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Rise of Finance in Recent Decades

World trade volume in 2011:$18 trillion in global exports.
Daily foreign exchange trading volume: $4 trillion (over$1,000 trillionin2011)

The financial sectorhas risen sharply in comparison with the other business
sectors in recent decades.

GDP share ofvalue-added by the U.S. finance industry grew from3% in 1950 to
over 9% in 2007.

The American financial sector earned abouf0% of total business profits in early
1980s but40% in 2006 just before the recent global financial crisis.

Gross financial assets increased from 100% of GDP in 1950 to 450% in 2010 in |
and from 50% to 550% in UK during 1970-2010.

This growth was accompanied also by the rise afternational financial centers




Ranking of Major IFCs\in the World

2012 2011 2010

London 1 1 1
New York 2 2 2
Hong Kong 3 3 3
Singapore 4 4 4
Tokyo 5 5 7
Zurich 6 8 6
Chicago 7 7 8
Shanghal 8 5 10
Seoul 9 16 35

Sources: City of London,Global Financial Centers Index’ (March 2010),
Global Financial Centers Inde» (March 2011) andGlobal Financial
Centers Index 1XMarch 2012).



Roles of International Financial Centers
(Hub for Global and Regional Economy)

Location of international banks.

Location of financial service firms like insurance, shipping, mutual funds,
hedge funds, etc.

Location of regional HQs of multinational companies.
Location of financial holding companies of MNCs.

Center of trading operations in foreign exchange, equities, debt instruments,
and derivatives.

Center of loan syndications, M&A activities, and other financial deal making.

Center of financial innovations in new products, services, and techniques.



Four Types of International Financial Centers

Primary Centers Global client base and full range of financial services
(London, New York, Zurich)

Funding Centers Inward financial intermediation for their own service
regions and their hinterlands (Hong Kong, Singapore)

Collection CentersOutward financial intermediation from their
hinterlands (Bahrain, Dubai, Qatar)

Booking CentersLocation of shell branches or brass plate branches
(Cayman Islands, Bahamas, Netherlands Antilles)



Another Classification of IFCs

Global players London, New York.

Regional playersFrankfurt, Tokyo, Shanghai, Hong Kong,
Singapore.

Niche players Specializing in the types of clients and/or
financial services offered (Zurich, Luxembourg,
Liechtenstein).

Offshore centersCayman Islands, Panama, Nauru, Isle of
Man, Bahamas.



Symbiotic Relationship among International Financial
Centers

New York A Bermuda, Cayman Islands, Panama, Bahamas
London A Channel Islands, Isle of Man

Frankfurt and Zurich A Lichtenstein, Luxembourg
SingaporeA Labuan

SeoulA Busan

Hong Kong A Shanghai (?)



Functional Specialization of Financial Centers
Comparison/between Hong Kong and:Singapore

Both location economicsind regulatory environmentsnfluence functional
specialization of international financial centers.

Similarities between Hong Kong and Singapore:
Dynamic economy and political stability
Excellent sea and air transportation network
Excellent communication facilities
Advanced service infrastructure in legal, accounting and judicial system
Hard -working and English-speaking work force
British -influenced efficient civil service

Singaporehas time-zone advantage with overlapping business hours between
Tokyo-Sydney centers and LondofZurich centers A thriving trading
operations in foreign exchange, notleliverable forward (NDF) contracts,
Asian dollar and other international money market operations.

Hong Kongis adjacent to dynamic economies of China, Korea and Taiwafy
center of international project financing and loan syndication, as well as Asian
headquarters of multinational corporations and many Chinarelated business.



Factors Encouraging Financial Centers
(Why IECs in this era of Internet and IT revolution?)

Economies of scalesavings in spreading the expensive overhead costs of financiz
Infrastructure.

Critical mass for a team of bankers for loan syndications and other credit
transactions.

Price discoveryeasier for stock, bond and other financial transactions due to lowe
cost of searching for counterpatrties.

Lower costof collecting commercial and financial information.

Interactions among many finance experts leading to new ideas and innovative
financial techniques.

Proximity to clients who are other financial institutions, regional head offices of
multinational firms, etc.

Easy to recruit qualified experts and staff in financial centers.



Clustering Is Not Unigue to Financial Institutions

Michael Porter. Important role of clusters of firms for the competitive
advantage in-an industry in general.

Inter -connected companies and institutions are likely to congregate in
geographical clusterdn order to maximize their competitive advantage:

Textile-related companies in North and South Carolina.
Fashion shoe companies in northern Italy.
Entertainment industries in Hollywood.

IT -related firms in Silicon Valley.

Wine industry in Napa Valley.



