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Executive summary 

This research paper seeks to go into depth with the uncertainty the financial institutions in the 

City of London are experiencing as a result of Brexit. This will be done by identifying how 

London is being affected by the exit, how the financial institutions are reacting to the 

situation, and finally, how the different cities, Frankfurt, Dublin, Paris and Luxembourg, can 

exploit from a potential migration. The financial institutions are currently either speculating 

or have decided on a potential migration from the British capital, whilst awaiting the results 

of the negotiations. If the businesses are to relocate, there will be different factors and 

determinants influencing the final choice of destination.  

 

Brexit, and hereto the use of sources, is being critically examined throughout the thesis, 

accompanied by a positivist approach. The thesis is founded on the quantitative method to 

provide a broader perspective for the reader. The interviews conducted are semi-structured, 

seeking the interviewees own interpretation of the subject, in accordance with a hermeneutic 

approach.  

 

The findings in this paper show that there is a negative effect associated with the departure, 

regarding trading, levels of FDI and economic growth. The findings show that the UK awaits 

a longer period of financial instability and lower levels of economic activity. Similarly, the 

City will likely experience a drop in the level of FDI, in case no special agreement on 

financial services is arranged. The UK has been a very strong contributor to the EU, which 

will create a large economic gap, and presumably will increase the overall EU-related costs 

for the EU27.  

 

This paper also finds that the EU is moving towards a federalist direction, in an economically 

sense, e.g. with the banking union and capital markets union, and that the UK is looking 

towards a somewhat backwards integration in order to regain sovereignty, and this is creating 

this ‘clash’ between the them. London and financial institutions depends highly on their 

passporting rights, and the risk of losing this could have serious consequences for the City, 

enhancing the incentive for the financial corporations to consider a migration.  

The paper finds an indication of the financial institutions employing locally, when 

establishing a new branch within the European borders and not relocating employees from 
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the City of London. It hints that the institutions are preparing for a worst-case scenario, but 

seek to keep their presence in London. This paper establishes that, while the four cities are 

working effectively on improving their competitiveness within financial services sector based 

on FDI determinants, there are opportunities for enhancing the attractiveness of the cities. 

 

It is found that the UK is facing a period of both political and economic instability post-

Brexit, and therefore, the exit may not be causing as much turbulence to the financial market 

within the EU as first anticipated, but based on the Commission’s proposal to the EU budget, 

the costs associated could increase for the EU27. Preliminary forecasts of the British 

economy show signs of a stagnation or a decrease. It is likely that the UK will be 

experiencing lower levels of productivity and financial activities, and a higher level of 

unemployment and access to skilled foreign labour. In contrast, the EU will presumably 

experience a period of uncertainty post-Brexit, generated by the state of the UK economy. 
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1. Script 

1.1. Introduction 

Since Prime Minister Theresa May triggered Article 50 in March 2017, a hefty debate has 

been ongoing in the media about whether financial institutions, such as banks and investment 

firms, would leave the financial hub in London1 and what the consequences could be thereof. 

According to the media, Frankfurt and Dublin are considered as the big winners (Finch, 

Warren and Coulter, 2017), because of a highly developed financial centre and Fintech 

sector, however cities like Amsterdam, Luxembourg, Berlin, and Paris are also competing to 

become the new financial centre in Europe. With the focus throughout this paper being on 

Frankfurt, Dublin, Paris and Luxembourg, these cities are competing on parameters such as 

international financial environment, language barriers, attractiveness and so forth (Martens, 

Appendix III; Pultz, Appendix VI). The move-out could bring potential opportunities to the 

‘winning’ city, such as an economic gain or a boost of a skilled workforce. For now, Paris has 

been given the European Bank Authority (EBA) and the European Security and Markets 

Authority (ESMA), Frankfurt is home to the European Central Bank (ECB) and supervisory 

authorities for pension and insurance, Luxembourg has the large Central Security Depository, 

LuxCSD and the European Investment Bank, and Dublin has a large financial centre and a 

strong Fintech sector (Thygesen, Appendix V; Lavery, Barber, McDaniel & Schmid, 2017a). 

These major EU-institutions within the financial sector are important factors and it is likely 

that these, among other factors, have an effect on where the corporations decides to move. If 

London loses its status as the financial hub in Europe, it could have severe consequences for 

the British economy; losing its passporting rights, losing jobs, and costing billions in revenue. 

As of now, non-European banks and investment companies use the City of London as 

stepping stone to the 28 nations within the Single Market (Ghemawat, 2017b), and UK-based 

corporations within the financial services sector usually hold more than one ‘passport’, which 

puts the City at risk of being replaced with another European city. This causes great concern 

and is reflected as one of the main issues in the ongoing Brexit negotiations (Martin, 2016a). 

Since the government seemed to have had more focus on prioritising immigration control 

over an alternative membership of the Single Market, it now seems to have turned its 

                                                
1 The terms London, the City and the City of London, have been used interchangeably in this paper. The also 
goes for the terms UK Referendum, British Exit, and Brexit.  
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attention towards the financial sector, pushing hard for a special agreement on financial 

services (MacAskill & Jones, 2018b). Although proposals have been rejected a few times, the 

government and the City of London continue to work hard for a soft Brexit that secures a deal 

on financial services in order to calm the financial markets and the financial businesses 

(MacAskill & Jones, 2018b). But the businesses in the UK are still preparing for a worst-case 

scenario, as this could lead to an automatically cease of application of passporting rights 

(Moshinsky, 2017), and according to Jens Weidmann, chief of Germany’s Bundesbank, these 

rights are closely attached to the access to the Single Market (Jens Weidmann in Martin 

2016a). The financial institutions are arguing that the recently agreed transition period 

doesn’t vouch for a final agreement, and therefore no chances are taken (MacAskill & Jones, 

2018a). As a result of Brexit and the risk of the City losing its passporting rights, institutions 

such as Morgan Stanley, Citigroup, JP Morgan and Goldman Sachs (McNulty and Ahuja, 

2017) are already working on contingency plans regarding the possible scenario of moving 

out of the British capital (Martin, 2016a).  

1.2. Problem area 

There is a lot of speculation and debate about the relationship between the EU and the UK 

post-Brexit. Regarding the negotiations between the two parties, it is still unclear which 

consequences and opportunities the secession of the EU will bring. However, this uncertainty 

is disturbing to the financial services sector e.g. in terms of passporting rights and in terms of 

access to the Single Market. As this sector over time has become very much dependent on the 

Single Market, financial institutions are preparing a move-out of London. This paper looks 

into why financial institutions are potentially migrating from London, and where they are 

migrating to. The focus will mainly be to point towards how the future can look for this 

sector, and how the different stakeholders could act upon these changes. We are comparing 

Frankfurt, Dublin, Paris and Luxembourg, as these are perceived as some of the primary 

destinations in play. The choice of these four cities is based on where the majority of 

financial institutions are looking in case of a potential move (See Appendix IX; McNulty and 

Ahuja, 2017). Furthermore, we will investigate what the cities do to promote themselves in 

the competition of being the new main financial hub in Europe - which parameters are in play 

from the cities’ point of view and from the businesses, respectively. 
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1.3. Research question 

How are the financial institutions, currently located in the UK, being affected by Brexit and 

what measures will they need to take in order to keep access to the Single Market? 

 Subquestion: What parameters will attract them to new locations within the EU?  

1.4. Delimitation 

Throughout this research paper, we will not focus solely on a EU-UK perspective, meaning 

what approach the EU and the UK have to this debate, although it is neither overlooked. We 

have chosen to disregard financial institutions located within the UK but outside of the 

financial cluster of the City of London. Additionally, we will not include financial markets 

located within Europe but outside the European Union nor financial institutions in the same 

area with no particular interest or business on the Single Market. Hereto, financial institutions 

outside the scope of S&P Global Market Intelligence’s top 100 (See Appendix IX) are not 

included in this paper either.  

The paper will delimit itself from other cities in play as growing financial hubs, such as 

Berlin, Amsterdam and Copenhagen. These cities are not included because; a) the city’s 

competition and attractiveness is not perceived to have as strong a position as the chosen 

cities, or b) the city doesn’t have the capabilities compared to others and is not regarded as 

serious contenders by the many experts. 

Moreover, the influence of the post-Brexit and the potential move of financial institutions in 

Denmark and Danish businesses are not analysed, nor are Danish businesses in the UK or 

British businesses in Denmark. Another element to the post-Brexit debate is the immigration. 

This subject is extensive in itself and will not be covered. As the paper have a more socio-

political approach, the elements of socio-economic may be deemed insufficient, although it 

will be touched upon. 

Within the financial services sector, legal issues and systems are not analysed and elaborated 

in full depth. This area is only touched upon in relation to the move-out of professional 

services (auditing, consulting etc.) as well as financial services if it is found relevant as part 

of the analysis. 
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1.5. Theory and models 

With the business orientation of this paper, we have mainly chosen to make use of theories 

that enable us to conduct the analysis from both a more macro perspective and a business 

perspective. This paper will include following theories and models described here in brief; 

1.5.1. Macroeconomics 

Economic measures such as unemployment, GDP, GNI, supply-demand on labour, growth 

and export, will be taken into account throughout the whole of this research paper. It will be 

used as indicators to give an overview e.g. of how London economically has been affected 

since triggering Article 50, and in what degree the City of London relies on foreign and EU 

labour and the Single Market. Furthermore, these measures will be used to analyse the current 

and future state of the chosen cities to provide an interpretation of how the cities are affected 

if or if not the financial institutions move to these locations. 

1.5.2. Integration Theories 

This paper will focus on three main integration theories; federalism, intergovernmentalism 

and neo-functionalism. These theories describe how there exists different approaches and 

perceptions of EU integration. The definition of the theories used are as follows; federalism is 

dividing the power between several levels of government, usually a federal core and its units, 

and is known to bring together nations to form a union with a central authority, creating a 

‘European federation’ (Bergmann & Niemann, 2015). Intergovernmentalism is based on the 

interest of the nations and the outcomes of EU bargaining. Here, a nation only transfer its 

sovereignty to the institution if there is a potentially joint gain from it (Bergmann & 

Niemann, 2015). And finally, neo-functionalism is a process-based approach, and the 

fundamental idea behind it is that integration processes evolves over time and at its own pace 

and diversity (Bergmann & Niemann, 2015). The basic thoughts behind federalism, 

intergovernmentalism and neofunctionalism are used to examine the current state of 

European integration, and they are also applied to examine the potential shift in perspectives 

hereon. 
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1.5.3. Dunning on FDI 

Other theories used in this research paper are John H. Dunning’s (2002) work on theories and 

paradigms of international business together with his work on FDIs (Dunning, 2002a; 

Dunning, 2002b). Together, his theories will be used from a business perspective to analyse 

the potential post-Brexit moving. With this, we aim to provide an analysis of whether a post-

Brexit move will have any significant effect on foreign investments - i.e. foreign financial 

institutions located in Europe. Throughout the paper, the different paradigms will be used in 

analysing the potential effects of a move-out from London and to one of the destinations in 

focus, e.g. his ‘OLI’ (Ownership-Location-Internalisation) framework used to analyse 

London’s prominent position and if this will change when exiting the Union, and his thesis in 

general in relation to a potential loss of knowledge or expertise. 

In addition to this, we will in brief include the work of Inglehart and Baker (2000), and their 

acknowledgements of FDIs as growth stimulating and beneficial for national welfare. Their 

arguments will be used as a supplement to support the findings of the potential move-out 

(Inglehart & Baker, 2000). 

1.5.4. FDI Determinants 

According to the Global Financial Centres Index (22 edition, September 2017) (Yeandle, 

2017) the competitiveness as a financial centre is being measured in five different categories; 

business environment, human capital, infrastructure, financial sector development and 

reputation. Whereas according to A.T. Kearney’s Global Cities outlook, a city’s potential is 

based on rate of change in 13 indicators across four dimensions: personal well-being, 

economics, innovation and governance. And finally, the Global Competitiveness Report 

(OECD) focuses on the workforce available, local frameworks (labour market laws etc.), tax 

incentives, location and infrastructure. This thesis is referring to several different 

competitiveness reports (A.T. Kearney’s Global Cities Outlook, The Global Competitiveness 

Report (OECD) and The Global Financial Centres Index). Each report represents different yet 

similar versions for drivers of choice. These categories are named in this thesis as FDI 

determinants and will be used as a benchmark in order to compare the chosen cities and their 

efforts to attract the financial service sector.  
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1.5.5. City branding and its alignment with FDI 

This paper will discuss place branding and its alignment with foreign direct investment, it 

will focus on how Investment Promotion Agencies must distinct their focus between two 

different target groups for foreign direct investment. One is “must invest” and the second is a 

broader MOE. It is important to make such a distinctions as the drivers of choice change 

according to the status of the financial institutions. We will compare how the different 

possible recipient cities are using place branding strategies to attract targets. When applying 

place branding strategies to attract investments it is crucial to comprehend to the target (in 

this case the financial institutions) and their drivers of choice. When analysing the needs of 

the financial institutions we will look to the FDI determinants for attracting enterprises; The 

choice of location is determined by a variety of factors such as infrastructure, skilled labour 

(human factors) and learning opportunities (Bah, Kefan and Izuchukwu, 2015). GFCI is 

analysing the cities competitiveness using almost identical factors (see chapter 4). This thesis 

will apply the parameters defined in the Global Financial Centres Index (See section 1.5.4. 

FDI Determinants). Place branding can be divided into two different paths, one directed at 

the business aspects (focusing on promoting the city for business) and another focusing on 

the social aspects (especially focusing on quality of life, directed at employees). Business 

wise, the possible recipient cities can use nation branding in order to attract targets by 

informing about their location and their desire to accommodate the financial institutions 

(promising incentives etc). In a social context, the cities can try to attract and appeal to the 

individual (the employee), by promoting quality of life, but in order to do so the recipient city 

must first identify the individual and their needs which is why we will also make use of 

Maslow’s Hierarchy of Needs.  

We have found similarities between place branding strategies and several investment 

promotion strategies, we have chosen Henry Loewendahl’s framework for FDI promotion to 

analyse the approaches that the cities are applying and aiming for applying through their 

strategy documents published through their IPAs. Loewendahl’s framework for FDI 

promotion is divided investment promotion into main areas: Strategy and organisation, Lead 

Generation, Facilitation and Investment Services. 
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1.5.6. Loewendahl’s Framework 

Loewendahl’s framework is covering four main areas; strategy and organisation (setting the 

national policy context, setting objectives, structure of investment promotion, competitive 

positioning, sector targeting strategy), lead generation (marketing, company targeting), 

Facilitation (project handling) and investment services (after-care and product improvement, 

monitoring and evaluation). 

Step 1: strategy and organisation are representing setting the national policy context, setting 

objectives; structure of investment promotion, competitive positioning, sector targeting 

strategy. 

The city (or nation or region) needs to establish a framework enabling FDI. It needs to 

remove restrictions on FDI and create support dedicated to the promotional organisations. 

The government (of the city, country or region) needs to establish its objectives for 

investment promotion, whether it is  targeting to develop sector size or sector positioning. It 

would need to consider the role of incentives, which can have a positive effect on investment 

location decisions (Loewendahl, 2001), and furthermore, it would need to establish its 

competitive positioning. The parameters for competitive positioning is analysed before 

applying the framework of Loewendahl to the four chosen cities. 

The cities need to identify its stakeholders and coordinate a position on investment 

promotion, which must be integrated into the activities of IPAs at national and regional 

levels, while involving the identified stakeholders. The structure of promotion needs to be 

defined, and it needs to be established whether the investment promotion should be executed 

on national or regional level. In some countries, there is a single dedicated national IPA, and 

in other countries, investment promotion is handled on a regional level. When all these 

considerations have been applied, it gives basis for developing a sector targeting strategy and 

the city can move on to step 2. 

Step 2: Lead generation (marketing and company targeting).  

When promoting a location, a city must first create a brand name, which investors can relate 

to - this is especially relevant when branding a region and not just a city; e.g. Paris Region is 

a recognisable brand name, contrary to Paris-Boulogne-Billancourt. Additionally, a city must 
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engage and participate in investment exhibitions held, such as MIPIM2 and the World 

Investment Conference. By participating in such conferences, the IPAs create opportunities to 

provide information, and introduce potential investors to the location and regional 

competitive advantages. The IPAs must prepare for such marketing activities by developing 

clear and distinctive business arguments to demonstrate their competitive advantage in the 

promoted sector. IPAs must create value propositions targeting individual companies with 

specific business opportunities, which is a long-term process, that includes the identification 

of potential investors and building up relations with target companies.  

Step 3: Facilitation (project handling).  

As it is not enough to market location and generate leads, an effective project handling is 

crucial to success. This is done through visit handling; an investor is expected to visit the 

proposed location, and this is a task, which IPAs are facilitating in collaboration with other 

stakeholders in the investment project. Depending on the complexity of the investment, the 

IPAs are also providing information about the location, the property available, local 

suppliers, human capital with certain disciplines, ICT infrastructure, resources and the 

business environment. 

Another way to facilitate the project is by offering a one-stop shop service for the investment. 

A one-stop shop service can include services, such as consulting, expediting applications and 

permit processing, screening or evaluation of the project, and performing incentive 

negotiation and approval (Loewendahl, 2001). 

Step 4: Investment services (after-care and product improvement; monitoring and 

evaluation). 

Investment services are the services an IPA can offer to existing investors. It is equally 

important in the process as the previous steps, and it can generate both new investments and 

increasing the quality of existing projects. The activities within investment services are 

supporting re-investment by existing investors, increasing the value of the investment by 

                                                
2 MIPIM (Le marché international des professionnels de l’immobilier) is an the world’s leading property 
exhibition hosted in Cannes, France each March. It is hosted by Reed MIDEM and includes an exhibition area, 
networking events and conference sessions over a period of 4 days (MIPIM, n.d., a). 
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adding value from local firms and upgrading operations. The IPAs must make sure the 

investment is integrated in the area to reduce the risk of closure.  

When executing investment services properly, it can generate new leads by reinforcing the 

quality of a location for a potential investor by using existing investors as ambassadors. 

Existing investors are the best ambassadors to influence other firms to consider the location 

as an investment site.  

1.5.7. Maslow’s Hierarchy of Needs 

Maslow’s Hierarchy of Needs is used in a motivational context for employees to determine 

needs and satisfaction levels (Nyameh, 2013). In this paper, we will also use the theory to 

analyse needs of potential employees, and whether such can be fulfilled in a potential 

relocation situation. Maslow’s Hierarchy of Needs will be used to determine the stakeholders 

needs (in this case the stakeholders being the employees of the financial institutions) and to 

help analyse whether their needs can have influence on the drivers of choice of new location 

for the financial institutions. Maslow’s hierarchy of needs is divided into three different 

categories covering five layers, the model is applied to demonstrate the connection between 

the hierarchy of needs and the above mentioned parameters. The three main categories are: 

Self-fulfilment needs, psychological needs and basic needs. Self-fulfilment needs is the self-

actualisation, achieving one’s full potential including creative activities. It is one single layer. 

Psychological needs is covering two layers, the esteem needs and the belongingness and love 

needs. The esteem needs is described as the need for prestige and feeling of accomplishment. 

The belongingness and love needs covers the need for intimate relationships and friends. The 

basic needs is likewise covering two layers; safety needs and psychological needs. The need 

for safety is defined more precisely as the need for security and safety. The psychological 

needs are defined as the need for food, water, warmth, rest.  

1.6. Methods 

In this project, we will aim to provide a critical examination of the Brexit debate at its current 

state. The first step in the process is to gather data about the topic, in order to gain awareness 

and a deeper insight of the situation. We will mainly rely on the quantitative method to 

collect data (Thurén, 2013), which means that we primarily will use various reports and 
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articles providing a broad perspective together with conducting interviews with people of 

interest and relevance within the area of topic.  

 

When conducting our interviews, we make use of Steinar Kvale’s (2007) method of doing 

semi-structured interviews (Kvale, 2007). Accordingly, we seek to obtain the interviewees 

own interpretation and perception of the Brexit situation. It is in our interest to register and 

interpret the meaning of what is said and how things are said during the interviews. We seek 

to cover both the facts of the debate but also the interviewees meaning of it (Kvale, 2007). In 

order to be setting the stage properly during the interviews, we are aiming at starting the 

sessions by explaining about the topic of the interview, the briefing cf. Kvale (2007). This is 

done to establish good contact. After the interview we will use Kvale’s (2007) method of 

debriefing to round of the session and if there are any further comments or feedback to the 

interviewer (Kvale, 2007). 

1.6.1. Hermeneutics 

We have chosen to apply the hermeneutic approach to this paper (Thurén, 2013). Through 

this approach, we interpret the choices and challenges the financial institutions will be facing. 

Within hermeneutics, the interpretations are constantly developing and changing, which 

corresponds well with the current situation of Brexit.  

The interviews conducted will be based on the semi-structured form according to Kvale 

(2007), as this gives us the opportunity to be in control with prepared questions, while giving 

the interviewee the opportunity to answer them freely (Kvale, 2007). Semi-structured 

interviews give the interviewee room for expressing own ontology, and with that we can 

interpret the expressed ontology with the use of our own. In this sense, we use a 

hermeneutical approach when entering the interview, which gives us the possibility to 

interpret the interviewee’s ontology and from this, we can obtain further knowledge about the 

subject. By doing this, we will be aware of the constant change in our personal perception of 

the reality. 

1.6.2. Positivism 

Using a positivistic approach, we aim for achieving ‘certain knowledge’ during our research 

(Thurén, 2013). In its sense, positivism builds upon two sources of perception; observation 

and logic. The aspect of observations is based on empiricism, and during this research paper, 
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we will make use of this approach. Although one can never be sure that an empirical truth 

really is true, we will critically examine and evaluate our sources and observations (See 

section 1.8 Source criticism; Thurén, 2013), to scientifically be better when considering a 

phenomenon or an observation. Furthermore, we pay attention to contradictions and how 

claims can be unlikely but possible cf. Thuréns (2013) take on positivism (Thurén, 2013). 

Moreover, the use of inductive method is in close correlation to the aspect of observation as 

the source of perception and the use of empirical data. 

1.6.3. Transcription 

We have chosen to transcribe each interview word by word to be able to cite interviewees as 

precisely as possible. However, interjections, such as ‘uhm’, are left out as these are not 

likely to add useful insight to the overall context. The interviews conducted in Danish are 

also transcribed in Danish, as this allows a more accurate expression of the interviewees 

ontology (See section 1.6.1 Hermeneutics; Kvale, 2007). We have conducted seven 

interviews in Danish and one interview is conducted in English. 

1.7. Empirical data 

In this research paper, we are conducting a total of eight interviews. All the interviewees have 

different professions and relevance to the debate. It is in our interest to be presented to 

practical knowledge as well as theoretical knowledge to gain a deeper understanding of the 

situation. The interviewees are chosen based on their background and relation to the debate, 

and their knowledge about European politics and economics. Throughout, we are looking 

towards providing a nuanced view of the debate. We have included experts3, such as Hans 

Martens, Niels Pultz, and Poul Skytte Christoffersen, from Tænketanken Europa together 

with the use of the think tank as a source. Bendt Bendtsen is interviewed in order to provide a 

somewhat professional view, and finally, Sebastian Zenker, Kristian Pedersen and Anders 

Klinkby are interviewed to get a view of the situation from an ‘outside-in’ perspective. 

