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Dear Fellow Americans,

The 20th Century was the American century in no small part because of  our economic dominance 

in the financial services industry, which has always been centered in New York.  Today, Wall Street 

is booming, and our nation’s short-term economic outlook is strong.  But to maintain our success 

over the long run, we must address a real and growing concern: in today’s ultra-competitive 

global marketplace, more and more nations are challenging our position as the world’s financial 

capital.

Traditionally, London was our chief  competitor in the financial services industry.  But as 

technology has virtually eliminated barriers to the flow of  capital, it now freely flows to the most 

efficient markets, in all corners of  the globe.  Today, in addition to London, we’re increasingly 

competing with cities like Dubai, Hong Kong, and Tokyo.  

The good news is that we’re still in the lead.  Our financial markets generate more revenue than 

any other nation, and we continue to be home to the world’s leading companies, which help 

form the backbone of  our national economy. In fact, for every 100 Americans, five work in 

financial services – and these jobs are not just in New York and Chicago. In states as diverse 

as Connecticut, Delaware, South Dakota and North Carolina, the financial services industry 

employs major portions of  the workforce.   

All Americans have a vested interest in strengthening America’s financial services industry, and 

the time has come to rally support for this effort.  To stay ahead of  our hard-charging and 

dynamic international competitors, and to ensure our nation’s long-term economic strength, 

we can no longer take our preeminence in the financial services industry for granted.  In fact, 

the report contains a chilling fact that if  we do nothing, within ten years while we will remain a 

leading regional financial center; we will no longer be the financial capital of  the world.  We must 

take a cold, hard look at the industry, identifying our weaknesses, learning from the best practices 

of  other nations, and drawing upon strategies that will allow us to adapt to the changing realities 

of  the market.  That is exactly why we commissioned this report.
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The report provides detailed analyses of  market conditions here and abroad, informed by interviews 

with more than 50 respected leaders drawn from the financial services industry, consumer groups, 

and other stakeholders.  The findings are quite clear: First, our regulatory framework is a thicket 

of  complicated rules, rather than a streamlined set of  commonly understood principles, as is the 

case in the United Kingdom and elsewhere.  The flawed implementation of  the 2002 Sarbanes-

Oxley Act (SOX), which produced far heavier costs than expected, has only aggravated the 

situation, as has the continued requirement that foreign companies conform to U.S. accounting 

standards rather than the widely accepted – many would say superior – international standards.  

The time has come not only to re-examine implementation of  SOX, but also to undertake 

broader reforms, using a principles based approach to eliminate duplication and inefficiencies 

in our regulatory system.  And we must do both while ensuring that we maintain our strong 

protections for investors and consumers.

Second, the legal environments in other nations, including Great Britain, far more effectively 

discourage frivolous litigation.  While nobody should attempt to discourage suits with merit, 

the prevalence of  meritless securities lawsuits and settlements in the U.S. has driven up the 

apparent and actual cost of  business – and driven away potential investors.  In addition, the 

highly complex and fragmented nature of  our legal system has led to a perception that penalties 

are arbitrary and unfair, a reputation that may be overblown, but nonetheless diminishes our 

attractiveness to international companies.  To address this, we must consider legal reforms that 

will reduce spurious and meritless litigation and eliminate the perception of  arbitrary justice, 

without eliminating meritorious actions. 

Third, and finally, a highly skilled workforce is essential for the U.S. to remain dominant in 

financial services.  Although New York is superior in terms of  availability of  talent, we are at 

risk of  falling behind in attracting qualified American and foreign workers.  While we undertake 

education reforms to address the fact that fewer American students are graduating with the deep 

quantitative skills necessary to drive innovation in financial services, we must also address U.S. 

immigration restrictions, which are shutting out highly-skilled workers who are ready to work but 

increasingly find other markets more inviting.  The European Union’s free movement of  people, 

for instance, is attracting more and more talented people to their financial centers, particularly 

London.  The United States has always been a beacon for the world’s best and brightest. But to 

compete with the growing EU and Asian markets—in a way that grows our economy and creates 

jobs across the nation—we must ensure that we make it easier for talented people to move to the 

U.S. to pursue education and employment.
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 We know that addressing these challenges, and ensuring that we do so in a way that continues 

to offer strong protections to consumers and investors, will not be easy.  But other nations have 

succeeded in this effort, and so too must we.  The industry will continue to experience rapid 

growth in the 21st Century, which holds great promise for our nation – but only if  we take 

seriously our competitors, who are rapidly gaining ground.  Failing to do so would be devastating 

both for New York City and the entire nation.  

In the weeks and months ahead, we will work together to implement the state and local reforms 

necessary to strengthen New York City’s position as the world’s financial capital.  At the same 

time, we will work with Congress, the Administration, regulators industry leaders, and other 

stakeholders to take the necessary steps to ensure that America retains its dominant position in 

the financial services industry in the 21st Century. It is our hope that this report will call attention 

to the challenges we face in meeting this goal, and serve as a call to action for members of  both 

political parties, and for leaders of  every branch of  government. 

 

Sincerely,

Michael R. Bloomberg    Charles E. Schumer
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G�ven the �mportance of the Un�ted States’ financ�al markets to the nat�onal economy, 

the�r compet�t�veness has become a cr�t�cal �ssue that mer�ts a prom�nent place �n 

the nat�onal pol�cy agenda. US Treasury Secretary Henry M. Paulson focused on th�s 

�ssue �n a recent speech, descr�b�ng the US cap�tal markets as the “l�feblood of our 

economy.”1 W�th financ�al serv�ces represent�ng 8 percent of US GDP� and more than 

5 percent of all US jobs,3 the sector �s too b�g and �mportant to take for granted. 

New York C�ty Mayor M�chael R. Bloomberg and US Senator Charles E. Schumer also 

recently spoke out on the need for greater balance between �nnovat�on and regulat�on, 

stat�ng, “Unless we �mprove our corporate cl�mate, we r�sk allow�ng New York to lose 

�ts preem�nence �n the global financ�al serv�ces sector. Th�s would be devastat�ng for 

both our C�ty and nat�on.”4 The most press�ng �ssues affect�ng New York’s leadersh�p 

as a global financ�al hub, �nclud�ng regulat�on, enforcement, and l�t�gat�on, are nat�onal 

�ssues that affect other US financ�al centers as well.

In th�s context, Mayor Bloomberg and Senator Schumer asked McK�nsey & Company to 

work w�th the New York C�ty Econom�c Development Corporat�on (NYCEDC) to develop 

a better understand�ng of the contr�but�on that strong, �nnovat�ve financ�al markets 

can make to a v�brant economy. The Mayor and the Senator sought a comprehens�ve 

perspect�ve on the compet�t�veness of the overall US financ�al serv�ces sector, w�th 

part�cular emphas�s on New York’s contr�but�on. Wh�le th�s report cons�ders a broad 

defin�t�on of financ�al serv�ces – �nclud�ng reta�l and corporate bank�ng, secur�t�es, 

and �nsurance – �n understand�ng the sector’s �mportance to the US and New York 

econom�es, �t focuses pr�mar�ly on US compet�t�veness �n the secur�t�es and �nvestment 

bank�ng sectors, where compet�t�on among global financ�al centers �s most �ntense 

and where New York has the most at stake.

