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Determinants of the evolution of Asian financial centres

Financial centres are places of high level of capital concentration and dynamic activity of financial
institutions. The aim of the article is to analyse the development of Asian financial centres and
their position in the global financial system by analysing the ranking of the main financial centres
in the world. To achieve this goal, specific economic indicators obtained by the Z/Yen Institute
and published in a form of a recurring ranking of the key financial centres in the world, namely
the Global Financial Centres Index (GFCI), were analysed. The thesis of the article states that con-
temporary changes in the global financial systems are driven by globalisation and enhanced liber-
alisation of capital flows in the countries which were not counted among the main global financial
centres, but since they have begun to experience dynamic economic growth, they increasingly
perform as significant economic actors and places of capital accumulation and transfer, and trade.
The analysis concerns particularly the financial centres in Hong Kong, Singapore, and China
(Shanghai, Beijing, and Shenzhen), which are influenced greatly by China’s active role in the fi-
nancial market.
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Uwarunkowania ewolucji azjatyckich centréw finansowych

Centra finansowe to miejsca o wysokiej koncentracji kapitalu oraz dynamicznej aktywnosci in-
stytucji finansowych. Celem artykulu jest analiza rozwoju azjatyckich centréw finansowych
w kontekscie ich pozycji w globalnym systemie finansowym na podstawie badania struktury ran-
kingowej najwigkszych centréw finansowych na swiecie. W zwigzku z tak postawionym celem,
analizie poddano kryteria i wskazniki ekonomiczne pozyskane przez Z/Yen Institute w ramach
tworzenia rankingu centréw finansowych na $wiecie — Global Financial Centres Index (GFCI).
Teza artykulu stanowi, Ze wspoélczesne zmiany zachodzace w globalnym systemie finansowym
pod wplywem globalizacji i liberalizacji przeplywoéw kapitalowych dotycza krajéw, ktére nie byly
centrami finansowymi w wymiarze globalnym, ale odkad doswiadczajg wzmozonego wzrostu eko-
nomicznego, odgrywaja coraz bardziej istotng role jako miejsca akumulacji i transferu kapitatu
oraz handlu. Wyniki analizy wskazuja, ze dotyczy to zwlaszcza takich centréw finansowych, jak
Hongkong, Singapur oraz Chiny (Szanghaj, Pekin oraz Shenzhen), ktérych znaczenie wzrasta
dzieki aktywnej roli Chin na rynku finansowym.

Stowa kluczowe: globalne centrum finansowe, GFCI, Chiny, Singapur, Hongkong

Klasyfikacja JEL: F63, F65, G15, N25
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Introduction

The recent global financial crisis of 2007-2009 led to turbulences in the global
financial markets and has affected international trade and financial transactions.
One of the important effects of the crisis was a change in global relations: the
global dominance of the American market was aligned with the growing impor-
tance of Asian economies. On the map of global financial centres some new loca-
tions in the Asian region began to stand out. Among the main global financial
centres ranked by the Global Financial Centres Index in 2015, London, New York,
Singapore, Hong Kong, and Tokyo were listed as the leading sites, but as many as
12 out of 15 financial centres from Asia were ranked higher than in the previous
rankings.

The Global Financial Centres Index is prepared by a London-based think-tank
Z/Yen Group and it is published as a part of the Financial Futures Centre series.
The first survey was taken in March 2007 and since then it has been repeated every
six months. The ranking is partly based upon criteria relating to, among others,
the development of the financial market infrastructure or specialized personnel
qualifications. The GFCl indicates 105 factors covering five main areas of competi-
tiveness: business environment, financial sector development, infrastructure, hu-
man and reputational capital, and general factors [GFCI]. The overall assessment
of financial centres is based on many external indicators, e.g. ICT Development In-
dex and the Telecommunications Infrastructure Index (both estimated by the
United Nations), the Web Index given by the World Wide Web Foundation or the
Networked Readiness Index provided by the World Economic Forum. It also diag-
noses the responses delivered by a wide range of international financial services
providers, expressing online perception of their approach. Specifically, GFCI 18
was based upon 3,194 responses from financial services professionals collected
until June 2015 [GFCI 18, 2015]. The aim of the article is to analyse the develop-
ment of Asian financial centres and their position in the global financial system by
analysing the ranking of the main financial centres in the world. The specific aim
of the article is to analyse the advantages of Asian financial centres based on GFCI
components.