 

Interviewee list: 

1. Anders Klinkby, Project Director, Copenhagen Financial Hub, Greater Copenhagen 

2. Bendt Bendtsen, MEP, Conservative People’s Party 

                                                
3 The term experts is used as a definition for people who work daily within the area referred to. 
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3. Hans Martens, Senior Advisor, Tænketanken Europa 

4. Kristian Pedersen, Research Manager (w/ focus on Brexit), Copenhagen Capacity 

5. Niels Kristoffer Thygesen, Professor Emeritus, Department of Economics, 

Copenhagen University 

6. Niels Pultz, Senior Advisor, Tænketanken Europa 

7. Poul Skytte Christoffersen, Chairman of the Board, Tænketanken Europa 

8. Sebastian Zenker, Associate Professor, Department of Marketing, CBS 

 

Besides the conducted interviews, we were aiming at doing interviews with sources with 

‘inside perspectives’, meaning those of financial institutions, however, these potential 

candidates were not in liberty to participate as interviewees for this paper. Furthermore, we 

have tried to get in touch with the British Embassy in Denmark for an interview, but also here 

were we without luck. 

 

The data that serves as our base throughout the paper consists of various official reports, 

news articles and data from different think tanks. Our main sources are think tanks that are 

located in London and in the EU. We will make use of e.g. Chatham House, an independent 

British think tank, which engages in open debates on international matters (Chatham House, 

n.d.), Bruegel, a European independent think tank, which specialises in economics (Bruegel, 

n.d.) and Tænketanken Europa, an independent and pro-European Danish think tank 

(Tænketanken Europa, n.d.) to gain knowledge of how the situation is perceived differently 

from the different point of views. These are also used in order to support our primary 

direction towards providing guidance for the financial industry together with the use of 

sources such as CBI (Confederation of British Industry), City of London Corporation and 

various documents from British governmental bodies. 

In order to give a more general background view of the Single Market and the current state of 

the European financial institutions, we will make use of the different EU-bodies and 

databases, such as The European Parliament, the European Commission, the European 

Central Bank, the European Banking Authority and Eur-Lex. These are also used throughout 

the analysis. Additionally, sources such as Harvard Business Review and Centre for 

Economic Performance, an interdisciplinary research facility within the London School of 

Economics Research Laboratory (CEP, n.d.), are used to support our primary sources and the 

analysis. Finally, we make use of different sources within the area of scope, such as Deloitte, 
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EY and Fitch Ratings. This is to give a perspective from within the sector, given that we 

weren’t able to conduct any interviews with such sources. 

1.8. Source criticism 

Throughout this paper, we will keep an objective perspective. When researching and 

processing empirical material and data, it is important that a critical approach is maintained. 

The interviews conducted are primarily from a pro-European point of view. Notably, the 

interviews are both from an expert’s point of view and an ‘outside-in’ perspective, whereas 

the use of sources within the sector are used to provide an ‘inside-out’ perspective. This is 

done to provide as objective a view as possible. It is also worth noticing that some of the 

empirical data might be more in favour of either the EU perspective or the UK perspective in 

the debate, and the data can also be in favour of a move-out of London or a stay. We will 

make use of both economically, politically think tanks and various media sources. Here, it is 

also acknowledged which role the media plays in the debate, and that there might be a 

difference in the promoted point of view of British media and other European media, 

especially the data gathered from the different cities and their promotion agencies. 

Finally, we will be aware of the fact that the situation is still ongoing, and therefore the 

opinions expressed in either the media, the reports, or in our interviews will be based on 

preliminary information and estimations. 
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2. Background 

This chapter aims to provide a background for the historical development of the Single 

Market, and how the structure of financial institutions and the financial services sector has 

developed with the establishment of the Single Market. This is done to provide deeper 

knowledge of the situation today and to shed light upon if and which historical events has had 

an effect on this. Furthermore, the four chosen cities; Frankfurt, Dublin, Paris and 

Luxembourg, are described individually to give a basis of why these cities will enjoy a 

potential migration of financial activities. 

2.1. Historical development of the Single Market 

The six founding countries, Belgium, Luxembourg, France, Germany, the Netherlands and 

Italy decided on creating an internal market in 1957 (Baastrup, 2018). The steps towards the 

European Single Market was taken with the enforcement of the Treaties of Rome in 1957, 

where a common market within the Union was established (Encyclopedia Britannica, 2011). 

By the end of the 1960s, the member countries agreed on creating a European customs union, 

which put up tariffs towards countries outside of the EU and introduced common rules for the 

members to follow (Baastrup, 2018). 

Through the 1980s, the common market was carefully shaped by different bills but it was, 

arguably, with the President of the European Commission, Jacques Delors’ White Paper in 

1985, that the rules of the market was being formally ratified (Baastrup, 2018). These rules, 

also perceived as the foundation of the EU, are the four freedoms - free movement of people, 

goods, capital and services (Barnard, 2016). The rules are set out to harmonise the market and 

remove any trade barriers between the EU member countries (Barnard, 2016). Soon after, it 

was decided with the European Single Act, that the Single Market should be completed by 

the end of 1992 (Barnard, 2016) - as this was never entirely completed, the development of 

the Single Market is still perceived as an ongoing project today. 

 

Although built on the four freedoms, the Single Market has through the years been far from 

free of obstacles. It took many years to develop an international European standard, which 

assumedly, still doesn’t cover every single aspect of the market. This made it difficult for the 

Member States in certain areas to align the standards and legislation in the time of creating 

the common market. Due to this, customs controls was still a necessity throughout the 1960s 
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and 1970s (CVCE.eu, n.d.). Especially within the financial services, the freedom of 

movement was lacking its flow, as every Member State tried their best to protect its own 

currency and controlling the financial markets (CVCE.eu, n.d.). Throughout the 1990s, the 

Single Market became more aligned with EU-standards than national standards; e.g. through 

mutual recognition of product manufacturing norms and the liberalisation of the transport 

sector (CVCE.eu, n.d.). 

 

One could argue, that the level of the Single Market was defined and shaped by the court case 

of the French Cassis de Dijón in 1979. Briefly explained, this dispute between a manufacturer 

of the French liqueur Cassis de Dijón and the state of Germany prevented the distribution of 

the goods in Germany because of different national standards regarding alcohol content in 

liqueur. In its verdict, the EU court ruled against the state of Germany, as this was seen as a 

violation of the free movement of goods between two Member States (EUR-Lex, 1979). By 

many, this case is seen as the foundation of the mutual recognition of product manufacturing 

norms (Chan, 2017). 

 

There are different ways of getting access to the Single Market. The current 28 Member 

States have full access to the market by virtue of their membership of the European Union. 

This access covers all four freedoms; goods, services, capital and people. Furthermore, 

Norway, Iceland and Liechtenstein also have access to the market, however through the 

European Free Trade Association (EFTA), and Turkey has access to the free movement of 

goods through its membership of the European Customs Union. Also Switzerland, Moldova 

and Georgia have access to the market through various bilateral agreements, but this access is 

limited to specific sectors, and does, e.g. for Switzerland, not cover financial services 

(Bloom, 2017). 

 

Even though the Single Market is one of the largest trading zones in the world, there are still 

some barriers that remains. This is e.g. within the areas of e-commerce, the financial services 

sector, and migration inflows (European Commission, n.d., a; EY, 2017). Also, with the UK 

leaving the Union, it is anticipated that there will be a negative effect on the market (EY, 

2017). This especially, since Prime Minister Theresa May announced that the UK will 

withdraw itself completely from the Single Market; “[...] Because European leaders have 

said many times that we cannot ‘cherry pick’ and remain members of the single market 

without accepting the 4 freedoms that are indivisible. We respect that position. And as 
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accepting those freedoms is incompatible with the democratically expressed will of the 

British people, we will no longer be members of the single market [...]” (Gov.uk, 2017). With 

that said, it is important to note, that the UK is leaving the EU but not Europe, as famously 

stated by May (Gov.uk, 2017), and that the UK will still seek to take part in the trade with the 

EU and will still be acting as a great asset in the partnership going forward (Payne, 2018). 

2.2. Current structure of European financial services 

The financial sector within the EU can on a general level be defined as a; “[...] complex web 

of dependencies and interactions between different actors. Banks and insurance companies 

act as intermediaries by directing funds from those willing to lend or invest to those who 

want to borrow. Financial markets such as bond and money markets also directly bring 

together lenders and borrowers. Meanwhile, payment and security settlement systems, the 

“plumbing” of financial markets, ensure the safe flow of money and financial assets [...]” 

(European Central Bank, 2016). The financial sector is often referred to as a very special and 

complex area, and especially after the financial crisis in 2008-2009, there has been a lot of 

focus on how to make the sector transparent and secure (European Central Bank, 2016). In 

order to make the sector secure and transparent, rules and regulations have been imposed on 

it. Since the financial crisis, more than 50 rules and regulations have come into force in order 

to create a more stable and responsible environment for the financial market - both on a 

global scale and within the borders of the Single Market - and to support and strengthen the 

currency of the euro with the creation of the banking union (European Commission, n.d., b). 

A few of these regulations to mention are; MIFID, the Basel agreement, CRD/CRR and 

BRRD. 

 

MIFID (Markets in Financial Instruments Directive) is a framework that seeks to enhance the 

financial sector through two main objectives, namely, market structure framework and equity 

market transparency. It has increased the competitiveness of the financial markets together 

with economic growth and job creation within the EU (European Commission, 2014a). 

BRRD (Bank Recovery and Resolution Directive) is to give authorities within the sector a 

more effective and comprehensive overview of how to handle banking failures on national 

level and cross-border in order to preserve the financial stability (European Commission, 

2014b). CRD/CRR (Capital Requirements Directive) is derived from Basel III and aims to 

prevent and decrease the scenario of banks going insolvent (European Commission, 2013). 
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The Basel agreement is set out to strengthen the financial sector in case of future financial 

crises and the like. The objective of the agreement is to make the sector resilient enough to 

absorb economic instability and to ensure growth (European Banking Authority, n.d.). 

 

The rules and regulations imposed on the sector is making the EU institutions more capable 

of supervising the financial institutions and products, which seems to be more important 

today than ever before with the further development of the global world; “[...] the structure 

and modus operandi of the authorities responsible for supervising the financial markets and 

institutions must be designed to prevent any instability from arising [...]” (Wim Duisenberg 

in Gaspar, Hartmann & Sleijpen, 2003, p. 11). Accordingly, the plan of the market is to 

reduce any fragmentation, strengthen the capital flow between member states, improve the 

access to market and products, and stabilise the euro area (European Commission, n.d., a). 

This has also led to structural changes through the years as part of the overall steps towards a 

deeper economic integration within the EU through a federalist approach (Gaspar, Hartmann 

& Sleijpen, 2003; Colombo & Magri, 2018). The structure and the cooperation between 

member states has supposedly made the euro area the third largest economy in the world, and 

in terms of population, one of the largest economies in the world consisting of almost 340 

million people (European Commission, n.d., a). 

 

Although the financial markets has undergone a major development since the commencement 

of the Rome Treaty in 1957 on European banking (Gaspar, Hartmann & Sleijpen, 2003), one 

could argue, that a yet deeper integration would be beneficial for the member states, as this is 

likely to increase economic growth and higher investments (Levine & Zervos, 1996; Gaspar, 

Hartmann & Sleijpen, 2003). However, it is important to note that the financial markets are 

subject to the hypothesis of market imperfections (Investopedia, n.d., a; Dunning, 2002a), 

and can probably never be fully or perfectly integrated. In Gaspar, Hartmann and Sleijpen’s 

(2003) work on the transformation of the financial system in Europe, they identified a 

significant change to the structure of the financial system as a whole. Here, they argue how 

there has been major changes from a system primarily based on close relationships between 

banks and clients to a more “arm’s-length and competitive” system (Gaspar, Hartmann & 

Sleijpen, 2003, p. 17-18). Presumably, this change has continued to develop up until today, 

where those traits still have an important role. 
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2.3. Frankfurt 

Frankfurt has a population of around 700,000 people (Batsaikhan, Kalcik & Schoenmaker, 

2017), and employs 74,700 people (2016) in the financial sector (See Table 1; Lavery, 

Barber, McDaniel & Schmid, 2017a; Lavery & Schmid, 2017). The city is home to the 

European Central Bank and also the system of the Single Supervisory Mechanism (Thygesen, 

Appendix V), which is the mechanism that grants ECB the means to supervise the financial 

institutions within the euro area and in those of the EU-countries that chooses to join SSM 

(European Commission, n.d., c). Furthermore, the city houses the European Insurance and 

Occupational Pensions Authority, that independently provides advice to the EU and 

supervises the market for pensions and insurance (European Union, 2018). One of the reason 

to why Frankfurt is one of the cities in play as a new financial hub in the EU, could be 

because of its ranking as one of the most competitive financial areas within the Union after 

London (Lavery, Barber, McDaniel & Schmid, 2017a). Moreover, Frankfurt also benefits 

from the economic stability, that Germany is recognised by (Lavery & Schmid, 2017).  
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Table 1: 

 

 

Frankfurt, as an alternative financial centre, has been supported both by representatives of 

Deutsche Bank and Frankfurt Main Finance. Here, the city is acknowledged for being a 

natural beneficiary of Brexit and for having a comparative advantage when it comes to 

infrastructure, competitiveness and talentpool (Lavery, Barber, McDaniel & Schmid, 2017a). 

Another advantage that Frankfurt holds - together with Luxembourg, Dublin and Paris - is 

that it is part of the Eurozone and the European banking union (Pallardó & Gandrud, 2016). 

This argument also serves as base for the debate regarding the issue of moving clearing 

activities, including euro-clearing, to the continent and thus within the Eurozone (Lavery, 

Barber, McDaniel & Schmid, 2017a). 

Even though London and the UK is known for its strong and competitive Fintech sector, 

Germany had, of 2015, 433 Fintech companies with a total market volume of €2,2 billion and 

a rapid growth of 150% a year (Lavery, Barber, McDaniel & Schmid, 2017a), and is 

therefore acknowledged as the second largest hub within European Fintech with a position to 

pose as a strong competitor to London within this area (Lavery, Barber, McDaniel & Schmid, 

2017a). 

As the UK will become a ‘third country’ in EU regulation term, both EU-institutions and 

private stakeholders have prepared themselves for a possible withdrawal to the continent 

(European Commission, 2018). Amongst, the three credit rating agencies, S&P, Fitch Ratings 

and Moody’s that accounts for 93% of European revenue and are all located in London, 
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would presumably have to relocate as it is stated by EU-rule that; “[...] it is necessary for 

operations to have a “meaningful presence” within the EU [...]” (Lavery, Barber, McDaniel 

& Schmid, 2017a). To this, Fitch Ratings has announced that it has established an operational 

hub located in Frankfurt (Fitch Ratings, 2018), but will presumably continue to have different 

degrees of activities in London, as well as other European countries. 

To summarise, Frankfurt has a strong position in within the financial sector. With all the 

insecurity that reflects the Brexit situation, Frankfurt is perceived as a base that can provide 

stability and security to the financial institutions, while also being able to provide proximity 

to the EU-institutions and authorities already located here. This could supposedly be an 

incentive for the actors in the financial sector, as this perhaps would provide the opportunities 

to somewhat have a saying through lobbying when it comes to e.g. financial regulation. 

Furthermore, the city also holds a strong competitive role when it comes to the area of 

Fintech. Overall, the city can be described as being a qualified alternative to London with its 

strong financial sector of great variety (See section 4.2.1 Frankfurt).  

2.4. Dublin 

Ireland is deeply rooted in the British economy, and Dublin shares some of the same 

advantages that London is known for, such as location, time zone and language (Lavery, 

Barber, McDaniel & Schmid, 2017b). The city has a population of approx. 1,260,000 people 

(Batsaikhan, Kalcik & Schoenmaker, 2017), and employs around 35,500 (2016) people in the 

financial services sector (See Table 1; Lavery, Barber, McDaniel & Schmid, 2017a). While 

already hosting some of the major global companies, such as Google’s European headquarter, 

and operating a large financial centre (Thygesen, Appendix V), it is now preparing for 

another boost within the financial sector (Lavery, Barber, McDaniel & Schmid, 2017a). After 

recent announcements from heavy players within clearing and currency trade considering to 

relocate from London to Dublin, the city has now emerged as a serious alternative to London, 

Frankfurt and Paris when it comes to securing the clearing trade (Lavery, Barber, McDaniel 

& Schmid, 2017a).  

 

According to findings from Sheffield Political Economy Research Institute, Ireland has a 

strong Fintech sector with secured investments worth of €518 million in Q1-Q3 of 2016 

compared to the UK’s €532 million (Lavery, Barber, McDaniel & Schmid, 2017a), and stated 
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by Eoghan Murphy, Minister of State for Financial Services, it is the vision to continuing 

making Ireland, and Dublin, attractive as a global hub for specialisation or innovation in 

financial services (Lavery, Barber, McDaniel & Schmid, 2017a).  

 

Given the proximity to the UK in many ways, it is likely to think that this could lead to a 

migration of certain financial services to Dublin; “[...] Dublin’s proximity to the UK, its 

English language and its favourable tax regime mean that Dublin is potentially well-placed 

to benefit from any relocation of the asset management industry within the EU [...]” (Lavery, 

Barber, McDaniel & Schmid, 2017a, p. 6). This also applies to credit rating agencies, where 

the smaller agency, Kroll Bond Ratings Agency, and the major S&P, have chosen Dublin as 

the new headquarter (Lavery, Barber, McDaniel & Schmid, 2017a; McNulty, 2017). 

Especially S&P favours the city because of its low tax rate for corporate firms (McNulty, 

2017).  

 

Dublin has an advantage compared to London when it comes to attracting financial 

institutions, as it is part of the Eurozone and the banking union (Pallardó & Gandrud, 2016), 

and according to a recent report, the Eurozone experienced higher growth in 2017 than first 

anticipated - especially in the light of Brexit - compared to a much weakened UK economy 

(Coughlan, 2017).  

 

The Irish Investment and Development Agency (IDA) is planning on adding at least 10,000 

job positions to financial sector by 2020 (Lavery, Barber, McDaniel & Schmid, 2017a). 

Together with a strengthened global competitiveness, innovative incentives, a strong talent 

pool and a highly educated workforce (Coughlan, 2017; Cpl, n.d.; Lavery, Barber, McDaniel 

& Schmid, 2017a), Dublin has a great potential of attracting a variety of financial activities, 

such as asset management and clearing, and foreign direct investment; “[...] thanks to Brexit 

we have the opportunity to attract Europe’s… first time entrepreneurs to set up shop in 

Ireland [...]” (Niamh Bushnell, Ireland’s commissioner for start-up businesses in Lavery, 

Barber, McDaniel & Schmid, 2017a, p. 4). 

2.5. Paris 

Paris has a population of around 6,600,000 people (2015) (Batsaikhan, Kalcik & 

Schoenmaker, 2017) and employs 333,000 people (2016) in the financial sector (See Table 1; 
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Lavery, Barber, McDaniel & Schmid, 2017a). Historically, the city was home to the first 

European integrated stock exchange (Investopedia, n.d., b; Thygesen, Appendix V), and 

today the city is home to the two EU-bodies; the European Securities and Markets Authority 

and the European Banking Authority, and four of the top 10 largest banks in the EU 

(Thygesen, Appendix V; Lavery, Barber, McDaniel & Schmid, 2017a).  

 

Paris is base to 750 Fintech firms, and even though it’s not as strong in global investments 

than e.g. Frankfurt or Dublin in this area, the French Fintech sector has increased by approx. 

70% in 2016 (Lavery, Barber, McDaniel & Schmid, 2017a). According to Axelle Lemaire, 

French Minister of Digital Affairs, France is working on incentives to increase its position 

within the financial sector, and especially in Fintech, where ‘fast track’ registration for 

foreign startups and a ‘tech ticket’ programme for non-French entrepreneurs are regulatory 

measures taken to accelerate growth (Lavery, Barber, McDaniel & Schmid, 2017a). 

 

The city expects to attract up to 4,000 jobs, and with labour and tax reforms in the pipeline, 

Paris Europlace, an organisation promoting financial activities in Paris, places the French 

capital neck-and-neck with Frankfurt (Jones, 2018). Advocating a lowering of the corporate 

tax level from 33% to 25% is a political way of taking advantage of the Brexit situation, 

enhancing the otherwise comparative disadvantage that Paris has compared to London 

(Lavery, Barber, McDaniel & Schmid, 2017a). Additionally, with almost 650 asset 

management firms and hosting 30% of the EU’s asset management industry, politicians and 

lobbyists are also seeing this as an ideal opportunity to strengthen the position as the leading 

asset management centre in the EU (Lavery, Barber, McDaniel & Schmid, 2017a).  

 

Compared to the other contesting cities, Paris has a disadvantage regarding the language 

barrier, as it has a large proportion of workers who doesn’t speak English, and this barrier is 

recognised by many French business leaders (Lavery, Barber, McDaniel & Schmid, 2017a). 

However, on this, the French financial regulator launched a programme short after the British 

referendum, that seeks to attract the financial institutions by offering a “[...] ‘2 Week Ticket’ 

to aid pre-authorisation, and then access to English-speaking assistants to aid full 

registration [...]” (Lavery, Barber, McDaniel & Schmid, 2017b, p. 9). 

Although Paris might have its disadvantages, the city is perceived as one of the strongest 

alternative financial centres when the UK leaves the Union (Lavery, Barber, McDaniel & 
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Schmid, 2017a; Lavery, Barber, McDaniel & Schmid, 2017b; Paris Region Enterprises, 

2018). With one of the highest GDP in the EU (See section 5.4.3. Paris), the city has a very 

stable economy together with a young and talented workforce (Paris Region Enterprises, 

2018). It is well-known for hosting global corporate headquarters and foreign companies, and 

has a strong financial sector and Fintech industry (Paris Region Enterprises, 2018). 

2.6. Luxembourg 

Luxembourg City has a population of approx. 114,000 people (2017) (Luxembourg.lu, 2017) 

and serve as a base for more than 139 banks from all over Europe (Luxembourg for Finance, 

2018). The city is well-known for its international environment, and it houses more than 

80,700 foreigners and more than 33,300 local residents (Luxembourg.lu, 2017). The city is 

home to the Luxembourg Stock Exchange, and several central securities depositories, e.g. 

LuxCSD and Clearstream, which handles Eurobonds (LuxCSD, n.d.; Luxembourg for 

Finance, n.d.). Furthermore, located in the middle of Europe, the city is also home to a 

variation of EU-bodies, such as the European Court of Justice, the European Investments 

Bank, the European Investment Fund and the European Stability Mechanism (Luxembourg 

for Finance, n.d.). 

 

One of the strong advantages of Luxembourg, is likely to be the language. In general, there 

are three languages used in the Grand Duchy, nameley, English, French and Germany - 

besides the national language of Luxembourgish - and it does therefore make the country, and 

the city, the most multilingual place in Europe (Luxembourg for Finance, n.d.). 

Another advantage would seem to be its location combined with its growing workforce. The 

city is able to attract talent because of its low tax levels, and located in between France, 

Germany and Belgium, it can attract its workforce from a large talentpool within proximity 

(Luxembourg for Finance, n.d.). 

