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REGIONAL FINANCIAL CENTERS AND THEIR ROLE IN THE GLOBAL
ECONOMY

This article considers the scientific approaches to the interpretation of the regional
financial centers essence and determination of the place they occupy in the system of financial
centers of the world. Based on the comparison of existing approaches differences between
regional and international financial centers are specified. Key characteristics of regional
financial centers distinguishing them from other types of financial centers are grounded. Specific
features of financial markets operating in regional centers are considered. Competitive positions
of some regional centers in the ranking of financial centers of the world are assessed.
Characteristics of regional financial center that are subject to further development and
improvement in order to obtain the international status are defined.
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Great expansion of international finance that has been observed in recent decades is
entailed by the emergence of a number of international financial centers all around the world.
Nowadays these financial centers serve as the focus of international financial activities and
banking in particular. They have created favorable conditions for business that attract a large
number of financial institutions from other countries and regions, which provide financial
services and carry out financial transactions all over the globe. As a result, these financial centers
play a leading role in the international financial markets development.

Besides recognized global centers such as London and New York, financial centers that
provide a redistribution of financial flows within a region have become increasingly important.
These regional financial centers turn into important focus of financial institutions concentration,
including subdivisions of transnational banks (TNB), providing cross-border capital flows within
the region and acting as the conductors of financial services delivered by transnational financial
institutions to local consumers.

By increasing the financial institutions concentration and establishing appropriate links
with other financial markets and megacities, regional financial centers can extend the sphere of
their influence, turning into international and even global financial centers. However, even
staying in the status of regional financial center, megacity is an important part of the financial
service of the effective functioning of the regional economy and the development of cross-
regional economic relations. All items mentioned above determine the relevance of this research.

The issues of the international, including regional financial centers, their typology, their
role in the global financial resources redistribution and competition among the leading financial
centers are sufficiently investigated and presented in the scientific literature [1-9]. However, on
the background of increasing interest to the scientific study of the regional financial centers
phenomenon, various approaches to the interpretation of this concept appear, generating some
ambiguity in the use of conceptual and categorical apparatus of financial centers research. As a
result, the problem of the identification of the position occupied by regional centers in the world
system of financial centers remains unresolved and basic features of regional financial centers are
not clearly defined.
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This paper is aimed at concretization of the regional financial centers essence,
determination of the place they occupy in the system of international financial centers, and
defining the key features distinguishing regional financial centers from other types of financial
centers.

There have been various attempts to define regional financial centers since early 1970s as
far as their role in international financial markets has risen remarkably. Along with the term
“regional financial center” such concepts as international, world, global financial centers are
often used.

Johnson H.G. considers regional financial centers as the leading centers which concentrate
financial activities — banking, insurance and other (supporting) types of financial institutions —
and cater clients in and outside the region [6,7].

According to Hew D., regional financial center is a central location where there is a high
concentration of financial institutions and capital markets that allow financial transactions in the
region to take place efficiently [5].

Kravets P. interprets regional financial center as the form a national financial market
functioning as the element of global capital market [1].

Comparing and differentiating the world (global) and international financial centers Navoy
A. practically equates the categories of “regional” and “international” centers, pointing out that
the international financial centers are the regional infrastructure association for two or more
countries [2].

Z/Yen Group (London) considers regional financial center as the center that conducts a
large proportion of regional business within one country [8].

The ambiguity of interpretations of regional financial center concept entails the formation
of controversial points of view to the determination of the place that regional financial centers
occupy in the system of international financial centers of the world. Most frequently regional
financial center is considered to be an intermediate stage of international financial center
formation, which takes place between the establishment of local and global centers [3].

City of London specialists, specifying the phases of the financial center formation process,
consider regional financial center establishment as the stage following the opening of a local
center for foreign participants and preceding the transformation of the megacity to the
international financial center [4].

According to the classification by G. Drift, the variety of international financial centers can
be divided into three groups: global (London, New York, Tokyo), zonal (Singapore, Hong Kong,
Paris, Los Angeles) and regional (Sydney, Chicago, San Francisco, Dallas, Miami, Honolulu)
centers [9].

