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BANK BONUS THREAT 'WILL DAMAGE CITY'S STANDING' 
 
BYLINE: Holly Williams, Press Association City Staff 
 
A plan to give the financial watchdog new powers to tear up bank bonus contracts risks jeopardising the 
UK's standing as a global financial centre, City figures warned the Government today. 
 
Chancellor Alistair Darling is expected to use Wednesday's Queen's Speech to unveil plans for a 
Financial Services Bill that will hand more powers to regulators to stop mega bonuses. 
 
The Bill is due to allow the Financial Services Authority (FSA) to cancel contracts that would see bankers 
pocket excessive bonuses or pay packages that reward undue risk-taking. 
 
The FSA will also be able to require banks to renegotiate remuneration packages which breach its pay 
code and fine those which continue to offer unjustifiable sums. 
 
But City commentators said the moves put the UK at risk of losing so-called investment banking 
``rainmakers'' and could threaten its status as a key global financial centre. 
 
Sir George Mathewson - a former chairman at Royal Bank of Scotland - said it was a ``dangerous route 
to go down''. 
 
He told the BBC: ``Interfering with contracts that have been reached between willing participants is a 
somewhat dangerous route to go down.'' 
 
He added: ``I also think the FSA has enough tools already in order to ensure bonus systems which could 
be said to threaten the (overall financial) system should not exist.'' 
 
Others in the industry voiced anger at the plans, which they fear could lead the City to lose its top 
investment bankers. 
 
Richard Hunter, head of UK equities at Hargreaves Lansdown Stockbrokers, said further regulation not 
mirrored elsewhere in the world could see a ``brain drain'' that would damage a sector which accounts for 
around 10% of UK gross domestic product. 
 
One foreign investment bank with operations in the UK said it was tackling regulations in its domestic 
market and those around the world, but had not seen plans anywhere else in the world to allow 
watchdogs to scrap existing employment contracts. 
 
UK banks and a raft of foreign counterparts with major London divisions have already signed up to the 
G20 international agreement on bank bonuses, which recommends introducing clawback clauses and 
deferring payment for a number of years. 
 
However, the Chancellor's measures would take the reforms a step further by cementing regulatory 
powers in law. 
 
Mr Darling told the Sunday Telegraph yesterday that his bill would give the FSA ``powers if necessary to 
tear up contracts that would result in payments being made that would cause instability''. 
 
The new rules will come into effect next year if the Bill completes its passage through Parliament before 
the election - which must be held by June 3 - and will affect all new contracts. 
 



 

They will apply to all UK banks, including RBS, Lloyds Banking Group, Barclays and HSBC, as well as 
the UK operations of global investment banks such as Goldman Sachs. 
 
But leading employment lawyer Ronnie Fox, who gave evidence to a parliamentary inquiry into the 
banking crisis, warned yesterday that allowing regulators to rewrite contracts would mean ``abandoning 
the rule of law and the free market economy''. 
 
``One of the marks of a civilised country is that the rule of law prevails,'' said Mr Fox. ``Contracts freely 
entered into are enforced by the courts. 
 
``Freedom of contract is a basic principle of English law. Only in exceptional circumstances should 
government interfere with freedom of contract.'' 
 
Another City commentator, Jeremy Batstone-Carr at Charles Stanley Stockbrokers, branded the 
Chancellor's plans ``headline grabbing'' and potentially damaging to the UK. 
 
``There's already a question mark over London's standing as a financial centre and this could call it into 
question further,'' he said. 


