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Spatial Evolution of World 
Financial Centres



Å Amsterdam Ą London Ą Frankfurt Ą London

Å Philadelphia Ą New York Ą New York /London

Å Osaka Ą Tokyo (Challenged New York in 1980s) 

Å Manila Ą Singapore Ą Hong Kong

Å Melbourne Ą Sydney

Å Montreal Ą Toronto

Å Rio de Janeiro Ą Sao Paulo 

Å Cape Town Ą Johannesburg

Å Saint Petersburg Ą Moscow

Å Bahrain Ą Dubai Ą Abu Dhabi

What have been the forces behind the rise and fall Global 
Financial Centres?

Competitions and Changes of the Global 

Financial Centres over Past Hundred Years



Current State of Competition of 

Global Financial Centre: GFCI
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Global Financial Centres Index 2007-2010
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New York Global Leader

Å New York: serves the largest global financial systems, 

commands  global finance 

Å Globally, the largest securities trading centre , bond 

trading centre, bank and investment bank centre ïthe 

real leader of the global financial market 

Å Globally, has the largest insurance and bond markets 

and is an important foreign exchange centre

Å Globally, has largest number of Multi-national 

Corporation Headquarters and is a  highly-

concentrated media centre

Å Wall Street, the Silicon Valley of Finance and Global 

Financial Innovation Centre (Investment Bank, 

Segregation of financial business, Bankôs proprietary 

trading) 

Å USA occupies one fifth of the global economy, New 

York occupies 50% of the global stock market share, 

but is mainly dominated by Americanôs local economy, 

and loses to London in terms of internationalization. 



The Financial Centres in the Global 

World City Network

Source World Federation of Exchanges, 2010.

Top 10 Domestic Market Capitalization end
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London An Exemplar of Global 

Financial Centre
Å London underwent 300 years of fluctuating economic cycles, 

while competition has existed between Frankfurt and Paris for 
over one hundred years.  During the past two decades, Paris 
and Frankfurt joined hands to challenge London to become the 
most globalized city and financial centre (Lloyd, 1991)

ïBagehot (1873): City of London would maintain its ónatural 
pre-eminenceô as the óclearing houseô of the world

ï1986 London Big Bang reform (Old boy system) revitalized 
and rejuvenated into true giant financial centre  

ïGlobally, London is the largest fund (wealth) management 
centre (occupying 35 % locally and 25% globally), foreign 
exchange centre and banking centre, Largest stock and 
bond centre in Europe (occupying 50% of financial 
services), the cityôs strong economic performance occupied 
one third of the country.

ïTruly internationalized ï70% turn-over of public listed 
companies come from overseas, 50% from emerging 
markets.

ïLondon provide the best, diversified and sophisticated 
financial service to Europe (Clark 2002, Clark & Wojcik 2001)  

Å London continues to dominate regardless its economic status 
in the world.



Europe Asset Management Distribution

London gained the Lion Share 34%, 

Occupying 25% of the world total

Source Investment Management Association (2008), Asset Management in the UK 

2007.



Large GAP between top 2 

IFCs and third place

Therefore, IFCs are 

different from RFCs



Tokyo Wax and Wane

institutional and cultural
ÅGlobally, the largest financial reserve centre and capital 

exporting centre.  The second largest stock exchange 
centre. Globally, the third largest foreign exchange and 
bonds centre, at one time challenged New York to be the 
global No.1 financial centre 

ÅGlobally, the largest Mega-city region and metropolitan 
economy (City GDP ranked No.1) and the city maintained a 
considerable manufacturing economy with an excellent 
industrial structure.

Å Tokyo stays too Japanese and over-reliant on the Japanese 
model; its major financial functions has been replaced by 
Hong Kong and Singapore.

Tokyo dropped its ranking 
from  5th to  12th of the Best 
Connected Global City and 
15th in the GFCI, while Hong 
Kong and Singapore ran it 
over as an Asian BCGC