Z/Yen Group uses a more differentiated classification of financial centers, distinguishing
global, international, niche (specialized), national and regional centers [8].

Thus, the analysis of existing approaches to the definition of regional financial centers
nature and determination of their place in the world financial centers system allows to ascertain
the lack of established generally recognized approach to the interpretation of this phenomenon.
Scientists often do not distinguish between the concepts of regional and international financial
centers, while in our point of view it is advisable to separate these types of financial centers.

International financial center, as opposed to regional one, can provide financial services for
the economies of several regions as well as cater cross-regional economic cooperation. Other
thing that successful financial center can perform the functions of several types of financial
centers simultaneously. For instance, Chicago, which is a recognized international financial
center, is also the regional financial center for the American Midwest. A similar dual role plays a
financial center of Sydney. As a result of playing such dual role by some financial centers the
bound between regional and international centers sometimes becomes rather nominal.

Regional financial centers can act as intermediaries for global financial centers, when the
latter cater local consumers of financial services. Regional financial centers are characterized by
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not only convenient geographical location but also by a large number of units (offices, branches,
affiliates, etc.) of transnational banks and other international financial institutions. The high
concentration of such international units in one area allows regional financial centers to serve as
international financial services providers from international suppliers to local consumers.

As a rule regional financial center develops from a local center, whose financial markets
are largely opened for foreign participants. While developing to the regional level the financial
centers adapt their services, regulatory framework and infrastructure in order to facilitate foreign
investors’ access to national markets. This leads to an increase in the number of investors
confident in their investments in the respective economies, stimulating deeper market liquidity.
As a result, the financial center having the best experience, competence, connections and
liquidity in the region becomes a natural provider of investments in other countries of the region.
It also turns into attractive location for brunches of major international financial institutions that
seek to distribute their financial services to clients in the region.

Financial market participants operating in regional centers, develop regional and
international experience in providing complex cross-border financial services. They also form
networks that unite customers (consumers of financial products), financial services providers and
supporting institutions. The development of these networks, availability of efficient
infrastructure, a high concentration of specialized personnel and financial service providers in the
financial center cause further agglomeration of financial and related services.

The development of the financial center is influenced by a number of factors that determine
the profile of the financial center at every stage of its evolution and, in particular, identify the key
characteristics of the megacity, which has the status of a regional financial center. These factors
include:

— business environment (the ease and cost of doing business, political and economic
policy and the quality of physical and technological infrastructure);

— financial market infrastructure (the extent and quality of the central infrastructure
provided for undertaking financial market activity);

— regulation (the quality and extent of financial market regulation and its conformance to
the best international practice);

— people (the availability of a qualified local labor force and the ease of relocating
specialist expatriates into a center);

— connectivity (the factors that connect a financial center with the rest of the world);

— critical mass (the most important, but also most intangible factor, as the concentration of
firms in a center attracts more firms in a self-sustaining process) [4].

In the process of obtaining the status of regional financial center and in the course of its
functioning in this status the quality of the financial center basic characteristics is being
improved. At this stage of the financial center evolution its key features as business environment,
financial market infrastructure, regulation and people reach the required level of development
and maturity that is reflected in Table 1. However, according to the criteria of connectivity and
critical mass regional financial centers give in to global ones, since these characteristics need
further improvement.

In addition to the key characteristics of the regional financial center, listed in Table 1, its
financial markets have the following specific features:

— the volume of foreign exchange trading in regional currencies increases;

— besides domestic bonds, financial markets offer regional or international bonds, issued
by large companies, local authorities, national governments and transnational corporations;

— the listings of domestic stock exchanges comprise shares of companies located in other
countries;

— in cross-border transactions the share of derivative operations increases as far as
companies and banks seek to hedge risks.
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Table 1
Key characteristics of regional financial centers
Factors Key characteristics
Developed enough
Business An attractive business environment and encouraging conditions for
environment existing firms and companies which consider the advisability of location

in regional center.

