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Effective Regulation: Part 2 

Local Rules, Global Markets 
  

A regulatory overhaul is essential 
An overhaul of global financial regulation is essential if capital markets and the world economy are to recover 

from the current crisis. Regulatory reform is a complex topic that we discuss in a series of papers. This, the 

second, looks at the specific but important issue of where financial market activity takes place, and why this 

matters. 

 

Capital is mobile, regulation is local 
Capital is mobile and, as a result, financial market activities are inherently cross-border. But regulation is local, 

and the location in which financial market activities occur is critical. Regulatory choices have allowed some 

countries – notably the United Kingdom, Hong Kong and Singapore – to develop outsized capital markets. 

Different choices have limited others – notably Germany, Japan and to some extent the United States – to 

markets that are undersized relative to their economic weights. 

 

Good regulatory systems attract activity 
Good regulatory systems not only monitor and control financial activity, but also attract it. Hosting financial 

markets provides economic gains, but – just as importantly, if not more so – allows for better control of risk. If 

the controls enacted in the wake of the current crisis simply cause financial activity to move to less well-

regulated and well-supervised environments, then these controls will have failed. After all, if we have learned 

anything, it is that financial problems move across borders. Rules that force activity to flee often have the 

unfortunate effect of reducing oversight without reducing risk, leaving regulators to clean up a mess that 

originated elsewhere, often with limited ability to address the root problem directly. Containing risk to areas 

where regulation is best structured and applied is, therefore, the optimal long-term solution. 

 

Markets value clarity and certainty, not laxity 
We demonstrate that governments should focus on regulations that cause markets to function well, and avoid 

those that cause activity to flee. Key positives include transparency; legal clarity (especially regarding 

bankruptcy and financial counterparties); reliable accounting standards; and regulators with the desire to help 

markets succeed. In contrast, legal uncertainty, politically motivated regulators or courts, and harsh tax 

treatment tend to drive activity away. Laxity is not a competitive advantage, because financial transactions are 

two-sided, and both sides need to feel secure. 
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Introduction: local rules, global markets 

It is abundantly clear that excesses in global financial markets have triggered the worst 

economic downturn in decades. Governments around the world are now grappling not 

only with resolving this crisis, but also with strengthening markets and regulations to 

ensure that the same mistakes are not repeated in the future. A re-think of financial-market 

regulation is sorely needed. Some critics will argue that the crisis has entirely discredited 

financial markets, and there will be pressure in some quarters to severely restrict financial-

market activity.  

We believe that well-functioning capital markets are vital to the resumption of global 

economic growth. Well-regulated financial markets can enable capital to flow to its most 

productive uses. For host countries, markets also offer economic gains – including job 

creation and higher tax revenues – that will be vital to supporting an economic recovery.  

Getting the regulatory environment right is not easy. So as governments think about how 

to approach the adjustments that must occur, it may be useful to consider the complex 

interactions between financial market activity and regulation. 

Capital is mobile and, as a result, financial-market activities are inherently cross-

border. But regulation is local, and this mismatch between the two has caused or 

exacerbated many of the problems facing the global financial system today. If we have 

learned anything from the current crisis, it is that financial problems move across borders 

rapidly.  

In a world without capital controls, one way to resolve this mismatch would be to develop 

a global financial regulator, or at least consistent financial regulation in the major markets. 

While tighter cooperation and coordination among national regulators would certainly be 

helpful, we do not think a single system is a workable or desirable approach. Existing 

efforts at international harmonization, including the development of international 

accounting standards and the Basel Accords for banks, have highlighted how slow and 

difficult this process is, and how global adoption may in some cases magnify the 

weaknesses in the standards.1 

Therefore, we think governments should focus on controlling risk in their own 

jurisdictions, where they can set standards and monitor risk-taking. Some will say 

that this means preventing cross-border financial activity. We believe instead that 

governments should attract financial activity so as to control it more effectively. From 

an international perspective, containing risk in institutions and geographies where 

oversight and regulation are best structured and applied is the most effective long-term 

solution. If the controls enacted in the wake of the current crisis cause financial market 

activity to move to less well-regulated and well-supervised environments, then these 

controls will have failed.  

An analogy may be found in the more-familiar issue of environmental standards. 

Regulating pollution and carbon use too rigidly runs the risk of pushing polluting activity 

elsewhere, to places with weak regulation. The end result may actually be more pollution 

and more intensive carbon use on a global scale.  

As we show in this paper, choices in regulatory approach and structure have allowed some 

countries – most notably the United Kingdom, Hong Kong and Singapore – to develop 

outsized capital markets relative to their weights in the global economy. Different choices 

have limited others – notably Germany, Japan and to some extent the United States – to 

markets that are undersized relative to their economic roles.  

                                                                  

1 We discuss these issues in the first paper in our Effective Regulation series, “Avoiding Another 

Meltdown”, published March 30, 2009. 
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There are also factors behind market success that are less amenable to government 

intervention – most notably language and geography. The United Kingdom, for example, 

has an inherent language and time zone advantage. Additionally, almost all financial 

activities are attracted by liquidity. Thus, once a country establishes an advantage in one 

type of financial activity – even a relatively minor advantage – the business tends to grow, 

and participants naturally gravitate to that center. This advantage deepens over time. Even 

so, however, the pull of liquidity does not outweigh the role of regulation.  

Because financial transactions are inherently at least two-sided, it is in all parties’ 

interests to have clear, sensible rules and effective, predictable enforcement. Our 

examination in this report of the locations that have historically attracted financial market 

activity shows clearly that governments should focus on regulations that make markets 

function well, and avoid those that cause activity to flee. The key positive drivers include 

transparency; legal clarity (especially regarding bankruptcy and the treatment of financial 

counterparties and general creditors); reliable accounting standards; and regulators with 

the desire and experience to help markets succeed. Factors that tend to cause market 

activity to flee include legal uncertainty, politically-motivated regulators and courts, and 

harsh tax treatment. 

Perhaps the single most important aspect of good regulation is that the rules are 

seen as fair and consistently applied, even in the face of unexpected events. Financial 

contracts must be enforced as close as possible to the original intent of the counterparties. 

Indeed, much of the systemic risk and market chaos that have arisen in the past several 

months has been driven by the fear that contracts between counterparties cannot (or may 

not) be enforced as originally intended. This is one of the reasons that orderly wind-downs 

and the creation of exchanges and clearing houses can be so useful, as they keep financial 

contracts enforceable, even in the context of bankruptcy.  

It is important to understand that laxity has not been – and never will be – a 

competitive advantage. Markets that have historically benefitted from a lack of 

transparency are likely to see their competitiveness decline over time. Current 

circumstances will very likely re-focus investors on the importance of transparency of value 

and information; clarity of ownership and control of funds; and the ability of the financial 

system to make counterparty and liquidity risk both well understood and manageable. 

National capital markets in a globalized world 

A handful of countries that have developed solid regulatory regimes, and that benefit from 

external factors such as geography, have come to play an outsized role in global financial 

markets. Among the major economies, the United Kingdom stands out; the trend is even 

clearer in small economies like Hong Kong, Singapore, Switzerland and Luxembourg. 

Together, these four countries make up only 1.5% of world GDP, but they host a markedly 

greater share of capital markets activity, especially in the asset classes where capital is 

most mobile, namely foreign exchange and derivatives. 

Other major economies, most notably Japan and Germany, have capital markets that are 

relatively small compared to their economic size. Even the United States, which has the 

world’s largest equity market, by a wide margin, as well as the largest government and 

corporate bond markets,2 is relatively underdeveloped in other asset classes. Importantly, 

these latter economies have lost share in various financial markets over the course of the 

                                                                  

2 We exclude fixed-income markets from our analysis in this paper. Fixed income markets are 

traditionally and inherently closely tied to the underlying economies in which they operate. We are 

concerned in this paper with asset classes that are less tethered to the local economy and that can 

accordingly easily move to seek more favorable environments.  
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decade, with the biggest shift being the enormous relative decline in the US share of global 

equity market capitalization – from about one-half to one-third. The reasons behind this are 

complex, but regulatory choices have been critical, as has the economic growth in 

emerging markets that has powered markets elsewhere. Whether these emerging markets 

can regain recently lost ground in the years ahead will depend to a large extent on their 

regulatory responses to the current market problems.  

In the Appendix, we provide a detailed analysis of activity in key capital markets, including 

equity, foreign exchange, derivatives and commodities. We do this in part by comparing 

countries’ share of activity in various financial markets to their share of the world economy. 

