infrastructure, national security, or essential supply chains, and is
credibly intended to force the UK to change its policy in some way. Even in such
scenarios, financial services should in our view remain outside scope because of the
UK's distinctive exposure as a global financial centre. If the UK Government takes a
different view, strict domestic thresholds would be vital to ensure the instrument is
used appropriately and responsibly.

Question 5: In your view, are there any additional principles to
those set out in paragraph 20 that should guide how the powers
are used, should they be introduced? Please explain your
reasoning.

Yes. A further guiding principle should be that financial services are excluded from
the scope of any such powers.

As mentioned elsewhere in this response, any anti-coercion powers touching
financial services should also have guardrails similar to the EU ACI, including
mandatory sector-specific consultation with affected industry groups and the
independent regulators, to ensure upstream and downstream impacts are thoroughly
understood and risks to UK residents and wider financial stability are avoided. This
consultation should be treated as a key design element and should also inform the
government’s standing communications approach, so markets and international
partners understand the instrument is tightly constrained and exceptional.

Question 6: The checks and balances in paragraph 21 are
designed to provide scrutiny before any powers could be used by
the UK government. In your view, would these checks and
balances contribute to providing sufficient scrutiny ahead of any
new powers being used?

Not on their own. The proposed checks would be materially strengthened if the
framework made clear that financial services are not intended to fall within scope. If
the government nevertheless retains that possibility, the checks should be
strengthened further by including a "Financial Stability Lock".

Before the UK government can move from targeting new licences to existing licences
in the financial sector, a formal report must be presented to Parliament detailing the
PRA'’s findings on systemic risk. This would help ensure that the lower "political bar"
for action in the UK (compared with the EU’s Council consensus requirement) is
balanced by rigorous technical scrutiny.
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Question 7: In your view, if these powers were implemented,
are there any specific considerations the UK government should
take into account when assessing application to:

- England, Scotland, Wales, and Northern Ireland
- crown dependencies

« British overseas territories

Not beyond the considerations already highlighted in this response. In particular, any
application should not alter the core conclusion that financial services are not an
appropriate sector to include within scope.

Question 8: Are there any other issues not covered in this
document that you think the UK government should consider
before deciding whether to develop these powers? Please
explain your reasoning.

A key additional issue is whether including financial services would undermine the
very objectives the instrument is meant to advance. In our view, it would: the
reputational, operational and systemic risks are unusually high in this sector, and the
UK already has a strong interest in preserving legal certainty, market confidence and
openness. For that reason, financial services should not be included within scope.
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