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Good afternoon Ladies and Gentlemen and wel come to Gresham
Campus here @r 30 stories above the Dockland$odaywe explore the rise and fall of

global financial centres As Gresham regulars know, it woufillbe a Commerce lecture

without a commercial There are several forthcoming Gresham eventbe rise and fall of

finance including tomorrovs London Accord conference at the Museum of London, and a
special conference on Long Finance next year on 1 Feld@af

An aside to Securities and Investment Institute, Association of Chartered Certified
Accountants and otheZontinuing Professional Development attendees, please be sure to
see Geoff or Dawn at the end of the lecture to record your CPD points or obtain a
Certificate of Attendance from Gresham College.

Well, as we say in CommertdiTo Business.
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London and Ne York City vie with Hong Kong or Singapore or Zuritdr todayss top
spos. Is financial centre competition a zesam game or can everybody Win

[SLIDE: OZYMANDIAS IS EPHEMERAL

Ozymandias Is Ephemeral

Ozymandias Lives

Well ités clear thatertreswin and lose This @lossal bust of Ramesses I, tiy®unger
Memnord(1250 BC) in the British Museum is presumed to have inspired ShislE318
poemfiOzymandiad i
fiMy name is Ozymandias, king of kings:
Look on my works, ye Mighty, and despair!
Nothing beside remaindRound the decay
Of that colossal wreck, boundless and bare,
The lone and level sands stretch far awvay

Not far from Egypt, wellnot farfrom a London perspective, lies TimbuktuTimbuktu, a
fabled cityon the Nigemow in the mo@rn west African country of Malivasan important
cente for the gold, salt, cottoand slave trades from the™ the 17 centuries We have
tales from Ibn Battuta in the 13@0and Leo Africanus in the 15&0celebrating its success
and praising ias a centre of learning, of universities, of libraries

[SLIDE: OZYMANDIAS IS ETERNAL]
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fAiTinO or fitaino is Tuareg for a water wellAccording to popular etymology, an old Malian
woman Buktu, lived by a well and waehown for her honesty Travellers, including the
Tuaregwould entrusBuktu with possessions when they were on the road and the location
became known a¥in Buktu, meaning Bukiis well So Timbuktu started with trust, a
familiar theme in Commerce lectures.

This picture is from thel375 Catalan Atlas of the known world (mapamundi), drawn by
Abraham Cresques of Mallorgast after Ibn Battuta died and well before Leo Africanus
The section to the right translates &ghis Negro lord is called Musa Mali, Lord the
Negroes of GuineaSo abundant is the gold which is found in his country that he is the
richest and mdsoble king in all the land.
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[SLIDE: ON THE ROAD TO NOWHERE?]

On The Road To Nowhere?

Timbuktu: A Center for Trade
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But aside from trust why did Timbuktu rizelimbuktu was rather inaccessible, far upriver
This perhapgnhanced gmystical imagebut was a practical hindranc&he native tongue

is a Songhayfamily language Koyra Chiini, hardly a lingua franca, so traders probably
spoke many languages, principakyrabic, later enriched with Portuguese and French
Aside from lying on several trade route intersections and having a water supply, Timbuktu
challenges many conventional assumptions about why financial centre$ fasmot just

the location or seapowenot just the language, not just the time zone, not just the local
industry needs for finance Heres a modern speechby the Permanent Secretary for
Financial Services andehlreasury:

AWhat is ité that attracts investors and financial institutionghis city? The answer lies

in our fundamental strengths These include our simple and low taxes; higtality
services; free flow of capital with no foreign exchange controls, and a stable, fully
convertible currency; as well as a free economy butitess/ the rule of law and an
independent judiciaryOur regulatory regime is on par with international standards; and our
regulators are tasked to ensure a fair, transparent and orderly tarket.