This allows us to see which countries are “punching above their weight,” and which are 

relative underperformers. We find this type of analysis useful because it is activity in 

markets, not merely the absolute size of markets, that drives job creation, tax revenue and 

other positive spin-offs.  

Below is a summary of our key take-aways,3 with the charts on pages 24-33 illustrating our 

conclusions. 

Countries punching above their weight 

• Among the major economies, the United Kingdom is the clear stand-out. Although it 

accounts for just 5% of world GDP, the United Kingdom is host to 6% of global equity 

market capitalization, and about 40% of daily foreign exchange trading and interest-

rate derivatives trading. Even the introduction of the Euro did not change London’s 

long-established place at the center of FX markets in Europe. The United Kingdom also 

dominates metals trading, and shares the leading position in the oil trading market 

with the United States. However, even as the United Kingdom has gained share in the 

markets where capital is most mobile, it has lost ground in equities, with its share of 

global equity market capitalization shrinking over the past decade, from 9% to 6%.  

• Hong Kong’s role in global financial markets far outstrips its role in the real economy. 

Hong Kong accounts for less than half of one percent of global GDP, but its equity 

market is 4% of the world total, a share that has doubled over the past decade, thanks 

in large part to China’s rapid economic growth. Hong Kong also has an outsized 

presence in the foreign exchange market, where its share of total trading is nearly 13 

times its share of world GDP.  

• Similarly, Singapore also punches well above its weight in global capital markets. 

Singapore’s share of equity market capitalization is three times as large as its 0.3% 

share of world GDP would suggest. And although it has lost some market share since 

the start of the decade, the country remains a key player in the foreign exchange 

market: its 5% share of global trading is a remarkable 17 times its share of global GDP. 

In interest rate derivatives, its share of the market is smaller (2.6%), but it is still 

disproportionately large for an economy of its size.  

• Luxembourg and Switzerland are other standouts, particularly in foreign exchange 

markets, where they have gained market share since 2001 and play an outsized role 

relative to the size of their economies. The global nature of their markets is 

                                                                  

3 Most of the analysis that follows relies on data from 2007. Equity market capitalization did fall steeply 

around the world in 2008, but the global nature of the decline has left the relative rankings generally 

unchanged. Lacking final 2008 market capitalization data, we estimate our ratios by applying the full-

year 2008 decline in at least one major local index to year-end 2007 exchange capitalization data. The 

declines in regional equity markets have been universally sharp, leaving our estimate of the 2008 

“punching above and below their weight” lists relatively unchanged from 2007. Moreover, data for 

activity in foreign exchange and derivatives markets are only available from a triennial survey 

conducted by the Bank for International Settlements, with the most recent survey completed in 2007. 
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underscored by the fact that nearly 90% of companies listed on the Luxembourg 

exchange are foreign. Switzerland’s share of global interest-rate derivatives trading is 

more than 3.5 times its GDP share. It is important to highlight that while some of the 

practices employed by countries like Switzerland have appealed to investors in the 

past – such as favorable tax treatment and greater privacy – they have come under 

question today in light of the credit crisis and its implications for transparency and 

controls across the financial system.  

Countries punching below their weight 

• The picture for the United States is more complex. The United States is by far the 

world’s largest economy and remains by far the world’s largest equity market. It also 

has the world’s largest government and corporate debt markets, dominates trading in 

agricultural commodities and shares the oil trading market with the United Kingdom. 

But the country’s relative position in equities has eroded sharply over the past decade, 

falling from one-half of global market capitalization in 1997 to just one-third in 2007 – 

even more quickly than its share of world GDP has declined (from 27.5% to 25.3%). The 

United States has lost its leading role in initial public offerings (IPOs), as capital 

markets in emerging economies have matured and gained share, and as US listing 

requirements have become more onerous compared to those of other countries. 

Moreover, despite the absolute size of US-based transactions in interest-rate products, 

the US share of this trading is only broadly in line with its share of world GDP. And in 

foreign-exchange trading, its 15% share is well below what its share of world GDP 

would suggest – despite the fact that the US Dollar is the most-traded currency in the 

world, involved in more than 40% of all transactions.  

• Japan clearly has a smaller share in global markets than its position as the world’s 

second-largest economy would suggest. With 8% of world GDP, its equity market is 

slightly more than 7% of the world total (or nearly 10% below its relative share of the 

economy). More strikingly, Japan hosts only 5% of interest-rate and currency 

derivatives trading, despite the fact that the Yen is involved in 10% of all FX trades.  

• The story is similar in Germany. Although the Euro is involved in nearly 20% of all FX 

trades, Germany has lost nearly half of its market share in FX trading since the start of 

the decade; today just 6% of total activity takes place in France and Germany 

combined. Germany has also lost significant market share in interest-rate derivative 

trading (from 14% of the total in 2001 to 4% in 2007). In equity markets, Germany’s 

share is about half of its relative share of world GDP, unchanged from a decade ago. 

However, the Euronext market has benefitted from growth in emerging economies. 

Excluding the United Kingdom, Europe’s share of the largest IPOs has soared from 

one-quarter to nearly one-half, with much of the growth driven by IPOs of companies 

in Russia, Brazil, the Middle East and India. 

• Despite its brief history with modern capital markets and its currency controls, China is 

already playing a key role in global markets, and it is taking market share away from 

the United States. Chinese firms accounted for three of the world’s ten largest IPOs in 

both 2005 and 2006, five of the top ten in 2007 and one of the top ten in 2008 – and 

none of these was listed in the United States! Most remarkably, China was the source 

of one-quarter of global IPO activity in 2007 (measured as share of top 20 global IPO 

proceeds), compared to less than 10% in the United States. Booming economic growth 

and high expectations pushed its domestic equity market to 7% of the world total in 

2007 – compared to 6% of world GDP – although the market crash in 2008 reduced this 

share to a still-respectable 6%. Given the strength of our long-term BRICs projections, 

this sort of analysis is likely to tell a much stronger story in another decade.  

See Exhibits 1-16 for graphical depictions of the points made above. 



M
arch 31, 2009 

G
lobal M

arkets Institute

G
oldm

an S
achs G

lobal Investm
ent R

esearch 
7

Exhibit 1:  United Kingdom market share: gains in rates and FX  Exhibit 2: Singapore market share: gains in equities and rates 
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Exhibit 3:  Hong Kong market share: gains in equities, FX and rates  Exhibit 4: Switzerland market share: gains in FX and rates 
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Exhibit 5:  US market share: losses in equities, gains in rates  Exhibit 6: Japan market share: losses in equities and FX 
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Exhibit 7:  Germany market share: losses in equities, FX and rates  Exhibit 8: Market share for all other countries: EM gaining equity share  
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Exhibit 9:  United Kingdom market share relative to share of world GDP  Exhibit 10: Singapore market share relative to share of world GDP 
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Exhibit 11:  Hong Kong market share relative to share of world GDP  Exhibit 12: Switzerland market share relative to share of world GDP 
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Exhibit 13:  US market share relative to share of world GDP  Exhibit 14: Japan market share relative to share of world GDP 
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Exhibit 15:  Germany market share relative to share of world GDP  Exhibit 16: Share for all other countries relative to share of world GDP  
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Factors behind success: where policy matters 

Despite the painful effects of financial excesses, we believe capital markets will play a 

critical role in future economic growth. Fostering strong capital markets gives national 

regulators greater oversight and control of global financial activity – including the risks 

associated with that activity – and it also creates jobs and generates tax revenue. The 

question then becomes, what features support the growth of market activity? 

Many factors come into play in answering this question. Some, like regulatory approach 

and structure, are open to government influence, while others, principally time zone and 

geography, are not. A few broad principles underlie the most effective capital markets:  

• The enforceability of financial contracts, even (and especially) under bankruptcy;  

• The consistent application of regulations and bankruptcy provisions;  

• Respect for liquidity, which allows for faster resolutions to disputes;  

• Fair treatment of financial counterparties (including non-residents); and 

• Supportive tax policy.  

In practice, discussion about regulation usually focuses on several more specific questions:  

• Should regulation be “rules-based” or “principles-based”?  

• Does it matter if a country has a single regulator or multiple regulators?  

• What degree of flexibility to restructure a company during reorganization and 

bankruptcy proceedings should be encouraged?  

• What tax regime will generate significant revenues for the government while not 

discouraging capital-market activity?  