1. Review of the literature on global financial centres

The important background for examining determinants and key advantages
of global financial centres in Asia will be provided by a perceptive review of the lit-
erature. A global financial centre (GFC) might have an international character by
definition, however, the definition of this internationality is not self-evident. In



Determinants of the evolution of Asian financial centres 175

a popular approach, the essence of a GFC is perceived from the geographical per-
spective, in terms of wide-spreading range of activities and creation of tax offshore
centres in which companies or trusts may be subject to low taxation [Kindleberger,
1974; Abraham et al., 1993]. However, not only the opportunities to lower the op-
erational costs are most welcomed by financial institutions, but also flexibility and
openness of a place offering competitive conditions, which are accompanied by
higher levels of FDI. What has to be underlined is that some global financial cen-
tres create both onshore and offshore markets for certain instruments in one loca-
tion [Palan et al., 2010]. Global financial centres are developing due to a mixture of
many determinants, including macroeconomic and microeconomic ones. In mac-
roeconomic terms, banking soundness, the depth of a domestic financial system,
the effectiveness of financial reforms, as well as the credibility of host government
rated by international institutions are influential factors of development of a fi-
nancial centre itself and of organizations and institutions located therein. Stable
macroeconomic environment will be associated with a low degree of volatility in
inflation rate, exchange rate, interest rates and growth rates, thus strengthening
the efficiency of financial institutions and companies [Hausmann et al., 2000].
The rising competition in GFCs is connected with the presence of a large number
of financial institutions which boost competitiveness and efficiency of residential
financial sectors. The determinants of classifying a specific place as an interna-
tional financial centre cover also political and regulatory criteria, such as: political
independence, market liberalisation and enterprise-friendly environment, stable
fiscal rules, and liberalisation of capital flows [Kaufman, 2000; Park, Ito, Wang,
2005]. It is hard to identify one or two main determinants of a city’s status as
a global financial centre; additionally, the volume of indicators is difficult to esti-
mate only from the statistics, as the official measurements and policy rules are part
of the picture. The other part are perspectives which depend on qualitative meas-
ures such as quality of life or education standards, and the availability and skills of
staff. GFCs are usually measured by a set of factors relating to the level of develop-
ment of the financial services sector, net exports of financial services to GDP, or
the balance of payments showing financial activities with non-residents. Global fi-
nancial centres are regarded as attracting a proportionally high level of portfolio
investment assets, and are very much related to advances in financial openness.
It should be mentioned as well that IT’s role in the creation of GFCs is being dis-
cussed. Some researchers argue that cross-border financial transactions are re-
lated to distance as well as the size of the economy [Martin, Sunley, 2006], while
others dispute that the rapid development of IT will reduce the significance of
geographical and capacity factors [Kaufman, 2000]. More important than the size
of the economy may be a regulatory framework which improves liberal market
conditions, and an open financial system which plays a key role in the encourage-
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ment of GFCs. This approach is corroborated, among others, by the dynamic de-
velopment of one of Chinese financial centres, which expanded due to the
government’s efforts to build Shanghai’'s Pudong New Area Liujiazui, giving
a great opportunity to involve foreign investors into the region’s development
[Zhang, 2003]. Many authors argue that what's crucial for the development of
a specific area is the creation of proper social relations which would enhance en-
trepreneurship, operational routines, but also financial development [McKinnon,
2007]. Financial development, measured by the size, depth, access, efficiency, and
stability of a financial system, drives the economic growth; in the same way, the
progress of a country’s welfare will support financial development. The availabil-
ity of financial services allows financial institutions to be better tailored to custom-
ers’ needs and the challenges of regulatory requirements. What may be faced with
criticism is the accumulation of large scale capital in certain GFCs; nevertheless,
the financial development itself, as well as its circumstances and effects are the
proof of conditions favourable for capital flows.