But that was@i a speech from London, that wdliss Au Kingchi, at the Hong Kong
Investment Funds Association 3rd Annual Conferemece29 September 200%gitioning
Hong Kong as an International Financial Centre

[Source:
http://7thspace.com/headlines/321747/speech by psfs at hk investment funds associatio
n_3rd_annual_conference.html

So, low do you get a small financial cerifr&t ar t wi t h Tlae BBGdeggrédbeso n e é
Timbuktu dfferently in our centuryfiToday, it is a desolate and impoverished town

renowned for its heat, isolation and sand durees. [Source:
http://news.bbc.co.uk/1/hi/world/africa/1911321.ktm
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[SLIDE: CITIES & CENTRES]

Cities & Centres

Cities & Centres

Before we examinavhat makedinancial centresuccessfylwe should define themThe
definition of a financial centre is bound up in the definition of a.ci¥ye can start by
observing that financial centres are cities or districts of cities where finance is conducted
However, the definition of a city is problematic, as anyone who has tried to compare city
populations knows Is Paris bigger than Lond8nDid you mean the cercity, perhaps the
medieval wallsthe city as defined bpolitical boundaries, the greater metropolitan @rea

In certain cases, such as offshore centres like the Cayman Igla@fisancial centre is
reallyjust thejurisdiction.

Likewise, the defirtion of finance is problematicAll cities have financial transactiongs

a shipping transaction finarzePaying for fueP When does ahipping transaction become
just financ® Are we talking about transactions that are wholly finandralnding a essel,
insuring i? So much finance is conducted electronically that one might be able to claim
that server farms located anywhere are financial centres.

Interestingly the OECDdoesi@t define financial centres yet defines offshore financial
centres &rting with,iCountries or jurisdictions with financial centres toantain financial

i nst i touWhilethesoéission of normal financial centres from the OECD glossary
strikes me as a large oversight, | do think they point us at the heart of uke sssmy
definition might befifinancial centres are places with strong concentrations of financial
professionals and their firrasItGs the people that matter.
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[SLIDE: WHY STUDY FINANCIAL CENTRES?]

Why Study Financial Centres?

o Financial centres add value by directing
investmenttoward innovationand growth

e Vibrant, competitive financial centres give cities
economicadvantagesin information,
knowledge and accessto capital

o Being partof the global financial network
ensures thatcities gain from globaltrade and
growth

o Policy decisions can create successfulfinancial
centres

Financial centres funneéhvestment toward innovation and growtNibrant, competitive
financial centres give cities economic advantages in information, knowledge and access to
capital A strong financial centre, whether domestic, niche, regional, international or global,
connets the wider economy to the global financial communiBities that are part of the
global financial network gain from global trade and growthnward and outward
investment opportunities increase the wealth of cities that have financial centres and the
wealth of their citizens.

Orraffico between the domestic economy and the global financial community is critical to
national economic performancdhe key function of the domestic financial community is
not its ability to service the domestic econ@myneds domestically, rather its ability to
service the domestic econotayneeds wherever and however they are best serviget

after a point a well functioningrfancial centreattracts global financial transactions in its
own right, and this confuses mas.
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[SLIDE: FINANCIAL CENTRE ROLES]

Financial Centre Roles
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Successful financial centrean and do fulfil more than omele:

§ Globabfinancial centreshat are truly global foci, where only a f@an claimthat role,
London, New York, Hong Kongnd Singapore;

§ dnternatonabfinancial centres such as Seoul or Shanghdtrankfurtthat conduct a
significant volume of crosborder transactions;

8 ichedfinancial centres that are worldwide leaders in one sestmh as Hamilton in
reinsurance oZurich and Edinburgim fund management;

8§ @\ationabfinancial centresoften within federal countriethat act as the maimancial
centre for financileservices within one country, such as Torootd-rankfurt

8 0 Re gifioamna@al céntres that conductarge proportion of regimal business within
one countrye.g.Boston or Vancouver.

Bank robber Willie Sutton reputed(fne denied thisater) replied to a reporté inquiryon

why he robbed banks by sayifigecause th& where the moneyas In a circular fashion,

why do we have financial centfesProbably the most important reasorfii®cause thés
where the clients ate fiGlobal financial centres are places with intense concentrations of
financial professionals and their firms transacting intiéonal business Interdationab
activity involves at least two locations in different jurisdictior@lobal deals increase the
number of involved parties markedly, e.gdding lawyers and analystso a mix of
syndicated finance A direct foreign exchage deal between a retail bank in Korea and a
Tokyo investment bank is international, the addition of a third party,backing with a
credit derivative, is likely to make the deal glabal

