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INTRODUCTION

k,n):tia:l\l:llhk‘llﬁlz eii\ t%\oll‘l\gs t\l\ll?\lgll some ptpi‘nund changes following the global financial crisis (CFC)
r hss also led t 3 l)\:‘i‘l\;inzﬂlstl"c‘: SF\t‘ctsul\l?uil'mcnls. hotably for many banks in advanced countries,
Mving to pay large per:-\tltie: ﬁ“-‘\\‘ r?gulnlmns. tighter supervision and oversight, and some banks
darpened market dise; li‘nt‘ : ﬁ\ PAS Wrong-doings. And., 1o a significant dogrec, the crisis fas
e m}; ‘im;‘m‘} "8 lnvestors and lenders more wary of banks® activities, including
;)e\‘emomo o p 3 ?.. og?tllel‘. this has forced banks (o adjust their balanCC_S_hf:Cts by
werrasing and raising new capital, gug pare back cost structures by shedding activities and
rsonnel, and adjusting compensation,

Other developments, including from new entrants in the industry spurred in part by advances in

.kh-\ €002 financial services using digital means, are putting additional pressures on existing
msuttions. In addition. there has been » trend increase in the irnponance of emerging markets and
&veloping countries in the world economy in general and in finance specifically, including through
gealer cross-border banking flows and direct foreign bank presence. As these changes continue to
mfol_d and banks regroup, they are affecting the structure and industrial organization of global

ing. In turp, they have consequences for the benefits and risks that global banking brings to
fmancial systems and economies. As such, it is a useful moment in time to take stock of what has
thanged in the global banking system since the GFC, and to reflect on what developments underway
may mean for (possible changes in) regulations, supecvision and other policies, so to assure that the

kst balance is struck between benefits and risks, considering also countries® characteristics and
drcumstances,

GLOBALIZATION

Every age has its defining terms. In our day one of those terms is "globalisation”. The prince among
words blessed with the suffixation, is globalisation now in constant use in the context of financial
markets and it has become the buzz-word of our times. National economies are undoubtedly becoming
seadily more integrated as cross-border flows of‘lr:.ﬁde. investmc:nts and financial capital increase. |t
tepresents the involvement of capital markets_ m'dlﬂc:rent parts of the world with each other. By itself
sich a concept is not remarkable, because it is n.ot new. Both money and those requiring it have
wossed borders in search of one another for centuries without having been globalized, To become so

at

lhe border crossing not be just opportunistic smash-and-grab operation but involyes a permanent

institutional nature that is based on linkages between markets.

The second is that linkages result in a significant increase in the' number of transactjons between
Markets so that they begin to have some influence on the rale setting o Pricing mechanism. As the
Process occurs those markets so linked become integrated initially to a limited extent but more so as
Yolumes increase.

The study group of the Bank for International Settlement study group comments about globg|
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ntegration of financial markets, o o fong way o deline whut wemein hy globaliation,

"The roots of the present tend towards o global integration of financial markels go back to the 1960,
T\hon the development ol the Eurocurreney and Lurobond markets heralded the advent of ry
memational financial mackets, However, mv.lng to various regulations and exchange controls the I]nylr,
between international markets and individual domestic markets remained in most cases rather loosge o
partial. 1t was only in the course of the 19705 and particulurly dutring; (Vb I WISHAGOR
domestic markets have become increasingly integrated. This has occurred as a result of macro.
cconomice developments. deregulatory measures, technological changes and financial innovation,,
Since these changes have been neither smooth nor uniform the outlines of what could be called truly
alobal financial markets often appear as a patchwork of individually integrated financial instruments
and channels of intermediation".

No sector of the economy seems to be more global in its orientation and operations than finance. As.
Stephen Kohrin of the Wharton Business. School has argued "The financial market is global in the
sense that transactions are linked in an electronic network and borders and territoriality are virtuall;
irrelevant. Drawing support for this view from such experts like the former Citicorp Chairman Walter |
Wriston and the consulting business guru Keniche Ohmae, Kohrin asserts that "government control |
over flows of funds and thus the value of currencies or monetary policy is very limited.