 

With increased global focus on sustainability, Luxembourg city has a strong position, as it is 

hosting the Luxembourg Green Exchange, which is the first platform in the world fully 

dedicated to handle green securities, and handles here a large part of the world’s green bonds 

(Luxembourg for Finance, n.d.). 
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Luxembourg has a strong and stable national economy, and is predicted to experience a 5% 

growth in 2018. It also has one of the highest levels of GDP, nationally, but because the main 

part of the workforce is made up by cross-border workers, it is not included in the domestic 

statistics - cross-border workers account for 45% of the domestic employment (Luxembourg 

Chamber of Commerce, 2017; See Appendix XI). It is known for its strong financial sector, 

which mainly consists of three subsectors; investment funds, 4,141 investment funds with net 

assets of a total of €3,956 billion (2017), Fintech, a rapidly growing area with around 150 

startups, and insurance, consisting of more than 90 insurance- and 200 reinsurance 

companies (Luxembourg Chamber of Commerce, 2017). Additionally, Luxembourg has a 

very open economy, likely because of its international character, which gives it a solid 

position in attracting foreign investments, this includes the attraction of FDIs worth $31 

billion in 2013 (Luxembourg Chamber of Commerce, 2017). 
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3. Migration of financial activities 

When the UK officially leaves the European Union in 2021, as currently anticipated in a 

recently agreed deal on transition period (Ryborg, 2018a), British financial institutions would 

prior to this have to make a choice of either staying in the UK and outside of the EU-market, 

or establishing hubs within the Union in order to continue in providing financial services to 

the Member States. Whatever choice these companies make, it would probably have 

consequences for London to some extent and also for the rest of the European Union. This 

chapter will shed light on potential reasons to why the institutions are leaving the British 

capital, how the they react to the whole of the situation, and the effects of the Brexit on 

London as the European financial hub. 

3.1. Why the financial institutions are leaving London 

First and foremost, the EU is perceived as one of the largest world powers. It has a major 

economic and political weight, that makes it possible to have a significant effect on 

international matters (Colombo & Magri, 2018). 

Now, the UK’s planned exit from the Union has caused great uncertainty in the financial 

sector, which is argued to comprise any traditional way for the institutions to react 

(Ghemawat, 2017a). It is believed to cause negative impact on the City of London’s 

performance both compared to competitors and to a scenario without a Brexit (Véron, 2017). 

In this paper, the sector itself is regarded as a very vulnerable one and in situations like this, 

the insecurity and uncertainty of the future state gives reasons to great concern and instability 

to the financial markets (Thygesen, Appendix V). According to an economic survey from 

OECD (2017), the uncertainty is already beginning to show by; “[...] dented business 

investment, compounding the productivity challenge [...]” in the UK (OECD, 2017c, p. 10). 

This survey also establishes that the departure from the EU will likely have an negative effect 

on the UK’s trading relationships, which we assume will probably reduce the long-term 

growth of the country (OECD, 2017c). In conjunction with our data, we have also found 

evidence showing that the exit is affecting the trading relations with the EU and it could also 

create an unfavourable environment for the financial institutions located in the City 

(Thygesen, Appendix V; Martens, Appendix III). 
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Based on the analysis, arguments like these make it somewhat less attractive for the financial 

institutions to stay in London without any contingency plans; “[...] new pockets of risks have 

emerged and Brexit uncertainties have led to pressures to relocate some financial activities 

overseas [...]” (OECD, 2017c, p. 14). However, this would also encourage the British 

government to strike a deal with the Union that maintains the closest relationship possible 

post-Brexit (OECD, 2017c). One could assume that the possibility of financial instability in 

the UK would last for at least some years from now, until any political matters regarding the 

exit has been normalised, as the financial sector is highly impacted by both political and 

macroeconomic factors that shouldn’t be overlooked (Ghemawat, 2017a; Colombo & Magri, 

2018).  

Until now, there is no clear conclusion on the agreement between the two parties, and both 

the political and the economic environment is perceived as far from normalised. However, 

the consequences of Brexit will not only have a negative effect on the UK economy, it will 

also negatively affect the economy of the EU27 to some extent. In the beginning of May 

2018, the Commission proposed a new plan for the future budgets post-Brexit (Olsen, 2018; 

Ryborg, 2018b). Here it is clearly stated, that when the UK is leaving, a large economic gap 

will be occur and the additional costs will, according to the proposal, be imposed on the 

Member States, and the membership of the Union will therefore only be more expensive, 

which assumedly, will increase the associated costs of the exit for the EU27 (Olsen, 2018, 

Ryborg, 2018b). 

Today, around 45% of the exports from the UK goes to the EU and is facilitated through the 

membership of the Single Market and the European Customs Union (OECD, 2017c), where, 

in 2016, the export of financial services amounted to £55 billion and insurance were more 

than £17 billion (Tyler, 2017). Based on this deeply integrated relationship to the Union, the 

UK should seek a frictionless exit, that could serve as aid in stabilising and balancing the 

business sector (OECD, 2017c), maintaining its trading relations and avoiding any 

unnecessary uncertainties to the markets. In addition, this paper considers another factor that 

would cause the financial institutions to consider migrating and that is the level of labour 

productivity (See Table 2). Although this level is consistent with the level expected by the 

OECD (See Table 2; Table 3 in Appendix X), the UK level is much lower (20-25%) than e.g. 

those of Germany and France, and this level is estimated to be at risk of further declining as a 

result of Brexit (OECD, 2017c; See Table 2; See Table 3 in Appendix X). 
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Table 2: 

 
     (Retrieved from: OECD, 2017c, p. 19; Also see Appendix X) 

 

Moreover, the number of job-seeking people dropped by 49% from June 2016, and in April 

2017, the financial sector experienced a drop by 15% in jobs listed (Moshinsky, 2017). 

Presumably, these numbers only adds to the predominantly factors of financial businesses 

considering leaving the City of London. It should be noted, that we recognise that the 

potential cause could lie outside the scope of Brexit, but it is still found as a plausible 

enhancing catalysator.  

Financial institutions in London are benefiting from the European ‘passporting rights’ that 

exists within the EU. These rights within the financial services sector in London stem from an 

agreement that allows firms to conduct business in the EU; “[...] Subjects to its fulfilment of 

conditions under the relevant single market directive, a firm authorised in a European 

Economic Area (EEA) state is entitled to carry on permitted activities in any other EEA state 

by either exercising the right of establishment (of a branch and/or agents) or providing cross-

border services. This is referred to in Financial Services and Markets Act 2000 (as amended) 

(FSMA) as an EEA right and the exercise of this right is known as ‘passporting’ [...]” (Bank 

of England, n.d.). The meaning of passporting rights is to make it possible and easier for 
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registered firms to do business in other countries within the EU and the EEA, which as come 

to extend the international scope of the Single Market.  

The beneficial condition of the passporting rights is of great importance to financial 

businesses and it is necessary for the flow of the financial market in the EU. In 2016, approx. 

5.500 firms, registered in the UK, was committed to EU’s rule of passporting rights within 

the sector (Martin, 2016a; Martin, 2016b), but as the UK is leaving the Union, the financial 

hub in London is at potential risk of losing its passporting rights, which could cost the 

country thousands of jobs; “[...] The business put at risk could be significant [...]” (Andrew 

Tyrie, former Chairman of the Treasury Select Committee in the UK in Martin, 2016b). This 

is most likely a primary reason to why the financial institutions are of such concern and are 

prepared to leave London. It is estimated that around 15-20% of businesses in the City are 

likely to relocate on the continent (Véron, 2017), however based on the data currently 

available, the exact number is unknown for now. 

Furthermore, it is estimated that the UK-based EU-institutions will relocate in the near future, 

especially of those concerning financial regulation, as these are; “[...] largely driven by 

concerns about stability and systemic risk, which cannot be entrusted to a foreign 

jurisdiction, no matter how close and well-intentioned [...]” (Véron, 2017). Such relocation 

of important institutions would potentially lead financial businesses to follow along. This 

could especially have a consequence within the area of clearing, as today, there is a division 

of European clearing between ESMA in Paris and the Bank of England in London (Thygesen, 

Appendix V). Here, our evidence points to a potential take-over of ECB in Frankfurt, which 

we suggest could be very likely (Pultz, Appendix VI). 

After the referendum in 2016, the general growth in the UK has been negative, which, as a 

consequence of Brexit, can make the country less attractive and competitive compared to not 

only other financial hubs within the EU, but also compared to global financial hubs; “[...] 

Growth has gradually been losing momentum, slowing to 1.8% in 2016 and 1.1% (on 

annualised basis) in the first half of 2017. In the aftermath of the vote in the referendum to 

leave the European Union in June 2016, short-term confidence indicators fell, trading of 

several commercial property funds was suspended, and the UK’s sovereign rating was 

downgraded [...]” (OECD, 2017c, p. 22). Although, in the same period the British 

government implemented policies to stabilise the economy, the currency has experienced a 

major drop, which to some financial experts could be a prediction of a weak economy and 
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financial market in the long-term, and in the short-term a subdued valuation with expectations 

of yet unknown larger consequences of Brexit (OECD, 2017c). This corresponds well with 

our findings, that points to potentially lower growth in the UK and an unstable economic and 

political environment the next couple of years. 

Moreover, as the growth level is expected to be low this year (2018), our findings show that 

because of a weakened economy, predictions of a continuing weak currency, decreasing 

exports level, high inflation and general weak economic activity with a negative effect on 

financial investments, will be a new reality for the British, if the exit does not have a smooth 

transition, and if the UK converts its status to WTO-rules with no specific deal or partnership 

with the EU (See Table 4; OECD, 2017c). Although such scenario is only to be perceived as 

a potential projection, a situation like this would presumably cause difficult conditions for the 

financial institutions that remains in London both during and after the transition period. 
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Table 4: 

 
        (Retrieved from: OECD, 2017c, p. 25) 

 

Brexit has caused great uncertainty in the financial sector and it will likely still continue to 

have implications on the financial stability. If financial institutions migrates from London, it 

can cause fragmentation of the sector, and a split of financial activities cross-border and 

cross-jurisdiction can generate greater costs and make the sector even more complex and 

somewhat unstable than it already is (OECD, 2017c; Ghemawat, 2017b). But also serious 

legal aspects are presumed to be generated by the situation. In conjunction with our analysis, 

findings from OECD predicts the situation to cause great concern regarding the challenges of 

derivatives contracts and capital issued under British law, as these can create difficulties 

when the UK no longer will have to apply European directives or regulations (OECD, 

2017c). Such a matter is likely to disturb the financial markets, the political environment and 

the financial institutions even more. 

By cutting ties to the EU and the Single Market as currently expected, the UK will be risking 

a cut-off of its own businesses to the market, which also would generate a limited access to 

skilled workers, and if the euro-denominated clearing industry is relocated within the EU, a 

large number of jobs can be a costing consequence, especially for the City. For now, an 

estimated 80,000 jobs are associated with financial activities within this area, which is deeply 

concerning to the financial sector (Lavery, Barber, McDaniel & Schmid, 2017a). In 

conjunction with Levine and Zervos’ (1996) work on stock markets, banks and economic 
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growth, this paper suggests that financial development and economic growth are closely 

correlated, however, the British economy will be missing out on such long-term growth 

because of the potential setback caused by Brexit (Levine & Zervos, 1996). 

3.2. Migration of financial activities 

In today’s globalised world economy, the effect on trade is seen in the increased mobility of 

assets and the increasing role of national and supranational governments (Dunning, 2002a). 

Arguably, this is also a condition, that makes it easier for the potential migration of financial 

activities, as these are no longer rooted in their ‘home markets’ as they were decades ago 

(Dunning, 2002a).  

 

In 2021, the UK will officially, so far, be leaving the EU. An agreement on a transition period 

from March 2019 to December 2020 was recently signed between EU’s Michel Barnier and 

the UK’s David Davis (Ryborg, 2018a). This ‘divorce’ between the two will likely cause a 

fragmentation of the financial services sector and somewhat force financial institutions to 

migrate to the continent (Véron, 2017; Ghemawat, 2017b), although a fragmentation is what 

both parties would want to avoid (Lavery, Barber, McDaniel & Schmid, 2017a). When 

deciding on an agreement between the EU and the UK, financial services requires separate 

attention. Because of its complexity, this area is quite delicate with the EU preferring an 

EEA-agreement (such as the one with Norway) but with constraints on free movement on 

labour, and the UK preferring a CETA-agreement (such as the one with Canada) with an 

additional deal on financial services (Demertzis & Viegi, 2018). This difference in political 

opinion, is assumed to be crucial for the outcome of a finalised deal, and whether or not any 

special agreement on financial services is to be drafted. 

 

Today, the UK services the EU and the rest of the world within banking and finance (Tyler, 

2017). It is known for offering a wide range of international financial services, and the City 

of London is currently hosting the majority of headquarters of top companies, while also 

hosting the majority of foreign-registered MFIs (Monetary Financial Institutions); 123 

foreign-registered MFIs in London compared to 63 in Paris, 39 in Frankfurt and 30 in Dublin 

(Batsaikhan, Kalcik & Schoenmaker, 2017). This has through the years given London the 

status as the European financial hub. With the vote of leaving the Union, the UK could 

potentially suffer from a migration if the British financial institutions and other financial 



 

 40 

institutions move their activities out of the UK and into other EU Member States. In a policy 

contribution (2017) from the European think tank, Bruegel, it is estimated that around 30,000 

jobs within financial services and supporting professional services will be leaving London as 

a consequence of Brexit. In addition to this, 35% of activities in the wholesale market is 

estimated to be moving from London, when the UK leaves the Union (Batsaikhan, Kalcik & 

Schoenmaker, 2017). With a potential move-out of the 35% of activities in the wholesale 

market, the think tank also estimates that around 10-15% of employees will follow the move 

(Batsaikhan, Kalcik & Schoenmaker, 2017). While keeping in mind that any exact number is 

to be considered as preliminary estimates, we expect a migration of such size to cause 

disturbance to the British market, while perhaps boosting the strong financial position of the 

EU, if these predictions are beneficial to the continent. 

 

With a current employment level of more than 729,000 (2016) in the financial sector, it is 

plausible to expect a decrease in this level and in the level of business conducted in and out of  

London (See Table 1; Lavery, Barber, McDaniel & Schmid, 2017a; Véron, 2017). Even 

though there might be a sense of patriotism making UK-businesses stay (Véron, 2017), our 

findings from the data from OECD suggest, that one could even expect the British financial 

institutions to experience a necessity of moving some activities to the continent, e.g. if the 

aforementioned clearing activities are relocated within the Union (see section 3.1 Why the 

financial institutions are leaving London; OECD, 2017c). 

 

Although there are speculations of where the financial institutions will move to, it is likely to 

believe that only units will be moved or established in areas within the EU; “[edt.] [...] It’s 

not all financial activities in London that loses the foundation [...] for a number of banks the 

question will be how the activities are divided. How much to move to another EU country 

[...]” (Christoffersen, Appendix VII, p. 2, l. 36-39). One could even argue, that the migration 

of financial institutions is overestimated by the media (Pedersen, Appendix IV). This 

arguments is to some extent supported by Bendt Bendtsen, MEP, Conservative People’s 

Party, who argues how it is anticipated from many sides that the majority of the current 

headquarters in London will remain located there (Bendtsen, Appendix II); “[edt.][...] there 

are many of the financial institutions that will continue to be located in London and have 

their headquarters there, and then they will try to move some parts to other cities within the 

EU [...]” (Bendtsen, Appendix II, p. 1, l. 17-19). To this, one should have in mind that this is 

an ongoing event, and therefore experts and media can nothing but speculate in the numbers. 
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When analysing the British financial services sector, it is hard to overlook the area of 

financial innovation and Fintech. This area in the UK is the biggest in Europe, only followed 

by Germany (See section 2.3 Frankfurt). The British Fintech sector employs approximately 

61,000 people, which is a representation of 6% of the total workforce in financial services 

(Batsaikhan, Kalcik & Schoenmaker, 2017). Presumably, this area would be rather difficult 

and expensive to move out of London, as an equivalent location to the same extent is 

currently non-existent within the rest of the EU. To this, Bruegel also adds; “[...] a particular 

challenge is to develop Fintech in the EU27, as this innovative part of the market is currently 

based in London [...]” (Batsaikhan, Kalcik & Schoenmaker, 2017, p. 1). 

 

The Brexit situation and the possibility of a fragmented financial industry in Europe is 

considered as a lose-lose situation (Lavery & Schmid, 2017). Some of the cities analysed, 

might perceive this ‘shift of power’ as an opportunity to enhance their economic measures 

and financial position, but we find, that there are still many uncertainties related to the exit, 

such as additional costs, resources, and disruption of the synergy in the sector by moving 

“[...] part of the business [...] to Dublin, part of it [...] to Paris, part is moving to 

Luxembourg, [and] part of it is moving to Frankfurt. Together, this embodies a disintegration 

of the European wholesale market [...]”(Lavery & Schmid, 2017, p. 5). However, a survey 

made across EU Member States show a clear preference to maintaining the integrity of the 

Single Market post-Brexit, meaning that e.g. trade barriers should be kept on a low (Lavery, 

Barber, McDaniel & Schmid, 2017b). If this preference is complied with, much could point 

to London keeping its international status within the financial sector, although this paper 

finds it evident that the likelihood of a relocation of EU-institutions is high. 

 

British politicians and experts justify the exit from the Union by blaming the European 

integration and calling it out as a project, that, dramatically, has shifted its focus from when 

the UK first joined the collaboration (Zwolski, 2018). Because of what this we in this paper 

find as being deeper integration towards a federalistic approach with supranational 

governments within the area of financial cooperation (Zwolski, 2018; Colombo & Magri, 

2018), the UK is now trying to ‘take back control’, and seemingly, also taking a step 

backwards, so to speak, in the integration process (Thygesen, Appendix V; Bendtsen, 

Appendix II). But as established, a UK without the EU will presumably affect the trade level 

negatively, because of the restricted access to the Single Market (Bendtsen, Appendix II). In 
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the light of the debate, one could even argue that what was made clear before, when the UK 

opted out on the single currency, is becoming clear again; the UK is not ready to “[...] make 

the necessary commitment to Europe [...]” (Zwolski, 2018, p. 5). 

With a fragmentation of the financial sector in Europe and a current tendency of nationalism 

and protectionism, one could be worried about how such competing nature among sovereign 

states would cause conflicts within the Union (Colombo & Magri, 2018). According to Bendt 

Bendtsen, there has been peace in Europe for the last 75 years, but as this tendency continues, 

the European collaboration is, arguably, increasingly more focused on monetary issues and 

terms than securing freedom, peace and democracy (Bendtsen, Appendix II). Such a 

development is on the long-term most likely harming the European integration, creating 

divisions internally in the collaboration. 

Based on this, one could argue that there currently is a shift in the EU integration - and it has 

been ongoing for a while (Colombo & Magri, 2018). Ever since the migration crisis and just 

prior to the UK referendum, there was a disunity between some member states, somewhat 

disrupting the harmony of the integration of the intergovernmentalist approach. However, as 

it is now, with the UK leaving the Union, the entire peoples of the EU seem to have moved 

closer together so far (Pultz, Appendix VI), and perhaps creating an illusion of an ever closer 

Union the politicians has sought after (Colombo & Magri, 2018). 

Overall, the British exit can be seen as a confrontation with the federalist approach in Europe, 

identified by Zwolski (2018) as the elimination of an international anarchy through the 

creation of a supranational government. This is observed by the British rejection of giving up 

the sovereignty, and perhaps leaning over to a more preferred neo-functionalist approach, 

which is more flexible and not driven by political agencies and where the integration is more 

process-driven (Bergmann & Niemann, 2015; Zwolski, 2018). 

Although, as this is a lose-lose situation for both parties, it remains unclear how the EU will 

respond to the British departure, and whether the Union will make any moves towards a more 

result-oriented approach by shifting the focus of the current European integration post-Brexit 

(Zwolski, 2018). However, as it is now, we observe that the EU27 is somewhat committed to 

boosting the integration process by completing the banking union and the capital markets 

union and by reforming the EU-budget (Colombo & Magri, 2018; Olsen, 2018). 



 

 43 

3.3. Migration of FDI  

Foreign direct investment (FDI)4 and its use is defined by the Centre of Economic 

Performance as investment from one country into another, that over time tends to raise 

national productivity, competitiveness and level of expertise within a certain area (Dringa, 

Ottaviano, Sampson & Van Reenen, 2016). This is the definition this paper will use as a base 

of the analysis of a migration of FDI.  

With an estimated stock value of more than £1 trillion, the UK is one of the major recipients 

of FDIs and a great part of these are from the other member states within the Union (Dringa, 

Ottaviano, Sampson & Van Reenen, 2016). By leaving the Union, the UK will likely 

experience a decrease in the level of FDIs (See section 3.3.1 How a migration affects FDI in 

London), and depending on the agreement, it is argued, that it will have to make a special 

agreement on financial services if it wants to maintain a somewhat competitive level of 

investments post-Brexit (Pultz, Appendix VI; Dringa, Ottaviano, Sampson & Van Reenen, 

2016). 

 

Foreign direct investment is often estimated as a contributor to a country’s overall economy, 

as it has an effect on several parameters, such as GNP, overall competitiveness, welfare and 

growth, and it is also a way for foreign organisations to exploit a foreign market (Dunning, 

2002a; Ottaviano, Sampson & Van Reenen, 2016). 

According to a report by Dringa, Ottaviano, Sampson and Van Reenen (2016), statistical 

evidence is showing that it is only beneficial to investments to be a member of the European 

Union. It is found that the membership increases FDI stock by 14% from non-members of the 

EU and 28% from the other member states (Dringa, Ottaviano, Sampson & Van Reenen, 

2016). This is furthermore consistent with Ronald Inglehart and Wayne Baker’s thesis that 

“[...] Foreign investment has been found to stimulate growth and improve national welfare, 

benefiting the masses, not just the elites [...]” and additionally “[...] high levels of trade and 

investment from capitalist countries showed higher subsequent rates of economic growth 

than did other countries [...]” (Inglehart & Baker, ‘Modernization, Cultural Change, and the 

Persistence of Traditional Values, 2000, p. 21). Based on this, it is clear, that the membership 

of the European Union is of great benefit to a country’s foreign investments, and that the UK 

                                                
4 In this paper, the term FDI covers both inward investments, that involves a foreign entity investing in the 
goods of a local economy, and outward investments, that is a business strategy in which a domestic entity 
expands it operations to a foreign country (Investopedia, n.d., c; Investopedia, n.d., d). 
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will to some extent be missing out on such benefits when leaving the Union. Therefore, this 

paper argues that there will be a decrease in the level of FDIs to the UK after the exit, as it 

won’t have access to the beneficial functions, such as the Single Market (See section 3.3.1 

How a migration affects FDI in London; Thygesen, Appendix V; Pultz, Appendix VI). 

 

When analysing the importance of FDIs throughout this entire chapter, Dunning’s (2002a; 

2002b) eclectic paradigm will serve as basis. This paradigm is set out as a framework 

explaining that the stock of FDI is determined by a) the extent and nature of ownership-

specific or competitive advantage of the firms, b) the nature of location bound endowments 

and markets offered by countries to firms to add further values to the competitive advantages, 

and c) the extent to which the market is best internalised by the firm, rather than marketed 

directly to foreign firms (Dunning, 2002a, p. 176). These ‘OLI’ (ownership-location-

internalisation) advantages will be elaborated later on (See section 3.3.1 How a migration 

affect FDI in London).  

