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Competitions and Changes of the Global
Financial Centres over Past Hundred Years

Amsterdam A London A Frankfurt A London
Philadelphia A New York A New York /London
Osaka A Tokyo (Challenged New York in 1980s)
Manila A Singapore A Hong Kong
Melbourne A Sydney

Montreal A Toronto

Rio de Janeiro A Sao Paulo

Cape Town A Johannesburg

Saint Petersburg A Moscow

Bahrain A Dubai A Abu Dhabi

Too Joo oo Too oo o o oo o o

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



Current State of Competition of
Global Financial Centre: GFCI

City of London: Global Financial Centre Index (GFCI)

2007 2008 2009 2010
1 | London 1 | London 1 | London 1 | London
2 | New York 2 | New York 2 | New York 1 | New York
3 | Hong Kong 3 | Hong Kong 3 | Singapore 3 | Hong Kong
4 | Singapore 4 | Singapore 4 | Hong Kong 4 | Singapore
5 | Zurich 5 | Zurich 5 | Zurich 5 | Tokyo
6 | Frankfurt 6 | Frankfurt 6 | Geneva 6 | Zurich
7 | Sydney 7 | Geneva 7 | Chicago 7 | Geneva
8 | Chicago 8 | Chicago 8 | Frankfurt 8 | Chicago
9 | Tokyo 9 | Tokyo 9 | Boston 9 | Shenzhen
10 | Geneva 10 | Sydney 10 | Dublin 9 [ Sydney




Global Financial Centres Index 2007-2010
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New York Global Leader

New York: serves the largest global financial systems,
commands global finance

Globally, the largest securities trading centre , bond
trading centre, bank and investment bank centre i the
real leader of the global financial market

Globally, has the largest insurance and bond markets
and is an important foreign exchange centre

Globally, has largest number of Multi-national
Corporation Headquarters and is a highly-
concentrated media centre

Wall Street, the Silicon Valley of Finance and Global
Financial Innovation Centre (Investment Bank,
Segregation of financi al b
trading)

USA occupies one fifth of the global economy, New
York occupies 50% of the global stock market share, |
but is mainly dominated by Americands
and loses to London in terms of internationalization.




The Financial Centres in the Global
World City Network

Top 10 Domestic Market Capitalization end
of 2009
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Source World Federation of Exchanges, 2010.



London An Exemplar of Global
Financial Centre

A 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 (LIoyd, 1991)
I Bagehot (1873): City of London
preecemi nenceo6 as the oclearing ho
I 1986 London Big Bang reform (Old boy system) revitalized
and rejuvenated into true giant financial centre

I Globally, 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 cityodos strong ec
one third of the country.

I Truly internationalized 1 70% turn-over of public listed
companies come from overseas, 50% fro
markets.

I London provide the best, diversified and s
financial service to Europe (Clark 2002, Cl@

A London continues to dominate regardless its




Europe Asset Management Distribution
London gained the Lion Share 34%,
Occupying 25% of the world total

) @

ountries

United Kingdom 34%
France 20%
Germany 10%

L ltaly
5 Belgium
6 Netherlands 4%

Rest of Europe 22%

(4 Source: EFAMA Annual Asset Management Report (July 2008)

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

2007.



Fum:aﬂrti:ng the competitiveness of the top 25 centers:
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Tokyo Wax and Wane
Institutional and cultural

A Globally, 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

A Globally, 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.

A Tokyo stays too Japanese and over-reliant on the Japanese
model; its major financial functions has been replaced b
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

Factors Affecting the Competitiveness of
Global Financial Centres adopted by GCFI

AState Constitutions

Anstitutions

Aorces of agglomeration of institutions
A abor market externalities

MDemand for intermediate services
Arechnological spillovers

Aath dependence

Anternational Attachment - Openness and Accessibility
to outside world

Mresence of Central Bank and Supervision Body and
Corporate Headquarters

Anformation

Factors Affecting the Competitiveness of the
Financial Centres: Hong Kong Government

FSimple Taxation System and Low Tax Rate
Aree Flow of Information

Ancorruptible Government

Aolitical Stability

Ao Foreign Exchange Control

A aw and Order and Legal Independence
ACommunication, Transport and other Infrastructure
Facilities