Main areas of the competitiveness of global financial centres measured by
GFCI are [GFCI 18, 2015]:

— business environment: stable regulations, rule of law, regulatory environ-
ment, location of regional headquarters of multinational companies,

- taxation: transparency and harmonisation of corporate tax regimes, opera-
tional costs,

— human capital: number and availability of skilled personnel, high level of edu-
cation, high quality staff, quality of life, culture and language, personal tax re-
gime,

- reputation: political and institutional stability, government responsiveness,
trust, safety from terrorism,

— infrastructure: availability of business infrastructure, settlement and trade fa-
cilities, creation of centres of trading in foreign exchange, equities and debt in-
struments, access to suppliers of professional services, ICT speed, transport
links and airports,

- financial sector development: location of international banks and financial
services firms like shipping companies, insurance, mutual funds, hedge
funds, etc., location of financial holding companies of MNCs, access to inter-
national financial markets.

Global financial centres concentrate high volumes of capital, the potential of
highly qualified personnel, and at the same time offer a highly developed set-
tlement area and clear infrastructure, which enhances the implementation of finan-
cial innovations in new products, services, and techniques, as well as favourable
regulatory conditions.
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2. The evolution of global financial centres in the first
and second decade of the 21st century

Financial centres are places of high level of capital concentration and a dy-
namic activity of financial institutions. The contemporary changes in the global fi-
nancial systems are driven by globalisation and enhanced liberalisation of capital
flows and, as such, they stimulate the emergence of locations known for provid-
ing the best opportunities and conditions for capital transfer, accumulation, and
trade. New York and London are continuously perceived as the most important
among them due to high volumes of foreign exchange turnover, which in 2013
were estimated in London at US$ 2,726 billion (40.9% of global daily currency
transactions) and in New York at US$ 1,263 billion (18.9%) [BIS, 2014]. In the early
215t century, the three largest financial centres located on different continents and
in different time zones were New York in North America, London in Europe, and
Tokyo in Asia, followed by secondary centres in Frankfurt, Paris, Zurich, Hong Kong,
and Singapore [Cassis, 2006].

Until 2005, the major global financial centres in GFCI classification were Lon-
don, New York, Paris, and Frankfurt [GFCI 5, 2009; GFCI 18, 2015]. Asian centres
were evaluated very positively by the bankers participating in the assessment of
criteria development for such rankings, who pointed at a need to create a signifi-
cant offshore centre for the Chinese currency that would be fulfilled by a location
in Hong Kong, or Shanghai, or possibly Singapore, Taipei, Sydney, Tokyo, or Dubai.
On the other hand, in the discussion on the globalization and decentralization of
the system of financial accounts and the creation of a third global financial centre
on the Asian continent, concerns were expressed about the establishment of
a place that could match the parameters of development similar to those of London
or New York [CoL, 2005]. Hong Kong became the main competitor of Tokyo, espe-
cially after 1997, but Shanghai and Singapore also began to gain in importance.

For many years, the position of the three largest financial centres seemed un-
shakable. In the 1970s, the growing importance of Tokyo as a third financial cen-
tre, reflected in the increasing share of the Japanese economy in the world trade,
started to be visible; but the last decade, which brought with it the banking crisis,
recession, and deflation, undermined the stable foundations of Japan and gave
impetus to the rise of Singapore, Hong Kong, and Shanghai. Previously, these cit-
ies, which had a great geographical location, good transport connections, and
well-developed telecommunication infrastructure, played a major role as regional
financial centres, attracting many prominent financial institutions (including the
Hongkong and Shanghai Banking Corporation) [Cassis, 2006].

Hong Kong's position as a financial centre was strong; it was appreciated for
its experience in building settlement networks and infrastructure as well as for its
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competitiveness in terms of operating costs. It was also engaged in building an off-
shore market for Chinese yuan. A characteristic feature of the financial system in
Hong Kong is the full integration of the internal and external market in terms of
foreign exchange transactions. Since 2004, Hong Kong has successfully developed
an offshore market for Chinese yuan (CNH market), which resulted in a signifi-
cant increase in its competitiveness as an international financial centre, as it in-
cluded a wide range of banking services in the yuan (bank deposits and corporate
loans) into its offer. In addition, certain actions were taken to strengthen the off-
shore yuan market development, such as the issuance of bonds denominated in
the yuan, the introduction of fixing for spot transactions in CNH, and introduc-
tion of fixing quotations in CNH (HIBOR) in 2013, which were important steps in
the context of the development of syndicated loans and multi-currency swaps in
the yuan [Markiewicz, 2012; HKMA, 2013].