According to Dunning’s (2002b) theory, the state of the globalisation has through the years 

increased FDIs in both developed economies and developing economies. But with a 

continued global development, markets are likely to change, and here, Dunning argues how it 

is likely that markets will move towards specialised economic activities more rather than less 

(Dunning, 2002b). He states that artificial barriers to trade will affect how production, 

transportation and transaction costs will vary with size of output produced (Dunning, 2002b, 

p. 119). When applying this to the current situation, Brexit will most likely have an effect to 

the development of the markets, and by exiting the Union, the UK will be imposed to such 

artificial barriers, although it is still unknown to which degree, but this will as a consequence 

likely affect the economic activities in the country, such as the aforementioned potential 

lower level of FDIs (Dunning, 2002b). 

 

One could argue, that the world of FDI is constantly changing, as the financial markets are, 

over time. From a country’s perspective, changes, such as continuous development of the 

market system, the globalisation of economic activity, better knowledge of and focus on costs 

and benefits of FDIs, are important factors when evaluating the need and importance of this 

type of investment, and from a firm’s perspective, such things could count as the increasing 

need to exploit foreign markets, competitive pressure, significant changes to locational cost 

and benefits, and the need to better balance advantages of globalisation and localisation 

(Exhibit 9.1 in Dunning, 2002b, p. 224). Drawing parallels between this development and 
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openness of markets to globalisation and cross-border trade and the development of European 

integration theories, one could assume, that by pulling out of the European collaboration and 

away from the federalist or intergovernmental approach, the UK could be facing some kind 

of setback. Seen in the light of global competitive advantages, the potential fragmentation of 

the common financial market, artificial barriers and other trade costs that is expected to be to 

the country, it is likely to both negatively affect the UK and the remaining the EU Member 

States. All this is dependent on which agreement that is settled between the two. 

 

Today, most of the financial institutions have value-added activities in various countries, 

which is controlled by FDIs or alliances. This is particularly done through horizontal 

specialisation that especially clusters in the City of London, making it possible for the 

different institutions to draw from an available pool of resources, facilities and expertise 

(Dunning, 2002b; Pultz, Appendix VI). When a potential migration of financial activities 

occurs, it is important for the institutions to plan and execute a locational strategy, as such 

strategy will influence their global competitiveness (Dunning, 2002b; See section 4. 

Parameters for relocation). Accordingly, Dunning’s statement of the economic relationship, 

here between the City of London and the financial market within the EU, as at least as 

significant as the relationship between the countries, here between the UK and the EU in 

itself, is recognised, as these relationships serves as factors for the determination of 

international location of economic activity and cross-border trade (Dunning, 2002b). 

Furthermore, Dunning states that in the “[...] evaluation of the contribution of a country’s 

international economic involvement to the economic welfare of its citizens, GDP has much to 

commend it, particularly where inward and outward investment account for a substantial 

proportion of its net capital formation [...]” (Dunning, 2002a, p. 55-56), and although the UK 

is proclaiming to have a continued strong global focus, Brexit is more likely to be the 

denominator for a more narrowed flow within the area of investments, which in general could 

negatively affect various functions within the British society and economy, such as the health 

care system, growth rates and public finances (Pultz, Appendix VI). 

 

Much until now has pointed towards a British exit from the Single Market and the European 

Customs Union entirely, and this will presumably make the UK and the EU seek a different 

kind of free trade agreement. Especially, as the UK should have a great interest in 

maintaining a greater presence on the continent (Thygesen, Appendix V). Based on the 

interview with Niels Thygesen, Professor Emeritus at Copenhagen University, the financial 
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sector outside the Union would probably not be affected by the Brexit and London will likely 

still be a global financial centre with strong relations to e.g. the US, but even though, it 

cannot be excluded that some American institutions in London may already consider making 

a move to the continent as a consequence. Accordingly, the amount of FDIs is considered to 

decrease in the UK, but perhaps increase in the EU, and such a change could have severe 

negative effects, not only to the British financial sector, but to the entire UK in general 

(Thygesen, Appendix V). 

3.3.1. How a migration affects FDI in London 

Using Dunning’s theory and his eclectic paradigm, it is important to make a distinction 

between the viewpoint of multinational firms and the one of countries in which the firms 

operate (Dunning, 2002a). Here, we will focus on the latter, which is measured in the 

contribution to the GNP (Gross National Product), also known as GNI (Gross National 

Income), which will be the term used throughout the remainder of the paper (World Bank, 

n.d., a). GNI is used to measure “the levels of production of all [...] corporations from a 

particular country working or producing in any country” (Investopedia, 2018; See Appendix 

XI). With a GNI level of $2,587.7 billion (2016) (See Appendix XI), it is still too soon to 

observe any serious turbulence of the overall capital flows in the UK (Claeys, Demertzis, 

Efstathiou, Raposo, Hüttl & Lehmann, 2018). Although many experts foresees disturbance to 

the financial markets both in the UK and the EU, other reports are calling the negative 

predictions overrated, and with a level of FDI inflow of £199.4 billion in 2016, it is hard to 

imagine the City of London losing its status as a financial hub completely (Cunningham, 

Hamroush, Johnson & Jowett, 2018; Pultz, Appendix VI). This also serves as base for our 

argument, that the UK and London may experience negative impact on the general growth 

and to the financial market, but we find it unlikely that the importance of the financial sector 

and the City’s prominent position will be challenges in all its seriousness.  

 

If we take base in Dunning’s ‘OLI’ advantages, the City of London can be characterised as 

having ownership (O) advantages, which includes resources such as expertise and skilled 

labour because of the financial cluster, and the financial institutions based here can hereto 

make use of backward and forward integration, in order to gain benefits of the City’s, and the 

UK’s, access to various financial markets, including the Single Market. This ownership 

advantage generates income to the British economy even though the financial services are 
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either externalised or internalised (Dunning, 2002a). Furthermore, we argue, that there are 

common governance advantages present, as the City a) provide favoured access to resources 

such as labour and finance (Martens, Appendix III), and b) has built up an environment 

which has a global status of influence and size (Dunning, 2002a; Martens, Appendix III). 

Location-specific (L) advantages may be extended in this analysis. The original location-

specific advantages are defined as “[...] physical and psychic distance between countries 

[...]” (Dunning, 2002a, p. 107), however based on today’s globalised world, the technological 

development and that there is “[...] no real paradox of geographical space; and that 

globalisation and localisation are opposite sides of the same coin [...]” (Dunning, 2002b, p. 

126), factors such as time zone and location in relation to the ‘newer’ perception of the world 

view are included in this part of the analysis. The UK is geographically located more or less 

in the middle Europe (Whitman, 2016), and while this is not an advantage in itself, this paper 

finds that it may have somewhat psychically assisted in its current status as financial hub. 

Arguably, the City also has the advantage of its time zone, as it can reach the time zones in 

countries from the US, China, Australia, and to Europe within the same work day (Pultz, 

Appendix VI). However, as it is recognised in this paper, that other cities also have this 

advantage, the mentioned advantages together create an even bigger global location-specific 

advantage for the City of London. Finally, as English is perceived as the Lingua Franca 

today, one must presume, that the UK has an advantage of its language, both in terms of laws, 

tax and information being in English, per se. In this sense, foreign financial institutions don’t 

have to spend resources on additional costs, e.g. as the ones associated with translations of 

regulative measures and laws. To this extent, it is plausible to think, that such an advantage is 

highly attractive to international financial institutions, further making London’s status as a 

global financial hub inevitable.  

When it comes to internalisation (I) advantages, the UK has a very liberal market economy, 

which to some extent can be deemed as an advantage. Having a liberal market economy does, 

arguably, make it easier for the financial institutions to find capital access. Furthermore, the 

City of London has a very well-functioning infrastructure, and it also has one of the better 

industries within start-ups and Fintech (See section 4. Parameters for relocation; Batsaikhan, 

Kalcik & Schoenmaker, 2017; Dunning, 2002a). 

Overall, the UK, and the City, are deemed to be very attractive locations for FDIs based on 

the ‘OLI’ framework (Dunning, 2002a), having both ownership-, location-specific- and 

internalisation advantages. However, when the UK leaves the Union, one could foresee that 

such advantages as the access to capital and the access to other financial markets, especially 
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to the Single Market, would be impaired or in the worst case disappear. Moreover, a 

fragmentation of the financial sector and a migration of financial activities from London 

could cause shortage of skilled labour and expertise. As mentioned, it is throughout the 

analysis becoming rather unlikely that all financial activities will be migrating from London 

causing a great financial crisis, however, even a partial migration of the sector and its 

activities will potentially have a negative effect on the British economy to some degree. 

 

The general beneficial effect from FDIs on British economy is not to overlook. Much 

evidence show a boost in productivity, and the overall estimated GDP and GNI show an 

enhanced economy compared to the rest of the EU (Dringa, Ottaviano, Sampson & Van 

Reenen, 2016; See Appendix XI). With the level of GDP being $2,650.9 billion in 2016 (See 

Appendix XI), a preliminary and conservative estimate is predicting a decrease in FDI inflow, 

which leads to a decrease in GDP of a little more than £2,000 per household (Dringa, 

Ottaviano, Sampson & Van Reenen, 2016), but it all depends on what deal the UK and the 

EU agrees on. But it is argued, that any free trade agreement striked between the two parties 

won’t do any good of a compensation to restore a potential lower level of FDI, as none of the 

deals is as beneficial as a full membership of the Union; “[...] we find no statistical difference 

between being in EFTA compared with being completely outside the EU like the United 

States or Japan. So striking a comprehensive free trade deal after Brexit is not a good 

substitute for full EU membership [...]” (Dringa, Ottaviano, Sampson & Van Reenen, 2016, 

p. 3). 

3.4. Decision on relocation 

The financial institutions are reacting very differently to a possible move-out situation depending on 

their origin of nationality. Allegedly, the large investment banks in London are way ahead in the 

preparations of the exit than commercial banks, asset management businesses and insurance 

companies (Cassidy, n.d.). The potential migration of the European and non-European financial 

institutions depends on several factors whereas the most important ones could count; if the EU and the 

UK agrees on a transition deal, and if the financial institutions are planning on keeping a presence in 

the UK and the EU (Martens, Appendix III; Pultz, Appendix VI). In this chapter, the financial 

institutions are divided into European financial institutions and non-European financial institutions. 

The former is defined as both British financial institutions and other European financial institutions 

within the Union, and the latter is defined as financial institutions outside of the Union but with 

interests in the Single Market and the UK.  
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3.4.1. European Financial Institutions 

The European financial institutions, and also the non-European ones, have lately been 

showing some slight optimism (CBI, 2018), despite a general uncertainty and the discontent 

with the recently agreed transition deal between the EU and the UK (MacAskill & Jones, 

2018b). In a recent study conducted by CBI, around 22% of surveyed businesses within the 

sector are more positive when it comes to the future of economic prospect than 6 months ago, 

but with a large amount of foreign workers in London, a post-Brexit deal seems to be quite 

crucial for the businesses (CBI, 2018). At the moment, a factor that is important to the 

financial institutions regarding migrating from London or staying, is the terms for the foreign 

workforce (CBI, 2018). According to our findings, the financial institutions would possibly 

see a migration to the continent as the best deal, if the EU and the UK don’t agree on a 

favourable agreement, for here, they will continue to have access to the Single Market and 

the benefits of free movement of people and capital (Martens, Appendix III). As the situation 

is now, the European financial institutions from the EU27 will, plausibly, have an advantage 

because they most likely have hubs in other of the Member States, if not their home state, and 

will therefore already have passporting rights and access to the European market regardless 

of the final outcome. However, if tariffs of any kind are imposed to the sector, whether from 

the Union’s side or the UK’s side, we make the assumption that there will be an increased 

level of costs related to having a hub in London - e.g. visas for employees and transportation 

costs associated, transaction costs on financial services, and additional taxes. 

 

Although it may seem that these financial institutions do not necessarily need a contingency 

plan to prepare for a set of scenarios when the UK leaves the Union, there has been requests 

from both parties to draft such plans to avoid unnecessary turbulence to the financial markets 

in case of a worst-case scenario (Shearman & Sterling LLP, 2018). These requests applies to 

all PRA-regulated5 banks, insurance companies, large investment firms with cross-border 

business between the UK and the EU, together with UK-based firms with passporting rights 

to the Single Market and subsidiaries and branches (Shearman & Sterling LLP, 2018). As we 

find a great deal of the financial institutions to consider moving out of London, the EBA 

released a paper last year on this issue, stating that even with the UK becoming a third 

country, the European standard should still be maintained, and if financial corporations are 

                                                
5 Prudential Regulation Authority (PRA) - regulates around 1,500 banks, building societies, credit unions, 
insurers and major investment firms (Bank of England, n.d.). 
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seeking out a possibility to move to the continent, it should do so in an authorised way and 

not by establishing ‘empty shell’ or ‘letter-box’ corporations; “[...] Firms wishing to establish 

in EU member states should be ready to provide a clear explanation of the choices they are 

making in terms of the substance of the incoming entity and the EBA emphasises that “empty 

shell” or “letter-box” entities should not be authorized [...]” (Shearman & Sterling LLP, 

2018, p. 5). Furthermore, ESMA has set out principles to make sure that financial activities 

are carried out properly and with a sharp division of EU-business and UK-business 

(Shearman & Sterling LLP, 2018; See Appendix XII). 

 

The UK has for some time now made it clear that it will pull out of the Single Market and the 

European Customs Union, but by doing so, it risks economic uncertainty to the financial 

sector. To this, the City of London had been hoping for a special free trade agreement on 

financial services in order to keep the full access to the Single Market and maintain the 

leading position as one of the world’s top financial hubs, however this proposal has been 

rejected by the Union (MacAskill & Jones, 2018a); “[...] Officials from the European 

Union’s executive told British financiers in meetings in recent weeks they won’t agree to a 

deal that would allow finance companies to operate in each others’ markets without barriers 

because Britain has said it will leave the single market [...]” (MacAskill & Jones, 2018a). 

This is also why the European financial institutions are still pushing through on their 

respective contingency plans, as long as there’s no complete deal between the EU and the 

UK, in order to continue the business as usual (MacAskill & Jones, 2018b). 

 

Based on our findings (See Appendix IX; See Appendix XIII), financial institutions such as 

Societe Generale, Lloyds, and Standard Chartered have already announced a move of certain 

financial activities to Paris, Berlin and Frankfurt, respectively, while Deutsche Bank is 

expected to operate out of both London and Frankfurt (Appendix IX). Other institutions such 

as Barclays, HSBC, and Credit Agricole are still speculating, and together with many of the 

financial institutions, they  are either holding their breath or keeping quiet about the 

possibility of a relocation, and are expected to continue to do so, until the situation becomes 

clearer regarding the transition period and a final agreement. The exit from the Union is 

considered a major challenge to both the UK and the EU, and the City of London will most 

likely continue to push for a more flexible agreement on financial services, in order to keep 

the business level with the EU on a healthy and tolerable level (CBI, 2018). 



 

 51 

3.4.2. Non-European Financial Institutions 

Since the UK referendum, the financial institutions have prepared on what to do next, and if 

they should prepare to migrate from the City. For now it seems, that especially US 

investment banks are doing the quite opposite and are planning on hiring even more 

employees to the British capital, supposedly maintaining it as the European hub (Nikolaeva & 

Cruise, 2018). Large financial corporations such as Goldman Sachs, JPMorgan, Citigroup, 

Bank of America Merrill Lynch and Morgan Stanley have all retained the level of employees 

in London, and accordingly, they have posted more than 1,500 vacancies here by February 

this year, while only posting around a few hundred vacancies in Frankfurt, Dublin and Paris 

(Nikolaeva & Cruise, 2018; Appendix XIII). This may indicate, that a part of the US financial 

institutions have put the rest of the Europe on ice, while enhancing the relations to London; 

“[...] U.S. banks have said London would almost certainly remain their primary hub in 

Europe irrespective of Brexit, citing a broader pool of talent, a more suitable legal and 

regulatory framework and an Anglo-Saxon workplace culture as factors giving the British 

capital an edge [...]” (Nikolaeva & Cruise, 2018). Although one can eye a pattern in this 

tendency, we argue that it is still too soon to conclude which financial institutions are moving 

where exactly, but we recognise that that our findings point in two directions; one stating that 

a majority of the corporations are staying in London and only moving partial elements to the 

continent, while the other states that some institutions are relocating entire hubs and 

headquarters. Even though the outcome of a potential agreement between the UK and the EU 

will have an impact on the decision made by the financial institutions, it seems clear, that the 

ones from the US will continue to have London as an important financial hub, regardless, and 

these will still have a level of employees of up to 10,000, albeit it is still too soon for many 

financial institutions to draw up any final conclusions (Nikolaeva & Cruise, 2018). 

 

Although the large US corporations are planning to retain its level of business in the UK, they 

are still preparing for structural changes. For now, Citigroup have announced a move of its 

primary headquarters to Frankfurt due to the situation and have already started a recruitment 

process (Nikolaeva & Cruise, 2018; Appendix XIII); “[...] While we will continue to operate 

in the UK market, we also need to develop a new solution for the EU market [...]” (statement 

from Citigroup in Nikolaeva & Cruise, 2018), and Bank of America Merrill Lynch have 

started a hiring process in Ireland for positions within the area of regulatory reporting 

(Nikolaeva & Cruise, 2018; Appendix XIII). 
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Brexit is somewhat forcing the international financial institutions to reconsider their global 

operations, and especially the non-European ones seem to eyeing opportunities of repatriating 

certain activities if it turns out to be at least as profitable operating them from their home 

states as in London - particularly the recovering US economy and the growing market 

sophistication in Asia might seem as good alternative opportunities (Livingston & Williams, 

2017; Ghemawat, 2017b). Everyone is hoping for a fair and soft Brexit, as this is estimated to 

be the best alternative for every party, but not least the Japanese financial institutions are 

worried that they might have to leave London in case of poor negotiations (Blitz, 2018). As 

many Asian financial corporations are important to the UK economy, Japan is one of the 

heaviest and most vital contributors, being the 11th largest recipient of British exports in 

2015, and having more than 1,000 Japanese-owned businesses in the country, most prominent 

within car manufacturing, accounting for a total of 140,000 jobs (Blitz, 2018; Chatham 

House, 2016). While leaving the Single Market may be one thing, leaving the European 

Customs Union is “[...] viewed with particular alarm [...]” from the Japanese businesses 

(Blitz, 2018). Even though the relations between Japan and the UK is very solid and has been 

for many years, it still remains unclear if and how a final agreement will affect the trade 

between the two (Blitz, 2018). 

 

Based on our findings (See Appendix IX; See Appendix XIII), financial institutions such as 

Bank of America Merrill Lynch, Commonwealth Bank of Australia together with the 

majority of Chinese institutions will be staying in London for now, as it seems, where Credit 

Suisse and most of the Japanese financial institutions are likely to prepare for a relocation in 

Frankfurt (Appendix IX; Appendix XIII). Citigroup is expected to continue being based in 

London, while boosting its presence in cities such as Frankfurt and Luxembourg (Appendix 

IX; Appendix XIII), and Bank of China is joining many other non-European banks and is 

quietly speculating. 

 

However, none of the financial institutions, nor any of the negotiating parties, are likely to 

have an interest in creating a fragmentation of the financial market and causing any 

unnecessary costs and risks associated with a relocation of institutions and activities 

(Shearman & Sterling LLP, 2018). Considering and preparing for a relocation for the non-

European financial institutions would presumably be very comprehensive and include actions 

such as various assessments and enhancement of client- and counterparty relationships, 
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making sure that any aspect of business comply with the respective regulations, finding 

solutions for assisting and/or establishing financial activities in London, and draw plans for 

retaining employees and attracting new talent while assisting in immigration matters and 

other issues associated, which all would be very costly and resourceful for the corporations 

(Shearman & Sterling LLP, 2018). 

 

In any case, the non-European financial institutions are, presumably, facing challenges ahead 

of an finalised agreement between the EU and the UK. One could assume, that these 

institutions are feeling the pressure of an uncertain economic and political environment 

together with the European financial institutions (Deloitte, n.d.; Ghemawat, 2017a). 

However, these institutions will likely face a particular challenge regarding passporting 

rights, as the scale of business might have to be reconsidered and resized (Deloitte, n.d.). 

Furthermore, it is likely to think that non-European financial institutions will be imposed to a 

certain degree of tariffs, taxes and transaction costs as a consequence of Brexit (Deloitte n.d.). 

The same can be applied to the scenario for European financial institutions. These will likely 

also feel the pressure from the economic uncertainty and any pending political matters 

(Ghemawat, 2017a), while risking to lose rights to operate in the UK and being imposed to 

tariffs and other trade barriers, transaction costs and additional taxes. 

3.5. Sub conclusion 

Leaving the European Union will have consequences for both the UK and the EU. The 

financial services sector is a very vulnerable sector, and instability or insecurity can lead to 

turbulence in the financial markets. Such instability is slowly beginning to show by a lower 

overall growth since the referendum in 2016 and a weakened British currency. 

  

The future state of the relationship between the EU and the UK is still being settled on, and is 

therefore currently unknown, however, much research show that there is no agreement 

between the two that for the UK can compensate for a full membership of the Union. Based 

on this it is also likely that the trading relations can be negatively affected by the situation 

and its outcome, which could potentially risk a stagnation or decrease in the UK’s long-term 

growth and productivity. 

Such a development would, presumably, make it less attractive for financial institutions to 

operate in and out of the City of London, even though the city would still retain some of its 



 

 54 

competitive advantages, such as the ones stated through the ‘OLI’ framework. Economically, 

it would be in the best interest of both parties to strike a fair deal, both in terms of stabilising 

the financial markets, but also in terms of trading, exports, FDIs and the EU-budget. 

Both the City and the British government has acknowledged the importance of the sector and 

its future state, and they are therefore pushing to obtain a special agreement on financial 

services, despite a rejection of this from the EU. If a deal on financial services is not part of 

the agreement, both European and non-European financial institutions could be at risk of 

facing tariffs and an overall increase in costs when conducting business in and out of the UK 

– and especially into the Single Market. Although London is perceived to keep its prominent 

importance as a financial hub, it is clear that both the European and non-European financial 

businesses are considering a migration to the continent e.g. by setting up actual headquarters 

or by establishing branches, however, the EU is very aware of such potential migration, and 

has set out a set of guiding principles so the Member States avoid being subject to 

unauthorised business. 

  

Throughout its membership, the UK has been a valuable and important actor in shaping the 

Union and the Single Market. In addition, many EU-institutions, including EBA, have had or 

still have their base on British territory, but is now facing a potential relocation, as such 

important functions should be based within the Union and not in a third country. A relocation 

of EU-institutions is likely to lead financial businesses to follow along, because of the 

regarded benefits of being in close proximity to the authorities within the sector (See section 

4.2.1 Frankfurt), which furthermore can cause a fragmentation of the sector and generate 

additional costs and complexity in cross-border or cross-jurisdictional financial activities. 

Furthermore, the UK has a very integrated economy with the EU, receiving a large amount of 

FDIs, where most of these stem from the EU27. These investments have a significant 

contribution to the British economy, and the UK has a potential great risk of losing some of 

these investments. 