1 
� 
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Execut�ve Summary



To br�ng a fresh perspect�ve to th�s top�c, a McK�nsey team personally �nterv�ewed more 

than 50 financ�al serv�ces �ndustry CEOs and bus�ness leaders. The team also captured 

the v�ews of more than 30 other lead�ng financ�al serv�ces CEOs through a survey and 

those of more than �75 add�t�onal global financ�al serv�ces sen�or execut�ves through 

a separate on-l�ne survey. To balance th�s bus�ness perspect�ve w�th that of other 

const�tuenc�es, the team �nterv�ewed numerous representat�ves of lead�ng �nvestor, 

labor, and consumer groups. McK�nsey also �nterv�ewed and, �n some cases, worked 

w�th leaders and other subject matter experts �n the regulatory, legal, and account�ng 

profess�ons. McK�nsey complemented th�s pr�mary research w�th �ts own financ�al 

serv�ces �ndustry knowledge base, as well as secondary research �nto top�cs �nclud�ng 

�nvestment bank�ng, employment, �mm�grat�on, l�t�gat�on and regulat�on.

The follow�ng report, Sustaining New York’s and the US’ Global Financial Services 

Leadership, �s based on th�s research. It proposes recommendat�ons, �ntended for 

pol�cy makers and all �nterested part�es, that str�ve to ensure the future compet�t�veness 

of US and New York financ�al serv�ces. Th�s report, wh�ch touches on a broad range of 

legal, regulatory, account�ng, and other �ssues, was developed w�th�n a short t�meframe 

and does not purport to prov�de a comprehens�ve macro-econom�c analys�s nor a 

thorough cons�derat�on of every relevant �ssue. As such, these recommendat�ons 

should be v�ewed as a start�ng po�nt for further reflect�on and debate by part�es 

�nterested �n enhanc�ng the value of US financ�al serv�ces to all stakeholders. Other 

groups, �nclud�ng the Comm�ttee on Cap�tal Markets Regulat�on and the b�part�san 

Comm�ss�on on Regulat�on of US Cap�tal Markets �n the �1st Century, are also 

currently study�ng �ssues related to financ�al serv�ces compet�t�veness. The�r find�ngs 

and recommendat�ons should help further �nform the debate and serve to clar�fy and 

refine the recommendat�ons �n th�s report, wh�ch are by necess�ty l�m�ted �n the�r level 

of spec�fic�ty.

After th�s Execut�ve Summary, the report conta�ns four sect�ons. Sect�on I demonstrates 

why financ�al serv�ces leadersh�p �s an econom�c pr�or�ty for the US, New York, 

and several other �mportant US financ�al centers. Sect�on II analyzes the extr�ns�c 

�nternat�onal trends that are st�mulat�ng the r�se of other financ�al serv�ces centers 

and clearly defines where the problem l�es for both the Un�ted States �n general and 

for New York C�ty �n part�cular. Sect�on III evaluates cr�t�cal �ntr�ns�c factors for global 

financ�al serv�ces compet�t�veness, �nclud�ng how the Un�ted States �s jeopard�z�ng �ts 

lead �n talent and fall�ng beh�nd �n legal and regulatory compet�t�veness. F�nally, Sect�on 

IV proposes an �ntegrated set of recommendat�ons that holds the potent�al to address 

the negat�ve �ntr�ns�c dr�vers of the current loss �n financ�al serv�ces compet�t�veness 

and to re-affirm the global financ�al serv�ces preem�nence of the US and New York.
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GLObaL FiNaNciaL SErvicES LEadErShip: a NatiONaL priOritY 

Leadersh�p �n global fi nanc�al serv�ces �s v�tally �mportant to the Un�ted States as a 

whole, as well as to the C�ty and State of New York. Leadersh�p �n th�s large, h�gh-growth 

sector translates �nto substant�al econom�c act�v�ty, d�rect and �nd�rect job creat�on, 

and tax revenues for the US, New York, and other fi nanc�al serv�ces centers around the 

country. Further, because fi nanc�al �nst�tut�ons prov�de �nvaluable �ntermed�at�on and 

fac�l�tat�on serv�ces to all bus�nesses, a strong fi nanc�al serv�ces sector �s cr�t�cal to 

the health of the overall economy.

The US fi nanc�al markets, w�th New York at the center, are st�ll the world’s largest and 

are among the most �mportant by many measures. The Un�ted States �s home to more 

of the world’s top fi nanc�al serv�ces �nst�tut�ons than any other country: s�x of the top 

ten fi nanc�al �nst�tut�ons by market cap�tal�zat�on are based �n the New York area, and 

US-based fi rms st�ll head the global �nvestment bank�ng revenue rank�ngs. In terms 

of global fi nanc�al stock,5 the Un�ted States rema�ns the largest market, well ahead of 

Europe, Japan, and the rest of As�a (Exh�b�t 1), although the fi nanc�al stock �n other 
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reg�ons �s now grow�ng faster than �t �s �n the Un�ted States. The US generates more 

revenues from financ�al serv�ces than any other reg�on but, once aga�n, the rest of the 

world �s challeng�ng that leadersh�p �n the hotly contested �nvestment bank�ng and 

sales and trad�ng markets. F�nally, as cross-border cap�tal flows have accelerated, the 

Un�ted States, along w�th the Un�ted K�ngdom, has benefited d�sproport�onately.

F�nanc�al serv�ces �s the th�rd-largest sector of the US economy, contr�but�ng 8 percent 

of GDP – only manufactur�ng and real estate are more s�gn�ficant. F�nanc�al serv�ces 

�s also among the three fastest-grow�ng sectors w�th an average annual growth rate 

of 5 percent over the past decade, compared to a 3.� percent average growth rate for 

the economy as a whole. Seven states, �nclud�ng New York (as well as Connect�cut, 

Delaware, Massachusetts, North Carol�na, Rhode Island, and South Dakota) count 

on financ�al serv�ces for 10 percent or more of the�r real gross product. In terms of 

employment, 1 �n every 19 jobs �n the country �s �n financ�al serv�ces. In states as 

d�verse as Connect�cut, Delaware, and South Dakota, financ�al sector employment 

accounts for 8 to 10 percent of non-farm pr�vate sector jobs.

The sector �s part�cularly �mportant to New York C�ty, where �t represents 15 percent 

of the gross c�ty product (GCP), second only to real estate. It �s also the C�ty’s fastest-

grow�ng sector, w�th average annual GCP growth of 6.6 percent6 from 1995 to �005, 

compared w�th the C�ty’s overall growth rate of 3.6 percent. F�nanc�al serv�ces are a 

v�tal component of the C�ty’s tax base, contr�but�ng over a th�rd of bus�ness �ncome tax 

revenues. One �n every n�ne jobs �n New York C�ty �s �n the financ�al serv�ces �ndustry 

and, accord�ng to a recent study by the New York State Comptroller, every secur�t�es 

job accounts for two add�t�onal jobs �n other �ndustr�es, �n part�cular �n reta�l and 

profess�onal serv�ces. 