The data would appear to support the view that finance has gone global, operating outside the |
framework of nation-states. International hank lending grew from $ 40 billion in 1975 to § 5360
billion by March 1998. Bond lending rose from $ 19 billion in 1975 to over $ 3882 billion in March
1998. Banks have placed branches worldwide and many now accumulate the bulk of their earnings
outside their home country. By 1990, London was host to more than 500 foreign banks which held
more than 87 p.c. of the international assets booked in that city. In addition the capitalization of
foreign stock exchanges grew dramatically during this decade and a half, with major markets"
emerging in Tokyo, London, Paris and Frankfurt, |

The foreign exchange market was the first to globalize in the mid-1970s as controls were lifted and%
new technology created new opportunities for arbitrage. It is the biggest and still the only truly global |
financial market. The bond market became integrated only during the 1980s and the equity markets |
have been much slower to go global being hobbled by internationaldifferences in accounting practices
and restrictions on holding of foreign equities by pension funds.

Markets for short term credit have been integrated. to a large extent through the banking system. The
spread between interest rates in the London interbank market and the US market for certificates of
deposit has narrowed as never before.

Research shows that an incregsing number of banks have more of their assets based overseas. In other
words more banks are becoming more global. In its list of the Top 50 global banks (February 1999) 17
banks had more than 50% of their assets based abroad, 42 banks had more than 30% of the assets
abroad.

Standard Chartered Bank, the UK based institution has most of i ; : . . st
(74%) American Express Bank has 80% business abroad. Tfhl;SSLI?IE::ZIdn S;l;éng:)?;:ﬂlsdifd%s
based Citicorp have 65% and 3% abroad. 704 of Citicorp's income came from outsidge the US.
American Express Bank tops the income chart with 91.5% of the income coming from abroad while
84% of Standard Chartered's income comesfrom abroad. Republic National bar%k of New York has
only 34.1% of jts assets abroad but 72% of its income is generated abroad. Bank of China has 23.6%
of its assets placed abroad but these are said to account for a sizeab[eG]- 4% of income. American
Express Bank has 84% of its staff based overseas, Standard Chartered 8'9"/0 HSBC 65;V Citicorli‘ll
58%, Banc o, ° %

Santander 63%, Banco Bilbao Vizcaya 58%.
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of total bank. assets contro||eq |a!“i\tlcul ) Marke *eport, Foreign ownership of banks in the
1999. In Latin Amerjcq the 100 Oeign banky | 1990s I central Lurape, for instance the share
foreign control (54%) of its S0 4 big in?.\ms tisen from fess than 1% in 1994 to over 50% in
of assets under forejgn CO!\; ban ing “\\’\\‘lunl ) :“L\"\\\“ in loreign control, Chile has the highest share of
o around 40%, - ol stoog al |9y Beting comey seeond with 49%, [n Mexico. the share
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the end o 1994 but during 2000 that total has increased
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ORIGINS OF GLOB"\UZ“\T]()N
According (;0 Me Woltgang 1 Reinicke, (|

ent i i s edeRe, (he ol e | ; .

ele_“}‘ tIn defining globalization is that it ol-']:- author of ‘Global Public Policy'. the most important
ﬂm 1S Contms_t to the notion of interde H&inated and remains as a largely microeconomic process.
in MACTOSCONOMIC termy, Globalisatio, ]Rende.}m which is conceptualized and understood mostly
opemt}ons of finms undertaken to " al' '“ds‘ Ihorigin in the changing pattern of "transborder
;d financing activities". Heighter 8d nize the.u: development, production, and sourcing, marketing
developments in corporate and ?nd ©C competition at home and abroad has led not only to new
oss-border movement of inCl.easystrllal'orgamzation such as flexible manufacturing, but also to the
. : A Ingly intangible capj knowledge
information and the ownership or contro| of asfets P o e, sttt o
These enable firm ; s .
oducts for local ;a:-iefsm(;)]hs}] a preserve in foreign markets, realize efficiencies and customize
Fom abroad. allowt hS. obalising firmsacquire a much wider array of inputs and support services
pcations th I h‘"g t €m to take advantage of the specialization and expertise available in other

Ile at the same time acquiring the knowledge and expertise to produce in local markets.