  

There has arguably been several shifts to the direction of the European integration. In the 

aftermaths of the migration crisis and just prior to the vote on Brexit, there was a perceived 

fragmentation of the solidarity and unity of the Member States, which created some kind of 

disharmony to the collaboration. Seen in the light of the approach of intergovernmentalism, 

the Member States, presumably, didn’t eye a significant joint gain during this period, and 

therefore protected themselves behind barriers. Whereas today, it seems like the EU27 has 



 

 55 

found common ground and are standing in much closer collaboration than before, when 

determining the terms and the outcome of the Brexit, giving the EU a stronger position as a 

core, cf. federalism (Bergmann & Niemann, 2015; Colombo & Magri, 2018). 
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4. Parameters for relocation 

According to several data studies indexing countries and ranking cities’ competitiveness and 

competitive advantages, there are several drivers of choice when financial businesses are 

choosing a location. These drivers of choice can also be defined as FDI determinants, which 

serves as the foundation for attracting multinational companies; “[...] Attracting 

multinationals is based mainly on the ability to enhance competitive edge accordingly 

[...]”(Bah, Kefan and Izuchukwu, 2015, p. 4). These determinants are a combination of soft 

and hard factors such as; “[...] transport and communications networks (physical 

infrastructure), skilled labor (human factor) and learning opportunities backed by the 

presence of the stream of knowledge are crucial in selecting a location [...]”(Bah, Kefan and 

Izuchukwu, 2015, p. 4). We will base our analysis on Ali & Guo (2005), who are suggesting 

that there are a number of long-term strategic factors, which companies consider in their 

decisions of investing abroad. The FDI determinants, or drivers of choice, may vary by 

sector, and the factors which are critical for a financial service business, might not be relevant 

for e.g. consumers goods sectors (Farrell, Gaston & Sturm, 2004). This thesis is referring to 

several different competitiveness reports, such as A.T. Kearney’s Global Cities Outlook, The 

Global Competitiveness Report (OECD) and The Global Financial Centres Index, where each 

report represents different yet similar versions for drivers of choice; 

 

According to the Global Financial Centres Index 22 (Yeandle, 2017), the competitiveness of 

a financial centre is measured in five different categories; business environment, human 

capital, infrastructure, financial sector development and reputation (See Table 5). A.T. 

Kearney base their parameters on a city’s potential is based on the rate of change in 13 

indicators across four dimensions: personal well-being, economics, innovation and 

governance. And finally, the Global Competitiveness Report (OECD) focuses on the 

workforce available, local frameworks (labour market laws etc.), tax incentives, location and 

infrastructure. These different parameters will be considered in the analysis throughout this 

chapter. 
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Table 5: 

 
(Retrieved from: Yeandle, 2017) 

 

4.1. FDI determinants 

The competitive analysis reports are being used widely by business managers and C-level6 

management as an indicator of how different countries in different markets are performing. 

The relocation process of financial business often includes several forms of formal analyses 

to support the decision-making (Rothe & Sarasoja (2012), and it can be argued that the 

competitive analysis reports can support the businesses in their decision-making on a primary 

level. The OECD Global Competitive Analysis is a global report touching widely on 

numerous topics, whereas the Global Financial Centres Index is targeted specifically at the 

financial services sector. This serves as our basis and will be analysed in-depth below. 

4.1.1. Business Environment 

According to GFCI (See Table 5), the business environment is defined as political stability 

and rule of law, institutional and regulatory environment, macroeconomic environment, and 

tax and cost competitiveness. The political stability and the rule of law is defined by low 

prosperity of a government breakdown. Additionally, it is defined by the low likelihood of 

                                                
6 The highest-level executives in senior management usually have titles beginning with "chief" forming what is 
often called the C-Suite. The traditional three such officers are chief executive officer (CEO), chief operations 
officer (COO), and chief financial officer (CFO) (Momoh, 2018). 
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violence and terrorism, and it is also determined by the government effectiveness along with 

the regulatory quality and the control of corruption (World Bank, n.d., b). 

The institutional and regulatory environment is defined by good regulatory practices, which 

can determine the prospects for policy success or failure. According to studies conducted by 

the World Bank (World Bank, n.d., c). there are strong correlations between regulatory 

quality and economic growth, better governance quality and increased incomes per capita 

The development of the regulatory environment is important in order to develop and decrease 

different legislative bureaucratic barriers for foreign investors. The creation of transparent 

regulations on foreign direct investment proficiency of legislative services is to protect the 

rights of investors available in the potential host country (Bah, Kefan and Izuchukwu, 2015). 

The macroeconomic environment and macroeconomic policies are shaping the landscape of 

how markets operate. The policies have a critical influence on decisions made by companies 

e.g. to employ or terminate employees, or produce, export and import goods. The policies 

also determine households decisions to consume, save, and borrow, and government 

decisions to invest in infrastructure, education and many other aspects of development 

(World Bank, n.d., d). 

 

The recipient country needs to be competitive in both taxes and costs, as established in our 

analysis on FDIs in London. However, having the lowest costs is not a guarantee of market 

success. Cost competitiveness is a level of operation that allows an organisation to go on 

winning sales at a price that generates a sufficient level of return both for the stakeholders 

and for the investment needs of the business (Investopedia, n.d., j). According to Anders 

Klinkby from Copenhagen Financial Hub, it is about being competitive but there is no need 

to be exceptionally low in costs, like they are in Ireland (Appendix I). 

4.1.2. Human Capital 

GFCI is defining human capital (See Table 5) as the availability and skilled personnel, 

flexible labour market, education and development and finally quality of life.  

Skilled labor is a segment of the workforce with specialised know-how, training and 

experience to carry out more complex physical or mental tasks than routine job functions. 

Skilled labor is generally characterised by higher education level, expertise levels attained 

through training and experience, and higher wages (Investopedia, n.d., i). Anders Klinkby 
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confirms the importance of human capital; “[edt.] [...] there is access to high level human 

capital, that there is access to talent […] the second and the third most important is that you 

can attract talent from Copenhagen as well as from any other destination, that you can hire 

talent from London or Paris. That you can hire talent, who wants to come [...]” (Appendix I, 

p. 4, l 104-108). This is a point of view that Bah, Kefan and Izuchukwu (2015) agrees with; 

“[...] knowledge and workforce skills as well as productivity aspects have a significant 

impact in attracting and retaining foreign direct investment [...]” (Bah, Kefan and 

Izuchukwu, 2015, p. 2). 

 

A flexible labour market is one where firms are under fewer regulations regarding the labour 

force and can therefore set wages, terminate employees and conduct changes of working 

hours. Inflexible labour markets are subject to more rules and regulations, including 

minimum wages, restrictions on termination, and other restrictions on employment contracts. 

Here, labour unions often have considerable power in the market (Investopedia., n.d. f). 

Anders Klinkby confirms the importance hereof; “[edt.] [...] you have a flexible labour 

market, that the level of costs is competitive to many of the bigger cities (markets)[...]” 

(Klinkby, Appendix I, p.4, l 108-110).  

 

Improving the access and the quality of specific programs in secondary vocational and 

technical education and in higher education could be a way to increase a country’s 

attractiveness when referring to FDI. However, this paper does not identify the fields of study 

that could be important for the external efficiency of the education system (Miningou & 

Tapsoba, 2017). 

 

Factors that play a role in quality of life may vary according to personal preferences, but 

these factors often include financial security, job satisfaction, family life, health and safety 

(Investopedia, n.d., h). Quality of life is hence linked to the political environment and the 

importance of the absence of terror threats and corruption challenges etc. Based on our 

interview with Klinkby, (Klinkby, Appendix I) it is important to remember that when 

attracting talent from abroad, even locally as well, there is often a partner and maybe even 

children included that needs to be relocated as well: “[edt.] [...] that the quality of life is high, 

it is not only one person who is coming, mostly the employee has a family or a partner, and 

the husband will ask, or the wife will ask, how are the schools? Can I find something to do? 



 

 60 

How is the city and so on […]” (Klinkby, Appendix I, p. 4, l. 113-116). Before making a 

decision about moving an entire family, important reflections are to be made about these 

factors defining the quality of life in a possible new location.  

4.1.3. Infrastructure 

GFCI is defining infrastructure as built infrastructure, ICT infrastructure, transport 

infrastructure, and sustainable development (See Table 5).  

Infrastructure is the basic physical and organisational structures needed for the operation of a 

society or enterprise, or the services and facilities necessary for an economy to function 

(Investopedia, n.d., k). 

Built infrastructure comprises of those sub-sectors, which are constructed as programmes and 

projects such as rail, road and energy. Hans Martens, senior advisor at Tænketanken Europa, 

supports the importance of infrastructure; “[edt.] [...] the infrastructure is in place, that there 

is a fully functional financial market, which is stable […]”(Martens, Appendix III, p.4, l 118-

119).  

Information and communication technology (ICT) is defined as the skills needed to 

efficiently use the elementary functions of information and communication technologies to 

retrieve, assess, store, produce, present and exchange information, and to communicate and 

participate in collaborative networks via the internet. It is also very important that the quality 

hereof is sufficient and that there are “[edt.] [...] no breakdowns or anything else, it means a 

lot [...]” (Martens, Appendix III, p. 4, l 120). 

Transport infrastructure is the importance of e.g. airports, railways, roads, while also 

covering the importance of an effective public transport for commuting. We find it plausible 

that these are some of the most important parameters of FDI determinants; which Kristian 

Pedersen confirms “[edt.] [...] Infrastructure, not as much geographic placement, but in 

reality I believe it is much more about whether it is a place that is accessible to and from 

London […]” (Pedersen, Appendix IV, p. 2, l 57-58).  

 

The definition for sustainable development, given by World Commission on Environment 

and Development, runs as the; "[...]development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs[...]” (Iisd.org, 2018). 

This definition covers two important points, firstly, a central importance should be given to 

meeting the essential needs of the world's poor who, usually, do not have access to the result 
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of the world’s development. Secondly, one has to be cautious of resource depletion, which 

will deny the needs of the future generations. 

4.1.4. Financial Sector Development 

GFCI is defining financial sector development by depth and breadth of industry clusters, 

availability of capital, market liquidity, and economic output (See Table 5). 

Clusters attract other companies from the same industry, which is observed when looking at 

the financial cluster in the City of London, and these clusters are excellent indicators of 

whether the location can fulfil the needs of the business: “[edt.] [...] you’ll settle into a 

cluster … it’s the same when you want to do a tech company, you go to Bay Area in San 

Francisco … we want to go where others are doing the same. Because there we know that we 

have access to the labour and expertise needed plus the infrastructure needed [...]”(Martens, 

Appendix III, p 4, l 101-104).  

  

Availability of capital along with a liquid market can be defined as a market with many bids 

and offers, low spreads, and low volatility. In a liquid market, it is easy to execute a trade 

quickly and at a desirable price because there are numerous buyers and sellers. In such a  

market, changes in supply and demand have a relatively small impact on price (Investopedia, 

n.d., g). Economic output measured as the Gross Domestic Product (GDP) is, according to 

Hornberger, Battat and Kusek (2011), the most important parameter following market 

potential, which is not a part of the GFCI’s chosen parameters.  

4.1.5. Reputation 

GFCI is defining reputation by city brand and appeal, level of innovation, attractiveness and 

cultural diversity, and comparative positioning with other financial centres (See Table 5). 

Sebastian Zenker (Appendix VIII) argues that the people working in the financial service 

industry belongs to a certain segment with certain needs to be fulfilled; “ [...] the people 

working in banks are high profile people. They earn a lot of money, and they will not go to… 

even Frankfurt. It is sometimes perceived as a little bit dull, as boring, not as international as 

where those people want to go [...]” (Zenker, Appendix VIII, p. 2, l 56-57). This underlines 

the importance of a city’s brand appeal, which Martens also confirms: “[...] then of course 

the employee has to be able to live there and want to live there [...]” (Martens, Appendix III, 

p. 4, l 112-113). The city brand appeal is closely linked to the attractiveness and cultural 
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diversity of a city. The cultural diversity is defined by a city’s openness to expats, minorities 

and other forms of human diversity. Here, we argue that London is of great cultural diversity. 

Being innovative means applying better solutions to meet new requirements, unarticulated 

needs or existing market needs, the higher the level of innovation the more competitive a 

market is. The comparative positioning with other financial centres is not given a highlighted 

role, instead it is placed under the category of reputation alongside with a city’s brand appeal 

and innovation. This underlines how the FDI determinants are interconnected and how a 

parameter rarely can stand alone.  

 

4.2. The cities vs. FDI determinants 

This chapter will analyse how the chosen cities can be benchmarked and how our chosen 

cities are competing according to the established FDI determinants. GFCI  is measuring the 

attractiveness according to the aforementioned parameters; business environment, human 

capital, infrastructure, financial sector development, and reputation. This chapter will 

furthermore go in depth with the parameters, by applying them to the cities subject to this 

paper. When conducting the research for this thesis, it was confirmed that a majority of the 

interviewees regarded many of the analysed parameters as the most important and as a means 

to compete with the other cities (Klinkby, Appendix I; Zenker, Appendix VIII). 

According to Hornberger, Battat and Kusek (2011), some of the parameters can be influenced 

by the public policy (Hornberger, Battat & Kusek, 2011). An example of non-influential 

factors are the market size and the access to natural resources. Opposite to the non-influential 

factors are the factors which can influenced by public policy changes, and these factors can 

be divided into two groups: factors which can be influenced in the short run, and factors, 

which can be influenced in the medium to long run (Hornberger, Battat & Kusek, 2011). 

Examples of factors, which can be influenced in the short run, is the business environment 

parameter covering political stability and rule of law, institutional and regulatory 

environment, macroeconomic environment. Tax and cost competitiveness can be influenced 

in the short run by public policy making, which can be done fast and fairly in order to 

upgrade the market for accommodating the financial services sector.  

The flexible labour market can be influenced in the short run by developing employment laws 

that is less strict than the existing laws, especially relevant if it is a non-flexible labour market 

such as France. The availability and skilled personnel are difficult parameters to influence in 

the short run, as it takes time to adapt education and finalise the education - which takes 3-4 
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years in average. Another example of parameters that takes time to influence is the 

infrastructure covering built infrastructure, ICT infrastructure, transport infrastructure. 

Whereas sustainable development can only be influenced in medium to long run. It takes time 

to develop and carry out built infrastructure not to mention implementing transport 

infrastructure.  

4.2.1. Frankfurt 

The business environment in Frankfurt is providing stability and security to the financial 

institutions, while also being able to provide proximity to the EU institutions and authorities 

already located here (See section 2.3 Frankfurt). This could arguably be an incentive for the 

actors in the financial sector to migrate here, as this perhaps would provide the opportunities 

to somewhat have a saying through lobbying when it comes to e.g. financial regulations, as 

established previously in the analysis. Overall, the city can be described as being a qualified 

alternative to London with its strong financial sector of great variety (Frankfurt Main 

Finance, 2017). See section 2.3 Frankfurt). With its concentration of regulatory bodies and 

leading research institutes, the Frankfurt financial hub is also trying to appeal to European 

and international financial market players as a financial centre due to the institutions with 

deep roots here (Frankfurt Main Finance, 2017). As an addition to the financial institutions in 

Frankfurt, Hessen Trade & Invest GmbH is the official economic development agency of the 

State of Hessen, also known as “Invest in Hessen”, which is working toward attracting FDI’s. 

 

Frankfurt is not only a financial services hub, it is also an education hub (Hessen Trade and 

Invest,n.d.). Frankfurt is an international business community with more than 190 

nationalities (Hessen Trade and Invest, n.d; Pultz, Appendix VI). The fields of research and 

teaching contribute greatly to the ongoing development of Frankfurt as a financial hub, and in 

addition to this, Hessen Trade and Invest therefore promotes several university research 

programmes (there are 6 state universities in Hessen) e.g. within finance and risk 

management (Frankfurt Main Finance, 2017). As a place of high technology, the state of 

Hessen is reliant on a higher education system that functions smoothly and is well-equipped. 

The competitiveness of the region depends significantly on its ability to innovate. The state of 

Hessen is investing heavily in university and non-university research institutions, in 

instruction, research, academic education. Being able to attract new talent is very important 

along with innovation (Hessen Trade and Invest,n.d; Frankfurt Main Finance, 2017). The 

financial sector is going through a period of immense technological change, in which the city, 
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arguably, has to follow in order to stay relevant, and especially for the financial institutions 

(Frankfurt Main Finance, 2017). 

 

According to our analysis, the infrastructure in Frankfurt is well-developed with one of the 

major intersections being Frankfurt Am Main Airport, which is one of the biggest airports in 

Europe, and the airport is working with more than 100 airlines and 1,500 connections 

(Hessen Trade and Invest,n.d; Frankfurt Main Finance, 2017). Frankfurt is a small city and in 

order to accommodate all future citizens, it is incorporating the surrounding “villages” and 

branding the whole as the region of Frankfurt (Zenker, Appendix VIII; Frankfurt Main 

Finance, 2017). Frankfurt is in other words admitting to limits of space and demonstrating 

how it plans to integrate the outskirts of the city to accommodate the influx in their strategy 

plan.  

 

Frankfurt has a great focus on developing the financial sector; “[...] We want to develop our 

digital transformation strategy further, while exploring new technology opportunities, for 

example, in the area of blockchain [...]” (Frankfurt Main Finance, 2017, p. 35). The city is 

not just trying to grasp the low hanging fruits from a potential migration from London, but 

are taking steps towards further developing and expanding their current financial sector 

(Frankfurt Main Finance, 2017). Even though Frankfurt is working focused on further 

developing their financial centre, the city is also being realistic about the capacities and limits 

hereof, and according to our findings, based on the city’s competitive advantages and 

disadvantages and it is using the elements of city branding strategies combined with private 

stakeholders and urban governance to market its the financial hub. Besides these initiatives, 

Frankfurt is also active within international trade fairs and exhibitions both in locally and by 

participating in international trade fairs such as the world's largest real estate and investment 

conference MIPIM (MIPIM, n.d., b).  

 

We argue that a combination of these marketing activities, the long-term reputation of 

Frankfurt as a financial hub, and the mentioned parameters is making Frankfurt a serious 

contestant as an alternative to London in the Brexit situation, and since the announcement of 

the British exit, several international banks have been confirming or speculating in the 

possibility of choosing Frankfurt as their new European financial hub. As established 

previously in the analysis, financial institutions, such as Deutsche Bank, Credit Suisse and 
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several Japanese institutions are looking towards Frankfurt as their new European hub (See 

Appendix IX; See section 3.4 Decision on relocation). 

4.2.2. Dublin 

Dublin has a strong business environment (IFS Ireland, 2017). The city consist of a 

population, which is mostly positive about the European project, an open economy and a 

stable and consistent corporate tax rate (IFS Ireland, 2017; Dublin.ie., 2018). Dublin has a 

low corporation tax level compared to the other EU Member States, and this is arguably 

making the city a very attractive location for the financial institutions (Lavery, Barber, 

McDaniel & Schmid, 2017a). Ireland is branding itself as a core member of the EU Single 

Market, and by being the only native English-speaking member of the Eurozone, Dublin has 

become a serious contender in the potential migration of financial activities (IFS Ireland, 

2017; Dublin.ie., 2018). The IFS2020 (2017) action plan  is very focused on ensuring that 

Ireland’s legislative framework for financial market infrastructure meets the needs of Irish 

market participants, while still being consistent with EU laws and sound financial regulation 

(IFS Ireland, 2017). 

The financial sector in Dublin is under constant development according to our research. The 

IFS2020 (2017) strategy, which is being executed in collaboration between both public and 

private stakeholders, successfully work together to ensure the further growth and 

development of the sector in Ireland (IFS Ireland, 2017; Lavery, Barber, McDaniel & 

Schmid, 2017a). The action plan (IFS2020) has defined several strategic priorities for the 

development of both the educational and financial sector. According to Strategic Priority 1 

(IFS Ireland, 2017, p. 22) the plan is prioritising to promote Ireland as a location for 

international financial services and world-class innovative products and services. Secondly, it 

aims  to drive continuous improvement in the operating environment & competitiveness of 

Ireland's IFS sector. IFS2020 (2017) is aiming to maximise the positive outcomes from the 

opportunities that arise in the aftermath of Brexit. The plan seeks to address any challenges 

that might occur by proactively developing human capital, business environment and 

infrastructure and (IFS Ireland, 2017).  

4.2.3. Paris 

Based on our findings, we can establish that Paris is not known for its business environment 

in the financial sector. On the contrary, the city is known for for excessive tax and regulation 
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(Lavery, Barber, McDaniel & Schmid, 2017a). In order to attract financial services sector, the 

French government has extended the tax benefit available to those moving or returning to 

France for work, the regime des impatries from five years to eight years. Prior to the French 

election in July 2017, Mestrallet and Europlace had been lobbying France’s presidential 

candidates to adopt a financial diplomacy position and they developed a proposal to enhance 

the financial attractiveness of France (Lavery, Barber, McDaniel & Schmid, 2017a). 

Financial actors in Paris has for some time now been advocating a lowering of the corporate 

tax from 33% to 25% as well as lowering the tax on salaries (Lavery, Barber, McDaniel & 

Schmid, 2017a). This is observed as a step towards attracting more financial activities from 

London, and making the best out of the Brexit situation, enhancing the cities international 

position (See section 2.5 Paris). As a further incentive to attract such businesses, the French 

financial regulator, the Autorité des marches financiers, launched in September 2016 a 

welcoming programme for financial institutions looking to move to France. This programme 

gives organisations access to a “2 Week Ticket” to assistance pre-authorisation and also 

access to English speaking assistants to aid full registration, which can be completed within 

two months (Lavery, Barber, McDaniel & Schmid, 2017a). This should, supposedly, help 

facilitating the installation process, especially since the French are famous for their lacking of 

language skills. 

 

Paris has Europe’s largest concentration of higher education students, and it is known for its 

world-class science universities and business schools, providing a density of 20% 

International students. Paris is regarded as France’s biggest labour pool with 11.9 million 

inhabitants (Paris Region Enterprises, 2018), however, France’s labour market is inflexible 

with complicated labour laws that arguably speaks against a migration from London to Paris.  

 

France’s infrastructure is famous for the high-speed trains, TGV, which makes it possible to 

travel with more than 200 km/hrs. In addition, France is home to the high-speed metro, RER, 

a large bus- and shuttle system, self-serviced rental cars and last but not least the Grand Paris 

Express (Paris Region Enterprises, 2018). France, and Paris especially, has invested 

massively in world-class traffic infrastructure with constructions such as Europe’s second 

largest airport, Europe’s number one road network, an excellent broadband communication 

network. Based on this, we argue that Paris is a region reinventing itself through major 

infrastructure and urban planning projects in order to attract major international financial 

institutions (Paris Region Enterprises, 2018). 
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Paris’s financial sector development is a priority to the government and the urban authorities, 

according to Europlace. The financial sector cluster in Paris is currently consisting of 500 

members, including 160 major companies and 300 SME’s as well as several teaching 

institutions (Paris Region Enterprises, 2018). Even though Paris is investment in developing 

their financial sector, the city is still struggling with the reputation of being tax heavy and 

with a bureaucratic business environment. Paris has a reputation for lacking language skills, it 

is monolingual, which arguably can cause difficulties for companies wanting to relocate to 

Paris. In addition, there has been an unfortunate number of terror attacks in the Paris region 

during the last five years. which presumably has had an overall negative effect on the city. 