Before we explore some of these areas below, we make two important points. First, the 

quality of the regulations themselves matters because they allow for markets to be 

productive and, in the process, perform their capital allocation function. But the written 

letter of the rules is not the only important factor. Equally important is the application of 

those rules – which must be consistent, predictable and fair. A history of this sort of 

approach to market regulation, and the expectation that this approach will persist, will 

draw financial activity. The caveat is that nothing is permanently fixed; even traditionally 

strong regulatory structures can quickly lose their appeal if policies become uncertain or 

implementation becomes uneven. Many financial market activities can move offshore 

rapidly and with little, if any, investment in infrastructure. 

Second, no regulatory environment can be equally attractive to all forms of capital markets. 

Different types of financial activity look for different incentives, and what is attractive to 

one business may push others away. One example is the tension between private banking 

and lending. Private banking may flourish in a borrower-friendly environment, but this 

same environment is likely to discourage lending activity. Accordingly, it is helpful for 

governments to consider which businesses they wish to attract – and which they can do 

without – and tailor their regulatory regimes to best fit these preferences. 

Regulatory approach 

Recent years have seen extensive debate on whether it is “better” to have a rules-based 

approach, as in the United States, or a principles-based approach as in the United Kingdom. 

In general: 

• The rules-based approach is proscriptive, offering an extensive list of what is 

allowed and how it must be done, with compliance focused on the letter of the law. 
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Advocates of this approach argue that “bright-line” rules are simple to understand and 

to follow, and that this clarity removes much of the subjectivity from enforcement.  

• The principles-based approach lays out broad principles and standards but does 

not offer such detailed guidelines. Compliance and oversight lean toward meeting the 

spirit of the law rather than the (less detailed) letter. Supporters argue that this gives 

firms more flexibility and is better suited to fast-changing markets.  

There is no strict line dividing these two approaches. Principles-based countries do impose 

some specific rules, while rules-based countries do rely on principles in some areas. Even 

the United States, the leading example of the rules-based approach, has relied more on 

principles to govern the “periphery” of the financial system, focusing the intensity of its 

efforts on protecting depositors and individual investors. For example, contrast the strict 

rules for deposit-taking institutions against the light regulation for hedge funds. The 

rationale for this reads much like the thinking behind an avowedly principles-based 

approach – the desire to permit innovation; practicality; the mobility of capital and 

complexity of the financial system; and moral hazard concerns.  

In the end, there is no perfect regulatory approach that fits all markets or societies. Instead 

other factors matter – perhaps more – in determining the effectiveness of regulation 

and the market’s attractiveness to issuers and investors. Chief among these are: 

• Responsiveness and proportionality. Constant innovation within financial markets 

demands an ongoing regulatory response – and regulators who can keep up with the 

pace of market development. Weighing the costs of regulation against the benefits is 

an important part of this, as is the acknowledgement that it is impossible to eliminate 

risks entirely while maintaining an effective market.  

• Expertise. Regulators need a deep, sophisticated understanding of the markets they 

oversee. Drawing regulators from the industry itself is one important way to ensure 

that regulators are familiar with the markets they supervise (although there is a risk 

that this “revolving door” produces captive regulators).  

• Relationship to the government. Despite widespread consensus on the importance 

of central bank independence, there is less agreement on the need for regulators to be 

insulated from political pressures. Funding is an important element. For example, 

oversight in the United States is primarily a government responsibility, financed 

through tax revenues, while the UK’s FSA is funded by the financial industry itself. 

• Enforcement capability. In some countries this is a critical constraint. Regulators need 

adequate funding and operational independence from both the government and the 

industries they regulate. They also need a broad sweep of authority – and the 

willingness to use it. For instance, a regulator’s power to sanction will be constrained if 

the central bank retains the authority to revoke bank licenses. An independent 

regulator should also have the ability to impose administrative sanctions rather than 

rely on the government to prosecute.  

Much research has shown that the level of a country’s economic development favorably 

affects the quality of regulation and supervision, as well as its enforcement. This points to 

a weightier constraint on regulators in emerging markets; it also suggests that the risk 

premium associated with regulation may decline as these markets mature.
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Exhibit 17: Regulatory structures run the gamut, from one to many 

 
 
 
 
 
 
Singapore: Monetary Authority of Singapore (MAS) established 1971 

 Responsible for monetary policy, macroeconomic surveillance and prudential policies, as well as supervision of capital markets, banking, insurance and market infrastructure 
 
 
United Kingdom: Financial Services Authority (FSA) launched 2001 

 Regulates commercial and retail banking, capital markets, asset management, mortgage market and insurance; responsible for market stability 
 Bank of England retains responsibility for overall financial stability 

 
 
Japan: Financial Services Agency (FSA) established 1998 

 Responsible for banking, securities, exchanges and insurance and disposition of failed financial institutions 
 Bank of Japan and Ministry of Finance retain roles in banking inspections and foreign-exchange business licenses 

 
 
Hong Kong: Hong Kong Monetary Authority (HKMA) established 1993 and Securities and Futures Commission (SFC) established 1989 

 HKMA, a government agency, responsible for monetary and banking stability; exchange rate stability; the Exchange Fund that backs the Hong Kong dollar; banking 
supervision; and financial infrastructure 

 SFC, an independent organization, regulates all participants in trading activities, along with listed companies, exchanges and investment products offered to the public 
 
 
Germany: Financial Federal Supervisory Authority (BaFin) established 2002 

 Responsible for solvency, market supervision, investor protection; and market conduct; shares responsibility for banking supervision with the central bank 
 Not fully consolidated in practice: its three directorates mimic previous divisions across agencies and remain somewhat autonomous 

 
 
China: Separate regulators for securities, banking and insurance, along with the central bank and a central planning agency 

 China Securities Regulatory Commission (CSRC) is China’s sole market regulator for stocks, bonds, futures and mutual funds 
 
 
United States: Securities and Exchange Commission;, Federal Reserve; Comptroller of the Currency; Commodity Futures Trading Commission; 50 state insurance regulators and 
more 

 System now widely seen as outdated and too fragmented; Treasury proposed an overhaul in early 2008 
 Multiple reorganization plans in circulation, but no consensus on future structure

Singapore United Kingdom Hong Kong Germany China United StatesJapan

Single regulator Multi-agency approach 

 

Source: Goldman Sachs Research.
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Regulatory structure  

Should one organization have concentrated oversight and authority for the whole financial 

system? Or is it more effective to have multiple regulators, each responsible for a different 

segment of the market? A good deal of debate on this topic has taken place in the past few 

years. 

• Proponents of consolidated regulation argue that this system yields a more accurate 

and broader picture of the risks to individual institutions and to the financial system as 

a whole. A single regulator, at least in theory, should be able to provide coordinated 

supervision – both in regulatory approach and in on-the-ground supervision – and to 

regulate individual institutions across a range of business lines. In addition, integration 

lowers the likelihood that problems will “fall between the regulatory cracks;” it reduces 

the opportunities for regulatory arbitrage; and by making it harder to shift blame, it 

potentially generates greater accountability. Academic research generally suggests 

that a single regulator can promote higher regulatory standards and generate higher 

quality and more consistent supervision. This is especially true in securities and 

insurance markets. A single regulator is also quite appropriate for a small country with 

a limited pool of human capital.  

• Making the counter-argument, supporters of a multi-agency structure contend that 

the mere existence of an integrated structure does not necessarily achieve the 

objective of better regulation. A single regulator that acts only as an umbrella without 

integrating its supervisory and regulatory activities is not likely to be any more 

effective than a fragmented system. This side contends that specialized regulators 

have a better understanding of distinct businesses than generalists do; that multiple 

agencies offer more effective checks and balances; and that good communication and 

coordination across agencies can yield harmonized regulation as well as a single 

regulator could.  

Our view is that in today’s markets – where firms operate multiple business lines in 

multiple countries, and where financial innovation has blurred the once-crisp 

distinctions between different asset classes – what matters most is not necessarily 

the structure of a regulatory system. Instead, the single most important factor is that 

the rules be seen as fair and consistently applied, even the face of unexpected 

circumstances. Financial contracts must be enforced as close as possible to the intent 

of the original counterparties. In fact, much of the systemic risk and chaos over the 

past several months has occurred because counterparties no longer believed their 

contracts could be adequately enforced. This is one of the reasons that both orderly 

wind downs and the participation of exchanges and clearing houses can be so useful, 

as they provide ways of keeping financial contracts enforceable, even in the context 

of bankruptcy. 

Bankruptcy system 

Bankruptcy is a critical policy area. For shareholders and lenders alike, the efficiency and 

effectiveness of the bankruptcy process, and the likelihood that they will recoup some or all 

of their capital, are important considerations in investment decisions. From a 

governmental perspective, strong bankruptcy systems are likely to encourage more 

lending and investment. And efficient bankruptcies themselves allow resources to be 

reallocated to more productive uses, thereby increasing overall economic productivity. 