Aenglish Competence

A abor Productivity

AGeographical Position

Arhe availability of skilled personnel

Arhe regulatory environment

A\ccess to international financial markets
Arhe availability of business infrastructure
Access to customers

A\ fair and just business environment
AGovernment responsiveness

Arhe corporate tax regime

Kperational costs

A\ccess to suppliers of professional services
Kuality of life

AKCulture & language

Kuality / availability of commercial property
Arhe personal tax regime

Governor Frederic S. Mishkind &€lements of
Institutional Reform & thrust for development

To Do Po Do Do Do Do Do

Develop strong property rights

Strengthen the legal system

Reduce corruption

Improve the quality of financial information
Improve corporate governance

Develop sound, prudential regulation and
supervision of the banking system

Opening financial markets - Denationalization
Opening trade in goods - Trade Liberalization




(1)

Economic factors

(2)

Legal factors

A abor market externalities
A abor productivity

MDemand for intermediate
services

Baccess to international
financial markets

AThe availability of business
infrastructure

AOperational costs

Auality / availability of
commercial property
A National
foreign incorporates

Amprove the quality of
financial information

AOpening financial markets -
Denationalization

AOpening trade in goods -
Trade Liberalization

Tr eat

MState constitutions
Anstitutions

Aorces of agglomeration of
Institutions

Arhe regulatory environment

AA fair and just business
environment

AGovernment responsiveness
Ancorruptible Government
ASimple taxation system and
low tax rates

mMorfaredgn exchange control
AStrengthen the legal system
A_aw and order and legal
independence

MDevelop sound, prudential
regulation and supervision of
the banking system

Amprove corporate
governance

Mevelop strong property
rights

(3)
Geographic / City-
Intrinsic factors

Molitical and social stability
Arechnological spillovers
AGeographical position
APath dependence

Anternational attachment -
Openness and Accessibility to
outside world

Aresence of central bank and
supervision body and
corporate headquarters

Access to suppliers of
professional services

AThe availability of skilled
personnel

A\ccess to customers
Auality of life

ACulture & language
Aree flow of information

communication, transport and
other infrastructure facilities

| &English competence




But, we seem still lack of framework
and theories

A Our attempts:

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

I To synthesize atheory that could explain the up and
down, rise and fall of IFC, and

I To find out their implication to China/Chinese IFCs
A Our conceptual scopes or limits:

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

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

I We touch Time Zone but it is not necessarily the
Anet wor ko (money/ capital/ soci a
of IFCs



Typologies of Financial Centre
-and our focus

Tvpologies of Financial Centre

Teleological Geographical Historical
Perspective Perspective Perspective
W R | |
.+* Functional™*, | |  Paper Ceatre Nationalor | | Ithernationaf*) | Traditional || Financial Offshore
Centre L | (Boolang Centre) Domestyc Centre | |2 E'er.rh‘e Centre Entrepot Banking Centre
' : H
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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:

A Geography of Financial Centers (Clark and
Wojicik, Porteous, and Zhao)

A Law and Finance Theory (La Porta, and Zhao)

A Time Zone Theory i Spatial division of
Global FCs (Waterhouse et al; Laulajainen;

Zhao)



Theories of Geography of FCs
(Geographical Approach to FCs)

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

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

A Information Hinterland (Porteous, 1995)
A Information Heartland (Zhao, 2003, 2010)
A Control Centre (Clark, 2002; Clark & Wojcik, 2007)

Examples:

A New York, London, Tokyo, Sydney, Toronto, Beijing
(Sassen, 1999, Beaverstock et al, 2005)



Information as key factor shaping
financial center formations

A Information Externalities and Arbitrage

A Asymmetric Information
- In-depth of Local Knowledge

- Power and complex of local culture and
regulation

A Information Hinterland and Heartland

Three kinds of information
Amerchandised trading (goods),
Afinancing (capital),

Aand regulatory (policy).