ExtErNaL FOrcES UNdErmiNiNG thE NatiON’S aNd NEw YOrk’S 
FiNaNciaL SErvicES prEEmiNENcE 

The threat to US and New York global financ�al serv�ces leadersh�p �s real: �n the h�ghly 

lucrat�ve �nvestment bank�ng and sales and trad�ng bus�nesses, European revenues 

are now nearly equal to those �n the US (Exh�b�t �). It �s clear that the country and the 

C�ty need to take th�s threat ser�ously. In so do�ng, �t �s cruc�al to separate the effects 

of the natural matur�ng of fore�gn markets, wh�ch �s an extr�ns�c phenomenon beyond 

the control of US pol�cy makers, from the more �ntr�ns�cally sourced pract�ces and 

cond�t�ons that make the US and New York less compet�t�ve, and wh�ch are well w�th�n 

pol�cy makers’ power to �nfluence.
6 
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At some level, �t �s �nev�table that other nat�onal markets w�ll become more attract�ve 

to �ndustry part�c�pants as they grow faster than those �n the US, albe�t from a smaller 

base. Both European and As�an cap�tal markets (�.e., the outstand�ng stock of equ�t�es 

and debt �nstruments) are smaller as a percentage of total fi nanc�al stock and GDP 

than those �n the Un�ted States, �mply�ng that these markets have more room to 

expand. Cont�nued econom�c l�beral�zat�on and the �ntroduct�on of new market-or�ented 

regulat�ons are work�ng to st�mulate th�s growth. Moreover, technology, trad�ng markets, 

and commun�cat�on �nfrastructures are evolv�ng to make real-t�me �nteract�ons and 

transact�ons poss�ble and affordable from v�rtually anywhere, thus reduc�ng some of 

the benefi ts of phys�cal co-locat�on �n major fi nanc�al centers such as New York.

However, �n look�ng at several of the cr�t�cal contested �nvestment bank�ng and sales 

and trad�ng markets – �n�t�al publ�c offer�ngs (IPOs), over-the-counter (OTC) der�vat�ves, 

and debt – �t �s clear that the decl�n�ng pos�t�on of the US goes beyond th�s natural 

market evolut�on to more controllable, �ntr�ns�c �ssues of US compet�t�veness. As 

market effect�veness, l�qu�d�ty and safety become more prevalent �n the world’s 

fi nanc�al markets, the compet�t�ve arena for fi nanc�al serv�ces �s sh�ft�ng toward a new 
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set of factors – l�ke ava�lab�l�ty of sk�lled people and a balanced and effect�ve legal 

and regulatory env�ronment – where the US �s mov�ng �n the wrong d�rect�on.

The cho�ce of venue for IPOs offers the most dramat�c �llustrat�on of the �nterplay 

between these factors. The world’s corporat�ons no longer turn pr�mar�ly to stock 

exchanges �n the Un�ted States, such as the NYSE or NASDAQ, to ra�se cap�tal 

�nternat�onally. Over the first ten months of �006, US exchanges attracted barely one-

th�rd of the share of IPOs measured by market value that they captured back �n �001, 

wh�le European exchanges �ncreased market share by 30 percent and As�an exchanges 

doubled the�r share. In part, th�s �s because more European and As�an markets are 

now deep enough to meet large compan�es’ cap�tal needs locally. However, New York’s 

decl�ne �n �nternat�onal cap�tal ra�s�ng �s also due to non-US �ssuers’ concerns about 

compl�ance w�th Sarbanes-Oxley Sect�on 404 and operat�ng �n what they see as a 

complex and unpred�ctable legal and regulatory env�ronment. The IPO market offers 

other examples of jur�sd�ct�onal arb�trage work�ng aga�nst the Un�ted States, w�th very 

small-cap compan�es �n the US �ncreas�ngly favor�ng London’s Alternat�ve Investment 

Market (AIM) over NASDAQ and Amer�can pr�vate equ�ty firms choos�ng to l�st on 

European exchanges.

Wh�le US-headquartered financ�al �nst�tut�ons do not feel the brunt of th�s relat�ve 

decl�ne �n the preem�nence of Amer�ca’s equ�ty cap�tal markets, due to the�r �ncreas�ngly 

�nternat�onal stature and ab�l�ty to compete aga�nst local financ�al �nst�tut�ons on 

transact�ons tak�ng place �n fore�gn markets, th�s trend �s nevertheless s�gn�ficant 

because �t enta�ls a net loss of jobs and �nd�rect revenues. As the �nternat�onal 

�mportance of Amer�ca’s cap�tal markets recedes and the nat�on’s lead�ng financ�al 

�nst�tut�ons come to der�ve an �ncreas�ng share of the�r revenues from fore�gn 

operat�ons, more and more h�gh value-added financ�al serv�ces jobs are l�kely to move 

abroad. Anecdotal ev�dence confirms that th�s sh�ft �s already under way. The trend 

�n the equ�ty cap�tal markets �s thus part�cularly worr�some not only because of the 

s�gn�ficant l�nkages that ex�st between IPOs and other parts of the financ�al serv�ces 

economy, but also because of the �mportance of financ�al serv�ces jobs to the US, 

New York, and other lead�ng US financ�al centers �n terms of both d�rect and �nd�rect 

employment, as well as �ncome and consumpt�on tax revenues.

The rap�dly grow�ng der�vat�ves market �s another area where the US finds �tself �n 

a heated contest w�th �nternat�onal compet�tors. Wh�le Ch�cago leads �n exchange-

traded der�vat�ves, Europe – and London �n part�cular – �s already ahead of the US 
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and New York �n OTC der�vat�ves, wh�ch dr�ve broader trad�ng flows and help foster the 

k�nd of cont�nuous �nnovat�on that contr�butes heav�ly to financ�al serv�ces leadersh�p. 

Europe has a 56 percent share of the $5� b�ll�on global revenue pool from der�vat�ves; 

�t has a 60 percent or greater share of revenues �n �nterest rate, fore�gn exchange, 

equ�ty and fund-l�nked der�vat�ves (the US leads only �n commod�ty der�vat�ves). Many 

of these bus�nesses grew from noth�ng �n the past 5 to 10 years and could be located 

anywhere. “The US �s runn�ng the r�sk of be�ng marg�nal�zed” �n der�vat�ves, to quote one 

bus�ness leader, because of �ts bus�ness cl�mate, not �ts locat�on. The more amenable 

and collaborat�ve regulatory env�ronment �n London �n part�cular makes bus�nesses 

more comfortable about creat�ng new der�vat�ve products and structures there than 

�n the US. The more len�ent �mm�grat�on env�ronment �n London also makes �t eas�er 

to recru�t and reta�n �nternat�onal profess�onals w�th the requ�s�te quant�tat�ve sk�lls. 

F�nally, the FSA’s greater h�stor�cal w�ll�ngness to net outstand�ng der�vat�ves pos�t�ons 

before apply�ng cap�tal charges has also y�elded a major compet�t�ve advantage for 

London.

Wh�le the US rema�ns the center of �nnovat�on for leveraged lend�ng (�.e., the lend�ng 

of cap�tal to compan�es w�th a rat�ng below �nvestment-grade) and secur�t�zat�on, �t �s 

fac�ng challenges to �ts leadersh�p �n these markets as well. The US controlled over 

60 percent of leveraged lend�ng �ssuance by value and approx�mately 70 percent of 

revenues �n �005. Amer�ca’s leadersh�p �n secur�t�zat�on �s even more str�k�ng, w�th 

the US market represent�ng approx�mately 83 percent of global �ssuance by value and 

87 percent of revenues �n �005. However, European lenders are beg�nn�ng to embrace 

US-style cred�t terms, cr�t�cal to the leveraged lend�ng and sub-pr�me consumer finance 

markets. Th�s should pos�t�on Europe to enjoy explos�ve secur�t�zat�on growth �n the 

near future, s�m�lar to what occurred �n the US over the past decade. Further, European 

control of the cred�t der�vat�ves markets �s beg�nn�ng to shape and dr�ve the structure 

of the underly�ng cash lend�ng markets. Whereas h�stor�cally US markets and financ�al 

�nst�tut�ons often benefited from the ab�l�ty to set market standards, th�s trend could 

lead to a deter�orat�on �n US compet�t�veness �f markets and �nst�tut�ons fa�l to follow 

the pace �ncreas�ngly set by the�r European compet�tors. 