An effective bankruptcy system allows for the rehabilitation of viable businesses and the 

timely liquidation of unviable ones. An effective liquidation procedure maximizes the total 

value of proceeds received by various stakeholders (e.g., creditors, governments, 

employees, shareholders, etc.).  
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The importance of the bankruptcy code and its ability to protect investors has been 

underscored by the recent bankruptcy of Lehman Brothers. When Lehman Brothers 

became insolvent, investors in the company’s UK subsidiary discovered that they no 

longer had access to their funds, even though these funds were held in segregated client 

accounts. This is because under UK law, administrators are allowed to access those funds 

to cover fees. Even if these funds are not accessed, they can be tied up for years. The 

United Kingdom is now considering reforms to increase protection of client money and 

assets held in investment companies.  

Bankruptcy systems vary widely around the world, even across countries that share a 

common-law legal system. Detailing all of the variations is beyond the scope of this report, 

but we can highlight three important issues that affect the impact of the bankruptcy 

systems in developed economies with strong financial markets. 

• First, bankruptcy laws in developed countries offer varying degrees of flexibility in 

restructuring troubled firms. Greater flexibility can prevent a significant loss in the 

firm’s value, and can also avoid diverting resources toward substantial legal fees and 

time spent in court. Among major markets, we find a clear distinction between the 

United States and the United Kingdom. In the United States the norm is a formal 

restructuring procedure, one that ensures all creditors are represented in and bound by 

the restructuring agreement. Reorganizations are also common in Canada. The United 

Kingdom has recently shifted away from formal insolvency proceedings toward private 

negotiated agreements between creditors and troubled firms. Switzerland similarly 

encourages financial restructuring outside of a formal bankruptcy procedure.  

• The second issue is who exercises control over a firm in formal bankruptcy 

proceedings. Choice of control affects the duration of the winding-up process and the 

firm’s ability to maintain ongoing operations and honor existing commitments. In the 

United States, corporate directors remain responsible during a voluntary dissolution; 

when the winding-up is involuntary, courts appoint a trustee to manage the process. 

The United Kingdom allows for varying degrees of director control, though this control 

is revoked during formal liquidations. At the other end of the spectrum, German and 

Swiss bankruptcy laws tend to remove incumbent management at the start of the 

process.  

• The third issue is the priority given to creditor claims during a formal liquidation 

procedure, which can vary across countries. For example, Switzerland and France rank 

highly the claims of employees after those of secured creditors, while other countries 

do not. The priority of claims matters for many reasons – it determines who gets to 

recover what, when and how much. But what matters most, is that the priority of 

claims is clear and well understood by investors in advance, so that they can 

determine where they would like to fall in the claim structure.  
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Exhibit 18: Corporate bankruptcy framework for countries with major financial centers 

How Flexible is the Law to Allow a Company to 
Restructure Its Debt?

Who Maintains Control of the Company During a 
Bankruptcy/Insolvency Proceeding?

Are There 
Specialized 
Bankruptcy 

Courts?

Flexible: Companies can restructure outside of court as a matter of 
contract law. Under a formal restructuring or under Chapter 11 of the 

United States code, companies can restructure their debt with the 
advantage of court oversight.

Under a voluntary Chapter 11 reorganization, the directors of the 
company maintain their powers ("debtor in possession"), but 

there is a system of checks and balances. Directors duties are 
now for the estate, not solely shareholders, and unsecured 

creditors have a court appointed committee that monitors the acts 
of the directors. In the event of an involuntary liquidation, the 

directors have 20 days to elect for the liquidation to be voluntary. 
If it remains involuntary, a trustee is appointed by the court. 

Directors remain in control of the company during a restructuring 
as well.

Yes

Flexible: UK law allows companies in financial distress several options 
to restructure, including a company voluntary arrangement and a 

scheme of arrangement. Like the US, companies can also restructure 
as a matter of contract law outside of a formal bankruptcy process.

Directors automatically lose their power under UK law in the case 
of both voluntary and involuntary ("compulsory") liquidations. 
When a restructuring is undertaken, directors may or may not 

remain in control of the company.

No

Flexible: Swiss bankruptcy law encourages the restructuring of an 
entity outside of a formal procedure - the purpose of insolvency tests 
is to compel the board of directors to improve the financial situation of 

a company before becoming obliged to begin a formal bankruptcy 
proceeding. 

Directors of a company typically lose most or all of their powers 
during a liquidation. No

Less flexible: While a pre-insolvency restructuring is possible under 
German law, it is most likely to be successful if there is only a limited 
number of experienced creditors (primarily banks, major suppliers or 

customers), and if the company's shareholders are cooperative.

Directors typically remain in control during preliminary insolvency 
proceedings. Once an insolvency proceeding begins, a Creditors' 

Committee (comprised of all creditors) is formed and an 
Administrator is appointed by the court, which is supervised by 

the Creditors' Committee.

No

Flexible: Enterprise Bankruptcy Law enacted on June 1, 2007 
contains liberal provisions for voluntary reorganizations but gives high 

priority to employees' claims.

Court appointed administrator for both voluntary and involuntary 
liquidations. No

Flexible: Canadian law provides for both voluntary and involuntary 
reorganizations (although involuntary reorganizations are rare), as well 

as voluntary and involuntary liquidations.

Management remains in control during a reorganization. A trustee 
is appointed during a liquidation. No

Not flexible: Formal corporate reorganizations are allowed but are 
available only for joint stock companies and are designed to be used 

by large corporations whose bankruptcy would have a negative impact 
on society.

A court appoints and oversees an official "liquidator" during a 
bankruptcy proceeding, but the liquidator is usually a director of 

the company, so management tends to remain in control.
No

China

Canada

Japan

United States

United Kingdom

Switzerland

Germany

 

Source: Weil, Gotshal and Manges, LLC; Freshfields, Bruckhaus, Deringerc; Slaughter and May; ICLG to: Corporate Recovery and Insolvency 2008; Goldman Sachs Research. 
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There is much more to bankruptcy than just the letter of the bankruptcy law. 

Expertise is vital, and many countries have recognized the benefits of specialized 

bankruptcy courts (such as the Delaware bankruptcy court in the United States). Recovery 

rates for creditors and the speed of the winding-up also matter. In major markets, recovery 

rates are quite high, as Exhibit 19 shows. But at the bottom of the list, recovery rates are 

just 17% in Brazil and 10% in India and the UAE.4 It is notable that India, which has 

ambitions to develop Mumbai into an international financial center, has the slowest 

winding-up process in the world: a remarkable 10 years. 

On a related issue, ease of contract enforcement is a simple measure of the effectiveness 

and efficiency of the local courts, and thus an important consideration for investors and 

issuers. Among the high scorers in the contract enforcement section of the World Bank’s 

2008 “Doing Business” report are Hong Kong, Luxembourg, Singapore and the United 

States. India, where contract enforcement averages nearly four years, ranks 177 of 178 

countries. The UAE, which also seeks to become a global financial center, scores poorly on 

this measure (though the gap between it and its regional competitors is much smaller than 

that between India on the one hand and Hong Kong and Singapore on the other). See 

Exhibit 20. The importance of contract enforcement is further underscored by the fact that 

many contracts are, by choice, governed by New York or UK law. 

Exhibit 19: Bankruptcy recovery rates and length of time to complete a bankruptcy procedure across major markets 

     Japan 93 0.6 4
     Singapore 91 0.8 1
     Canada 89 0.8 4
     United Kingdom 84 1.0 6
     Hong Kong 80 1.1 9
     Australia 79 1.0 8
     United States 77 1.5 7
     Spain 73 1.0 15
     Italy 57 1.8 22
     Germany 52 1.2 8
     Switzerland 47 3.0 4
     France 45 1.9 9
     Luxembourg 42 2.0 15
     China 35 1.7 22
     Argentina 30 2.8 12
     Russia 28 3.8 9
     Brazil 17 4.0 12
     India 10 10.0 9
     UAE 10 5.1 30

Recovery Rate (cents 
on the dollar)

Time     
(in years)

Cost            
(% of estate)

 

Source: World Bank. 