Information Hinterland and Heartland

A 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)

I Aregion for which a particular core city provides the best access
point for the profitable exploitation of valuable information flows

(Porteous 1995).
A Information Heartland: Best access point for
Information of a region or for Information Hinterland
(Porteous, 1995; Zhao 2010)

I The difference between information and economic hinterlands

A Financial center emerges, grows and moves as Its
hinterland grows, changes and moves

A Financial center emerges or born from Information
Heartland that differs from economic heartland
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Information Hinterland and Heartland in
China
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Information Hinterland and Heartland in China
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Theories

Financeo
(1997

La Porta et al.
Anglo-American Legal System
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2008)
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European Continental &
Japanese Legal System
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Global Distribution of Different Legal Systems

Legal Origins
[ ] English

[ French

EE] German
Scandinavian
Bl Socialist



N L aMmnanceo Theories
(La Porta et al. 1997, 1998, and 2008)

The fundamental and far-reaching implications of Legal
Systems and Origins, found by the n L aamd
FI nance ,bhsedanyhe analysis of the data
set of 47 countries in time series

A Laws and their respective enforcements differ
significantly across the world and the recent

emergence of ntheory of | aw

La Porta et al. (1997, 1998, and 2008) gives rise to a
new school of legal explanation to financial
development.

A 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.



N L afMnanceo Theories

| 4 - Important findings |
A 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).

A The historical persistence of different legal systems,
along with other region-nation institutional
traditions, supports the path dependence arguments
of Law-Fi nanceo school

A Cioffi (2000) argued that the legal institutional frame
works of the nation state were of significant
Importance in determining corporate governance,
even in arapidly 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)

A Anglo-American Common Law System

Principle-oriented: Adheres to Openness,
Justice, Fairness and Nothing but the Truth

Case Law: Pragmatic and still workable when no
law exist (to new events), determining a verdict by
referencing past legal cases and customs

Industry-led and association supervision and
management

Emphasizes protecting small investors and
consumer so I nterests

Flexible, suitable for innovation and development,
but not supervision



Differences and implications between the

two legal systems
(Ergungor , 2004; Zhao 2010)

A European Civil Law System

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

Clause/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.

Government-led and Governmental supervision and
management

Emphasizes interests of big corporations and
consortium

Rigid, over-regulated good for supervision and
stability but bad for development and innovation
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Small Shareholders won over PCCW
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Chinaodos c¢classificati
still a civil law system

A Chinaod6s classification is more an
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.

A 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).

A Ohnesorge (200 3)quitelclaar tina CHinla B bn thet |
path to building a legal system in the civilian mold, and there is
simply no prospect of China becoming a common law countryo .

A This shows China is | earning and



The Results of 1 L a-nanceoTheory

A Differences exist between Anglo-American Legal
System and Continental Legal System

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

A Anglo-American Legal System: Market-led financial
centre T Mainly managing stock market and assets
markets

A Continental Legal System: bank-led financial centre
I Mainly managing currency and bond markets

A Ultimately: Anglo-American Legal System dominates
the world financial markets

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

I English is the Language for Finance (Clark and
Wojicik)



0J INODU AYERAGE <DOW JOMES & CO

az of 21-Apr- 2009

Global Anglo-

American Systems:
Capital Growth

15000 | 1
2000
L% I I PO~ AN IS PPN I IPUPPIN IPIN IFUFIN IENPITS IIPUIP UM PUIP PP IR IR B
_ ;?Qﬁl;$4QI;?4§I;QEQI;?Eﬁl;?ﬁpl;?Eﬁ ;?ﬁq ;??5 1980 1985 199G 1995 2000 ZGOE
o 130 © 1 FTSE 100 INDEX
Diﬂ or az of 21- Hpr 2009
3 S0 [
= 5.0F
@ GO -
[ o B P IS NI AT AT AN I AN A
Copuright 2000 Yahoo! Inc.
el
2000
Q86 .
1955

HONG KONG HAMG SEMG IMDEX

T80

az of 21- Hpr 2009

e
F000y -

200000 -

Ty

000

Hong Kong

http:/AFinance .yahoo .com/

005

" 1 "
1935

1594

" 1 "
1930



FRAMCE CAC—40 INDEX
as of Z1l-Apr-2009 .
— [ 1, 1T 1 Europe(Continental

g

s000 - \\ | System):
4000 - ”/’\ m‘ BaSica”y pl’OteCting
— the principal

2000 F»-MW Par | S.

1441 - -
1995 2000 2005

goo 0 -~ -~ - 1 - - - - 1 - - - - 1 - - -

0l

5a00.0F .

= 200.0 F

=

0.0 co sy
http://Finance .uahoo . coms

Copuright 2009 Yahoo! Inc.

Frankfurt

—

Stockholm