Global financial centreare not hukandspoke arrangement A Sydney mortgage bank
may well be working on regional financial deals but the Baimkernational dealings could
be direct with countepatties in London or New York City.You cannot compartmentalise
financial services distribution neatly into a typicaflail modeli a central warehouse, then a
regional distribution centre and finalljocal store.
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[SLIDE: HOP TO IT]

Hop To It!
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People Need People

So financial centres are based around people meeting people atmosphere of trust
Londorés financial historyretraces the exit and entry of foreign merchaatsl foreign

ideas Following the expulsion of the Jews in 1290, King Edward | proviegoensive
land at the heart of the Cifgr goldsmiths from Northern Italy, hence Lombatde$St The

ltalians made their mark, from coining (sic) the word bablarfc@d to the words for cash,
debtor, crditor and ledger, as well gound sterling £sd (librae sati denan). Moves

toward modern banking followerkpeal of the usury laws uedHenry VIl and further
liberalisation under Elizabeth |I.

At the risk ofseemingto pander to a Gresham College audience, | want to dwell for a
moment on the innovation thtéte Tudor mercharir Thomas Gresham imported from the
Low Countries, the bose Londoners knew how to trade physical goodsillingsgate for

fish, Smithfield for meat, Leenhall for poultry, Spitalfieldéor general foodsBut in 1565
Gresham opeasd a London version of the Antwerp bourse, known as the Royal Exchange
For thefirst time, London hadn organized market wheiatangible things coulde sold

such as shares in ship§he concept is astoundingrou just go and meet people and do
busiress with them about things trdand exist Fromthis invisible tradesprangsecurities,
commodities, foreign exchange, futures, and optidhschanges bring together brokers and
dealers People meet.

A brushstroke history of financial Londamould move on tothe Huguenots, the Empire,
the Germans, the Americariee Asianspointing out that there are now many exchanges in
many cities Londontodayis aglobal financial centre based on many types of financial
transactions both on exchange and off exchan@ructured betting, stock, shipping,
insurance and commodities exchasgare dwarfed by unstructured foreign exchange
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markets operating daily in the trillionsAnd these exchanges overlap lawyer who can
help structure an insurance contract can help with a securities insurance hybrid

[SLIDE: PEOPLE WHO NEED PEOPLE ARTHE LUCKIEST PEOPLE IN THE
WORLD]

People Who Need People Are The
Luckiest People In The World
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As an international financial centre grows, staff gain skills and move jobs, the availability of
skilled staff grows, thus enabling further growth of the international financial cebtre,
aspiring financial services jedeekers begin their careers by moving to the international
financial centre, further reinforcing its reputation as a place to go to find suitably qualified
staff Studies have shown that experienced international fiahrstaff significantly
outperform regional financial staff trying to do international woRcoductivity in global
financial centres may be above productivity in regional financial centres, despite
significantly higher salaries

A valid question in todys modern world of advanced telecommunications is why do
people need to meet physic&lyif the London Stock Exchange moved its server farm to
Iceland would London cease to be a financial cénifaeres a joke which goegsil saw a

bank that said it &&red 24 Hour Banking | didn& go in | didn& have that much time.

You might eventhink that online financial centres ought to displace physical financial
centres using their ability to transcend space and. tifleysical proximity matters for a
variety of reasons in many markets, efficiency, less miscommunication and faster decisions
to name three. &spite online chat rooms and instant messaging;téaface contackeems

to remain at the core of financial transactiofi® quote a participant frommne of Z/Yeiis
studies:

AAccess to international financial markets: you can access them from anywhere
nowadays: but theds a personal factor which requires proximity to other people...

Three weightless factors matter especially for financé trust serecy and chance
Communications via modern telecommunications are still not as trusted as physical contact
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Financial transactions require some degree of secrecy as WRhilsical meetings limit
information leakage, while online yde only a broadcasgtmail away from sharing a top
secret negotiating pointModern financial transactions involve bringing together a wide
range of skills at particular poinisthe buyer and seller, their brokers and agents, their
lawyers, accountants, actuaries, surveyoosultants and public relations expertdew
opportunities emerge from these physical encounténs accountant working on a deal
mentions to a principal an interesting company that becomes the focus of the neXtsdeal
the team grab a meal in a ney restaurant, one of them meets a colleagugaihlbeen
meaning to call, etc Everybody likes tabe in the loop .As the online world gains trust,
increases security and develgsternatives for structured and chance meetipgehaps all
financial @ntres are in dangdvsut perhaps not soon.