Compound�ng matters, US regulators’ proposed amendments to the Basel II 

standards (�.e., the recommendat�ons agreed upon by numerous �nternat�onal bank 

superv�sors and central bankers to rev�se the �nternat�onal standards for measur�ng 

the adequacy of bank cap�tal) could put US banks at a cap�tal d�sadvantage relat�ve 

to the�r �nternat�onal compet�tors. Th�s could put a brake on US leadersh�p �n these 
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markets and even reduce the l�kel�hood that future �nnovat�ons �n the cred�t arena w�ll 

occur �n the US. F�nally, London �s transform�ng �tself �nto an �ncreas�ngly s�zeable and 

attract�ve talent hub for people w�th the k�nd of structur�ng and pr�c�ng sk�lls that used 

to be ava�lable only �n New York, thereby reduc�ng Amer�ca’s talent advantage and 

further �ncreas�ng the l�kel�hood that tomorrow’s debt �nnovat�ons w�ll occur �n London 

rather than New York.

In short, Amer�ca’s h�stor�cal preem�nence �n financ�al serv�ces w�ll face some natural 

eros�on as extr�ns�c forces prompt fore�gn markets to grow faster �n both establ�shed 

products, such as IPOs and trad�t�onal lend�ng, and �n newer and faster grow�ng areas, 

such as der�vat�ves and secur�t�zat�on. Nevertheless, Amer�ca’s current s�ze and 

stature as a financ�al leader confers upon US markets and �nst�tut�ons a number of 

advantages wh�ch, �f properly supported by an effic�ent and respons�ve regulatory and 

legal framework, should allow the US to rema�n the global financ�al serv�ces leader of 

tomorrow. However, t�me �s of the essence for US pol�cy makers to turn the�r attent�on 

to the factors of compet�t�veness they do control, as the global macroeconom�c trends 

descr�bed above are stead�ly reduc�ng the marg�n of error that the US h�stor�cally 

enjoyed.

dOmEStic drivErS OF cOmpEtitivENESS that pOLicYmakErS  
caN iNFLUENcE

The att�tudes of financ�al serv�ces leaders �n the US and overseas, revealed �n �nterv�ews 

and surveys, further eluc�date the th�nk�ng that �s sh�ft�ng globally contestable bus�ness 

away from US markets. Desp�te pos�t�ve sent�ments about New York as a center for 

financ�al serv�ces and as a place to work and l�ve, �nterv�ewees agreed that New York 

has become less attract�ve relat�ve to London over the last three years. Look�ng ahead 

to the next three years, about two-fifths of CEOs surveyed expected that New York 

C�ty would become less attract�ve as a place to do bus�ness, whereas less than one-

fifth felt �t would become more attract�ve absent some �ntervent�on by pol�cy makers. 

By contrast, only a few CEOs surveyed expected that London would become less 

attract�ve as a place to do bus�ness, but over half expected �t would become more 

attract�ve. Sen�or execut�ves surveyed had s�m�lar, although less pronounced, v�ews.

Percept�ons, of course, are one th�ng, but these dec�s�on-makers’ v�ews are be�ng 

played out �n the job market: from �00� to �005, London’s financ�al serv�ces workforce 

grew by 4.3 percent, wh�le New York C�ty’s fell by 0.7 percent, a loss of more than 
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�,000 jobs. The s�ze of the �ndustry’s workforce �n both c�t�es �s now almost �dent�cal, 

w�th 3�8,400 jobs �n New York �n �005, as compared w�th 318,000 jobs �n London.

The research fi nd�ngs confi rm the advantages of deep, l�qu�d, transparent markets, 

supported by strong protect�on for consumers and �nvestors. However, the fi nd�ngs 

also �dent�fy three factors that clearly dom�nate fi nanc�al serv�ces leaders’ v�ews of 

New York – and by extens�on the Un�ted States – as a place to do bus�ness: sk�lled 

workers, the legal env�ronment, and regulatory balance (�nclud�ng respons�veness by 

regulators and the overall regulatory env�ronment). In each area, there are grow�ng 

concerns that pol�cy makers should cons�der �n order to reverse the decl�n�ng appeal 

and compet�t�veness of the fi nanc�al markets �n the Un�ted States and New York C�ty 

(Exh�b�t 3).
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AMONG HIGH IMPORTANCE FACTORS, NEW YORK EXCELS
IN TALENT BUT UNDERPERFORMS IN LEGAL AND REGULATORY
Performance gap, rating scale

Importance*
High
Medium
Low

Reasonable Compensation Levels to Attract Quality Professional Workers

Close Geographic Proximity to Other Markets Customers and Suppliers

Reasonable Commercial Real Estate Costs

Favorable Corporate Tax Regime

Openness of Immigration Policy for Students and Skilled Workers

Workday Overlaps with Foreign Markets Suppliers

Openness of Market to Foreign Companies

Low Health Care Costs

Deep and Liquid Markets

High Quality Transportation Infrastructure

High Quality of Life (Arts, Culture, Education, etc.)

Low All-In Cost to Raise Capital

Effective and Efficient National Security

Availability and Affordability of Technical and Administrative Personnel

* High importance factors were rated between 5.5-6.0 on a 7-point scale; medium between 5.0-5.4;
low were less than 5.0

Source: McKinsey Financial Services Senior Executive Survey

Government and Regulators are Responsive to Business Needs

Fair and Predictable Legal Environment

Attractive Regulatory Envoronment

Availability of Professional Workers

Exhibit 3
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Skilled people. A h�gh-qual�ty workforce �s essent�al for any financ�al center, and 

financ�al sector execut�ves rated “talent” (h�ghly sk�lled profess�onal workers) as the 

most �mportant factor among 18 elements that define the success of a financ�al center. 

They also perce�ved New York to be super�or to London on that measure. Accord�ng to 

the survey, one reason for New York’s advantage �s cost of l�v�ng: respondents cons�der 

the two c�t�es to be neck-and-neck �n terms of qual�ty of l�fe, but they see London as 

markedly more expens�ve. Execut�ves �nterv�ewed for th�s report also descr�bed a 

v�rtuous c�rcle effect �n New York, whereby �nnovat�ve, dynam�c sk�lled profess�onals 

attract others l�ke them.

New York’s lead over London, however, may be under threat. The problem fac�ng New 

York appears to be more structural than cultural. US �mm�grat�on pol�c�es are mak�ng �t 

harder for non-US c�t�zens to move to the country for educat�on and employment, wh�ch 

works d�rectly aga�nst New York’s compet�t�ve advantage. The d�sparate outcomes 

result�ng from the d�scret�onary appl�cat�on of rules on v�s�tor v�sas, caps on cruc�al 

H-1B work v�sas, and the lag between exp�r�ng student v�sas and work v�sa start dates 

are all encourag�ng talented people from around the world to turn elsewhere for work. 

By contrast, the free movement of people w�th�n the European Un�on �s enabl�ng the 

best people to concentrate �n other financ�al centers – part�cularly London – where 

�mm�grat�on pract�ces are more accommodat�ng.