                                                                  

4 Recovery rates are calculated by the World Bank. For more information on the methodology used by 

the World Bank, see http://www.doingbusiness.org/MethodologySurveys/ClosingBusiness.aspx 
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Exhibit 20: Ease of contract enforcement across major markets 

     Luxembourg 8.8 321 26
     United States 9.4 300 32
     China 11.1 406 34
     Russia 13.4 281 37
     Germany 14.4 394 30
     Hong Kong 14.5 211 24
     Argentina 16.5 590 36
     Brazil 16.5 616 45
     Spain 17.2 515 39
     France 17.4 331 30
     Australia 20.7 395 28
     Japan 22.7 316 30
     United Kingdom 23.4 300 30
     Switzerland 24.0 417 32
     Singapore 25.8 150 21
     UAE 26.2 607 50
     Italy 29.9 1,210 41
     India 39.6 1,420 46

Cost       
(% of claim)

Duration        
(days)

Procedures 
(number)

 

Source: World Bank. 

Investor protections 

Other important protections for both creditors and shareholders include extensive and 

ongoing disclosure requirements; rules against insider trading; shareholder voting rights 

and protection against dilution; constraints on anti-takeover measures; and protection for 

minority shareholders. Countries that rigorously enforce insider trading laws tend to have a 

lower cost of equity, which is an important factor in listing decisions.  

As with most things, enforcement is essential, and this tends to be what divides stronger 

markets from weaker ones. In countries where investor protections are strong, equity 

markets tend to be large relative to GDP. Tellingly, Singapore, Canada, the United States 

and the United Kingdom all rank in the World Bank’s top ten for investor protection. 

Switzerland is a notable exception: the country ranks poorly for disclosure requirements, 

yet has a sizeable equity market relative to GDP. China ranks highly for disclosure 

requirements – on paper, at least – but ranks poorly in measures of director liability. 

The backdrop to all of these protections is the recognition and enforcement of property 

rights. While this is a settled issue in the developed markets, it is still in flux in some 

countries with ambitions to become global financial heavyweights.  

Tax policy 

Tax policy involves trade-offs for any government. High tax rates can generate large tax 

revenues, but they can also deter entrepreneurial and financial market activity, and thus 

reduce the tax base. Lower taxes attract capital and investment – and thus create jobs that 

generate further tax revenue – but they can threaten views of social equity. Various 

financial market activities have different tax sensitivities. Stock-listing locations, money 

management activities (particularly hedge funds) and derivatives activity of any type are far 

more mobile than loan origination, as an example. Such mobility allows for the easy 

transfer of activity to more tax “friendly” regions. 
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Taxation is another subject on which books can be (and have been) written, so for the sake 

our analysis, we focus on a few key areas: corporate and personal income taxes; the tax 

treatment of complex financial instruments; and transaction taxes. 

Corporate and personal income taxes 

The data in Exhibit 21 show clearly that countries with strong financial markets tend to 

have low rates of corporate income tax. Hong Kong and Singapore are the two stand-outs 

in Asia, as are Switzerland and the United Kingdom in Europe. In contrast, tax rates are 

relatively high in Japan, France and Germany – all countries where the equity markets are 

relatively small when compared to GDP. Many countries have recognized the importance 

of low tax rates on investment and job creation, as seen in the decline in statutory 

corporate income taxes in Western Europe from 38% in 1995 to 28% in 2008 and in the 

New EU Member states of 32% to less than 18% over the same time period. 

The same relationship between low taxes and relatively large equity markets holds up 

when we look at the total tax burden on corporations, which includes taxes on property, 

labor, sales and other items. Once again, as Exhibit 21 shows, low total tax rates are seen 

in countries with disproportionately large capital markets. Among the major financial 

centers, Singapore, Hong Kong, Switzerland and Luxembourg have the lowest total tax 

rates. 

Low personal tax rates are also important in attracting skilled labor to expand local capital 

markets. Personal tax rates have declined over time in many countries, with the top 

marginal rate in the OECD falling from an average of 47% in 2000 to 43% in 20055 (see 

Exhibit 22). Some countries explicitly use low personal tax rates as a draw for skilled 

professionals. For instance, Singapore caps its top marginal rate for residents at 20%, while 

Hong Kong’s maximum effective personal income tax rate is 15%.  

Exhibit 21: A low total tax rate borne by business leads to outsized markets relative to GDP 

     Luxembourg 21% 2.9 11.5 1.5
     Hong Kong 24% 11.1 12.7 2.1
     Singapore 28% 2.9 17.4 8.9
     Switzerland 29% 2.6 6.2 3.6
     United Kingdom 35% 1.2 7.5 8.6
     United States 42% 1.3 0.6 1.0
     Canada 45% 1.3 0.6 0.4
     Germany 51% 0.6 0.4 0.7
     Japan 55% 0.9 0.6 0.4
     France 65% -- 0.7 1.7
     China 80% 1.2 -- --

Share of Average Daily 
Rates Turnover Relative 
to Share of Global GDP**

PricewaterhouseCoopers 
Total Tax Rate Borne by a 
Medium Sized Business*

Share of Market 
Capitalization to Share 

of Global GDP**

Share of Average Daily 
Foreign Exchange 

Turnover Relative to Share 
of Global GDP**

 
Data are for 2007. 

The total tax rate indicator used by the World Bank measures the amount of all taxes and mandatory contributions borne by a medium sized business in its second 
year of operation, expressed as a percentage of commercial profits. Please see www.worldbank.org for more information. 

Source: World Bank, World Federation of Exchanges, Bank for International Settlements, PricewaterhouseCoopers, Goldman Sachs Research. 

                                                                  

5 These rates include social security contributions. See www.oecd.org. 
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Exhibit 22: Personal tax rates for several OECD countries 

2007

Employee all-in Tax 
Rate*

Total Tax 
Wedge

     Japan 20% 29%
     Switzerland 22% 30%
     Canada 23% 31%
     Australia 23% 28%
     United States 25% 30%
     United Kingdom 27% 34%
     France 28% 49%
     Italy 29% 46%
     Luxembourg 29% 38%
     Germany 43% 52%
          Total OECD Average 27% 38%  

Based on average annual gross wage earnings of adult, full-time, manual and non-manual workers. 

Employee all-in tax rate is calculated as the combined central and sub-central government income tax plus employee social 
security contribution, expressed as a percentage of gross wage earnings. 

Total tax wedge is employee all-in taxes plus employer social security contribution taxes, expressed as a percentage of labor 
costs, defined as gross wage earnings plus employer social security contributions.  

Source: OECD, Goldman Sachs Research. 

Taxation of financial instruments 

The increasing complexity of financial instruments has also brought tax challenges. 

Financial markets make it possible for investors to express one view through many 

possible structures, each of which may be taxed differently. Add a cross-border element to 

the trade, and consider that different types of investors are subject to varying tax rules 

themselves, and the tax treatment becomes exceptionally complex. To complicate matters 

further, financial markets regularly generate new instruments that do not fall neatly into 

any existing tax category. 

Regulators must be able to deal with this complexity and rapid innovation. Improved cross-

border regulation has been important in preventing tax evasion and the subsequent 

revenue losses. In recent years, OECD countries and several others (including China, India, 

Russia and Argentina) have increased their level of information-sharing for tax purposes. 

Many countries are also increasing the level of transparency in their banking systems in 

order to reduce tax evasion. Several OECD and non-OECD countries have prohibited the 

use of anonymous accounts and transactions enacted on behalf of anonymous 

beneficiaries.  

Several offshore financial centers have grown in large part because they offer greater 

anonymity for investors. Some also offer less stringent tax laws and are less apt to enforce 

their tax codes. But increasing global cooperation targeting bank secrecy, tax evasion and 

money-laundering is beginning to limit the effectiveness of this strategy.  

Transaction taxes 

Finally, we consider transaction taxes (usually referred to as stamp taxes or stamp duty), 

which are only a small aspect of overall national taxation, but which can be a fairly large 

inhibitor of trading. Many developed countries have repealed transaction taxes on 

securities trading and other financial instruments, but a handful of developing-country 

markets still levy stamp tax on financial instruments, typically with a view to their revenue-

generating potential. Although supporters of these taxes contend that they help to dampen 

volatility and thus fend off market instability, research indicates that these taxes are instead 

a net negative for market development. By discouraging trading, they undercut the 
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market’s price-discovery mechanism, depress liquidity and increase volatility. Transaction 

taxes also create new costs in compliance and enforcement. Most importantly from our 

perspective, these taxes tend to erode the revenues they were designed to capture (by 

depressing trading volumes); they are often distortive; and they risk pushing jobs and tax 

revenues elsewhere. 

Factors behind success: the underlying environment 

Along with the policy choices we have discussed above, several other factors help to 

determine whether a market will become a global financial center. Chief among them is 

geography, and it is not hard to understand why. A London-based trader or manager 

overseeing a far-flung team can participate in live markets starting in Tokyo and moving 

west to New York over the course of one working day. But by the afternoon in New York, 

the only active trading zones are in the Americas, Australia and New Zealand. 