Financial market | Financial market infrastructure complies with international standards and

infrastructure has progress in establishing links with the infrastructures of other regional
and international centers.
Regulation Regulation supports the megacity status as a regional center and

facilitates its development. Legal and regulatory base supports
increasingly complex financial products and services. Memorandums of
understanding are agreed with foreign regulators, allowing to exchange
information between regulators and to provide investigation of
international fraud, money laundering, market manipulation and other
prohibited practices in international finance.

People A high level of education combined with low immigration barriers,
especially for qualified personnel provides a highly specialized local
labor pool.

Need further development

Connectivity Investments are directed mostly in physical infrastructure to improve
connectivity (communications, roads, mass transport, air transport, office
systems, etc.).

Critical mass The liquidity of financial markets is deepened due to the increasing
number of investors and range of financial instruments available.
Financial markets serve the region as a whole, with international firms
using the regional center as a gateway to access regional markets.

Note. Compiled by the author on the basis of data [3-6]

If regional financial center plans not only to consolidate this status, but also considers the
possibility of obtaining the status of international or global financial center, appropriate measures
should be carried out mainly towards improving connectivity and increasing critical mass. In
particular, the first task can be ensured by way of further development of links with international
financial centers (for instance, through memorandums of understanding with overseas regulators
and market infrastructures). Besides, the city should achieve a greater breadth of firms to increase
critical mass by means of attracting asset managers, financial intermediaries and developing
proper supporting services.

Among the major global financial centers the main competition takes place between
London and New York, which have traditionally divided the first and second place in the
financial centers rating. List of regional financial centers is wider and the positions of the centers
in the ranking are rather variable. According to the indicator of Global Financial Centres Index,
Hong Kong and Singapore (which serve as recognized international centers and are also the
regional centers for the Asia-Pacific region) have occupied the most stable positions in the
ranking of financial centers in recent years (the 3rd and the 4th place respectively), as it is shown
in Table 2.
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Table 2

Positions of some regional financial centers in Z/Yen Group ranking
(according to Global Financial Centres Index)

Regional financial Position in rating Position in rating Position in rating
centers (March 2015) (March 2014) (March 2013)
Hong Kong 3 3 3
Singapore 4 4 4
San Francisco 81 10 1 13
Chicago 91 15 ] 11
Shanghai 16 1 20 1 24
Frankfurt 19 | 11] 10
Sydney 211 23 ] 19
Dubai 231 29 ] 23
Johannesburg 321 50 1 62
Panama 48 1 591 67

Note. Compiled by the author on the basis of data [8] (1 - improving position in the
ranking, | - deteriorating position in the ranking compared to the previous period)

The competitive positions of other regional financial centers are more volatile. In general,
there is a trend to some weakening of traditional regional centers positions (Frankfurt in
particular) and sustainable improvement of competitive positions of relatively new centers such
as San Francisco, Shanghai, Johannesburg and Panama.

Thus, nowadays regional financial centers are an integral part of the system of financial
maintenance both regional economies and the global economy. Regional centers must be
distinguished from classical international financial centers, mainly because the former focus on
serving the business interests of a particular region. At the same time, improving infrastructure,
accumulating the experience of financial transactions, increasing the concentration of financial
institutions, including affiliates of the TNB and other international financial institutions,
providing training of qualified personnel and developing contacts with other financial markets,
regional centers can go beyond their status and be transformed into the international financial
centers. Through such conversion financial centers that perform dual role in the global economy
arise. As a result the bound between regional and international centers becomes fairly nominal.