Legal Environment. Survey respondents sa�d that a fa�r and pred�ctable legal 

env�ronment was the second most �mportant cr�ter�on determ�n�ng a financ�al center’s 

compet�t�veness. In th�s regard, they felt that the Un�ted States was at a compet�t�ve 

d�sadvantage to the Un�ted K�ngdom. They attr�bute th�s US d�sadvantage to a 

propens�ty toward l�t�gat�on and concerns that the US legal env�ronment �s less fa�r 

and less pred�ctable than the UK env�ronment. Emp�r�cal ev�dence certa�nly suggests 

that l�t�gat�on has become an �mportant �ssue: �005 set a new h�gh for the number 

of secur�t�es class-act�on settlements �n the US, and for the overall value of these 

settlements. Of course, many of these cases addressed the leg�t�mate cla�ms of 

�nvestors and consumers �n s�tuat�ons of notable corporate wrongdo�ng. However, �n 

aggregate, some of the un�que character�st�cs of the US legal env�ronment are dr�v�ng 

grow�ng �nternat�onal concerns about part�c�pat�ng �n US financ�al markets – concerns 

he�ghtened by recent cases of perce�ved extraterr�tor�al appl�cat�on of US law.
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One part�cular challenge fac�ng financ�al serv�ces compan�es operat�ng �n the Un�ted 

States �s the mult�-t�ered and h�ghly complex nature of the US legal system. Not only �s 

�t d�v�ded between state and federal courts, but �t also uses a var�ety of enforcement 

mechan�sms, �nclud�ng legal act�ons by regulators, state and federal attorneys general, 

pla�nt�ff classes, and �nd�v�duals. The efforts of th�s d�verse set of actors have served 

Amer�can compan�es, �nvestors and consumers well �n the past. However, the lack 

of coord�nat�on and clar�ty on the ways and means of enforcement have led to a 

percept�on – vo�ced by part�c�pants �n the surveys and �nterv�ews conducted for th�s 

report – that the US system �s ne�ther fa�r nor pred�ctable. Respondents therefore 

un�formly �nd�cated an �nterest �n marry�ng strong enforcement backed by pun�t�ve 

penalt�es for corporate malfeasance w�th legal reform that would �mprove clar�ty and 

pred�ctab�l�ty for all part�es.

regulatory balance. Regulatory respons�veness and the overall regulatory 

env�ronment were the th�rd and fourth most �mportant �ssues for survey respondents 

and �nterv�ewees. They �nd�cated that a very strong regulatory system was v�tal �n 

g�v�ng all market part�c�pants confidence – and that the US clearly enjoys the benefits 

of such a system. However, the system also needs to adapt as markets and regulated 

�nst�tut�ons undergo constant change aga�nst a background of rap�d global�zat�on. 

Here aga�n, survey respondents rated the Un�ted K�ngdom more favorably than the 

Un�ted States, po�nt�ng to regulatory structure and other recent regulatory trends as 

damag�ng US compet�t�veness �n financ�al markets.

Bus�ness leaders �ncreas�ngly perce�ve the UK’s s�ngle, pr�nc�ples-based financ�al 

sector regulator – the F�nanc�al Serv�ces Author�ty (FSA) – as super�or to what they see 

as a less respons�ve, complex US system of mult�ple hold�ng company and �ndustry 

segment regulators at the federal and state levels. Regulatory enforcement style also 

matters, w�th the UK’s measured approach to enforcement seen as more results-

or�ented and effect�ve than a US approach somet�mes descr�bed as pun�t�ve and 

overly publ�c. Recent US leg�slat�ve and regulatory act�on, such as the �mplementat�on 

of the �00� Sarbanes-Oxley Act, the proposed US �mplementat�on of Basel II r�sk-

based cap�tal requ�rements, and the cont�nued requ�rement for fore�gn compan�es 

to conform to US account�ng standards, also put the Un�ted States at a compet�t�ve 

d�sadvantage accord�ng to the sen�or execut�ves surveyed.
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rEcOmmENdatiONS tO SUStaiN thE NatiON’S aNd NEw YOrk’S GLObaL 
FiNaNciaL SErvicES LEadErShip

Th�s report outl�nes three sets of �ntegrated recommendat�ons, based on the research 

conducted, that are a�med at mak�ng US fi nanc�al markets more compet�t�ve. F�rst 

among them are cr�t�cal nat�onal legal and regulatory pr�or�t�es that can and should be 

addressed qu�ckly. These recommendat�ons are already ga�n�ng acceptance w�th �ndustry 

leaders and pol�cy makers and, at least �n some cases, solut�ons are forthcom�ng. 

Second are recommendat�ons for level�ng the compet�t�ve play�ng fi eld between the US 

and other �nternat�onal markets, by re-exam�n�ng several areas where US standards 

may be unnecessar�ly restr�ct�ve when compared to �nternat�onal alternat�ves. Th�rd 

are nat�onal-level recommendat�ons a�med at susta�n�ng re�nv�gorated US fi nanc�al 

market leadersh�p over the longer term. 

The report also outl�nes a set of spec�fi c recommendat�ons for how New York C�ty, 

work�ng �n partnersh�p w�th the pr�vate sector, can cont�nue to enhance �ts attract�ve-

ness as a center for fi nanc�al serv�ces 

bus�ness act�v�ty. These �nclude New 

York play�ng a more act�ve role �n the 

nat�onal fi nanc�al serv�ces agenda 

and work�ng w�th other states that 

also depend on the sector.

In add�t�on to ma�nta�n�ng the safety 

and soundness of the fi nanc�al sys-

tem, a pr�me cons�derat�on �n draw-

�ng up these proposals has been to 

str�ke a better balance between com-

pet�t�on and �nnovat�on on the one 

hand, and strong fi nanc�al regulat�on 

on the other. “If Amer�ca’s markets 

aren’t compet�t�ve, �nvestors lose,” 

sa�d SEC Cha�rman Chr�stopher Cox. 

“If Amer�ca’s markets are not trans-

parent and open, �nvestors lose.”7 

Although the compet�t�veness of the 

US fi nanc�al serv�ces �ndustry has 

decl�ned, any recommendat�ons to 
7 

critically important near-term priorities

1. Prov�de clearer gu�dance for 
�mplement�ng the Sarbanes-Oxley Act

�. Implement secur�t�es l�t�gat�on reform

3. Develop a shared v�s�on for fi nanc�al 
serv�ces and a set of support�ng 
regulatory pr�nc�ples

initiatives to level the playing fi eld

4. Ease restr�ct�ons fac�ng sk�lled non-US 
profess�onal workers

5. Recogn�ze IFRS w�thout reconc�l�at�on 
and promote the convergence of 
account�ng and aud�t�ng standards

6. Protect US global compet�t�veness �n 
�mplement�ng Basel II

important longer-term national priorities

7. Form a Nat�onal Comm�ss�on on 
F�nanc�al Market Compet�t�veness

8. Modern�ze fi nanc�al serv�ces charters

NatiONaL aGENda
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�mprove that pos�t�on must preserve the fundamental �nvestor protect�ons that have 

contr�buted to the US’ global financ�al serv�ces leadersh�p. “The lesson of compet�-

t�veness �s cr�t�cal but let’s not forget the lessons of �ntegr�ty,” commented New York 

Governor El�ot Sp�tzer wh�le he was the State’s Attorney General.8 These recommen-

dat�ons are meant to encourage regulators, Congress and the execut�ve branch to 

cont�nue to use powers already granted when poss�ble, to pass new leg�slat�on when 

needed, and to work together to lead the world �n best pract�ces across all the factors 

that determ�ne financ�al serv�ces compet�t�veness.