 

4.2.4. Luxembourg 

The business environment in the capital of Luxembourg is founded on the social and political 

stability and on a modern legal and regulatory framework that is continuously updated, 

inspired by regular consultation between the government, the legislators and the private 

sector. This legal framework, combined with Luxembourg’s openness to the world and 

strategic location, has attracted international financial institutions, such as banks, insurance 

companies, investment fund promoters and specialist service providers. Luxembourg is also 

one of the founding members of EU, and the city is home to key EU-institutions such as 

European Court of Justice and the European Investment Bank (Luxembourg for Finance, 

2018). In addition to the stable business environment, Luxembourg is also known for an 

appealing tax policy for companies and to have an attractive tax regime on salaries, and  the 

cost of living is surprisingly low (Luxembourg for Finance, 2018). Luxembourg have access 

an extensive European talent pool from surrounding cities such as Brussels, Paris, providing 

the city with a pool of 5 million people within one-hour commute from Luxembourg city 

(Luxembourg for Finance, 2018).   

According to the Eurobarometer (2014) Luxembourg city is ranked third in the world for 

attracting and retaining talent, and by attracting international talent, the city has great benefits 

by being multilingual. Luxembourg has an educational system based on the three official 

languages which are French, German and the mother tongue Luxembourgish, although it also 

make use of English, and this gives them a competitive advantage cf. Dunning (2002a) to do 

business with neighbouring countries, and also giving them the capacity to do business with 

English speaking countries (Luxembourg for Finance, 2018), being a multilingual population 
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gives an competitive advantage to accommodating foreign businesses, as the workforce will 

be able to communicate in several languages. 

 

Luxembourg is beneficially located within an accessible reach with infrastructural links, such 

as the TGV, allowing people to move fast between countries on the continent (Luxembourg 

for Finance, 2018). The city has been ranked first for technological readiness worldwide (The 

Global Competitiveness Report 2017-2018, n.d.). The office and residential markets are 

expected to grow by nearly 60% and 50%, respectively, between 2012 and 2020, and the 

price (EUR/m2) for office spaces is cheaper than the ones in London, Frankfurt and Paris 

(Luxembourg for Finance, 2018). The airport is just 15 minutes away from the city centre and 

Luxembourg is within few hours reach of major European cities such as London, Berlin, 

Frankfurt, Paris, Amsterdam or Zurich. 

 

Over the last twenty years, a series of niche activities have been established in the city, 

making the financial centre broadly diversified. The Luxembourg financial centre is 

characterised by a strong culture of investor protection and rigorous anti-money laundering 

policies. It has specialised teams that are multilingual and multicultural with a long tradition 

of financial expertise and extensive knowledge of the needs of an international clientele 

(Luxembourg for Finance, 2018). Based on these findings, we argue that this is a key 

competence to Luxembourg, making it able to compete internationally. 

 

Luxembourg is known as a tax haven (Bouvatier, Capelle-Blancard & Delatte, 2017), which 

can give a bad reputation, businesses wanting to settle in Luxembourg could be reluctant to 

do so in order to avoid association with a tax haven. Even though Luxembourg have a 

reputation for being a tax haven, they also have a reputation for being a financial hub, which 

could cancel out the bad reputation. 

 

To summarise on the cities and the parameters that may be influenced in the situation of a 

potential migration of financial institutions, it is important to differ between the parameters, 

which needs improvement and the parameters which does not need improvement. We are 

focusing our analysis on influence of the parameters, which the cities are not already actively 

improving. Following our findings, Paris is the city which has the most influential challenges. 

Being monolingual is becoming a challenge when accommodating international companies 

where the employees may not speak French, but only English. It is a parameter that can be 
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influenced in the medium to long run, but it will require reforms education wise and it will 

require to influence the public’s view of speaking foreign languages. Paris is also challenged 

on taxation, which is a parameter that can be influenced in the short run. It requires a 

regulation change that the French government has already advocated for but not 

implemented. Finally, Paris has a non-flexible labour market, which makes it difficult for the 

companies to employ and terminate employees, however, France’s labour laws are 

complicated but could be influenced within short time. Dublin has a challenge in being a 

smaller city, however, this size is only influential when incorporating the surrounding cities, 

like Frankfurt has done. This is an improvement which is adaptable in the short run. We find 

that Frankfurt is working very actively to improve its competitiveness on all of the 

parameters. Where Luxembourg’s biggest challenge is the reputation of being a tax haven, 

reputation is influential in the medium to long run, but it will require a change of the city’s 

image. Since Luxembourg simultaneously have a reputation for being a financial hub, this 

could suggest that the reputation has been improved and may be on the way to be improved.  

4.3. Maslow’s Hierarchy of Needs 

Maslow’s hierarchy of needs is often used in a motivational context for employees to 

determine needs and satisfaction levels. Maslow’s hierarchy of needs (See Table 6) will be 

used to determine the financial institutions’ stakeholders’ needs (in this case the stakeholders 

being the employees) and to help analyse whether their needs can have influence on the 

drivers of choice of a potential new location for the financial institutions. Our findings 

suggest that quality of life is important as a driver of choice, and to this, we find several 

connections between Maslow’s hierarchy of needs and the parameters (See section 4. 

Parameters for relocation). 
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Table 6: 

 
(Source: https://www.simplypsychology.org/maslow.html) 

 

 

Taking base in Maslow’s model (See Table 6), it can be debated whether or not a business 

will make its choices on behalf of the wellbeing of the employees. To this, some might argue 

that a business manager always seeks to put the business first, while others argue that the 

employees are the business. When looking at the definition of a stakeholder  “[...] a 

stakeholder is a party that has an interest in a company and can either affect or be affected 

by the business [...]” (Investopedia, n.d.; e), it becomes clear that both arguments are deemed 

correct, as a manager presumably put the business first, but by doing so the manager will also 

put the stakeholders first. With that in mind, this is also clear when looking deeper into the 

definition of a stakeholder, as we here find the employee to be; “[...] the primary 

stakeholders in a typical corporation are its investors, employees, customers and suppliers 

[...]” (Investopedia, n.d.; e). 

 

Even though several of our respondents deemed quality of life important as a driver of 

choice, Hornberger, Battat and Kusek (2011) ranked it as the least important parameter of the 

five (See Table 6). When comparing the levels of needs, in accordance with the model of 

Maslow, to the five categories of FDI determinants, it becomes apparent that when these 
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parameters are well-developed the needs of the individual are more or less fulfilled and hence 

the quality of life is achieved.   

 

Self-fulfilment needs is achieving one’s full potential including creative activities. The self-

fulfilment need is being fulfilled through several categories; human capital, business 

environment. Tax and cost competitiveness are also important to the individual, low taxes 

and affordable rent and living costs can offer a better lifestyle and hence the need for prestige 

is covered. The self-fulfilment needs are finally being stimulated by the reputation through 

the city brand and appeal, the level of innovation feeding the creative needs and the 

attractiveness and cultural diversity of the location.  

 

Psychological needs (See Table 6) are divided into two layers; the esteem needs and the 

belongingness and love needs. The esteem needs are described as the need for prestige and 

the feeling of accomplishment. The belongingness and love needs covers the need for 

intimate relationships and friends. A well-developed business environment and a 

development in the financial sector these needs will be fulfilled by bringing like-minded 

people together.  

 

The basic needs (See Table 6) are likewise covering two layers; safety needs and 

psychological needs. The need for safety is defined more precisely as the need for security 

and safety. The need for security and safety are being fulfilled when working within a stable 

environment. It is being fulfilled when the threat of terrorism is low and there is functioning 

rule of law. Infrastructure, such as built infrastructure and transport allows the individual to 

commute whether nationally or internationally in a safe manner.  

4.4. Sub conclusion 

Our findings show (Appendix XIII), that there is a clear indication of the financial institutions 

employing from local talent pool, or hiring new employees, when establishing a new branch 

or expanding their European hubs. Since the terms of the UK’s exit hasn’t been settled yet, 

the financial branches in the UK are still fully operational, and as the outcome of the 

negotiations has yet to be finalised, it will be difficult to alternate their businesses. However, 

as stated throughout the analysis, the financial institutions cannot remain passive and wait, 

and risk losing their rights to run the business as usual. Therefore, we state, that this serve as 
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reason to why the financial institutions would have to establish branches on the continent 

while preparing for a worst-case scenario. Generally, the financial institutions are not 

currently seeking to a relocation of employees, and due to this, some of the parameters are 

not regarded as relevant as others. We argue, that the quality of life, hereunder spouse 

programmes, are not regarded as the most important driver of choice in the current situation, 

as the people applying for the current vacancies are recognised as either already located in the 

particular city or actively job-seeking with a potential acceptance of employment located 

abroad.  

 

The cities are working effectively on improving their competitiveness within the parameters 

of attracting financial institutions. They are all relatively competitive within business 

environment and human capital and the development of the financial sector. Paris is the city 

with the biggest challenges in terms of a non-flexible labour market and the fact that the 

French, in general, are monolingual. Frankfurt is doing well overall, and Luxembourg is 

possible the leading city due to its very competitive financial sector. Dublin is working on its 

competitiveness, but it has the least developed financial industry and is small in size, however 

it has a competitive advantage being similar to the UK in terms of legislation and language.  

 

Maslow’s hierarchy of needs, representing the contentment of the individual and the 

parameter of quality of life, is important in a given situation where the business is relocating 

employees or employing in a location where the access to human capital is low. One can 

argue, that the needs of the individual might not be so important if the location is competitive 

in the four other parameters analysed in the chapter. Since it seems like the financial 

institutions are currently hiring their employees for new divisions locally, it seems that 

fulfilment of the employees’ needs in a certain location might be obtained differently. As we 

suggest (See Appendix XIII), it seems that the financial institutions are currently only hiring 

locally, which means that we can argue that the applicants for these vacancies are either 

already living in the given location, or they are open to it and hence willingly or actively 

seeking to relocate to potential locations abroad. 
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5. City Branding 

In this chapter, we will begin by discussing city branding and its alignment with foreign 

direct investment, we will discuss how these two strategies are coherent in terms of 

investment promotion. We will then focus on how Investment Promotion Agencies (IPAs) 

must distinct their focus between two different target groups for foreign direct investment. 

One is “must invest” and the second is a broader mode of expansion (MOE). When applying 

city branding strategies to attract investments, it is crucial to comprehend the target, in this 

case the financial institutions, and their drivers of choice. Finally, we will analyse and 

compare how the IPAs in the chosen cities are applying city branding strategies to attract the 

financial institutions. 

5.1. Nation branding vs. city branding 

The objectives of place branding are to make a location attractive to companies and 

investments, to support tourism and export industries. Its objectives are to serve public 

diplomacy and to provide the citizens with a sense of identity and self-esteem 

(Placebrandobserver.com, n.d.). We have found that academic literature does not always 

distinguish between place branding, nation branding and city branding, but there is a 

difference to the terms. City branding has an outward focus, whereas national branding is 

more associated with nation-building and is instead characterised by an inward focus (Olins 

and Hildreth, 2011; Kaneva, 2011). In conjunction to this, place branding is used as an 

umbrella term for city and nation branding (Placebrandobserver.com, n.d.). According to 

theory, nation branding can, from a political perspective, be a powerful tool, especially for 

smaller nations seeking to strengthen their economic position and to become more 

competitive to any financial superior countries (Volcic & Andrejevic, 2011). We have found 

that the primary focus of nation branding is to promote the specific economic interests 

(tourism, export, inward investment etc.) and to improve the image and reputation of a 

country (Anholt, 2007a; 2007b). City branding is a strategic means to boost a city’s 

competitive advantage, in contrast to nation branding, which does not always differ between 

the inward vs. outward focuses of the two concepts (Kaneva, 2011). However, nation 

branding and city branding share their purpose to promote a certain location to a target 

audience, to make the tourism and export industries of a location appear attractive, and to 

support public diplomacy efforts (Placebrandobserver.com, n.d.), even though nation brands 
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are different from city brands. City branding have close ties to FDI strategies and 

determinants (Bah, Kefan and Izuchukwu, 2015), but nevertheless, some will disagree to this 

by arguing, that the two only have intersections in common, while others argue that the 

strategies are closely related (Papadopoulos, Hamzaoui-Essoussi & Banna, 2016). We have 

found that nation branding models are very limited in the ability of coping with integral 

connection between a country, a city and a region. Countries differ from each other and some 

countries will find the process of coordinating national, region and local destination branding 

complicated, which others argue that the cross-level cooperation is essential to competitive 

positioning (Loewendahl, 2001).  

5.2. Investment Promotion Agencies 

Place branding for FDI is most typically handled by government organisations, which aims to 

shape investment environments and enhance locational attractiveness (Papadopoulos, 

Hamzaoui-Essoussi & Banna, 2016). These government organisations are known as 

Investment Promotion Agencies (IPA), and they have become a very popular institutional 

approach for attracting FDI by reflecting a government’s recognition of the desirability to 

engage investors through organised official agencies (Miskinis and Byrka, 2014). The 

purpose of an IPA is to improve home environment to minimum international standards, and 

through which, it can result in an increased attraction of more foreign direct investment (Bah, 

Kefan and Izuchukwu, 2015). The activities of an IPA have changed over time from having a 

main function of providing information to potential investors, to include a much wider 

activity portfolio, including advertising, seminars, missions and trade shows, direct one-on-

one marketing, facilitation of local visits, matching investors with local partners, helping with 

project proposal preparation, obtaining permits and approvals and servicing investors whose 

projects have already become operational (Papadopoulos, Hamzaoui-Essoussi & Banna, 

2016) 

IPA’s exist on several levels; national-, regional-, cross-regional-, and cross-national level 

(Papadopoulos, Hamzaoui-Essoussi, & Banna, 2016). A national IPA can have a different 

agenda than from a regional IPA, e.g. can a national IPA have its focus on investment 

promotion across the country, and can brand the country in a certain manner, whereas a 

regional IPAs could be focusing their branding by using a separate strategy. A national IPA 

can be focused on promoting the entire country on its soft values, where as a regional IPA 
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can be focused on attracting the financial service sector, promoting the harder values, which 

can be contrasting to each other.  

Promotion agencies and investment attraction agencies are often founded by a mixture of 

private and public funds. This means, that the IPAs have a variety of stakeholders who all can 

have different interests. IPAs receive funds from the public budget to run projects annually 

and each year or every 2-3 years they are granted extra funding to additional projects relevant 

for the region or the city (Papadopoulos, Hamzaoui-Essoussi & Banna, 2016). When 

receiving public funds, there is also a risk that the agencies have to change strategy every 2-3 

years, due to change in public authorities e.g. after an election. IPAs can be facing challenges 

when new public figures demand a change in an already running project due to a change in 

policy. The multiple stakeholders involved in funding of public branding initiatives all have 

each their own objectives and agenda. These stakeholders are in a position where they can 

potentially influence the marketing message through their willingness to fund, and they are 

also in a position to lobby their agendas with the city or government officials (Papadopoulos, 

Hamzaoui-Essoussi, & Banna, 2016).  

5.3. Investment promotion (FDI) vs. city branding 

Investment promotion is providing potential investors with information. Investment 

promotion is creating an attractive image of the country as an investment destination and the 

provision of services to potential investors (Wells and Wint, 2000). Investment promotion 

may be utilised to attract new investment as well as retaining existing ones, particularly in 

markets and places less known, which have experienced economic or political instability 

(OECD, 2010). However, investment promotion cannot be considered as a substitute for 

policy and reforms, or a camouflage for fundamental economic weaknesses. To enhance 

competitiveness among investors, governments have focused on a variety of approaches, 

including improvements in the actual marketplace conditions, infrastructure, policies for 

reducing business operating costs, deployment of tax and other incentives, and by trying to 

market the investment business more systematically than before through place branding and 

other promotional approaches. The marketing of a country for investment promotion 

purposes is now widely accepted as best practice, with seminal research in the field by Wells 

and Wint (2000), underpinning the motivation of many places adapting marketing as a 

proactive approach to promoting FDI. Investment promotion aims to increase the quantity of 
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foreign investment indirectly by improving the investment image of a certain location (Wells 

& Wint, 2000). 

Henry Loewendahl (2001) has, in his framework for FDI promotion, divided investment 

promotion into four main areas of strategy and organisation, lead generation, facilitation and 

investment services (Loewendahl, 2001). Loewendahl’s framework will be used to analyse 

the approaches that the cities are applying and aiming to apply through their strategy 

documents published through the individual IPAs. Loewendahl’s framework is similar to the 

one of Odle and Gara (1997), even though their framework is only contained by three stages 

(the 3-tier stage approach, image-building, investment generation and investment services 

activities). Looking to place branding strategies we find great resemblance to ‘The 5-steps 

Approach to Place Branding’7, which is developed by Robert Govers, Erik van’t Klooster and 

Gerard Van Keken. 

5.3.1. Division of target group 

Investment Promotion Agencies must distinct their focus between two different target groups 

for foreign direct investment. One is “must invest” and the second is a broader MOE. When 

working to attract FDI, the IPAs need to distinct between the two types of investments. The 

“must invest” is the case for the financial institutions seeking to secure their passporting 

rights, and the MOE (modes of expansions) have a more broader choice of possible 

investment locations. Ergo, the cities needs to look distinctively at the businesses who are 

looking to invest within a short term range, and the businesses they can attract long term by 

creating niche clusters. 

5.3.2. Understanding the target and their drivers of choice 

When a company is relocating, the relocation process often includes several forms of formal 

analysis, including assessment of user needs, location options, characteristics of potential 

premises, and rent levels (Rothe & Sarasoja, 2012).These analyses are often carried out either 

by the organisation itself or by agents, consultants or other service providers, such as IPAs. 

When IPAs are performing these services, they are given a great knowledge into the 

                                                
7 The 5 stages: Formulate Project Goals, Analyze Current Place Brand, Design the new Place Brand Essence, 
Implement the New Place Brand and Monitor the Place Brand (Placebrandobserver.com (b), n.d.) . 
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business’ preferences, needs and drivers of choice. However, when choosing a location, the 

companies will potentially have different drivers of choice. One company may be looking for 

one thing and another company will be looking for something else , this also depends on the 

current situation of the company, whether it is a “must invest” or MOE.  

Once the distinction between the target groups of “must invest” and MOE have been 

performed, it is necessarily to identify the needs of the financial institutions for both target 

groups. We recognise the difference between analysing these needs and drivers of choice for 

a business and those of an individual, and in order to analyse the drivers of choice for a 

financial service institution, we are using the FDI determinants (see chapter 4) for attracting 

enterprises. The drivers of attracting a “must invest” financial institution is different from the 

drivers of attracting a MOE financial institution. When working towards attracting a “must 

invest”, the IPA do not have time to influence the factors that can only be influenced medium 

to long term, and therefore only have the opportunity to work on factors open to influence in 

the short term. In the case of a MOE, the IPA have more time and can work on influencing 

medium to long term factors in order to make the place more attractive. 

5.4. How the cities are branding themselves 

By using Loewendahl’s framework to the branding strategies of each of the four cities, we 

will examine the strategies and their shortcomings herein. In this chapter, we will analyse 

each of the four steps in Loewendahl’s framework and apply it to each of the cities.   

5.4.1. Frankfurt  

In accordance with step one, strategy and organisation are representing the settlement of the 

national policy context, objectives, the structure of investment promotion, competitive 

positioning, and the sector targeting strategy. Through our analysis of the strategy documents 

and promotional websites (Frankfurt Main Finance, 2018) of the financial hub in Frankfurt, 

we have found that Frankfurt is organised in accordance with several of steps of 

Loewendahl’s framework. Frankfurt is representing an FDI enabling framework that is 

welcoming investments within the financial services sector. We have found that Frankfurt 

have established dedicated promotional organisations, such as Hessen Trade & Invest and 

Frankfurt Main Finance, in order to enhance the city’s international position. The 

promotional organisations, promoting Frankfurt, are the regional promotion agency Hessen 
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Trade and Invest, and the city promotion agency Frankfurt Main Finance. These are well 

organised, and their strategies are complementing each other. Both of the agencies are 

pursuing to promote the city and the state for inward investment, with Frankfurt being the 

capital of the state Hessen. Both IPAs have defined their objectives to market the region as a 

leading international business location (Frankfurt Main Finance, 2018; Hessen Trade & 

Invest, 2018), with the only difference being that Frankfurt Main Finance is solely focusing 

on the financial sector. They are both promoting infrastructure, human capital and so forth, 

but they are not suggesting any incentives such a lower taxations. According to our findings 

previously in this paper, the analysis of the FDI determinants (See section 4. Parameters for 

relocation) show that Frankfurt has a long-term reputation as a financial hub, and that it is 

very competitive within the FDI determinants. From this, we argue that the city is not in a 

position, where it needs to offer direct incentives to attract FDIs.  

According to Frankfurt’s own Financial Centre Report from 2017, the city has intentionally 

developed over the years and it will continue a “[...] further expansion of Frankfurt’s role as 

a leading financial centre [...]” (Frankfurt Main Finance, 2017, p. 54). The objective stated 

by Frankfurt Main Finance is clearly showing that the city has been working on becoming a 

financial hub of preference in the long term, which puts them in place to accommodate the 

financial institutions in a “must invest” position. The fact, that Frankfurt is in place could also 

be one of the reasons why it is not offering incentives. Frankfurt’s strategy to become a 

leading financial centre requires a development on several parameters, also known as the 

drivers of choice (See section 4.1 FDI determinants). Its strategy shows intentions towards a 

development of the business environment and its cluster status; “[...] The structure and 

competitiveness of Frankfurt as a financial hub needs to be championed further. It needs to 

have more international visibility that is clearly tied to the advantages it offers [...]” 

(Frankfurt Main Finance, 2017, p. 54).  

 

The strategy document from Frankfurt Main Finance shows clearly identified stakeholders in 

the mission to accommodate financial institutions. Frankfurt is a small city and has limited 

space, therefore it has incorporated surrounding cities, such as Eschborn, in the branding 

strategy (Frankfurt Main Finance, 2017). This allows a further development of the region, 

while avoiding housing shortage due to the otherwise limited space. The surrounding cities 

are hence recognised as Frankfurt’s stakeholders along with its citizens and businesses. The 

stakeholders are not limited to citizen and businesses, but are also the local, regional and 
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national politicians. However, the stakeholders acknowledge that the German government has 

only played a limited role in promoting Frankfurt as a financial centre but were split on the 

implications (Lavery & Schmid, 2017). The government has not been very active in helping 

to promote the city, and some stakeholders are content with the government not interfering, 

while others are pressing for more support in order to make Frankfurt’s bid the next European 

financial hub. We find, that the reason for the lack of national politicians’ participation is due 

to the governmental structure of Germany. 

 

The first part of the second step of Loewendahl’s framework (See section 1.5.6.). is to create 

a brand name, which is easily recognisable for international investors (Loewendahl, 2001). 

Here we find, that Frankfurt Main Finance is recognisable, whereas Hessen Trade and Invest 

is not. We recognise, that Hessen is the name of the state, but we argue, that more people 

would be able to locate Frankfurt compared to those able to locate Hessen. Frankfurt has a 

third investment promotion agency, Frankfurt Economic Development GmbH, which is 

organising the participating in international investment exhibitions (Wirtschaftsförderung 

Frankfurt GmbH, 2018). We suspect, that the Wirtschaftsförderung Frankfurt GmbH (edt. 