Incr t?a'sed economic interdependence has narrowed the distance between sovereign states and regions.
requiring closer co-operation in national macro-economic management, Globalisation. in contrast.
represents  the integration of an international dimension into the very organizational structure arid
srategic behavior of companies. It allows companies to enhance their competitive position by creating
i integrated, cross-border corporate network, a "global web" of interconnected nodes in which value
and wealth are generated and distributed.

This represents a shift from what Michael Porter has called a "multidomestic industrial strategy, in
which a company serves multiple independent local markets, to a global industrial strategy, which
entails a vertical division of labour in the production of finished and intermediate goods. In a
multidomestic industry competition in differ.ent countrigs is !argel)f indep'endent. O_ﬂen the rationale
for foreign operations is to overcome a variety of ba.rners. including tariffs a‘nd high costs in 'Sl'lch
areasas transportation and communication. !n a global mdusfry, however, af‘nrm s competitive position
in one-country depends significantly upon its pe.rformance in other countries, A global firm is not a
firms, but instead is governed by a set of globally integrated strategies
f all resources across the multiple national territories but its geometry
djust to changing economic and political conditions.

bose aggregation of national
lhat rationalize the allocation o
tontinues to change as companies a k
Thi i - . activity allows corporation to enter new markets along the entire length of
ll';l:sp :ggl:ctoi ;glo:sa :é)rt?;; :‘;‘exp{oit thei‘r technological and organizational advantages, reducing t.)Oth
tosts and risks. To succeed in an increasingly competitive enVl_rgnment,tcorpor?tnons must w1den' ?“d
deepen their operations, 10 produce and s'ell. goods'across a wider Spet‘: rum of markets, customlz!ng

h Lo AS a result, their mtemathnal epgagement ecomes more complex going
their products in each. S i trditional foreign dirct mvestment (FDI) through new produstos
bey‘o‘n.d arms length tra et'eld investment). A global corporate presence implies the globalisation of
ﬁl;\‘-llllles |(| S;‘) Cal'ledazlglf\:;e::ts of a firm management, finance, research and development (R&D)
most all function

marketi both the sources and the destinations of business operations expand.

ArKeting as oo : P .
Inj . 970s it was changes in the real economy in the form of multinational manufacturing
Mtinlly in the 1970s tt Was LR
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CNIRTPLISES dpppossi .
sccmt; gi\l\{l‘\tgt\‘:‘\:\\\ﬁlj\\ {\‘xpumling theivinternational presence Ihnl'dmvc changes in the financiy
establishing o m\t\!-\x ;“ W these chnllenges by following  their corporate customers apyq,
nas also m} L‘\‘n\;q;‘ \'flum‘h networks and expanding thel Cross- lu.;rdcr hanking capahﬂutles" [his
avolved vt of l\\;ll‘('\~ some early financinl innovations, such as foreign exchange.denvauves. which
reeently the mu\-ll“m‘“}"m‘l\ hecd o better manage e l'_“h“”y(l “('kq.”r operating averseas. Mor,
ﬁl\:\n\‘i:\l m‘\rk\\ N N\ ot ‘ll\.c rulnunnkh‘up has reversed itsell somewhat with the rapid globalisatiop, of
SRR now driving many ol the changes tuking place in the real sector.

L‘\ Addition o the consistent mutual reinforeement of trends in the globalisation of manufacturing an4
fanee, a number of' common lactors have induced companies - financial and manufacturing alike - 1,
ad\?p} glol.\‘:\l strategies. They inelude: (i) the liberalization and dercgulation of international economic
;W (10 technology . among others,

CAUSES OF GLOBALISATION

l. DEREGULATION AND LIBERALISATION

Deregulation and liberalization of international finance centered primarily on the lifting of currency
and credit controls that countries had erected to prevent damaging speculative challenges to the
Bretton Woods system of pegged exchange rates. After the collapse of the Bretton Woods System in
1971 the logic for such controls gradually unraveled. Governments moved to dismantle barriers to
capital flows both to facilitate the inflows that would allow them to fund deficit spending and to avoid
the outflows that could result from capital moving to less regulated foreign markets.