Left unmanaged, today’s trends �n the US financ�al markets could have a s�gn�ficant 

negat�ve �mpact on the economy: the Un�ted States would lose substant�al market 

share �n �nvestment bank�ng and sales and trad�ng over the next five years. The �004-

05 revenue growth rates for Europe and As�a were approx�mately �5 percent and 19 

percent, respect�vely, compared w�th a US growth rate of 6 percent. Th�s �mpl�es a 

growth rate of 15 percent for the global revenue pool. Even �f global growth rates slowed 

to a more susta�nable rate of 8 to 10 percent, the US would stand to lose between 4 

and 7 percent market share over the next five years. Stopp�ng th�s loss of share would 

add approx�mately $15 b�ll�on to $30 b�ll�on �n �ncremental financ�al serv�ces revenues 

to the US �n �011 alone. Assum�ng a constant relat�onsh�p between revenues and jobs, 

that would translate �nto between 30,000 and 60,000 secur�t�es sector jobs; �t would 

also st�mulate �nd�rect jobs �n the other �ndustr�es.

Sect�on IV of th�s report outl�nes these recommendat�ons �n substant�ally more deta�l. 

A br�ef summary follows below.

critically important near-term national priorities 

recommendation 1 – provide clearer guidance for implementing the Sarbanes-

Oxley act. The Secur�t�es and Exchange Comm�ss�on (SEC) and the Publ�c 

Compan�es Account�ng Overs�ght Board (PCAOB), �n consultat�on w�th bus�ness and 

publ�c account�ng firms, should follow through on the�r recently proposed rev�s�ons 

to the gu�del�nes controll�ng the �mplementat�on of Sect�on 404 of the Sarbanes-

Oxley Act. Prov�ded that, upon the�r adopt�on, they afford gu�dance beyond what 

�s currently proposed w�th regard to the not�on of “mater�al weakness,” these 

proposals should ensure that the aud�t of �nternal controls takes a top-down 

perspect�ve, �s r�sk-based, and �s focused on the most cr�t�cal �ssues. The gu�dance 

should also enable aud�tors and management to exerc�se more judgment and 
8 
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emphas�ze mater�al�ty. Tak�ng full account of the construct�ve observat�ons that w�ll 

result from the not�ce and comment per�ods to wh�ch both proposals are currently 

subject, the SEC and PCAOB should seek to �mplement the proposed rev�s�ons 

qu�ckly and effect�vely, res�st�ng pressure to d�lute the recommendat�ons, as do�ng 

so would severely underm�ne the proposals’ �mportant s�gnal�ng benefits.

Depend�ng on the extent to wh�ch the rev�sed gu�del�nes emp�r�cally reduce the 

part�cularly s�gn�ficant compl�ance burden that Sarbanes-Oxley �mposes on smaller 

compan�es, as expla�ned �n more deta�l �n Recommendat�on �, the SEC may want to 

cons�der g�v�ng such compan�es the opportun�ty to “opt out” of the more onerous 

requ�rements of Sarbanes-Oxley, prov�ded that th�s cho�ce �s consp�cuously d�sclosed 

to �nvestors. The SEC should also cons�der exempt�ng fore�gn compan�es from 

certa�n parts of Sarbanes-Oxley, prov�ded they already comply w�th soph�st�cated, 

SEC-approved fore�gn regulators. Th�s would make US cap�tal markets more 

attract�ve to smaller compan�es and fore�gn corporat�ons w�thout unduly jeopard�z�ng 

�nvestor protect�on and the qual�ty of corporate governance. It would also address 

�nternat�onal concerns about the extraterr�tor�al appl�cat�on of US regulat�ons by 

show�ng appropr�ate deference to fore�gn regulators.

These adm�n�strat�ve measures w�ll, w�thout leg�slat�ve change, address the 

un�ntended cost of �mplement�ng Sarbanes-Oxley wh�le ma�nta�n�ng the �ntended 

deterrent to corporate malfeasance. They w�ll at least part�ally address the 

concerns of small compan�es and non-US �ssuers regard�ng the Sect�on 404 

compl�ance costs �nvolved �n a US l�st�ng. F�nally, these measures w�ll send an 

�mportant s�gnal to the global financ�al commun�ty that regulators are appropr�ately 

balanc�ng bus�ness and �nvestor �nterests.

recommendation 2 – implement securities litigation reform. The SEC should 

make use of �ts broad rulemak�ng and exempt�ve powers to deter the most 

problemat�c secur�t�es-related su�ts. For example, the SEC could �nvoke Sect�on 

36 of the Secur�t�es Exchange Act of 1934, wh�ch effect�vely allows �t to exempt 

compan�es from certa�n onerous regulat�ons where �t deems such exempt�ons 

to be �n the publ�c �nterest. W�th�n the confines of the SEC’s author�ty under the 

1934 Act, the Comm�ss�on therefore could, pursuant to a thorough cost/benefit 

analys�s, choose to: l�m�t the l�ab�l�ty of fore�gn compan�es w�th US l�st�ngs to 

secur�t�es-related damages proport�onal to the�r degree of exposure to the US 

markets; �mpose a cap on aud�tors’ damages that would ma�nta�n the deterrent 

n
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effect of large financ�al penalt�es wh�le also reduc�ng the l�kel�hood of the h�ghly 

concentrated US aud�t�ng �ndustry los�ng another major player; and g�ve smaller 

publ�c compan�es the ab�l�ty to “opt out” of some port�ons of Sarbanes-Oxley 

(although only �f they consp�cuously d�sclose the fact to �nvestors and prov�ded 

that suffic�ent �nvestor-protect�on safeguards are otherw�se reta�ned).

The SEC should also leverage the tac�t �nfluence �t has over the secur�t�es 

�ndustry to promote arb�trat�on as a means of resolv�ng secur�t�es-related 

d�sputes between publ�c compan�es and �nvestors. H�stor�cally, the SEC has 

been opposed to arb�trat�on, but revers�ng th�s pos�t�on would br�ng �t more �n 

l�ne w�th broader enforcement trends. Arb�trat�on would substant�ally reduce the 

costs that compan�es face �n the course of protracted l�t�gat�on and d�scovery, �t  

would prov�de aggr�eved pla�nt�ffs w�th more t�mely and cost-effect�ve remed�es,  

yet �t would not d�m�n�sh the SEC’s ab�l�ty to �n�t�ate enforcement act�ons on 

�nvestors’ behalf.

Leg�slat�ve reform �s also needed to address the long-term, structural problems 

that underp�n the trend toward �ncreas�ng l�t�gat�on �n the secur�t�es �ndustry. 

Congress should thus cons�der leg�slat�ve means of address�ng concerns 

around the quant�ty and unpred�ctab�l�ty of l�t�gat�on relat�ve to other countr�es.  

Changes to cons�der could �nclude l�m�t�ng pun�t�ve damages and allow�ng l�t�gat�ng 

part�es �n federal secur�t�es act�ons to appeal �nterlocutory (non-final) judgments 

�mmed�ately to the C�rcu�t Courts. The latter proposal would reduce the overall 

legal burden on l�sted compan�es by reduc�ng the frequency of settlements based 

less on the mer�ts of the case than on the prospect of protracted l�t�gat�on.