Frankfurt Economic Development GmbH) is the point of entry to the Frankfurt region, but 

their website is not very informative and could benefit from a sharpening in order to attract 

more leads. It is difficult to see whether Frankfurt Economic Development GmbH is 

cooperating with Hessen Trade & Invest and Frankfurt Main Finance.  

 

As a part of the third step, we find that Frankfurt is well aware of the steps relevant in 

handling investment promotion, and that Frankfurt Main Finance is encouraging investors to 

make use of the economic development agency in the state of Hessen as a first point of call. 

They are offering their team of advisors for support from the initial enquiry through to the 

final move to Hessen. Arguably, they have been developing their approach for years, 

however, there is opportunities for enhancement in terms of transparency on their websites. 

When the agencies are not offering and encouraging investors to make use of entry points and 

organising visits, it remains difficult to identify the respective IPA behind it, and the IPAs 

could benefit from a more transparent organisational chart. Furthermore, the IPAs could 

benefit from offered services such as assistance in making customised proposals, organising 

viewings of suitable locations and assisting with formal approval procedures.  
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The fourth step offering investment services such as after-care and product improvement 

could help to proactively retain the investors. Frankfurt is proclaiming that it is aiming to 

retain the investors already located in the region, however the city is not verbalising a 

strategy to do so: “[...] The aim must be to lastingly establish Frankfurt as Europe’s centre of 

regulation and supervision. The parameters for achieving this are very good [...]” (Frankfurt 

Main Finance, 2017, p. 54). Through our findings in the previous steps, it seems that 

Frankfurt is very educated in the steps of investment promotion and there is surely a strategy 

established for retaining investments offering investment services.  

5.4.2. Dublin 

The first step in Loewendahl’s framework is the strategy and organisation, where we, through 

our analysis of Dublin’s investment promotion strategy,  have found that Dublin and Ireland 

are typical examples of cross-level branding, mentioned in section 5.1. Dublin and Ireland are 

being branded on both nation and city level. The most proactive IPA is the IFS Ireland, which 

is promoting Ireland as the future financial market. Organisationally, the IFS Ireland is 

located under IDA Ireland that serves as the official national promotion agency of Ireland. 

Dublin’s IPAs, Dublin Chamber and Dublin City, are accompanying IFS Ireland in their 

mission, but they are just as focused on overall sectors and tourism as they are on the 

financial sector. IFS Ireland’s sole purpose is the financial services sector, hence the name 

‘Ireland Financial Sector’ (IFS). Digging deeper into the foundation of IFS Ireland, our 

findings show that IFS Ireland is a cooperation between the government and a collective of 

private companies (IFS Ireland, 2017). This underlines the understanding in the importance 

of identifying the stakeholders.  

Furthermore, our findings suggest that the strategy developed by IFS Ireland is aiming to 

“[...] to maximise the positive outcomes from the opportunities that arise and to address any 

challenges [...]” (IFS Ireland, 2017, p. 7). This means that even though IFS Ireland have 

expressed their ambitions to make the maximum profit of Brexit in attracting financial 

institutions, they have a long-term strategy for the financial services sector. The strategy is 

developed in collaboration between several stakeholders, including the government, which is 

suggesting the presence of an FDI enabling framework.  

 

When analysing the second step relating to lead generation, marketing and company targeting 

we have in the published Action Plan 2017 (IFS2020, 2017) found  that Ireland is promoting 



 

 81 

itself on selling points through its full commitment to the EU and the Eurozone. This is 

perceived to gain competitive advantages when becoming the only native English-speaking 

common law country in the EU and the Eurozone. In addition, the city can boast of having a 

young highly-educated, talented workforce. We find that these selling points are relevant to 

attract financial institutions looking to relocate as a result of Brexit and not selling points 

targeted at financial institutions in general.   

 

Based on our analysis of the third step, Ireland has a well-developed strategy in terms of 

facilitation of investments (IDA Ireland, 2018) by offering visits, providing information of all 

subjects from property available to employment assistance, with grants and tax incentives 

made possible. However, IDA Ireland have defined certain requirements for obtaining 

assistance, and such requirements include e.g. 2 years track record and minimum 40 

employees (IDA Ireland, 2018). 

In contrast to Frankfurt, Ireland has not created a one-stop shop service for investments, 

which we suggest they could benefit from doing. Creating a point of entry will help 

simplifying that location process. Arguably, IFS Ireland is the one IPA focusing on the 

financial services sector, but even here, is has not created such a point of entry and is instead 

referring to IDA Ireland on its website. This is an area in need of improvement for attracting 

international investments.   

 

In accordance to the final step offering investment services post FDI, Ireland’s branding 

strategy could benefit from improvements in terms of information about the support that is 

facilitated and the services provided post-investment. We find that Dublin could benefit from 

creating a one point entry hub, including such initiatives as a website greeting future 

investors and promoting the services undoubtedly offered, but don’t promoted. We have also 

found that Ireland has not established a strategy for retaining current investments.  

5.4.3. Paris 

The first step in the framework of Loewendahl suggests analysing the investment promotion 

of Paris. Through this analysis, we have found that Paris has not published a strategy for its 

ambitions and visions of an established financial hub. Instead of creating a strategy document 

explaining the visions, such as what we found from the other cities, it has since 2012 
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produced a series of eight reports, which all have been prepared by professionals representing 

various activities (Paris Europlace, 2018). These reports are intended to provide input for the 

strategic thinking of the Paris Marketplace 2020 Committee8 (Paris Europlace, 2018). The 

reports have their focus from outside and inwards, giving the Paris officials information, but 

not providing any information to the financial services sector exploring the option of Paris, 

and it only exist in French, which arguably makes the information less useful for the foreign 

corporations. However, Paris as a financial hub is supported intensely on both national and 

regional level by Edouard Philippe, Prime Minister of France, Anne Hidalgo, Mayor of Paris, 

Valérie Pécresse, President of the Île-de-France Region, and Patrick Ollier, President of the 

Métropole du Grand Paris, whom all had a joint press conference on July 2017, announcing 

their collaboration to make Paris the leading financial hub in Europe post-Brexit. Through 

our analysis, we have found that Paris is not branding itself or promoting any selling points 

on the different investment agencies websites, instead it has created several one-pagers with 

key figures explaining its competitiveness without deepening meaning. We find that Paris 

would benefit from creating better overall information for investment promotion, as well as 

defining a strategy for its investors.  

Analysing the second step in the framework we have found that, Paris Region, which is the 

brand name for the city of Paris and the surrounding cities e.g. Boulogne-Billancourt, which 

has been incorporated into its strategy. Boulogne-Billancourt is housing several international 

financial institutions and we argue, it has been incorporated into the brand of Paris in order 

for Paris to appear as a larger city (Invest in Paris Region, 2018). The organisation of IPAs in 

Paris is simple. It has one official agency for both tourism and investment attraction, which 

we find, according to Loewendahl’s framework, as a strength. It has even incorporated the 

surrounding cities under the Paris Region name, which increases the size of Paris and make 

the brand name recognisable when participating in marketing activities. Like Frankfurt and 

Ireland, Paris is participating annually in MIPIM and has one of the biggest exhibitions, 

marketing real estate and infrastructure developments, and we find that if Paris has an 

effective strategy in terms of marketing activities, which lead on the lead generation. 

However, we find no evidence of developed value propositions, which is necessary for 

effective investment promotion.  

                                                
8 Paris Marketplace 2020 Committee is collaboration between various stakeholders from the public and private 
sector (Paris Europlace, 2018). 
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Paris is promoting its facilitation services, in accordance with the third step in the framework, 

to investors through the Paris Region website (Île-de-France, 2018). Here, in accordance with 

Loewendahl’s framework, it is offering and proposing different kinds of packages, such as 

‘Access to the Market’ and ‘Business Talent, Working and Living’, and these packages 

includes facilitating services, which are helpful for the investments when relocating. We 

argue that these services are especially important in a monolingual and bureaucratic city like 

Paris, additionally, we find that Paris has insight in its weaknesses since it offers support to 

navigate in the inflexible labour market, such as choosing the type of employment contracts, 

collective agreements and drafting the first contract (Île-de-France, 2018). 

Paris is not promoting its investments services in terms of ‘after-care’, which is the fourth 

step of the Framework. The only related service it is promoting is access to an extensive 

network of other investments, which is important as the existing investors are the best 

ambassadors to influence other firms to consider the location as an investment site (Île-de-

France, 2018). 

Following our analysis, we argue that Paris has an overall developed strategy, while also 

having a great insight to its strengths and weaknesses. The biggest challenges for the region 

of Paris are to be found in the first step of Loewendahl’s framework. Here, it could benefit 

from developing strategy documents that provides information about its vision for the 

development of the financial sector in English, like the other cities have done, as this, 

assumedly, will give Paris a stronger position when the financial institutions are looking to 

relocate. 

5.4.4. Luxembourg 

Analysing the strategy document of Luxembourg for finance (Luxembourg for Finance, 

2015), we find evidence showing that Luxembourg has a clearly defined strategy for its 

objectives and a well-structured organisation of investment promotion all defining the sector 

targeting strategy. We find that Luxembourg has identified its strengths and weaknesses in 

order to continue the development of the financial centre. It is stating its intention to the work 

with stakeholders to identify new target markets and business areas to develop with the 

overall aim of further diversifying Luxembourg’s financial industry (Luxembourg for 

Finance, 2015). The strategy is developed by Luxembourg for Finance, which is the city’s 
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only official agency for the development of the financial centre. Luxembourg for Finance is a 

public-private partnership between the government and the financial services sector. 

Luxembourg has clearly defined stakeholders to its financial services sector, which is shown 

in the choice of organisation of Luxembourg for Finance, being an alliance between public 

and private stakeholders (Luxembourg for Finance, 2015). Luxembourg is representing a 

united front, which provides simplicity and transparency to possible investments. 

Additionally, the government is engaged (Luxembourg for Finance, 2015), and in favour of 

the development of the financial services sector, and to this, we consider that Luxembourg is 

gaining competitive advantages as a result of the organisation of the investment promotion 

and its alignment of stakeholders.  

 

The second step of the Framework, Lead generation, includes finding a proper brand name, 

organise marketing and company targeting. In addition to developing the strategy, 

Luxembourg has been taking steps to promote the city and has been developing 

communication tools such as marketing information and its strategy document, as well as 

being very active on creating videos and being involved in social media activities  

(Luxembourg for Finance, 2015). Luxembourg has clear defined value propositions for its 

investors, and the combination of the communication tools and value propositions is giving 

Luxembourg a competitive advantage when participating in promotion activities such as 

exhibitions.   

 

Despite having organised a strategy and developed visions for the financial services sector in 

accordance with the first, we have not found a transparent entry point or a one-stop shop for 

investors within the IPA as suggested in the third step. Instead, we found the one-stop shop 

organised under the House of Entrepreneurs  (Luxembourg, 2018). This website is promoting 

Luxembourg broadly for tourist, students and investments, but without any special focus 

point. One can argue that by doing so it is incorporating the different qualities of 

Luxembourg and transferring the message of quality of life and other options available in the 

city. However, one could also argue that there is a lack of transparency, as there is no 

communication of such an entry in the information from Luxembourg for Finance. According 

to Loewendahl’s framework, we argue that  Luxembourg could benefit from a connection 

between the financial targeted IPA and the wider general IPA of Luxembourg. This would 

provide the financial service sector with greater transparency and simplicity for investors 
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when choosing to locate here. Our evidence point towards a lack of information about visit 

handling in the documentation about Luxembourg for Finance, which instead can be found on 

the official portal of Luxembourg, and such a division of information can be confusing for 

investors and could benefit from an alignment and a connection between the information 

sources (Luxembourg, 2018).  

 

Luxembourg has expressed an ambition of attracting and maintaining its financial services 

sector, which we find as a necessary means, in agreement with the fourth step of the 

framework, to succeed in being a leading financial hub in Europe, although, we find no 

strategy on how it intends to do so. Analysing our data and collected evidence about the 

financial hub in Luxembourg, information on services offered post-investment is not 

disclosed anywhere, and we could characterise this is a weakness for Luxembourg. In order 

to address this, it could benefit from defining and communicating the services that can be 

provided. As established earlier, existing investors are the best ambassadors to influence 

other firms to consider the location as an investment site, and it is therefore important that 

Luxembourg improves certain elements within its strategy when attracting financial 

institutions potentially migrating from the UK. 

5.5. Sub conclusion 

When analysing the four cities, we find great differences in the approaches and strategies 

applied. Each of the cities could benefit from following the steps in Loewendahl’s 

framework, in order to concretise the services offered before and after investment. Our data 

suggests, that the cities have analysed their individual strengths and weaknesses, but they 

could all benefit from a further analyse, including the opportunities and threats of each city. 

Our findings show that each of the cities have different obstacles and different elements 

where they are in definite need of improvement. We find that Frankfurt is the only city not 

receiving public support from the national government, and it is instead supported by the 

state of Hessen, which is due to Germany being a federation. Frankfurt could undoubtedly 

benefit from support from Angela Merkel and other known politicians on national level. 

Being in close proximity to the UK would arguably an advantages, but Dublin is found to be 

challenged in terms of organising the investment promotion. The investment promotion is 

performed nationally, meaning that it is aiming at Ireland in general, and not only Dublin,  

when developing a financial hub. However, as we have argued, Dublin is not a large capital, 
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yet still the biggest city in Ireland, and this means that if financial institutions were to relocate 

post-Brexit to any other city within Ireland, they would not be in an international 

environment and this is not attractive to the financial institutions. This thesis is focusing on 

cities and not on nations, however, as our findings show in both the case of Dublin and 

Luxembourg, the agencies promoting the financial services sector are national IPAs. In the 

case of Luxembourg, and in contrast to Dublin, we find that having a national IPA, contrary 

to a regional IPA, is not a weakness due to the size of the country and the fact the 

Luxembourg and its capital shares the same name. Despite the difference between nation and 

city, we argue that the size of Luxembourg is so small that investors will make a noticeable 

distinction in terms of location.  

Paris is arguably the city with the biggest challenges in terms of being monolingual and 

having a very inflexible labour market. However, the city has organised several initiatives 

facilitating the location process for investments. This is done in terms of a one-stop shop and 

assistance by English-speaking personnel free of charge for two weeks. In our analysis, we 

also found a challenge for Paris regarding its strategy documentation available for investors. 

The focus here is internal and in French, which could benefit from additional market 

information in English targeted at promoting the city as a financial hub, supporting an 

emphasising the international environment.  

 Finally, we have found that Luxembourg is very well-developed with both websites and 

information about the city as a financial hub. There is a strong developed collaboration 

between Luxembourg for Finance and both public and private stakeholders, that is uniquely 

targeted at the financial services sector. This gives the financial institutions, contemplating to 

relocate in Luxembourg, direct access to the local stakeholders, which we consider to be a 

great competitive advantage for both the international corporations and the local stakeholders 

to gain advantage of FDI. All in all, we have found that the four cities are all in accordance 

with the framework of Loewendahl, although they are not necessarily complying with all of 

the steps, which we argue would be beneficial for the cities.  

6. Discussion 

Brexit has already had a major impact on the financial services sector in both the UK and the 

EU, and it has generated much uncertainty in the already very sensitive sector. Financial 

institutions, both within the Single Market and those outside, are considering how to re-
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organise financial activities in a yet unknown forthcoming new reality. Based on what deal is 

stroked between the EU and the UK, financial businesses may be forced to move certain 

activities to the continent in order to keep access to the Single Market. This is mostly a 

challenge that non-European financial institutions are facing, however, European financial 

institutions are also considering a relocation of either headquarter or vital business functions. 

Although it is yet unknown, it is important for both the businesses and the British government 

whether an agreement on financial services can be reached, and until then, it is clear that the 

government is pushing hard for such a special deal, whilst the financial businesses are 

preparing to move activities to the continent. There are many opinions to, whether such a 

migration of financial activities from London will push the British economy over the edge 

and into an economic ‘black hole’ or if the evidence found so far has been overrated. 

Whatever the case, everyone can agree on that leaving the Union will have a negative effect 

on the UK, and that there is no good alternative to a full EU membership. The UK is 

currently having an important role in the so-called euro clearing. The Bank of England is 

sharing the practical function with ESMA, but many experts say that the UK cannot keep 

such a vital organ of the EU if it’s not a member, and it is even defined by EU law that such a 

function shall have its base within the borders of the Union. 

To this, it is interesting to see, if the UK and the Bank of England can keep the important 

function of Euro-clearing. Although it today is divided between ESMA and the Bank of 

England, ECB has previously applied to take on this function, because the UK is not part of 

the euro, and now one could presume that this question arises again because of the Brexit, 

unless the UK can find strong arguments to keep its role after the withdrawal. 

 

Even though it is the UK that’s leaving the Union, it is not only the British economy that is 

suffering at the moment. The European financial industry has been showing signs of 

weakness the last couple of years, with instability in the Eurozone (Greece and Italy among 

others), lower levels of growth, and growing Euroscepticism has been characterising the 

environment within the EU. Based on these observations, it would seem hard to believe that 

the EU, and especially the Eurozone, would be able to take on a potential majority of the 

financial activities currently located in London. Furthermore, with the EU losing one of its 

largest economies and the global financial centre in Europe, one could discuss if this would 

have a negative impact on the Eurozone and its economy, and perhaps causing some 

additional turbulence to the market. 
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As the UK has had a very strong impact on shaping the development of the EU and the Single 

Market, it is a great loss for both parties to be parted, and regardless, whether they both agree 

on maintaining a beneficial trading relation and an alliance partnership, one could question 

how trading barriers would lead to further implications on such a complex area as financial 

services. 

The UK is one of the largest economies in the EU, and by exiting, there will potentially be 

negative effects to both sides. The UK will lose its membership and will not have any good 

alternative hereto, and the EU, and the EU-budget especially, is likely to experience a large 

economic gap in the aftermath. With the size of the British economy, the Union will be 

missing a great contributor to the EU-budget, and according to a recent proposal from the 

Commission, this economic gap is to be covered by the remaining EU27, which will result in 

an increased contribution in the future. Whether this additional economic post will have a 

significant effect on the overall budget and the national economies would be interesting to 

follow, and here it would especially be interesting to see if it would cause any kind of 

disunity among the Member States, and furthermore, if this would push the European 

integration in a yet a different direction. 

Although it is still unknown what kind of deal, if any, is stroked between the EU and the UK, 

one should also consider the possibility of mutual recognition. As the entire situation is 

perceived as a lose-lose situation for both parties, it should be in both of their interest, as well 

as in the interest of the financial institutions, to agree on terms that maintain the level of 

business and trading as today. An agreement of mutual recognition, although likely 

temporary, would probably make it able to preserve the current situation, the status quo, 

between the two, while still granting access for the financial institutions operating out of 

London and into the Single Market. 

  

Whether or not the European financial markets will experience turbulence in the aftermath of 

Brexit is still too soon to tell, however, the immediate signs of it has not yet shown, but for 

now, it would seem, that it is the UK that is affected the most. With a major drop in the 

pound sterling immediately after the results from the vote was announced, the currency hasn’t 

really found its way back to the normal level. Here, one could pose the question, whether this 

level of the currency is the new normal for the UK or if it somehow will be normalised in the 

coming years post-Brexit. As it is now, the UK might be the part with the least to gain of the 

exit, but the EU will not walk away unaffected either. The proposal from the Commission of 

an increase cost of membership is likely to affect the remaining EU27, but despite this, it 
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wouldn’t seem as the EU would be as much affected as its counterpart. Although, it could be 

assumed that losing the third largest economy in the market, a large contributor to the budgets 

and a valuable actor in trading and financial activities is a great loss in itself. 

 

One of the reasons to why the UK has decided on leaving the Union may be found in the 

construction of the project, that started in a different place than it is now. When the UK first 

joined in the 1990s, the terms of the membership was supposedly different than they are now. 

Obviously, the EU didn’t consist of so many Member States as today, but in the light of 

European integration, it has also developed deeper into the ideas of federalism, here 

especially on financial matters, with a core body of institutions centralising the focus and 

collaboration of the Member States into a ‘European federation’. However, with the recent 

years of general turbulence and obstacles, a growing Euroscepticism has been detected, 

which presumably has evolved into the growing tendency of nationalism and protectionism, 

and that could be very harming to the European Union. Nonetheless, where one could have 

feared that more of the Member States would have followed in the footsteps of the British 

exit, it seems that the Member States yet again has found common ground, showing a joint 

front in the Brexit debate so far. With that in mind, we might be facing a new change of 

direction and depth of the European integration, where the EU27 are eyeing opportunities 

within the Union rather than outside of it. In terms of integration, one could assume that the 

recent unexpected condition of nationalism would have put a damper on cooperation and 

joint decision-making on political matters, but seemingly, that is not quite the case. Rather, it 

seems that the EU-institutions are aiming at stopping this tendency by deepening the 

integration through a completion of the banking union and reforming the EU-budget. But in 

order to execute on this, one should consider to also include a reformation of the general 

priorities within the EU, such as economic inequality. Here, the idea of a ‘European 

federation’ might be plausible yet again. Also, with the new proposal from the Commission 

regarding the EU-budget, it would be interesting to see if the Member States can agree on 

such budget cuts and new ways of funding to cover the economic gap post-Brexit, or if this 

would create another shift of the integration process, or if the general process is met with 

more optimism. Where this leaves the UK is still too soon to conclude on the basis of 

available evidence and data, but there are aspects of the discussion that show signs of a need 

or desire of backwards integration, meaning that the UK to some extent would prefer terms 

that reflects a more neo-functionalist approach, where no sovereignty is transferred, and the 
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development of the relationship with the EU is more process-driven, although this is not 

regarded as a possible scenario.  

For the EU, the current situation and the wake of the recent situations (migration, and euro 

crisis) has led to the question of how to rethink the integration method of the Union. It is 

clear that there is a need deeper economic integration and collaboration between the Member 

States. The Union is perhaps still facing the trouble of further exits but has so far been met 

with the common interest in collecting a joint front, and furthermore, the reaffirmation of the 

commitment to an ever-closer Union.  

 

For the UK, the secession would force a re-structure of both political and economic matters 

and relations, both national and international, which would likely take a large amount of 

resources for all involved parties, such as the British government, other Member States, and 

international organisations. The UK has through the years grown to become one of the largest 

Member State with heavy influence and leadership, but now, it is facing a position outside of 

direct influence, coming to terms on not setting the agenda on a European level, while still 

being affected by them. One must say that the magnitude of the EU’s power, influence and 

network would have been better for the UK to operate under but coming to terms with the 

situation as it is, one could assume that the British government would seek out to focus on 

‘decentring’ the EU and working on retaining its own position as an individual important 

global actor. Being out of the scope of direct influence of the EU-bodies, the UK would have 

to increase its presence on the continent, both with regards to financial activities and also in 

terms of diplomacy.  