Given the quite large number of regional financial centers operating in the world,
competition between them escalates. It not only causes permanent redistribution of financial
assets and influence among financial centers, but also has an impact on overall economic
development of the countries where the respective centers locate. A more detailed assessment of
factors that form the competitiveness of regional financial centers and determination of
characteristics and effects of competition between them can be the subject of further research in
this respect.
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T.B. Mapena
PEI'TOHAJIBHI ®THAHCOBI IEHTPH TA iX POJIb Y CBITOBOMY
roCuoOJAPCTBI

Y cmammi oOocnidoiceno maykosi nioxoou 00 mMpaxkmyeauHs CYMHOCMI PeiOHATbHUX
Qinancosux yenmpie ma GUHAUEHHS MICYA, sKe BOHU 3AUMArOMb YV 3A2albHitl cucmemi
Qinancosux yeumpis ceimy. Ha ocHo8i NOpiGHAHHA ICHYIOUUX NiIOX00I8 KOHKPEMU308aHO
BIOMIHHOCII MIJIC PeiOHANbHUM MA MIJNCHAPOOHUM Ginancosumu yeumpamu. OOIPYHMOBAHO
KIH0Y08I  XAPAKMEPUCTMUKY, WO NPUMAMAHHI pPe2iOHANbHUM  (DIHAHCOBUM YeHmpam ma
8IOpI3HAIOMb IX 6I0 I[HWUX munie @inancosux yeumpis. Pozensnymo cneyughiuni  pucu
Ginancosux punkie, wo QyHKYioHyroms y pecionanvuux yenmpax. OyineHo KOHKYPeHmMHI no3uyii
OKpeMux pecioHANbHUX YeHmpie Yy peumun2y ¢inancosux yewmpie ceimy. Busnaueno
Xapaxkmepucmuky, wo nionigearms noodIbWOMY PO3BUMKY mMa YOOCKOHANIEHHI0 3 Memoio
OMPUMAHHS PEIOHANbHUM (IHAHCOBUM YEHMPOM CIAMYCY MIHCHAPOOHOZO.

Knwuosi cnosa: ¢inancosi yenmpu (2106anbHi, MidCHApoOOHi, pe2ioHaNbHi), inancosull
PUHOK, IHGhpacmpykmypa iHaAHCOB8020 PUHKY, MIHCHAPOOHI (DIHAHCOBT YCIMAHOBU.

VK 339.92.(477)
0O.B. 3axapoBa

OCOBJIMBOCTI PO3BUTKY MI)KPET'TOHAJIBHOI'O CIIIBPOBITHUIITBA
YKPAIHU B YMOBAX I'NIOBAJIBHOI PETTOHAJII3 ALY

Cmamms npucesiuena O00CNIOHNCEeHHI0 NPAKMUYHUX ACNEeKMI8 peanizayii pi3HUX 6eKmopis
MidcpeionanvHo2o cnigpobimuuymea Ykpainu. Ilpoeedenuti KomnieKCHUll aHaniz OUHAMIKU,
CMpYKmMmypu ma IHMEHCUBHOCMI 308HIUHbOMOP2OBENbHO2O CNispobimHuymea Yxpainu 3
kpainamu CHJ[, €C ma ATEC. 3 6uxopucmauHsm pi3HUX [HCMPYMEHMI8 MOOeN08aHHs.
no6y008aHo NPOSHO3HI OYIHKU 00CA2I8 eKCNOPMHO-IMNOPpMHOL  OisibHocmi  YKpainu Ha
HAUOIUNCHY NePCNeKmus).

Knrwowuosi cnoea: inmeecpayis, pecionanizayis, MidcpecioHaivbHe CRIBPOOIMHUYMEBO,
pezionanvhe 00’ €OHaHMA, 308HIUHbOMOP20BENbHA CRIGNPAYAL.

ITocTanoBka npodJemu. BceGiuHa iHTerpaumis y CBITOBI CTPYKTypu 1 MIKHApOHI
opraHizaifii € CTpaTeriyHOI0 METOI 30BHINIHBOI MOJITUKH YKpaiHu. BUCOKMI €KOHOMIYHHH,
HAYKOBO-TEXHIYHUH, MiHEpPaJbHO-CUPOBHHHUN 1 TPYJAOBUN MOTEHIIad, HAA3BUYAHHO BUTIIHE
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