Leg�slat�ve and enforcement-level reform w�ll requ�re a careful balanc�ng of 

�nterests: �t should seek to el�m�nate su�ts filed to place unwarranted pressure 

on compan�es to settle, wh�le ma�nta�n�ng the ab�l�ty of pla�nt�ffs w�th val�d 

cla�ms to recover appropr�ate damages. Arguably, the r�ght reforms, supported 

by r�gorous cost/benefit analyses, could benefit leg�t�mate pla�nt�ffs, �nvestors, 

and corporat�ons al�ke by prov�d�ng greater pred�ctab�l�ty and mak�ng better use of 

jud�c�al resources.

recommendation 3 – develop a shared vision for financial services and a set 

of supporting regulatory principles. Under the leadersh�p of the Secretary of the 

Treasury and the Pres�dent�al Work�ng Group on F�nanc�al Markets, federal financ�al 

n
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regulators should work together to develop, agree on, and pursue a shared v�s�on 

for the �mportance and strateg�c d�rect�on of the financ�al sector and �ts �mpact 

on global compet�t�veness, �nnovat�on to meet customer needs, the management 

of system�c r�sks, the eth�cal conduct of bus�ness, the financ�ng of a grow�ng 

economy, and the creat�on of new jobs. Th�s shared v�s�on should be supported by a 

common set of pr�nc�ples for the regulat�on and superv�s�on of financ�al �nst�tut�ons 

operat�ng �n the Un�ted States. These pr�nc�ples could �nclude, for example, cost/

benefit analys�s, mater�al�ty tests, collaborat�ve rulemak�ng and enforcement, and 

an escalat�on process for enforcement matters. Each regulator could then use 

these common pr�nc�ples to gu�de future rulemak�ng and enforcement act�ons.

Several precedents that ex�st today can serve as start�ng po�nts for a set of 

new US financ�al regulatory pr�nc�ples. The UK’s F�nanc�al Serv�ces Author�ty 

(FSA), for example, operates under s�x such pr�nc�ples for good regulat�on 

based on �ts statutory object�ves. More recently, the Inst�tute of Internat�onal 

F�nance (IIF) has �ssued a complementary set of seven pr�nc�ples based on �ts  

object�ves for econom�c growth and compet�t�on, financ�al system stab�l�ty and 

secur�ty, and customer safeguards. Both the FSA and the IIF also espouse 

pr�nc�ples for how pr�vate sector firms and the�r management teams ought to 

�nteract w�th the�r regulators. 

Regardless of the deta�ls of the pr�nc�ples themselves, a common approach 

emphas�z�ng collaborat�on and the open shar�ng of �nformat�on between regulators 

and regulated ent�t�es would del�ver more balanced, cons�stent and pred�ctable 

outcomes for financ�al �nst�tut�ons, consumers, �nvestors and other market 

part�c�pants. Th�s would have the added benefit of allow�ng regulators to be more 

emp�r�cally effect�ve �n shap�ng the act�ons of market part�c�pants. It would also 

help non-US corporat�ons comply w�th US regulat�ons more eas�ly, wh�ch �n turn 

would make the US more appeal�ng as a center for bus�ness operat�ons.

initiatives to level the playing field

recommendation 4 – Ease restrictions facing skilled non-US professional 

workers. Congress should re-exam�ne and el�m�nate some of the barr�ers that 

deter or prevent sk�lled fore�gn profess�onal workers both from com�ng to the 

Un�ted States to work, and from rema�n�ng �n the country as part of the workforce. 

Spec�fic act�ons, wh�ch may perhaps most effect�vely be �mplemented as part of 
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a comprehens�ve �mm�grat�on reform package s�m�lar to that �ntroduced �n the 

109th Congress, could �nclude ra�s�ng the annual cap on H-1B v�sas, el�m�nat�ng 

the t�me lag between student v�sas exp�r�ng and the grant�ng of H-1B v�sas, and 

prov�d�ng clearer gu�del�nes on how to exerc�se d�scret�on �n grant�ng bus�ness 

v�s�tor v�sas. 

Taken together, such reforms to US �mm�grat�on pol�c�es would s�gn�ficantly ease 

the �mbalance between supply and demand for talent �n the financ�al serv�ces 

�ndustry. Th�s w�ll allow the Un�ted States, and spec�fically New York, to reta�n 

�ts pos�t�on as the world’s largest pool of financ�al serv�ces talent, wh�ch �n turn 

makes the Un�ted States more attract�ve to both domest�c and fore�gn financ�al 

�nst�tut�ons. In l�ght of the pos�t�ve �mpact that a successful, h�gh value-added 

financ�al serv�ces �ndustry creates �n terms of attract�ng other soph�st�cated 

bus�nesses, th�s would also re�nforce New York’s pos�t�on as a first-t�er global 

bus�ness hub.

recommendation 5 – recognize iFrS without reconciliation and promote the 

convergence of accounting and auditing standards. The SEC should cons�der 

recogn�z�ng Internat�onal F�nanc�al Report�ng Standards (IFRS) w�thout requ�r�ng 

fore�gn compan�es l�st�ng �n the US to reconc�le to US Generally Accepted Account�ng 

Pr�nc�ples (GAAP). S�m�larly, the PCAOB should work w�th other nat�onal and 

�nternat�onal bod�es towards a s�ngle set of global aud�t standards. Meanwh�le, the 

US F�nanc�al Account�ng Standards Board (FASB) and the Internat�onal Account�ng 

Standards Board (IASB) should cont�nue – and, �f poss�ble, accelerate – current 

efforts towards the convergence of global account�ng standards, a�m�ng for a “best-

of-both” approach that balances mater�al�ty w�th the need to �nform �nvestors and 

other users of publ�cly reported financ�al �nformat�on.

The accelerated convergence of two h�gh-qual�ty account�ng standards w�ll reduce 

regulatory compl�ance costs w�thout underm�n�ng �nvestor protect�on or �mpa�r�ng 

market �nformat�on. The harmon�zat�on of aud�t�ng rules, prov�ded that better 

standards w�n out, w�ll s�m�larly lower aud�t�ng costs for most publ�c compan�es 

w�thout reduc�ng the qual�ty of the statements produced. 

n



recommendation 6 – protect US global competitiveness in implementing the 

basel ii capital accord. US bank�ng and thr�ft regulators should cont�nue to consult 

w�th the bank�ng �ndustry and subject the Not�ce of Proposed Rulemak�ng (NPR) 

to further cost/benefit and compet�t�veness analyses. US bank�ng regulators have 

proposed changes that would result �n US banks hold�ng h�gher cap�tal levels than 

the�r non-US peers, wh�ch could put them at a compet�t�ve d�sadvantage. Ideally, 

US bank�ng regulators w�ll find a m�ddle road that protects the structural �ntegr�ty 

of the US financ�al system under adverse market cond�t�ons wh�le preserv�ng the 

global compet�t�veness of �ts banks. Th�s has already taken many years of effort by 

regulators and financ�al �nst�tut�ons. An exped�t�ous �mplementat�on of these new 

standards would br�ng to a close the lengthy debate over the approach employed �n 

the US, and g�ve greater clar�ty concern�ng the future regulatory landscape.

A harmon�zed, balanced approach could place US bank�ng �nst�tut�ons on a more 

equal foot�ng w�th the�r �nternat�onal compet�tors �n the �mportant lend�ng and fixed 

�ncome markets. It could also make the US more appeal�ng as a place to do bus�ness 

for fore�gn financ�al �nst�tut�ons, wh�ch would not then need to adjust the�r cap�tal 

requ�rements �n order to part�c�pate �n the US markets. As a result of th�s enhanced 

compet�t�on, US corporat�ons, consumers and �nvestors would enjoy greater cho�ce, 

enhanced protect�on and better pr�c�ng.

important longer-term national priorities to preserve financial services preeminence 

recommendation 7 – Form an independent, bipartisan National commission on 

Financial market competitiveness to resolve long-term structural issues. Early 

�n �007, Congress should create a Nat�onal Comm�ss�on on F�nanc�al Market 

Compet�t�veness to assess long-term, structural �ssues that affect the health, 

compet�t�veness, and leadersh�p of US financ�al markets and the�r contr�but�on to the 

nat�onal economy. Gu�ded by an overarch�ng v�s�on for the future of US financ�al serv�ces 

that �s cons�stent w�th the regulatory framework proposed �n Recommendat�on 3, 

th�s Comm�ss�on should develop leg�slat�ve recommendat�ons w�th thoughtful pr�vate 

sector, �nvestor, and regulator �nput, for a financ�al regulatory system that �s s�mple, 

effic�ent, respons�ve to the compet�t�ve needs of financ�al �nst�tut�ons �n serv�ng the�r 

customers, and attent�ve to the system�c need for a strong, v�brant, well-managed 

financ�al sector w�th adequate �nvestor protect�ons. Potent�al areas of reform should 