If no agreement is finalised between the UK and the EU, the rules and terms of WTO would 

apply to the British status. This type of trading relationship would impose a rather large 

increase in tariffs and non-tariffs of different kind, because of the size of its export level to 

the Single Market. This is perceived as the less-favourable outcome for the UK and the EU. It 

is clear to see that there is more than just one aspect to the entire situation, and every party 

involved is eager to see what the outcome of the ongoing negotiations will be in order to see 

how it will affect or shape the entire environment within the EU27, the relationship between 

the EU and the UK, and not least to see how it will affect the financial markets. 

 

We have found a tendency of the financial institutions to hire locally and not in large amounts 

as originally expected. This could hint to the fact that it is very expensive to relocate 

activities, and that the corporations are awaiting a finalised outcome before making any 
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irreversible moves. However, as they need to organise their business within Europe in case of 

a hard Brexit, a current expansion of branches is observed across the continent.   

Through our analysis, we see a clear indication of the financial institutions employing from 

local talent pool, when establishing a new branch or expanding their European hubs. This 

could mean that the financial branches in the UK will continue to be fully operational, and 

since the negotiations is yet to be finalised, the institutions presumably prefer to make sure 

that there is a continuous access to the Single Market after the exit, but without making 

drastic changes before the negotiations have advanced. Since the financial institutions are not 

currently seeking a relocation of employees, some of the parameters in the analysis are not 

regarded as relevant as others. Based on our analysis, we presume that the quality of life is 

not regarded as the most important driver of choice in the Brexit situation, as the employees 

are recognised as either already located in the cities or have an interest in employment 

located abroad. In a situation where the institutions are moving employees, quality of life is 

seen to be increasingly important to ensure the willingness of the employees to be relocated. 

When relocating an employee, it is not just one individual being moved, it is sometimes 

families, partners, spouses and children, and these would have to be taken into consideration. 

There will be a need for international school in situations where entire families are being 

relocated, and furthermore the need of possibilities of finding jobs for partners and spouses. 

The examination of the cities show, that even though they are working effectively on 

improving their competitiveness within the parameters of attracting financial institutions, 

there is still found opportunities for further enhancement. The cities are all relatively 

competitive within the business environment and human capital and the development of the 

financial sector. However, with Paris being the city with biggest challenges, one could 

discuss whether it is able to improve enough to reach the same attraction level as e.g. 

Frankfurt or Luxembourg. Dublin is working on its competitiveness, but it has the least 

developed financial industry and is small in size, however, the city does have competitive 

advantages in terms of proximity to the UK and in its similarities to London regarding 

legislation and language.  

 

With the current situation, there are different parameters and drivers of choice in play when 

relocating employees. The individual needs of the employees are deemed important in a 

given situation of a relocation. However, it is interesting to see whether these needs are 

considered and prioritised by the institutions, or if there is a greater focus on finding a 

competitive location. To this, one could pose the question, whether there also exists a 
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difference within the financial sector between corporations handling different financial 

activities, e.g. those of clearing and those of investments, and if this would result in a 

difference of parameters prioritised. Following the determination of the drivers of choice, a 

large difference between the cities and their strategies to attract the potential migrating 

institutions has been observed. As established, each city could potentially benefit from further 

developing steps in order to attract foreign investments. When a city pursues a vision of 

attracting financial activities, it would need to provide a long-term strategy and acknowledge 

that the parameters to attract FDI is primarily parameters, which can be influenced in the 

medium to long term. Therefore, we deem it important for the cities to aim towards a deeper 

development of their respective financial hubs on the long term, as they here could benefit 

from targeting a specific sector and advance the parameters associated with the 

accommodation of financial services. 

As the cities are promoting themselves differently, through different means and channels of 

support, we find it interesting to see, whether this would have an influence on which city 

would benefit the most from the potential relocation. Taking Frankfurt, the city, perceived as 

a strong financial centre, has no immediate support from national levels, but are highly 

supported by the local authorities. Paris is potentially benefiting from the support from 

Emmanuel Macron and his vision of reformation. However, as Paris could have a beneficial 

position due to this, we postulate that it is negatively affected by its complexness to the 

sector, although we also find it serious that Macron is able to transfer his message of a French 

financial hub in the international media.  

Moving on to Dublin, the city is also known for a strong financial centre, however, it is quite 

small, which could turn out as a weakness in order to attract a majority of the financial 

institutions. We recognise the city’s competitive advantages, but it is still doubtful, if it would 

have the potential to facilitate such heavy international financial activities and the additional 

resources associated. Finally, Luxembourg is already benefiting from a largely international 

environment, and is used to handle different financial activities. Despite being small, 

Luxembourg is deemed to have competitive advantage of being in close proximity of France 

and Germany, which could serve as a supporting element when further developing its 

international reputation as a financial hub. However, we suggest that a geographically spread 

of financial activities is likely to happen based on each cities’ core competence, and 

therefore, no city is regarded the ultimate ‘winner’.  

Our findings show that each of the cities both have challenges and advantages, but in some 

examples, the challenges are by far ousted by the advantages. This is observed in the case of 
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Frankfurt, where being the only city not receiving governmental support on national level, 

but this is exceeded by the advantages of its reputation as an established financial hub on an 

international level. The same tendency is recognised in the case of Dublin. Through the 

promotions of the city, the entire nation is promoted as well, it becomes clear that the size of 

the city and the international reputation as a financial hub is rather limited, but here, one 

could question, whether this poses any significant implications or challenges, as it has 

competitive advantages in terms of its similarities to the UK and its somewhat beneficial tax 

levels.  

7. Forecasting the European financial markets 

Keeping in mind that Brexit is still an ongoing event, this chapter seeks out to provide a 

forecasting of the financial services sector. The following predictions are based on our 

analysis provided in this paper. Throughout our research, the empirical data used estimates 

that leaving the Union will negatively affect the British economy and the EU, although, the 

extent of it is still too soon to anticipate. Therefore, it is important to note that these 

predictions are preliminary and seek out to provide guidance to how the financial institutions 

can exploit Brexit in the best possible way, and how to deal with the different potential 

scenarios of a final agreement between the two parties. 

 

In the recent years, the EU has experienced uncertainty and disunity. This has led to an 

intensive focus on deepening the economic integration, where projects such as the banking 

union and a capital markets union are to be finalised and implemented. The opinion of an 

ever closer Union would be likely to be accelerated if political effort and agreement are 

pursued. In the wake of Brexit, it is clear that there will be changes to the financial markets. 

One of the largest economies and contributor to the Single Market will be exiting the 

collaboration and new terms will be drafted. However, with all the financial measures and 

precautions taken to avoid financial and economic instability, it could be assumed, that the 

financial markets won’t be as negatively affected today as in the past. As the Single Market is 

continuously further developed to gain some kind of resilience and flexibility, it could be that 

a migration of financial institutions and EU-institutions wouldn’t cause as much turbulence as 

first anticipated. Although, there would be changes to the trading area, as the UK is one of the 

largest exporters to the Single Market, and if no special agreement on financial services are 
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finalised, the UK would be imposed to tariffs and barriers that would affect the export of 

services. On the other hand, this could open up a possibility for other market actors to enter 

as substitutes in the absence of the British. 

  

Since the Commission has proposed new approaches to the EU-budget, namely, that the costs 

of the Brexit to the budget is covered by the remaining Member States, there is a probability 

that the difference among the Member States contributing more to the budget and the ones 

receiving more from the budget would increase, creating a larger gap of economic inequality. 

And if this isn’t considered and handled by the EU-bodies through actions such as 

deeper integration in certain areas, the Union would be at stake of being dismantled. 

However, one should here note, that a deeper integration might not be in all Member State’s 

interests depending on the outcome of the situation. Forecasts of the GDP for the forthcoming 

years show signs of a slowdown, both in the UK and in the Eurozone, compared to recent 

statistics. Especially in the UK lower productivity, the risk of higher unemployment level, 

and the risk of migration of some financial activities are weighing down the overall economy. 

The British financial market is estimated to experience negative consequences from Brexit, 

which will cost many resources to address. Furthermore, regardless of which deal is agreed 

between the two parties, the British would have to prepare themselves to an increase in tariffs 

and barriers - especially in trading with the Single Market, but also with countries that it 

potentially has to renegotiate trade agreements with. Moreover, the Eurozone also had to deal 

with several issues that have somewhat left it in a weakened state, and this is currently 

leaving the Union in a poorer position, and with the departure of the UK it is estimated that 

the overall level of GDP will decrease and the economic strength of the EU would be 

reduced. Based on this, one should not underestimate the fragility of the European financial 

markets and, for now, the unknown potential risks associated with Brexit. Since the 

beginning of the EU-project, the financial system in Europe has undergone significant 

changes. In accordance with Gaspar, Hartmann and Sleijpen (2003), our findings suggest that 

the structure of the financial system has changed from one based on closed relationships to a 

more open and competitive one. The development of such traits is still regarded as important 

characteristic factors of the market today. In conjunction with the argued direction of the 

European integration, we forecast the financial markets within the EU to be facing a period of 

uncertainty generated by the economic condition in the UK, and that the EU in response 

would increase common financial measures, bringing the Union closer together and further 

towards federalist ideas, seen in an economic perspective. The EU might experience lower 
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growth in the forthcoming years, although it had a positive level in 2017, but because of 

potential political uncertainty and new relations with the UK that needs to be implemented, it 

may experience a lower level. However, through our findings we argue, that the EU will 

retain its strong position, globally as well, and that it, despite the absence of the large British 

economy, will experience a normalised long-term level of GDP. The British financial market 

will likely experience years of economic performance on a lower level than previously. Based 

on our findings, we assume that the economy will suffer from political uncertainty and a 

decrease in the level of FDI. Furthermore, it is likely, that London will experience a 

stagnation in the level of expertise and skilled labour from the EU, as it probably won’t 

attract as much foreign labour as it has done so far if tariffs and barriers are imposed to the 

country. Furthermore, the national finances are likely to be affected to some extent by the 

potential tariffs and taxes associated with trade with the Union. With this forecast of 

economic uncertainty, we still maintain the argument, that the City of London will keep on 

operating on a global scale as currently, which will mean, that it will keep its general 

reputation and status as a prominent financial hub. In accordance with the analysis, London 

will still keep its competitive advantages, such as location, language, infrastructure and 

sector-specific expertise, that will continue to be beneficial to the UK and the economy. 

Based on our evidence, we find it plausible, that the European financial market would not 

experience a complete migration of financial institutions from London to the continent, but it 

more likely to be certain divisions and activities that are to move. That is, that Paris, 

Frankfurt, Dublin and Luxembourg will presumably receive more specialised activities, e.g. 

Fintech in Dublin, asset management in Paris, and investments in Luxembourg, and by this 

the possibility of a fragmentation of the financial sector is kept as low as possible, which we 

argue, that all parties have a great interest in. In that case, extensive economic instability is 

avoided as far as possible, while it probably still will have a negative effect, although small, 

on the markets. 
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8. Recommendations 

8.1. Recommendations for financial institutions 

As the financial markets and the surrounding environment are being affected by the 

uncertainty of Brexit, a majority of the financial institutions wisely consider the possibilities 

of migrating financial activities from London. Although, the final outcome of the 

speculations and considerations depends on which agreement, if any, is reached between the 

EU and the UK. That said, some of the financial institutions are already taking action on such 

a move to the continent, plausibly, in relation to the relocation of sector-important EU-

institutions. Based on our findings, it is likely that tariffs and taxes will be imposed on 

financial activities operating to and from London, because of UK’s supposedly withdrawal 

from the Single Market and the European Customs Union. In relation to this, we find it 

plausible, that there is a difference in implications on the European financial institutions and 

the non-European financial institutions regarding future access to the Single Market. 

Meaning, that the existing presence of European institutions in other Member States is likely, 

and through this, these institutions would still remain the relations and access to the Single 

Market and the EU, while non-European institutions only established in London, would 

experience an increase in costs, taxes and other barriers related to a potential relocation 

process or in the conduction of business from outside and into the Single Market. Based on 

this, one could argue that in the long-term it would be more beneficial and profitable to 

establish branches within the Union, in case of a poor or no final agreement on financial 

services, in order to keep a consistent presence on one of the largest markets in the world. 

That said, the institutions should still maintain a presence in the City of London, as this is 

perceived to keep its international reputation as a financial hub. 

 

8.2. Recommendations for IPAs 

In the process of a potential migration from London, our findings show, that a majority of the 

financial institutions mainly base their decisions on the FDI determinants, such as human 

capital, infrastructure, reputation and each cities’ development of the financial sector. To this 

we argue, that the financial institutions might be moving parts of their respective businesses 

out of London, but we do not find clear evidence showing that the entire financial sector 

would migrate from London anytime soon, and therefore, we recommend financial 
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institutions to retain their activities and continue in conducting business from the British 

capital. We recommend that each city or market finds their niche and finds their competitive 

selling points unique to them. Based on our findings of the cities, we recommend that instead 

of trying to compete with City of London and go for the low hanging fruit, they should 

instead seek to upgrade their respective markets and capacities in order to attract the financial 

services sector in the long run. In this way, the cities might be able to attract a portion of the 

financial institutions, which is supposed to boost the economic growth, while making it 

appealing for the institutions to relocate and enabling them to keep their operations within the 

Single Market. Furthermore, we recommend identifying strengths and weaknesses of the 

cities, followed by influencing the parameters needed to attract financial institutions. This 

should begin by identifying the parameters which can be influenced in the short run, followed 

by the parameters in the medium to long run. Developing a future location, which would be 

attractive for the financial services sector, may take time and the cities aspiring to develop 

such an environment, like Dublin, Frankfurt, Paris and Luxembourg, can only attract 

institutions through measures available. With the involvement of IPAs, most of what can be 

done do to make the individual cities a ‘perfect match’ for the financial services takes from 

medium to long time to establish and achieve. However, these cities can influence certain 

areas via public policy making such as tax incentives etc. 
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9. Conclusion 

When the UK leaves the Union, a whole new situation is awaiting. Being the first country 

ever to step out of the Union is making both parties facing challenges not dealt with before. 

Political and economic uncertainty has since the British referendum dominated the 

international environment and the financial markets in Europe. The dominant uncertainty and 

the possibility of the financial institutions not being able to freely operate in and out of 

London has forced the institutions to consider migrating from the City. Whether it being 

through establishing branches and migrating certain financial activities or moving entire 

headquarters are still to be settled, however our findings show that some institutions already 

have decided on a move. 

It is not to overlook, that the situation is very much dependent on the outcome of a potential 

agreement between the EU and the UK, but regardless, decisions on a migration to some 

extent and changes to the financial environment are to be expected. For now, the UK has 

announced its withdrawal from both the Single Market and the European Customs Union. In 

conjunction with our analysis, we therefore conclude that financial institutions, conducting 

business in and out of the British capital, would be facing additional barriers and taxes if no 

special agreement on financial services is reached. This would have negative effects on the 

British economy, while also impacting the trading relations, especially, with the EU and the 

Single Market. The financial sector, in particular, we consider as being very vulnerable, and 

any uncertainty as a consequence from Brexit could lead to turbulence to the markets. Even 

though the future relationship between the two parties is still unknown, we have found 

evidence showing that any alternative to a full membership of the Union would be 

incomparable. On the contrary, we have also found evidence showing, that regardless of a 

migration, it is likely to expect that London will continue to hold its prominent position as a 

financial hub on the international stage. 

As Brexit came as a surprise to many parties, from governments to financial institutions, it 

seems that the economy in the EU has been less affected by the uncertainty than the UK, 

although the proposal from the Commission suggests an increase in costs for the Member 

States in order to cover the economic gap that the UK will leave when exiting. To this, it is 

also clear, that there is no winning part in the situation and that the EU will lose a great 

contributor to the joint collaboration. Despite the situation being regarded as a ‘lose-lose’, the 
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British economy has already suffered from great political and economic uncertainty, such as a 

falling currency and implementations of governmental measures to stabilise the economy. 

The economy is expected to further experience a negative impact in the forthcoming years, 

such as lower growth and low productivity. Furthermore, our findings also suggest a risk of a 

decrease or stagnation of the long-term growth, while the level on exports and the UK’s 

trading relations would be impacted as well. In addition, if London loses its passporting 

rights, it could cause even more instability to the financial markets, as the financial 

institutions would lose the right to conduct business form London and into the Single Market. 

For the financial corporations located in the financial cluster in London, this would probably 

mean that they would experience low growth and also a plausible lack of skilled workers, 

especially in terms of foreign labour, besides an expected increase in costs, such as 

transaction costs, and imposed tariffs and barriers. Such a potential state of the British 

economy would make the country less attractive for foreign financial corporations, although 

our analysis finds that the City still would retain a large part of its competitive advantages.  

In order to prevent ending up in such a situation, the financial institutions have for some time 

now been speculating in a potential migration from London. In our analysis, we find that a 

few of the large international corporations have already decided on a relocation on the 

continent, where other institutions are drawing out contingency plans and still speculating. 

Whether these corporations boost their presence on the continent by relocation entire 

headquarters or only branches, is still to be determined, but regardless, this situation has 

opened up a lot of opportunities for them to keep a presence in and out of the EU. To this, the 

EU has developed a list of guiding principles, so no unauthorised business is conducted 

between the two parties, which is regarded as a prevention mechanism that should avoid an 

uncontrolled environment during the transition period and post-Brexit. 

Turning to an EU point of view, the Brexit situation has also initiated a relocation of several 

EU-institutions, such as the EBA and the EMA. The argument to this is, that any vital bodies 

of the EU should not be located outside of the Union, and within the financial sector, the UK 

has especially played important roles through the years, resulting in many UK-based 

institutions. Throughout the paper, our findings point towards a complete move of such 

bodies over time, but at the latest when the UK finally steps out of the Union. Within 

clearing, ESMA and London has had a close collaboration, where the Bank of England has 

facilitated a great part of the clearing activities from the EU. Here, the ECB has proposed a 
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take-over of such facilities, and we find this to be a plausible change of structure. Such a 

change could lead to more financial institutions to follow along, given the established 

benefits of being in close proximity to the regulating EU-bodies and authorities. Depending 

on how many financial activities the UK still would hold post-Brexit, there is still a chance 

that there could be a fragmentation of the financial industry, by relocating financial 

institutions and EU-bodies, which could lead to an increased complexity of the market, 

especially in cross-border and cross-jurisdictional activities. 

The City of London is a large recipient of foreign investment, and a great part of these is 

received from the EU27. As established in this paper, FDI is of great importance to the UK, 

as it has had a significant contribution to the overall economy. To this we expect, that the UK 

economy would be facing a longer period of negative growth, while also anticipating that the 

level of FDI in the UK would have a risk of decreasing. Although it is considered that it 

would still maintain an overall significant level, we expect it to show a negative development 

impacted by the departure from the Union, while the Union may experience an increase in its 

current level of FDI. 

Looking towards the Union’s direction of development, we find evidence suggesting that the 

EU has moved towards a federalist integration, economically speaking, with the planned 

completion of the European banking union and the capital markets union. We find that such 

actions are evidence of creating a ‘European federation’, in which the EU has gained much 

support recently. Prior to the UK referendum, the EU was dominated by a strong 

Euroscepticism triggered by an extensive migration crisis and an unstable environment within 

the Eurozone. This is seen as a fragmentation of the unity among the Member States, and 

much of this is perceived to be leading up to the British desire to leave the Union. Seen in the 

light of intergovernmentalism, the Member States could in this situation, assumedly, not see 

the joint gain of the membership in this period, and after the UK referendum, it was 

anticipated that other Member States would follow along the British exit. What we can 

conclude from our finding is, that the EU27 has found common ground in the current 

uncertain environment. By standing stronger together in questions and negotiations of Brexit, 

the EU has a stronger position. Opposite to this, our findings point towards the UK showing 

signs of wanting to go backwards in the integration to a more process-based approach and to 

regain sovereignty.  

One can say, that certainty and the direction going forward partly depends on what deal the 
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EU and the UK agree upon, and economically, it is assumed that both parties would have an 

interest in striking a fair deal in the extent to which the financial markets are maintained on a 

stabilised level. Although it is clear, that both parties don’t want to create any unnecessary 

fragmentation of the financial markets, the UK is observed pushing for a special deal on 

financial services, even though the EU seems much more reluctant with a firm rejection of 

several proposals made by the British government and the City of London.  

Our findings show, that there is a clear indication of the financial institutions employing from 

local talent pool, or hiring new employees in the situation of a relocation. Since the terms of 

the UK’s exit hasn’t been settled yet, the financial branches in the UK are still expected to be 

fully operational in the time coming, and as the outcome of the negotiations has yet to be 

finalised, it will be difficult to alternate their businesses. However, as stated throughout the 

analysis, the financial institutions cannot remain passive and wait, and risk losing their 

passporting rights. Therefore we conclude, that this serves as a reason to why they would 

have to establish branches on the continent while preparing for a worst-case scenario. 

Generally, the financial institutions are not currently seeking to relocate employees, and 

consequently, some of the parameters are not elaborated in-depth in the analysis. We have 

found that the most important drivers of choice are changing depending on the type of 

financial institution, whether it is a ‘must invest’ or ‘MOE’, and what kind of financial 

activities they facilitate along with other factors such as the political environment.  

Following our analysis we can conclude that the cities are working effectively on improving 

their competitiveness within the FDI determinants for attracting financial institutions. We 

find them all to be relatively competitive within areas such as business environment, human 

capital and the development of the financial sector.  

As we have found the parameters to be constantly changing, our evidence also point towards 

that elements of advantages outweighs the challenges, as seen in Frankfurt and Luxembourg. 

Both of the cities are perceived as being highly competitive despite their individual 

challenges. In contrast, Paris has, in theory, very plausible chances to pose as a serious 

contester in attracting financial institutions, but in practice, its potential advantages are 

weighed down by its complex inflexible legislation and its rather persistent language barrier. 

Based on our findings, we conclude that it is most likely to think, that based on parameters, 

Frankfurt and Luxembourg could attract the majority of financial activities as a consequences 

of Brexit, and Paris and Dublin would supposedly be the ones attracting the least. That said, 
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we maintain our argument stating that the likelihood of the financial activities being spread 

out to cities based on specialised activities exists.  

 

Through our analysis and the use of Maslow’s hierarchy of needs, we have been able to 

conclude that even though human capital is one of our five determinants, we identify a spill 

over effect on human capital. When determinants like business environment, infrastructure 

and financial sector development become competitive, we have deducted that these 

determinants have a positive effect on human capital. When the city becomes attractive 

within several parameters, there can be an automatic increase in human capital. 

 

In conjunction with Loewendahl’s framework, we conclude that the cities have different 

approaches when attracting and facilitating a potential migration of financial institutions. The 

different cities are applying different strategies, where each strategy has its own focus. 

Furthermore, we have found evidence that not all of the strategies follow the pattern defined 

by Loewendahl, although these step are found to be a very important part of the process when 

branding a city for investment promotion. The four cities in our analysis, each had steps that 

were not fully completed, and hence, had much potential in opportunity and necessity to 

improve, and by this, increasing the competitiveness, which is assumed to create a solid 

foundation for promotion of the cities. Conclusively, we state that even prior to beginning the 

process of promoting a city, it needs to have identified its strengths and weaknesses, as some 

of the weaknesses of a city is only possible to influence in the medium to long run. Taking 

our basis in Frankfurt, Dublin, Paris and Luxembourg, this means that without fully 

comprehending the importance of a defined strategy, these cities will experience some kind 

of shortage on some of the parameters or steps, which presumably will be shown as a sign of 

inadequacy when attracting the financial institutions. 
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