In those countries, where change was slow in coming, multinationals increasingly adopted strategies
of exit and evasion using their global presence to channel financial flows to other more favorable
regulatory environments. ’

Deregulation of foreign exchange controls began in 1974 when the United States withdrew the ones
that it had imposed during the 1960s to defendthe dollar, the Interest Equalisation Tax and the
Commerce Department's Foreign Direct Investment Controls. The dollar would now come and go as

market forces dictated.
2.  GREATER INSTITUTIONALISATION ABROAD

Increasingly the leading actors in the global financial markets are not banksor other financial firms |
trading for their own accounts (rather than actingas intermediaries), but large institutional investors

R s R s e i i

such as pension funds, mutual funds and life insurance companies. Propelled by the gradual aging of
industrialized country populations and their consequent higher levels of saving, these institutions have
rapidly increased their share of household assets. Not only do industrial investors invest heavily in
stocks and bonds but they also favour a geographic spread of their investment in order to reduce risk.
Because many of these funds contain numerous relatively small contributions from unsophisticated
investors who would not normally consider making overseas investments they play a key role in the
internationalization of assets that would otherwise have been invested domestically.

3. SUCCESS OF EUROMARKETS

As institutions became more of a factor in the globalisation of markets, the markets, especially the
Eurobond market, expanded. In the carly years, Eurobonds were mainly denominated in Dollars.
Investors were almost always from countries other than the US and therefore foreign exchange
component of their incentive to invest had been a constant factor that differentiated them from US
domestic bond market investors. During the period when the dollar was strong or perhaps more
accurately when it wé& not weak the Eurobond investors preferred dollars over other currencies an

would on those occasions take a somewhat lower return than US investors in order to get hold of 8
dollar denominated b‘{"d of a well-knownAmerican company. But the investor, typically :n individual
whose money was being managed by a bank did not want to buy the bonds in the US, where it was
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« INTEGRATION OF MARKETS

:;;teii;ll;asglilggs:ﬁ;g and t}ll‘nover in both the market for new bond issues and the secondary
od divesse enousl such issues become available for trading, the Euro market had become large
; noush to be able to attract a significant global daily volume of activity. International
tap}tal m:?r_l&et activity involves a lot of arbitrage between market centers in addition to the traditional
apital raising and investing ' functions, Arbitrage activities are the buying of a security in one
marketand simultaneously selling the same security in another market at a slightly higher price.

i TECHNOLOGY AND KNOW-HOW

In many accounts of financial globalisation, pride of place has been given to the "technological
evolution" which made the growing sophistication of themarket place a function of bringing to the
banking sector the latest in information technology, including telecommunications and computers.
According to one scholar "one of the basic forces behind recent global financial revolution is
echnological change". Underlying the revolution in global finance is a revolution in communications
nd information processing which if anything may accelerate over time. This technological sea
thange, combined with the fact that banks and non-banks have become considerably more
wphisticated in their operations, has promoted and encouraged the globalisation trend, Indeed
iccording to Professor Michael Dertouzos of MIT "There are so many networks and networks .. It

wuld mean that there is no longer any meaning to international boundaries".
Without the silical I chip, world financial markets, like a lot of others, would not be so active and
dlobalisation and market integration would only be concepts, not realities.

f. SECURITIZATION
Securitization broadly describes the process by wliich financial intermediation has been moving
pital market. Inits earliest form, securitization referred simply to the

[atively close substitutes for bank credit. More recently, the term has
h the process of converting cash flows from certain assets such as
governments, into tradable securities. Today securities are not just
ase of asset and mortgage-backed securities, actually are bank

apidly from banks to ca
issuance of debt securities as rela
become associated specifically wit
home mortgages or loans to foreign
alternative to bank loans but, in the ¢

loans that have been repackaged: _ Py
pancial globalisation because it drives the pricing and market