Analysing successful global financial centres requires analysis of cities and.people

[SLIDE: CITY OR STATE?]

City Or State?

Vatican City

City or State?

It is difficult to work out what is the appropriatanit of analysié for financial centres
Should we be examining these financial centres at the level of the culture {@agho,
Han Chinese, Continental European or Arab), or of the natae (USA, UK, Germany or
Japan), or at a regional level (Fgaist, Near East, Europe, North Amerioaperhaps some
economic trade zoffe One of the more interesting observatidnsJane Jacobs walsat
cities, rather than nations, have bdke drivers of economies [Jacobs, 1984ities are
where people go todde, and live to tradeA city is a unique combination of residential,
industrial, business and administrative activit4 city is distinguished from other human
habitations by a combination of population density, extent, social importance or legal statu
Of course, defining a city isot straightforward and involves cultures and people in ways
that can alde straightforward analysis
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Defining a city requires value judgements on what is, oii,isa city that elude
straightforward categorisation One can try to focus ornglobab cities using ranking
systems, for instance the Globalization and World Cities Study Group and Network at
Loughborough University (seéttp://www.lboro.ac.uk/gawc/index.htin have published
[Beaverstock, Smith and Taylor, 1999]decadé worth of rankings Alpha World Cties

such afNew York City, LondonHong Kong, Paris, Singapore, Sydney, Tokyo, Shanghai,
Beijing. Beta World Cities such allelbourne, Barcelona, Los Aeles, Johannesburg,
Manila, Bogota, New Delhi, Atlanta, Washington DGGamma World Citiessuch as
Panama City, Casablanca, Chennai, Brisbane, Quito, Stuttgart, Denver, VancNover
thatmanybeta and gammglobal cities ared significant financial entres

[SLIDE: NETWORKS AFFECT]

Networks Affect

The Santa Fe Institute has found evidence of increasing returns to scale in city inventiveness
and creativity These increasing, and accelerating, returns emerge from the fact that the
value of connections rises with the number of participants in the netatkshow up as

power lawsin things such as the concentration of petrol or gas statiBash participant
connecting to the network improves their productivity markedly, while alsailbotihg to

the productivity of those already connected thought experiment affirms the idea of
network benefitsi if there were two world wide webs, wouldnthey be even more
powerful if they were connected into Ghénd network dangersmight theyalso be more
vulnerabl® We touched earlier this yean a lecture,i L o c al or Gl obal
Economi cs And The N €26 JaBuarg n o 209D
[http://www.gresham.ac.uk/event.asp?Pdgé&Eventld=823 on Professor Geoffrey
Wests questionfiwhy are large cities fastar? By implication, how does one take the
social temperature of a cityThe Boltzmann Constant relates particle energy to temperature

of a gas Is there a Boltzmann @agtant linking the energy consumption of a city to its
social temperature, or the metabolic rates of cities and vitages

Professor Saskia Sassen at Columbia University studies how globalisation affects cities
She emphases the difficulty of analysg global cities and their network&d complex
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She looks at the denationalisation effects of globalisation and the increasing tension
between nations and citiesShe poing to the complexity of cities being valued as nodes
rather than places of prodian, the intricate networks of immigrants and diaspora, as well
as the way information technology changes social relatidmalysing cities is more akin

to analysing ecosystems or biological organisms than any straightforward decomposition
analysis.