Due to its financial resources, infrastructure, and concentration of the largest
financial institutions, Singapore, strengthening its position as a financial market,
seemed to be a place that could replace Tokyo [Sassen, 1999]. Singapore’s financial
market is quite strongly regulated and its restrictions apply to, among others, joining
retail banking and non-financial operations. The growing importance of Singa-
pore was the result of the systematic support of the authorities, since the achieve-
ment of independence in 1965, upon which foreign banks started conducting
their operations, including offering settlements in US dollar offered to Asian cus-
tomers. In the 1980s and 1990s, the interbank foreign exchange market, the bond
market and the market of derivative financial instruments have reached a very
high volume of trade. In the 1990s, Singapore was the fourth largest foreign ex-
change market in the world, conducting 5.8% of global foreign currency transac-
tions [BIS, 2007]. Economic and political stability, surplus current account balance,
presence of the largest banking and financial services, and developed Eurobond
market made Singapore a major financial centre [Cassis, 2006].

Tokyo constitutes a large financial centre, but one that has always been greatly
concerned with internal transactions. In 1986, the formation of the Japanese Off-
shore Market, comparable to the International Banking Facilities in the US, cre-
ated an opportunity for Japanese banks to enter the international financial world,
but none of them assumed any major role in the global financial system. Similarly,
the share of most foreign financial institutions that entered Japanese market to co-
operate with Japanese companies in the Japanese market, which is still dominated
by Japanese banks, is not increasing. For many years, the Japanese market has
been having a reputation of a too overregulated location, with complex tax system
and corporate law [Karwowski, 2010]. Given the development criteria of global fi-
nancial centres, additional barriers are: aging society, huge public debt of Japan,
and excessive bureaucracy [CoL, 2005].
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3. The biggest global financial centres in the second decade
of the 21st century

The positions of the five main global financial centres (London, New York,
Tokyo, Singapore, and Hong Kong) in the years 2011-2015 calculated based on
GECI ranking points are presented in Figure 1 below.
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Figure 1. The position of main global financial centres in 2011-2015 (GFCI ranking points)
Source: Own elaboration based on: [GFCI 18, 2015].

The dominant position of London is only sometimes equalled by that of New
York, which most of the time ranks second. The other pair of ‘twin centres” are
Hong Kong and Singapore, which go nearly hand in hand since September 2012,
with a slightly better position of Hong Kong. The fifth place is held by Tokyo,
which achieves, however, only about 90% of assessment points granted to Lon-
don and New York.

Since 2009, Asian, and especially Chinese centres have been rapidly increasing
their position in the Global Financial Centres Index. In 2015, among the top 10
global financial centres as many as 4 locations from Asian-Pacific region were
noted and 11 Asian locations were ranked among the top 30 (Table 1). Most of
them were ranked higher than in 2009. During that time a noticeably dynamic in-
crease in the ranking, expressing a general improvement in business environment
and infrastructure assessment, may be observed in the case of Seoul, Beijing



180 Magdalena Markiewicz

(change from position 51° to 9), and Shenzhen (in 2009 it was still outside the
ranking; however, the respondents of the GFCI proposed to include it and esti-
mated its level at 628 points).

Table 1. Asian financial centres in the world ranking in 2009 and 2015 in comparison to
London and New York

al\i?r?;ic?zfll in I;:;i(em- RaITking inli\j[;lfch Ran@ng inli\e/lll;fch Ran@ng
centre ber 2015 points 2015 points 2009 points
London 1 796 2 784 1 781
New York 2 788 1 785 2 768
Hong Kong 3 755 3 758 4 684
Singapore 4 750 4 754 3 687
Tokyo 5 725 5 722 15 611
Seoul 6 724 7 718 53 462
Sydney 15 705 21 690 16 610
Osaka 20 699 31 668 52 469
Shanghai 21 698 16 695 35 538
Shenzhen 23 694 22 689 - -
Busan 24 690 24 687 - -
Taipei 26 686 25 686 41 418
Beijing 29 676 29 674 51 478

Source: Own elaboration based on: [GECI 5, 2009; GFCI 18, 2015].

One should also take noticed of the growing importance of Sydney and
Osaka, the once more high position of Tokyo (5%, compared to 15t in 2009), and
the instability of Shanghai’s position. The change in the number of rating points is
not always paralleled by an increase or decrease in GFCI rank. Additionally,
financial centres indicated as gaining in significance are Singapore and Shanghai.