Securitization is important to financl
avgit;:lltl:l'ltﬁuonf l:sset;J that were previously non-tradable. As these non-tradable are turned  into
SEcurit'l l‘ytho : become linked to the global pool -o fl hqud CaJpltal fidan Ehe" be freely bought and
i lties, they lly, As 8 result it is now possible for a lapanese pension company to buy US

internationally. German insurance company to Invest In corporate loans made by a British

fesidential mortgages. for @
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CONRFQUENCEN OF GLOBALISATION

One et sapre the extent and impaet of' globalisation: through quantitative: measures g
Rather ane must alse take o aeeount changes in the organizational logic ol companies ang
aopaaae beha o, T manutheturing, the changing geographic cnnccmrull_m} and composition of Fiy
(i mengees and aequisitions versus greentield investment) and trade ((lmshcd versus intermediyge
produens) and the e of inter i strategie alliances telleet such qualitative changes. In the financiy|
markets globalisation s best captured by, the phenomenon of seeutitization which has Tandamentyy,
alterd the natre of international finance. However, data on some of these indicators remain seant,

W e shall theretore, diseuss the quantitatiy e measures on which data is available.

1. INCREASED CROSS-BORDER INVESTMEN'Y

The strongest evidence of the globalisation of industry comes from  therapid growth of FDI flowy

since the early to mid - 1980s. Between 1985 and 1990, worldwide FDI {lows rose at an average

annual rate of 31 percent. nearly three times faster than global trade or output. Over (he same periad
the global stock of foreign investment also rose dramatically. from § 700 billion to $ 1.7 tillion almos
doubling as a share of world output. Estimates for 1994 put worldwide FDU flows that year a § 33

TR

billion. It is widely recognized today that FDI with its associated effects on international tade,

international capital markets and the transter of technology. knowledge, ownership and control has
become the principal vehicle of the deeper integration of the world economy,

1. WIDER RANGE OF ALTERNATIVES FOR CLIENTS

An important positive consequence of financial market globalisation is the pooling together of market
capacity around the world to provide a larger common financial murke
around the world with a dynamic cost-effective environment tor
increasingly expanding array of attractive financial alternatives.

3. THREE-MARKET CAPABILITY

London, Tokyo and New York are the three principal cente
between them are continuous and taking place in all ty
securities. Market makers usually function as tran

respective regions, as well as between the markets. When traders in London come to work in the
morning, they look forward to having orders toexecute at the opening that came in during the night
from colleagues in Tokyo. Before retiring for the night, many New York tradets discuss their positions
with their countetparts in Tokyo. Day and night, traffic js headingin both directions on each of the
three great financial roadways that connect the financial capital of Asia, America and Europe.

The three markets acrje 'inked across the honfd - in debt seourities, foreign exchange commodities:
:el?;lgfs.l‘gllcrcg()cl;Sprel:edrﬁtlt f;:‘ftllt‘;cl hey ﬂl:z lm(li(edby the transactions that are completed and by "“‘ti‘y

*¢ considered as the physical alternative er transuction (!
was completed. physical alternative to another transuct |

4. MANAGEMENT COMPLEXITIES

Senior managers of large investment ban
markets of the future must feel a it

(place that provides users
making sclections among an

15 of the globalised market. Transactions
pes of debt, equity and foreign exchange linked
sactors within the domestic markets of theit

King institutions o
le like the ambit

y N . q ot

" oce " There i \ ity £ of oppartunity out there” he said, "but 8

Ot‘()“.an (00", l-hel_e s lot of OpPortunity for securitjes fivms that czm tructure themselves © be

el‘tect.we PO!T\pCtllOlS in the global markets, but th td complexity fm.t - |‘- e produc!
lines in Tokyo, London, New York and other Promising Plexity of setting up multiple p

places (.0, Zurich. T dney. Hang
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