Determinants and Factors
Factors Behind Financial Centre 

Development

ÅState Constitutions

ÅInstitutions

ÅForces of agglomeration of institutions

ÅLabor market externalities

ÅDemand for intermediate services

ÅTechnological spillovers

ÅPath dependence

ÅInternational Attachment - Openness and Accessibility 

to outside world 

ÅPresence of Central Bank and Supervision Body and 

Corporate Headquarters

ÅInformation

Factors Affecting the Competitiveness of

Global Financial Centres adopted by GCFI

ÅThe availability of skilled personnel

ÅThe regulatory environment

ÅAccess to international financial markets

ÅThe availability of business infrastructure

ÅAccess to customers

ÅA fair and just business environment

ÅGovernment responsiveness

ÅThe corporate tax regime

ÅOperational costs

ÅAccess to suppliers of professional services 

ÅQuality of life

ÅCulture & language

ÅQuality / availability of commercial property

ÅThe personal tax regime

Factors Affecting the Competitiveness of the 

Financial Centres: Hong Kong Government

ÅSimple Taxation System and Low Tax Rate

ÅFree Flow of Information

ÅIncorruptible Government

ÅPolitical Stability

ÅNo Foreign Exchange Control

ÅLaw and Order and Legal Independence

ÅCommunication, Transport and other Infrastructure 

Facilities

ÅEnglish Competence

ÅLabor Productivity

ÅGeographical Position

Governor Frederic S. MishkinôsElements of 

Institutional Reform & thrust for development

Å Develop strong property rights

Å Strengthen the legal system

Å Reduce corruption

Å Improve the quality of financial information 

Å Improve corporate governance

Å Develop sound, prudential regulation and 

supervision of the banking system 

Å Opening financial markets - Denationalization

Å Opening trade in goods - Trade Liberalization



(1)

Economic factors

ÅLabor market externalities

ÅLabor productivity

ÅDemand for intermediate 

services

ÅAccess to international 

financial markets

ÅThe availability of business 

infrastructure

ÅOperational costs

ÅQuality / availability of 

commercial property

ÅñNational Treatmentò to 

foreign incorporates

ÅImprove the quality of 

financial information 

ÅOpening financial markets -

Denationalization

ÅOpening trade in goods -

Trade Liberalization

(2)

Legal factors

ÅState constitutions

ÅInstitutions

ÅForces of agglomeration of 

institutions

ÅThe regulatory environment

ÅA fair and just business 

environment

ÅGovernment responsiveness

ÅIncorruptible Government

ÅSimple taxation system and 

low tax rates

ÅNo foreign exchange control

ÅStrengthen the legal system

ÅLaw and order and legal 

independence

ÅDevelop sound, prudential 

regulation and supervision of 

the banking system 

ÅImprove corporate 

governance

ÅDevelop strong property 

rights

(3)

Geographic / City-

intrinsic factors
ÅPolitical and social stability

ÅTechnological spillovers

ÅGeographical position 

ÅPath dependence

ÅInternational attachment -

Openness and Accessibility to 

outside world 

ÅPresence of central bank and 

supervision body and 

corporate headquarters

ÅAccess to suppliers of 

professional services 

ÅThe availability of skilled 

personnel

ÅAccess to customers

ÅQuality of life

ÅCulture & language

ÅFree flow of information

communication, transport and 

other infrastructure facilities

ÅEnglish competence



But, we seem still lack of framework 

and theories

ÅOur attempts:

ïTo identify a theoretical framework that can better 
account for the growth and development of IFC

ïTo synthesize a theory that could explain the up and 
down, rise and fall of IFC, and 

ïTo find out their implication to China/Chinese IFCs

ÅOur conceptual scopes or limits:

ïWe talk about the reasons, source and vitality of the 
growth and decline of IFC, not the formation of IFC

ïWe deal with legal system and institution that is not 
only regulation, and

ïWe touch Time Zone but it is not necessarily the 
ñnetworkò (money/capital/social) nor the ñhierarchiesò 
of IFCs



Typologies of Financial Centre

-and our focus

Source: Jao (1997a), p.15



What have been the forces behind the 

rise and fall of the Financial Centres?

Our framework and synthesis:

Currently, we can summarize three theories

that deal with the development of FCs:

ÅGeography of Financial Centers (Clark and 

Wojicik, Porteous, and Zhao)

ÅLaw and Finance Theory (La Porta, and Zhao)

ÅTime Zone Theory ïSpatial division of 

Global FCs (Waterhouse et al; Laulajainen; 

Zhao)



Theories of Geography of FCs

(Geographical Approach to FCs)

ÅGreat Powers, Big Economies and Long Term 
Growth (Cassis, 2006; Kynaston, 2002)

Å Information externalities, spill-overs and asymmetric 
information (Polyani, 1967; Thrift 1994; Zhao et al 
2004)

Å Information Hinterland (Porteous, 1995)

Å Information Heartland (Zhao, 2003, 2010)

ÅControl Centre (Clark, 2002;  Clark & Wojcik, 2007)

Examples:

ÅNew York, London, Tokyo, Sydney, Toronto, Beijing 
(Sassen, 1999; Beaverstock et al, 2005)



Information as key factor shaping  

financial center formations

ÅInformation Externalities and Arbitrage 

ÅAsymmetric Information
- In-depth of Local Knowledge

- Power and complex of local culture and 
regulation

ÅInformation Hinterland and Heartland

Three kinds of information

Åmerchandised trading (goods), 

Åfinancing (capital), 

Åand regulatory (policy). 



Information Hinterland and Heartland

Å Information Hinterland: An area of enduring focus, 
attention, or publicity, particularly an area/region of 
global or regional focus of business, commerce, 
trade, and FDI (Zhao 2010)
ï A region for which a particular core city provides the best access 

point for the profitable exploitation of valuable information flows 
(Porteous 1995).