Geography also matters in terms of proximity to rapid economic growth and pools of 

wealth. Hong Kong has been an important market for several decades, but the most 

significant catalyst to its equity market’s growth has been China’s economic reforms and 

privatizations since the mid-1990s. The more recent development of Dubai’s equity market 

has fed off the soaring wealth of the Gulf states, where the run-up in commodity prices 

pushed GDP per capita from some $7,000 a decade ago to nearly $20,000 at the peak of the 

oil market.  

Our BRICs projections suggest that the world’s economic center of gravity will continue to 

shift to Asia, with China becoming the world’s largest economy in about 25 years and India 

becoming the third-largest by about 2045. Rapid economic growth in the BRICs and other 

major emerging markets should support the development of domestic debt and equity 

markets, thanks to rising household wealth, the spread of financial savings instruments, 

growth in private-sector businesses, privatizations of state-owned firms, and aging 

populations. These countries are also likely to see demand for improved transparency and 

corporate governance, which should strengthen local markets. 

It is important to note that economic growth and market development may not go hand-in-

hand geographically. Certainly, China wants to see Shanghai develop as a major financial 

center, while India has similar hopes for Mumbai. But there are still many reasons to 

expect that Hong Kong will remain China’s premier market for some time, or that 

Singapore or Dubai could be the center of trading in Indian assets. Geographic advantages 

will only be fully realized if the accompanying regulatory environment is designed to 

attract market activity.  

The robustness of capital markets also turn on a handful of cultural factors that are less 

fixed than geography but still not entirely amenable to government intervention, at least in 

the short term. Among them: 

• Clustering. The importance of clustering – technology in Silicon Valley, private equity 

in New York, private banking in Switzerland – is well-documented, even in this era of 

easy communications. Proximity improves efficiency in product markets, helps 

employers match skills to jobs, raises the incentives for workers to undertake training, 

and allows for more face-to-face contact and knowledge spill-over into other sectors. In 

short, proximity is good for productivity. The advantages tend to compound over time, 

so that small initial differences can evolve into a decisive edge of one city over 

another. And although the existence of clusters does not prevent innovation from 

occurring elsewhere, it does favor incumbency and raise the bar for competition. 

• Language. English has long been an advantage for New York and London, and it goes 

some way toward explaining London’s position as the premier European financial 
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center and why it dominates trading in the Euro despite not being in the Eurozone. Yet 

this advantage may be eroding today. English is now the world’s dominant second 

language – far more people speak English as a second language than as a first – 

meaning that the automatic edge that fluency once conferred is now common, and 

therefore less valuable. Secondly, as other markets mature, use of their own local 

languages – Mandarin, Arabic, Russian – may well confer a disadvantage on English-

only speakers from New York and London. 

• Quality of life. At a more mundane but nonetheless important level, the standard of 

living in the financial city matters. The benefits of working in an established financial 

center may be worth putting up with London’s outdated infrastructure or New York’s 

limited green space. But for cities that are seeking to become international financial 

centers, poor infrastructure, inadequate housing and limited social amenities can pose 

a serious challenge to attracting talent. Mumbai’s global ambitions are undercut by its 

terrible infrastructure and shortages of land, while Dubai has purposefully developed a 

high-end property and lifestyle market to attract expertise. Singapore’s clean air 

increasingly gives it a comparative advantage over Hong Kong. 

• The prevailing model of corporate finance. The spirit and the model that guide the 

US and the UK markets place capital markets at the core of corporate finance. Bank 

lending has a role to play, especially in providing finance to smaller firms, but equity 

and debt issuance are the principal sources of funding for large firms. Private equity 

and venture capital also play an important role. This is in contrast to the bank-based 

models that are most associated with Germany and Japan and that are also prevalent 

in much of Europe and most emerging markets. Under this model, banks remain the 

principal source of corporate finance. In the United States, only 30% of debt financing 

is in the form of bank loans (with the remaining 70% in various debt securities); in 

Germany and Japan, bank loans make up more than 90%. 

• The depth – or lack – of an equity culture. We define an equity culture as widespread 

ownership of equities among the general public, along with (some) understanding of 

the risks involved. Governments can and have sought to promote an equity culture 

through privatizations – as Germany did in the 1990s and China has done for much of 

this decade. Governments can also offer tax incentives for equity investments and can 

steer public pension funds into equities. But this strategy carries political risks that the 

public will blame governments for market downturns. Arguably, a true equity-market 

culture is not fully established until the market has undergone a serious correction and 

seen the public willing to return to the markets. 

Conclusions 

At the core of our conclusions is the idea that future robust economic growth will require 

the proper functioning of global capital markets. In order for markets to function well, the 

regulations and supervisory rules that have governed them in the past will need to be 

significantly revised. As governments and others weigh their choices, it will be important 

to understand the tensions between highly mobile capital and very local regulation.  

Good regulatory systems can – and should – not only control and monitor financial activity, 

but also attract it. This is true because hosting financial market activity drives economic 

gains, but perhaps even more importantly, because it allows for better and more complete 

control of risk. The ongoing crisis clearly shows that financial problems move across 

borders. Therefore, the only realistic way to reduce risk is to encourage financial 

activities to occur within systems that can adequately control them, rather than 

allowing financial activities to flee to less well-regulated and less transparent 

markets. 



March 31, 2009   Global Markets Institute 

Goldman Sachs Global Investment Research 23 

As we outlined in this paper, the factors that attract financial market activity include legal 

clarity (especially regarding bankruptcy and the treatment of financial counterparties and 

general creditors); reliable accounting standards; and regulators with the desire and 

experience to help markets succeed. Moreover, today’s crisis is already driving investors to 

re-focus on the importance of transparency of value and information; clarity of ownership 

and control of funds; and the financial system’s ability to make counterparty and liquidity 

risk both well understood and manageable.  

The factors that cause financial activities to flee include legal uncertainty; politically 

motivated regulators and courts; and harsh tax treatment. It is important to understand 

that laxity has not and never will be a competitive advantage. Financial transactions 

are inherently at least two-sided and all sides need to feel secure.  Put simply, the rules 

need to be applied fairly and predictably, even in the face of unforeseeable events. 

Appendix 

Below we provide greater detail on which countries are punching above or below their 

weight in trading in most of the major asset classes: equities, foreign exchange, interest 

rate derivatives and commodities.  

Equity market capitalization 

• Exhibit 23 provides a snapshot of the leaders and laggards in equity markets in 1990 

and again in 2007. Those countries that are above the regression line are “punching 

above their weight” – for example, Hong Kong, Singapore and Switzerland. Those 

countries that are below the line are “punching below their weight” – including 

Germany and Argentina.  

• The United States is the world’s largest equity market by capitalization; at a whopping 

$20 trillion in 2007, it is four times the size of the next largest market. But its relative 

position has eroded sharply over the past decade, falling from half of global equity 

market capitalization in 1997 to just one-third in 2007, as Canada and several Asian 

markets have gained share. While the US share of global GDP over this time has also 

declined (from 28% in 1997 to 25% a decade later), its share of equity markets has 

fallen at a much sharper rate. As a result, the US share of equity markets relative to its 

share of world GDP has declined from 1.63 in 2001 to 1.26 in 2007.  

• The United Kingdom holds an outsized share, with its market 1.2 times that of its GDP. 

That said, its share of the world total has also fallen over the past decade, from about 

9% of global market capitalization in 1997 to 6% in 2007. 

• Hong Kong’s role in global financial markets far outstrips its role in the real economy. 

Accounting for less than half of one percent of the world economy, Hong Kong’s 

equity market is 4% of the world total, a share that has doubled over the past decade.  

• Similarly, Singapore, Luxembourg, Switzerland and India carry a disproportionately 

large weight in global equity markets. With the exception of India, these countries have 

a high share of foreign companies listed on their exchanges – nearly 90% in the case of 

Luxembourg. See Exhibit 26. 

• At the other end of the spectrum, markets in Germany and Japan lag. Germany’s 

relative share of equity market capitalization is just one-half its relative share of world 

GDP. Japan fares slightly better: with 8% of world GDP, its equity market is about 7% 

of the global total. Corporate finance in these countries is far more reliant on bank 

lending than equity capital. 
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• Equity market capitalization did fall steeply around the world in 2008, but this did not 

change the relative positions outlined above. Lacking final 2008 GDP data, we estimate 

our ratios by applying the full-year 2008 decline in at least one major local index to 

year-end 2007 exchange capitalization data. As we show in Exhibit 25, the declines in 

regional equity markets have been universally sharp, leaving our estimate of the 2008 

“punching above and below their weight” lists relatively unchanged from 2007.  