4. Chinese financial centres: Features and determinants
of development

From the economic point of view, China has played a great role in the world
economy, with a very high GDP growth at the level of 6.90% (compared to 2.01%
in Singapore and 2.26% in Hong Kong in 2016). Although its economic growth has
been slowing down since 2007, China is still an attractive location. Its current ac-
count balance still has a surplus due to export volume (2.1% GDP in 2014). GDP per
capita of this large population was, however, much lower (US$ 6,391.700) in com-
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parison with Singapore and Hong Kong (US$ 51,749.110 and US$ 36,186.861, re-
spectively). China’s credibility was ranked high by S&P (at AA- level) and by
Moody’s (at Aa3) in March 2016 [Thomson Reuters, 2016].

In reaction to the global liquidity crisis, the People’s Bank of China has
launched a wide set of incentives aiming at reducing the dependence of the yuan
on the American currency and at opening the Chinese economy. The steps taken
included conducting international transactions in the yuan, building an offshore
market for Chinese yuan, and implementing bilateral swap arrangements signed
by monetary authorities. Making use of its growing economic competency in the
global market, the PBC was pushing the yuan into the international arena and, in
2015, the International Monetary Fund decided to introduce it into the Special
Drawing Rights basket as of October 1, 2016!. The international acceptance of the
yuan was made possible partly by the demand for the US dollar to play a less
prominent role, the European sovereign debt crisis, and the two decades during
which Japan was continually losing significance, and partly because of the under-
takings of the Chinese authorities which aimed to enhance the economic develop-
ment and partnership with other countries by such initiatives as New Silk Road
Strategy and the establishment of the Asian Infrastructure Investment Bank
Agreement.

Shanghai is one the biggest and most recognizable historical and cultural cities
as well as shopping centres in China. In the course of its modern history, it man-
aged to build a centre of traditional commerce and finance in mainland China, in-
corporating many elements from Western culture into the richness of the Chinese
tradition. Upon the GFCI recommendations, Shanghai was included in the rank-
ing as the most often selected location to conduct business with Chinese entrepre-
neurs and potentially the largest Asian financial centre in the perspective of the
years 20152020, as suggested by the economic policy of the Chinese authorities
[CoL, 2005]. The plans of economic development of China opened the financial
sector to foreign investors. Shanghai is the hub of activities concerning finance
and trade and the place of the pilot programme of the Shanghai Free-Trade Zone,
supported by the national strategy of the Chinese government, with over 22,000
enterprises and US$ 3.8 billion of foreign direct investments.

Due to the liberalization of currency, China’s active role in the financial mar-
kets and urban development, Beijing and Shenzhen also started to stand out as fa-
vourable financial locations.

Beijing is China’s capital and a city with thousands of years of history. It is
home to the regulatory and supervisory bodies, such as the People’s Bank of
China, as well as the largest Chinese banks (Industrial and Commercial Bank of

I The respective weights of the US dollar, euro, Chinese yuan, Japanese yen, and pound sterling
are: 41.73%, 30.93%, 10.92%, 8.33%, and 8.09% (as of October 1, 2016) [IMF, 2016a].
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China, Agriculture Bank of China, Bank of China, China Construction Bank,
China Development Bank, or Bank of Communications).

Shenzhen is a city built from scratch that develops dynamically as a financial
centre on the basis of the reform and the ‘opening-up’ policy proposed by Deng
Xiaoping. It was a small village whose inhabitants were mostly employed in fish-
ery. A location close to Hong Kong, a detailed plan of rapid urban development,
and involvement in a government reform plan presented this place with an op-
portunity to enable the opening of the institutions to the outside world [GFCI 18,
2015]. The strategy of the Shenzhen stock exchange is to attract smaller companies,
while Shanghai is an equity market for bigger mainland Chinese firms (although it
needs to be remembered that Hong Kong's reputation also appeals to the largest
and best performing Chinese state-owned enterprises going public) [Karreman,
Knaap, 2010]. It is reflected by the high volume of the main stock exchange index,
Hang Seng, compared to Shanghai SE Composite and Straits Times, but also in ex-
cluding specific indexes in Hong Kong: Hang Seng China Enterprises Index,
Hang Seng China H-Financials Index, or Hang Seng China 50 Index.