[SLIDE: RESEARCH, RESEARCH, RESEARCH]

Research, Research, Research

Key areas of competitiveness:

People I—
Business Environment
Market Access
Infrastructure

General Competitiveness

e © ¢ ¢

The City Of London Corporation needs to know what makes a successful global financial
centre Dond forget that as recently as 2000, people in London worried about the relative
ranking of london with Paris and Frankfurt, and the effect on London of the UK being
outside the Euro zond_ess than a decade later the challenges are seen as coming from half
a world away in Hong Kong and Singapor@ne of tke first Corporation studies 2003,
compared London, New York City, Frankfurt and PafiSjzing Up the City: Londois
Ranking as a Financial CentrgCentre for the Study of Financial Innovation, 2003Jhe

2003 report considered six main competitive factors (skilled labour, regulatory temope

tax regime, government responsiveness, reguldiycld and living environment) A
second study in 2005 by our Z/Yen team compared the same four centres considering 14
factors We soon realised that if one asks for key opinions on financiatesenmiuch
beyond a handful of cities, surveys become too complicdtenhe asks for opinions on too

few centres, one excludes respondétisughts on emerging centres

[SLIDE: THE GFCI PROCESS]
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Global Financial Centres Index
Process
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In order to better undeestd what makes a successful financial centre, the City of London

Corporation and Z/Yen Group created the Global Financial Centres Index (BFXDI)G

GFCI 1 waspublished in March 2007 and has been updétedtimessince. The GFCI

providesratings fa over 75financial centreson a 1,000 point scale calculated useng

dactor assessment mod#hat combines instrumental factors with the responses of financial
services professionals to an online questionnaire (the assessments of financial centres):

8 instrumental factors- over 60 externalmeasuresn five areas of competitivenessg.
people, business environment, market access, infrastructure and general
competitiveness, are used in GFCIFor example, evidence about the infrastructure
competitivenessf a financial centre is drawn from a survey of property and an index of
occupancy costsEvidence about a fair and just business environment is drawn from a
corruption perception index and a propespacity index, etc.;

§ financial centre assessmeritgshe GFCI incorporatesesponses to an ongoing online
guestionnaire completed by international financial services professionals assessing
financial centres with which they are personally familidhe online questionnaire runs
continuously to keep the GFQlp-to-date with peopl&s changing assessments
Responses are weightbd time,i.e. more recent contributions have more weight.
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[SLIDE: GFCI WORLD]

GFCI World
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The instrumental factors and financial cerstssessments are combined usingport vector
statistical techniquesto build a predictivefactor assessmenhodel of financial centre
competitiveess The predictive model is used to answeuestions such adif an
investment banker gives Singapo@hicagoand Sydney certain assesmnts, then, basexh

the instrumental factors for Singapo€hicago,Sydneyand Paris how would that person
assess Pari6?Two things distinguish GFCI from a straightforward ranking questioniiaire
the construction of an index and the instrumentabfactethodology The disadvantage of
an index is the large upfront cost of establishing drfee advantage of an index is that, over
time, we can correlate changes in factors and perceptibims factor approach also allows
us to removehome biass while stabilising results We have simpler questionnaires.
Naturally, we analyse subectos, e.g.banking, insurance, asset management, gsajaal
services and regulators, buewlso analyse in new ways, for example looking at implied
and actual volatily on factors and assessmentsrom a tremendous amount of research
over the past five years gained fraamound40,000assessmentsy 2,000 people wee
stating to see how centres compete through time.
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[SLIDE: REPUTATIONAL ADVANTAGE]

Reputational Advantage

The 109 S GFCE & cantras by Reputational Advantage

The instrumental factor approach is potentially a significant innovatosocial research

We cansee where reputation exceeds fundamental factors or vice Weae been able to

use this approach, combined with more detailed analysiselfo dpecific centres answer
guestions such as when should they be marketing (when their factors are better than their
reputation) or when they should soft pedal/peddle (when their reputation exceeds their
factors); or improving which factors will make thest difference Most importantly, wé&e
beginning to see how factors vary in importance as centres advance.

Evolution Of A Financial Centre

There are fre key areas of financial centre competitiveness

8 Peopld- the availability of good personnel atit flexibility of the labour markets;

8§ @Business Environmeai regulation, tax ras, levels of corruption anehse of doing
business

8 (@Varket Acces8 - levels of tradingand direct financial transaction activity where

measurable;

dnfrastructuré- the cost and availability of property and transport links;

@General Competitivene8s the concept that the whole dgreater than the sum of the

part

w
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[SLIDE: COMPETITIVE AREAS

Competitive Areas
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From running thousands of variations of the ptaee model, wenow knowthe order of
importance of the areas of competitivenassve increase from 200 points on the index to
800 points on the indexBefore we start to examine each of the fbeenpetitive aregstés
important to recognise that crierion that helped to cause success may not be particularly
strong today, but set in train a sequence of positive eveptsinstance, low taxation might
draw participants in, but not persistLikewise, a criterion that is strong and important
today, fa instance, the availability of skilled personnel, may be an effect rather than a
cause.