Exhibit 23: Equity market capitalization relative to GDP 

USD bn; logarithmic scale 
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Source: World Federation of Exchanges, Haver Analytics, International Monetary Fund, Goldman Sachs Research. 
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Exhibit 24: Change in share of global equity market capitalization for major markets over the past decade 
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Source: World Federation of Exchanges, Goldman Sachs Research. 
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Exhibit 25: National equity exchange(s) share of market capitalization relative to share of global GDP 

   
2008

     Hong Kong $1,373 9.7
     Switzerland $829 2.6
     India $1,654 2.2
     Singapore $255 2.1
     United Kingdom $2,645 1.6
     Canada $1,421 1.5
     United States $12,255 1.3
     Australia $763 1.2
     Japan $2,716 0.8
     China $2,192 0.8
     Germany $1,255 0.5

Estimated Market 
Capitalization (USD bn) of 

Stock Exchange(s)*

Ratio of Share of Market 
Capitalization to Share 

of Global GDP

 2007

     Hong Kong $2,654 11.1
     Singapore $539 2.9
     Luxembourg $166 2.9
     Switzerland $1,271 2.6
     India $3,479 2.7
     Malaysia $325 1.5
     Taiwan $664 1.5
     Canada $2,187 1.3
     United States $19,922 1.3
     Australia $1,298 1.2
     United Kingdom $3,852 1.2
     China $4,479 1.2
     Spain $1,800 1.1
     Japan $4,664 0.9
     Germany $2,105 0.6
     Euronext $4,223 --

Market Capitalization 
(USD bn) of Stock 

Exchange(s)*

Ratio of Share of Market 
Capitalization to Share 

of Global GDP

 
2001

     Hong Kong $506 3.6
     Switzerland $626 2.9
     United Kingdom $2,165 1.8
     Singapore $117 1.6
     United States $13,826 1.6
     Luxembourg $24 1.4
     Australia $376 1.2
     Canada $611 1.0
     Germany $1,072 0.7
     Japan $2,265 0.7
     India -- --
     China -- --

Market Capitalization 
(USD bn) of Stock 

Exchange(s)*

Ratio of Share of Market 
Capitalization to Share 

of Global GDP

 1997

     Hong Kong $413 3.3
     Switzerland $575 3.0
     Luxembourg $34 2.5
     United Kingdom $1,996 2.0
     United States $10,731 1.8
     Singapore $106 1.5
     Taiwan $288 1.3
     Canada $568 1.2
     Australia $296 1.0
     Japan $2,161 0.7
     Spain $290 0.7
     Germany $825 0.5
     India -- --
     China -- --

Market Capitalization 
(USD bn) of Stock 

Exchange(s)*

Ratio of Share of Market 
Capitalization to Share 

of Global GDP

 

Euronext was formed by combining the Brussels, Paris and Amsterdam exchanges.  

Source: World Federation of Exchanges, Haver Analytics, International Monetary Fund, Goldman Sachs Research. 

Exhibit 26: Number of listed companies at year-end 2007, foreign and domestic 

     India 6,217 100% 0%
     United States 5,965 86% 14%
     Canada 3,951 98% 2%
     Spain 3,537 99% 1%
     Japan 3,870 99% 1%
     United Kingdom 3,307 78% 22%
     Australia 1,998 96% 4%
     China 1,530 100% 0%
     Hong Kong 1,241 99% 1%
     Euronext 1,155 81% 19%
     Germany 866 88% 12%
     Singapore 762 62% 38%
     Switzerland 341 75% 25%
     Luxembourg 261 13% 87%

Number of Listed 
Companies* % Domestic % Foreign

 

Source: World Federation of Exchanges. 
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Initial public offerings 

• Many commentators have flagged trends in initial public offering (IPO) activity as a 

clear sign of the relative decline of the US market. In each of 2005, 2006 and 2007, only 

one of the world’s ten largest IPOs was listed on a US exchange. In 2008 only one of 

the world’s ten largest IPOs – Visa – was listed in the United States (though it topped 

the list in 2008, at about $20 billion).  

• In fact, over the past decade, the United States has gone from 14% of the top 20 IPOs 

(by market capitalization) to less than 10%. At the same time, Europe’s (ex-UK) share of 

the largest IPOs has soared, from one-quarter to nearly one-half.  

• An interesting measure of US equity market competitiveness recently highlighted by 

the Committee on Capital Markets Regulation is the number of IPOs being listed 

abroad by US issuers. From 1996 to 2002, only a tiny fraction (0.3%) of US companies 

listed their IPOs only on foreign exchanges. Yet by 2007, this number had jumped to 

8.6%; through 3Q2008, this share jumped to more than 20%.6 In part this may reflect 

the fact that listing requirements tend to be more stringent on US exchanges. 

• Europe appears to be a clear beneficiary of growth in emerging markets. Much of the 

growth in the Euronext exchange over the past decade has been driven by IPOs of 

firms located not in continental Europe but instead in Russia, Brazil, the Middle East 

and India. Many of these firms chose to list on Euronext rather than on their local 

exchanges, in order to capitalize on greater liquidity, depth and trading sophistication 

in the European market. 

• China, which was in the very early stages of equity-market development a decade ago, 

has emerged as a key driver of IPO activity in the past few years. In fact Chinese firms 

accounted for three of the world’s ten largest IPOs in both 2005 and 2006 and five of 

the top ten in 2007. Strikingly, none of these were listed in the United States. Global 

markets have matured so rapidly that even the world’s largest IPO, the $21 billion 

offering from the Industrial and Commercial Bank of China in 2006, was able to achieve 

attractive size and valuations by listing in Hong Kong and Shanghai alone. One-quarter 

of the top 20 global IPOs originated in China in 2007, compared to less than 10% in the 

United States. While one-quarter of the world’s top 20 IPOs originated in China in 2008, 

its share of the dollar value of IPOs declined to 15% due to the tremendous size of the 

US-based Visa transaction.  

• It is interesting to note that cross-listings of companies based in developed markets 

have begun to decline, while the number of companies in developing economies that 

are cross-listed remains significant.7 Companies based in emerging economies tend to 

cross-list in the United States or the United Kingdom, and more recently on the 

Euronext exchange, in order to access more capital than is available in their local 

markets; improve liquidity; and broaden their shareholder base, among other possible 

benefits.  

                                                                  

6 “Continued Erosion in US Public Equity Market Competitiveness Was Among the Few Clear Trends 

During Q3 2008 Market Chaos,” The Committee on Capital Markets Regulation, November 2008. 

7 McKinsey & Company, “The McKinsey Quarterly,” November 2008. 
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Exhibit 27: Market capitalization of new equity listings on national exchange(s) at year-end 2007 

USD bn 

2007

     Hong Kong $155 12.5
     Luxembourg $29 9.8
     China $1,651 8.4
     India $269 4.1
     Singapore $19 1.9
     Spain $124 1.4
     Brazil $108 1.4
     United Kingdom $145 0.9
     United States $313 0.4
     Switzerland $4 0.2
     Japan $43 0.2
     Germany $29 0.1
     Euronext $65 --**

Market Capitalization 
(USD bn) of New 

Listings

Share of Market Capitalization 
of New Listings Relative to 

Share of Global GDP

 
Euronext was formed by combining the Brussels, Paris and Amsterdam exchanges. 

Source: World Federation of Exchanges, Goldman Sachs Research, International Monetary Fund. 

Exhibit 28: Top 20 IPOs by location of market and domicile of issuer in 1997 and 2007 

% of total proceeds of top 20 IPOs 

1997
     Europe 27%
     Australia 21%
     United States 14%
     Japan 12%
     United Kingdom 12%
     Taiwan 5%
     Portugal 5%
     Hungary 2%
     Spain 2%
     Germany 2%

Share of Top 20 IPOs 
by Location of Market

 

 

2007
     Europe 42%
     China 26%
     Spain 15%
     United States 10%
     Colombia 4%
     Germany 4%

Share of Top 20 IPOs 
by Location of Market

 

   

1997
     United Kingdom 29%
     Australia 21%
     Japan 12%
     United States 12%
     Hong Kong 9%
     Taiwan 5%
     Portugal 5%
     Hungary 2%
     Spain 2%
     Germany 2%

Share of Top 20 IPOs 
by Domicile of Issuer

 

 

2007
     China 26%
     Spain 15%
     Brazil 12%
     Russia 10%
     United Kingdom 7%
     United States 6%
     United Arab Emirates 5%
     Japan 4%
     Bermuda 4%
     Colombia 4%
     Germany 4%
     India 3%

Share of Top 20 IPOs 
by Domicile of Issuer

 

Source: Thomson SDC, Goldman Sachs Research. 
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Foreign exchange trading 

• Foreign exchange is a truly global market, with average daily turnover of about $3 

trillion,8 but the world’s largest economies, the United States and Japan, play only a 

limited role in trading activity. Although more than 40% of daily turnover involves the 

US Dollar, only 15% of the daily trading occurs in the United States. When measured 

against its share of world GDP, the US role in the FX market is only about half as large 

as one would expect. See Exhibit 29. 