Å Information Heartland: Best access point for 
information of a region or for Information Hinterland 
(Porteous, 1995; Zhao 2010)
ï The difference between information and economic hinterlands

ÅFinancial center emerges, grows and moves as its 
hinterland grows, changes and moves

ÅFinancial center emerges or born from Information 
Heartland that differs from economic heartland



Past 30 years

Next 30 years

Hong Kong

Asian Information 

Hinterland and 

Heartland



Information Hinterland and Heartland in 

China



Information Hinterland and Heartland in China



ñLaw-FinanceòTheories 
La Porta et al. (1997, 2008)

Anglo-American Legal System



European Continental & 

Japanese Legal System



Global Distribution of Different Legal Systems



ñLaw-FinanceòTheories 
(La Porta et al. 1997, 1998, and 2008)

The fundamental and far-reaching implications of Legal 
Systems and Origins, found by the ñLawand 
Finance Theoryò, based on the analysis of the data 
set of 47 countries in time series 

Å Laws and their respective enforcements differ 
significantly across the world and the recent
emergence of ñtheory of law and financeò, led by 
La Porta et al. (1997, 1998, and 2008) gives rise to a 
new school of legal explanation to financial 
development. 

Å This school argues that the discrepancies in the 
structures of legal systems that in turn take root in 
diverse historical settings give rise to the 
international differences in the protection of 
corporate shareholders and creditors. 



ñLaw-FinanceòTheories

- important findings
Å It identified four styles of legal systems: the English 

common-law system, the French, German and 
Scandinavian civil law conventions. The English 
common-law countries generally enforce better 
investor protections than German and Scandinavian 
civil law countries; while French civil law countries 
offer the least investor protections (La Porta et al 
1997, 1998, 2008). 

ÅThe historical persistence of different legal systems, 
along with other region-nation institutional 
traditions, supports the path dependence arguments 
of Law-Financeò school. 

ÅCioffi (2000) argued that the legal institutional frame 
works of the nation state were of significant 
importance in determining corporate governance, 
even in a rapidly globalizing world. He attested to 
this argument by analyzing company law, financial 
market regulation and labor law, concluding the 
same results.



Differences and implications between 

the two legal systems 
(Ergungor , 2004; Zhao 2010)

ÅAnglo-American Common Law System 

ïPrinciple-oriented:  Adheres to Openness, 

Justice, Fairness and Nothing but the Truth 

ïCase Law: Pragmatic and still workable when no 

law exist (to new events), determining a verdict by 

referencing past legal cases and customs

ïIndustry-led and association supervision and 

management 

ïEmphasizes protecting small investors and 

consumersô interests 

ïFlexible, suitable for innovation and development, 

but not supervision 



Differences and implications between the 

two legal systems 
(Ergungor , 2004; Zhao 2010)

Å European Civil Law System

ïRegulation-driven, also Adhering to Justice and 
Fairness and Nothing but the Truth 

ïClause/Codified Law: Clause/rules are overwhelmly 
paramount and not workable when law does not exist 
(to new event). The Legal Code does not cover 
everything, and remains to the ingenuity and ad hoc 
arbitrariness of officials on the ground. 

ïGovernment-led and Governmental supervision and 
management 

ïEmphasizes interests of big corporations and 
consortium 

ïRigid, over-regulated good for supervision and 
stability but bad for development and innovation 



ñ ò

(Law-Finance Theory (Zhao, 2009, 2010)
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Small Shareholders won over PCCW



Chinaôs classification: ambiguous but 

still a civil law system

Å Chinaôs classification is more ambiguous. LLS (2008) noted that 

China, coming from a Soviet-style communist law system, has 

modernized its legal system since the 1970s, basing it heavily on 

German civil law. Its newly established labour law is heavily based 

on originated from French labour law.

Å However, China has followed some adaptations that diverge from 

the civil law tradition. When it comes to contract law, China has 

adopted the international practice (Clarke, 2007), and when it 

comes to securities law, China has adopted the American-style, 

common law legislative model (Liu, 2001). 

Å Ohnesorge (2003) claims that it is ñquite clear that China is on the 

path to building a legal system in the civilian mold, and there is 

simply no prospect of China becoming a common law countryò. 

Å This shows China is learning and adaptingé. 



The Results of ñLaw-FinanceòTheory

ÅDifferences exist between Anglo-American Legal 
System and Continental Legal System 

ÅEmerging result is a market-led financial centre and 
bank-led financial centre (Ergungor , 2004):

ÅAnglo-American Legal System: Market-led financial 
centre ïMainly managing stock market and assets 
markets 

ÅContinental Legal System: bank-led financial centre 
ïMainly managing currency and bond markets 

ÅUltimately: Anglo-American Legal System dominates 
the world financial markets

ïFour out of the top five and six of the top 10 IFCs 
have Anglo-American Legal Systems 

ïEnglish is the Language for Finance (Clark and 
Wojicik)



New York

London

Hong Kong

Global Anglo-

American Systems:

Capital Growth



Paris

Frankfurt

Europe (Continental 

System):

Basically protecting 

the principal

Stockholm 