Still, using the predictive model at various GFCI ratings we can see what matters at each
stage First, infrastructure Infrastructures all the stuff thafs takenfor granted In major
financial centres, many things are assumed, for instaetable electricity supplies and
water,an absence of natural threats such as hurricanes or floodfiegLondon used to

have significant flood risk, and may again as tlames Barrier comes to the end of its
projected usefulnessA recent report on the future of London warned of looming electricity
supply problems [SAMI Consulting, 2009] Up to 400 points on the scale, basic
dnfrastructuré matters You car@t have a fnancial centre without basic infrastructure
While it might appear that infrasicture ceases to matter aft€d04poirts, it rather the
contrary Infrastructuretends to get taken for granted as it grows in line with wealth and
expectationsyet is creial. Stuart Fraseat the Ciy of London Corporation believes
London must upgrade its infrastructure if it wants to stay aid@d.u dondét get t o
by being complacent. You have to be somewhat paranffi@n Top Of The World,
Sunday Times, 9 Ocber 2009]
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Second, fronroughly 400 to 60 pointsdnarket acce€ds what matters Therés no point

in building infrastructure antieing open for business without having fundamental market
activity. 1tés & this point that things such as setting up a stock exchamgjet make a
difference There are manways ofsaying,fiwedre open for busineésbut commitment,
simple financial laws and an open banking and investment regime get things going.

The third area of competitivenesgrom 600 to 80 points is geopléd This may seem

oddy late, after all peop are the most important bit of finances? However, the going

only starts to get tough after 600 points as more and more advanced skills are required t
win and transact more and more complex transactidransactions of advanced financial,
structural or legal complexity in multiple languages

Finally, after 800 points, and here & at the edge of our data envelope, it appears that
infrastructuremay start to matter agairHowever, hroughoutthe climb from 200 to 8Q0
business environment édways thekey area of competitiveness, always the most important

T stable politics, good regulation, low bureaucracy, low corruptiddolicy matters
Interestingly, thoughwe have groupedood taxation (i.e. low personal and corporate tax
rates, especially the overall GDP taken by tax)usiness environmenivhen you examine
taxation on its ownjt tracks business environment almost perfecBgp, in sumnary,
always always work on a friendly business environment, then emphasise infrastructure,
followed by market access, followed by good people.
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[SLIDE: ANNA KARENINA PRINCIPLH

But what of general competitiven@sgseneral ompetitiveness is whe everything links

up, the transport system goes to right places at the right cost, the theatres are attractions for
conferences, etclt is a combination of factors that makes a financial centre successful, not
just a single factor Anyone who has heard me on this subject before knows widithark

to Jared Diamon@ Anna Karenina Principle from the opening line of Tolésoyovel:

fiHappy families are all alike; every unhappy family is unhappy in its ownovage Anna
Kareninaprinciple describes situations where a number of activities must be done correctly
in order to achieve success, while failure can come from a single, poorly performed.activity
As one of our respondents noted:

Al think that the [abovefactors cannot beonsidered in isolationthe combination
of factors has a greater impact on a financial centre being competitive than the
individual elements.

General competitiveness is interesting in two waigast, he GFCI shows thdbcations

need to be good atod things to be a leading centr®eople locate their businesses based

on a number of criteria at once, so any taxonomic approach has difficuliiesion and

New York are inthe top quartile of over 80% of the instrumental factors used to build the
GFd. London appears to be particularly strong on regulation and the quality of its .people
The main negative comments are corporate tax rates, transport infrastructure and
operational costsNew York is also very strong in most aregseople and marketcaess

are particular strengthdRegulationsuch asSarbane®xley, is the main negative factfar

New York

The second interesting thing about general competitiveness is that the financial centre and
the city are inextricably linkedAs a city becomécooloor awith itéor thappeningso that

helps the financial centreAs a city becomes more recognised as a financial centre, then
people presume it i&ooldor dwith itdor happening .
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