• The United Kingdom is the clear stand-out in this market, with London accounting for 

nearly 40% of total trading. This is despite the fact that Sterling is involved in less than 

10% of overall transactions. Accordingly, the United Kingdom’s share of global FX 

trading is more than seven times its share of world GDP. The result is that the United 

Kingdom benefits from significant incremental job creation and tax revenue generated 

by foreign exchange trading.  

• Although it has lost some market share since the start of the decade, Singapore 

remains a key player in the foreign exchange market: its 5% share of global trading is a 

remarkable 17 times its share of global GDP. 

• Other markets with an outsized presence in this market are Hong Kong (13 times its 

share of world GDP), Luxembourg (11 times), Switzerland (6 times), Denmark (4 times) 

and Australia (nearly 3 times). 

• As with equity markets, Germany and Japan are underrepresented in foreign exchange 

trading. In fact, they are major currencies but minor FX markets: the Euro is involved in 

19% of all FX trades, but just 6% of total trading takes place in France and Germany 

combined. The Yen is involved in about 10% of all trades,9 but Japan is the site of just 

5% of global transactions. 

                                                                  

8 Much of the data on foreign exchange and interest rate derivatives markets come from the Bank for 

International Settlements’ Triennial Central Bank Survey: Foreign Exchange and Derivatives Market 

Activity in 2007, published December 2007.  

9 Because two currencies are involved in each transaction, the sum of the percentage shares for the 

market as a whole as reported by the Bank for International Settlements is 200%. For clarity, we have 

expressed share out of 100%. 
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Exhibit 29:  Share of average daily foreign exchange turnover relative to share of global GDP 

2001

     Singapore 21.5
     Luxembourg 11.9
     Hong Kong 7.9
     United Kingdom 7.1
     Switzerland 5.5
     Denmark 3.3
     Australia 3.0
     Sweden 2.2
     South Africa 1.8
     Netherlands 1.7
     New Zealand 1.6
     Norway 1.6
     Slovakia 1.3
     Ireland 1.3
     Canada 1.2
     Germany 0.9
     Japan 0.8
     United States 0.4

Share of Average Daily Foreign 
Exchange Turnover Relative to 

Share of Global GDP*

 2007

     Singapore 17.4
     Hong Kong 12.7
     Luxembourg 11.5
     United Kingdom 7.5
     Switzerland 6.2
     Denmark 4.3
     Australia 2.7
     New Zealand 1.6
     Sweden 1.5
     Belgium 1.4
     Norway 1.4
     Japan 0.6
     United States 0.6
     Germany 0.4

Share of Average Daily Foreign 
Exchange Turnover Relative to 

Share of Global GDP*

Source: Bank for International Settlements, Goldman Sachs Research estimates, Haver Analytics, International Monetary Fund. 

 

Exhibit 30: Global positions in over-the-counter (OTC) foreign exchange markets 
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Data are as of April, 2007 and April, 2001. 

The “other” category includes data for approximately 50 countries worldwide, including China, Russia, Brazil and India. 

Source: Bank for International Settlements, Goldman Sachs Research. 
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Interest rate derivatives markets 

• Activity in the global interest-rate derivatives market has consolidated since the start of 

this decade, with Singapore, the United Kingdom, Switzerland and Hong Kong gaining 

market share at the expense of Luxembourg and several Eurozone countries, (Belgium, 

the Netherlands, Ireland, Germany and France). See Exhibit 31. 

• Again comparing market share in daily trading to share of global GDP, we find that a 

handful of countries have an outsized market share, although the figures are less 

dramatic than in the foreign exchange market. Singapore and the United Kingdom 

both have market shares more than 8 times larger than their respective shares of world 

GDP, Switzerland’s is more than 3 times, France is 70% higher and Luxembourg is over 

50% higher. 

• At the other end of the spectrum are the United States (where the share is just slightly 

smaller than its share of world GDP, a better showing than in the FX market), Germany 

(two-thirds of its GDP share) and Japan (just over 40%). 

Exhibit 31:  Share of average daily interest rates turnover relative to share of global GDP 

2001

     Luxembourg 11.6
     United Kingdom 7.6
     Belgium 2.8
     Netherlands 2.8
     Ireland 2.7
     Germany 2.3
     France 2.3
     Switzerland 1.8
     Denmark 1.8
     Singapore 1.6
     Spain 1.5
     Australia 1.3
     United States 0.5
     Japan 0.2

Share of Average Daily 
Rates Turnover Relative to 

Share of Global GDP

 2007

     Singapore 8.9
     United Kingdom 8.6
     Switzerland 3.6
     Hong Kong 2.1
     France 1.7
     Luxembourg 1.5
     Belgium 1.2
     United States 1.0
     Germany 0.7
     Japan 0.4

Share of Average Daily 
Rates Turnover Relative to 

Share of Global GDP

Source: Bank for International Settlements, Goldman Sachs Research estimates, Haver Analytics, International Monetary Fund. 
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Exhibit 32: Global positions in over-the-counter (OTC) interest rate derivatives markets by currency  
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Data are as of April, 2007 and April, 2001. 

The “other” category includes data for approximately 50 countries worldwide, including China, Russia, Brazil and India. 

Source: Bank for International Settlements, Goldman Sachs Research. 

Commodities futures markets 

• While it is more challenging to gather comprehensive information about the location 

where trading in commodities actually occurs, we can make a few observations by 

examining commodities futures trading volumes and open interest data (see Exhibit 

33). 

• Oil trading activity is roughly split between the United States and the United Kingdom. 

We estimate that in 2008, daily average trading volumes of ICE WTI futures contracts 

(in the United States) was about 203,000 versus about 268,000 for ICE Brent futures 

contracts (in the United Kingdom). Energy-related commodities comprise the largest 

commodities market, accounting for about 40% of total open interest.  

• Agricultural trading is dominated by the United States, with about 60,000 futures 

contracts trading daily on the Chicago Mercantile Exchange (CME) in 2008. Agricultural 

commodities comprise the second-largest commodities market, accounting for about 

33% of open interest. 

• The United Kingdom dominates metals trading, with about 289,000 futures contracts 

trading daily on the London Metals Exchange (LME) in 2008. The metals market 

accounts for about 22% of open interest in commodities. 
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Exhibit 33: Open interest in commodities 

Open interest Percentage of total 
open interest

Energy
Crude oil NYMEX 1,157,420 14.0%
Brent ICE 666,020 8.0%
Heating oil NYMEX 262,172 3.2%
Gas oil ICE 465,795 5.6%
Unleaded gas NYMEX 208,648 2.5%
Natural gas NYMEX 619,494 7.5%
   Energy total 3,379,549 40.8%

Industrial Metals
Aluminum LME 703,275 8.5%
Copper LME 247,875 3.0%
Zinc LME 207,473 2.5%
Nickel LME 84,976 1.0%
Lead LME 73,280 0.9%
   Industrial metals total 1,316,879 15.9%

Precious Metals
Gold COMEX 371,826 4.5%
Silver COMEX 92,854 1.1%
   Precious metals total 464,680 5.6%

Agricultural
Corn CBOT 794,129 9.6%
Soybeans CBOT 313,048 3.8%
Soybean Oil CBOT 201,080 2.4%
Cotton NYBOT 139,867 1.7%
Wheat CBOT 301,141 3.6%
Kansas Wheat KBOT 82,337 1.0%
Sugar NYBOT 688,236 8.3%
Cocoa NYBOT 109,016 1.3%
Coffee NYBOT 141,174 1.7%
   Agricultural total 2,770,028 33.4%

Livestock
Live Cattle CME 207,275 2.5%
Live Hogs CME 128,016 1.5%
Feeder Cattle CME 20,438 0.2%
   Livestock total 355,729 4.3%

Total 8,286,865 100.0%  
Data are as of March 26, 2009. 

Source: NYMEX, ICE, LME, COMEX, CBOT, NYBOT, Goldman Sachs Commodities Research. 
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