Developing financial centres are aware of the need to create clusters and net-
works between enterprises, academic institutions, public and government organi-
zations and research centres that induce operations in the area of loan syndications,
M&A activities, and other financial deal-making. Given the challenge of coopera-
tion within clusters, global financial centres may be defined in terms of connec-
tivity, speciality and diversity (Table 2). Connectivity expresses regular and tight
relations with financial services providers all around the world and may therefore
serve as a base for categorising a centre as global, transnational or local. It also in-
fluences the size of organisations operating within a financial centre.

Table 2. Features of the development of Asian financial centres

Global financial centres

Transnational financial centres ‘ Local financial centres

Centres well-developed in the area of both speciality and diversity

Singapore, Hong Kong, Seoul ‘ Shanghai, Sydney, Tokyo ‘ Osaka, Melbourne

Centres well-developed in specific areas

Shenzhen - specialist centre
Busan - diversified centre

Beijing — specialist centre Taipei — specialist centre

Source: Own elaboration based on: [GFCI 18, 2015].

Diversity is connected with the range of provided activities and instruments,
thus also reflecting the conditions of business environment and infrastructure.
Speciality reflects the area of the development of the financial sector in the context
of the number and range of financial institutions and regulatory issues. The finan-
cial centres developing in Asia and the Pacific region were classified based on
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these guidelines in Table 2. Beijing is a centre of banking services of a global char-
acter, but does not fulfil the criterion of diversity, while the transnational centre of
Shanghai satisfies the requirements of both specialty and diversity. Due to the
specific regulations limiting capital flows, Chinese centres still have little connec-
tions, which undermines their ability to transmit the signals to and from the global
financial market.

Conclusions

China has experienced a period of successful development while dealing with
the reform process in order to increase its position in the global economy. China’s
active role in the currency market, the liberalization of Chinese currency, building
an offshore market for Chinese yuan, and the implementation of bilateral swap ar-
rangements signed by monetary authorities played an important role in building
its reputation as an attractive location for capital allocation. The thesis put forward
in the article has been confirmed by the fact that such centres as Shanghai, Beijing,
and Shenzhen experience dynamic economic growth and perform an ever-
growing role in capital accumulation, trade, and transfer. Important initiatives in
this context include strategic programs such as Going Global, Emerging Capital
Markets — The Road to 2030, and the establishment of the Asian Infrastructure In-
vestment Bank Agreement. The determinants of the evolution of Asian financial
centres are thus connected with their improving business and regulatory environ-
ment, growing liquidity of banks, monetary and fiscal reforms (liberalisation of
deposit rates, introduction of a new exchange rate mechanism, reform of the pen-
sion and tax system, opening of the stock exchanges to foreign enterprises, inter-
nationalisation of the yuan and its inclusion in the SDR basket). Programmes
leading to the opening of the market to foreign investors in designated economic
zones and public offerings on the stock exchanges gave rise to the possibility of di-
versifying equity investments and establishing regional headquarters of multina-
tional companies. The advantages of Chinese financial centres also include
a decreasing volatility of the yuan, easing of capital restrictions and access to sup-
pliers of professional services. All Asian financial centres enjoy good reputation,
which is one of the features of GFCs. The leading locations are Singapore, Sydney,
Hong Kong, Tokyo, and Seoul; Chinese locations are listed further along in the
ranking, with Shanghai and Shenzhen in the middle of the reputation scale. Scal-
ing human capital may be problematic due to demographic changes and a fast in-
crease of the population at the working age. If an improvement in education and
skills will accompany this growth, it may prove highly advantageous for Asian
countries. The problems of the quality of life are mostly associated with the high
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level of air pollution, while a rich culture and language are among the factors at-
tracting foreign staff. A slowdown in China’s growth, with spillovers through
trade, commodity prices, confidence, financial market volatility, and currency
valuations, affected investment, potential growth, and expectations of income.
The Chinese economy rebalances, however, towards consumption and services,
and is expected to shift to a more balanced growth model while strengthening the
role of market forces, including those governing the foreign exchange market
[IMF, 2016b]. A well-managed rebalancing of China’s growth model would be
beneficial, as it would strengthen the position of Chinese GFCs.
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