�nclude broad pol�cy, legal, regulatory, and enforcement �ssues that the Comm�ss�on 

deems �mportant to a compet�t�ve financ�al marketplace and the US economy. 
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Among other th�ngs, th�s Comm�ss�on should cons�der regulatory �ntegrat�on 

as well as the poss�b�l�ty of a s�ngle regulator for nat�onal and global financ�al 

serv�ces firms operat�ng �n the Un�ted States. Furthermore, w�th due deference to 

the separat�on of powers between execut�ve and jud�c�al enforcement agenc�es, as 

well as between state and federal offic�als, the Comm�ss�on should also cons�der 

reforms that would �mprove the cons�stency and pred�ctab�l�ty of enforcement 

efforts nat�onw�de. More generally, the Comm�ss�on should rev�ew and make 

recommendat�ons on the general strateg�c d�rect�on of the financ�al serv�ces 

�ndustry and the balance of publ�c-pr�vate sector cooperat�on best able to promote 

a v�brant and robust financ�al serv�ces sector �n the context of �ncreas�ng global 

compet�t�on.

recommendation 8 – modernize financial services charters. Regulators 

and Congress should assess and, where appropr�ate, modern�ze US financ�al 

serv�ces charters, hold�ng company models, and operat�ng structures (such 

as �nternat�onal bank�ng fac�l�t�es under Regulat�on K of the Federal Reserve) 

to ensure that they are compet�t�ve by �nternat�onal standards. Where these 

charters and models prove to be cumbersome or �nflex�ble, wh�ch would be 

unsurpr�s�ng g�ven that most have gone w�thout scrut�ny for decades, Congress 

should enact leg�slat�ve changes that can promote respons�veness by US financ�al 

�nst�tut�ons to a rap�dly chang�ng, �ncreas�ngly global compet�t�ve env�ronment. 

One pr�or�ty, �n the context of enhanc�ng compet�t�veness for the ent�re 

financ�al serv�ces sector and �mprov�ng respons�veness and customer serv�ce,  

should be an opt�onal federal charter for �nsurance, based on market pr�nc�ples for 

serv�ng customers. Th�s rev�ew should �nclude full �nput from �ndustry part�c�pants, 

customers, and other �nterest groups to ensure a balanced outcome.

New York agenda to promote financial services competitiveness 

The nat�onal agenda descr�bed above �s cr�t�cal to preserv�ng and enhanc�ng New 

York’s compet�t�veness as a financ�al serv�ces center. The C�ty and State of New York 

have many strengths, and New York C�ty cont�nues to be seen very pos�t�vely as a place 

to l�ve and work. The qual�ty of l�fe �s h�gh, cr�me �s low, arts and culture flour�sh, and 

traffic �s better (at least when compared to London). Nevertheless, focus�ng on mak�ng 

New York more l�vable �s only one part of the equat�on. The C�ty and State can also 

take an �ntegrated set of act�ons, centered around the creat�on of a new publ�c/pr�vate 
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jo�nt venture ded�cated to financ�al serv�ces, to support and complement th�s nat�onal 

agenda. New York has an �mportant respons�b�l�ty to the global financ�al serv�ces 

bus�nesses centered �n the area to promote US and New York compet�t�veness, and the 

jo�nt venture descr�bed below should prov�de local author�t�es and market part�c�pants 

w�th an effect�ve means of do�ng so. 

Establish a public/private joint venture with highly visible leaders focused exclusively 

on financial services competitiveness.

The Mayor should work w�th the bus�ness commun�ty, part�cularly the Partnersh�p for 

New York C�ty, to form a publ�c/pr�vate jo�nt venture focused on strengthen�ng the 

financ�al serv�ces compet�t�veness of the C�ty, the State, and the nat�on. Th�s jo�nt 

venture should own and execute a C�ty- and State-level agenda that balances the 

object�ves of bus�ness compet�t�veness, consumer protect�on, and broad econom�c 

growth. More spec�fically, th�s agenda should �nclude:

more actively managing attraction and retention for financial services. Although 

the C�ty and the State of New York already employ s�gn�ficant resources to ma�nta�n 

work�ng relat�onsh�ps w�th lead�ng financ�al �nst�tut�ons, th�s �nteract�on could 

become more effect�ve and forward look�ng. To do so, the financ�al serv�ces jo�nt 

venture should seek to ma�nta�n an act�ve d�alog w�th the State’s top financ�al 

serv�ces employers about the�r expans�on and relocat�on agenda. It should also 

develop relat�onsh�ps w�th a short l�st of h�gh-pr�or�ty financ�al serv�ces �nst�tut�ons 

that m�ght cons�der expand�ng what �s a l�m�ted presence �n New York today. 

The jo�nt venture’s leadersh�p should reach out to corporate dec�s�on-makers at 

the h�ghest levels and g�ve them the focused attent�on they need as they make 

dec�s�ons of such magn�tude, br�ng�ng �n the Mayor, Deputy Mayor, and other h�gh-

level local and State offic�als as and when needed.

Establishing a world-class center for applied global finance. Several New York-

based educat�onal �nst�tut�ons already prov�de excellent graduate programs �n 

bus�ness, law, and account�ng, but today’s financ�al �nst�tut�ons need graduates 

w�th deep quant�tat�ve sk�lls to dr�ve �nnovat�on �n h�gh-growth, geograph�cally 

mob�le bus�nesses, part�cularly der�vat�ves and secur�t�zat�on. The financ�al 

serv�ces jo�nt venture should take a leadersh�p role �n coord�nat�ng w�th financ�al 

serv�ces bus�nesses and local educat�onal �nst�tut�ons to des�gn and finance the 
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world’s best graduate program �n financ�al eng�neer�ng and global cap�tal markets 

– one that comb�nes the academ�c strengths of local �nst�tut�ons w�th pract�cal 

work exper�ence at the lead�ng financ�al �nst�tut�ons and that focuses on apply�ng 

cutt�ng-edge mathemat�cs, stat�st�cs and econom�cs to financ�al serv�ces.

potentially creating a special international financial services zone. The publ�c/

pr�vate jo�nt venture, work�ng w�th other �nterested stakeholders, should �nvest�gate 

the potent�al for further econom�c development that the creat�on of a spec�al 

financ�al serv�ces zone could have. The creat�on of such a zone could leverage the 

�nherent compet�t�ve advantage that New York’s unparalleled cluster�ng of financ�al 

serv�ces bus�nesses bestows upon the State to a greater extent than would be 

poss�ble for any other financ�al center. One poss�b�l�ty for a spec�al financ�al 

serv�ces zone, rely�ng pr�mar�ly on tax �ncent�ves, would be to attract a new cluster 

of next-generat�on financ�al serv�ces bus�nesses and support �ndustr�es. Attract�ng 

such lead�ng-edge compan�es would not only confer a d�rect benefit upon New 

York by v�rtue of the�r �nherent econom�c output, but �t would also enhance the 

soph�st�cat�on of the reg�on’s overall bus�ness env�ronment, thereby mak�ng 

the area as a whole more attract�ve to the well-establ�shed, trad�t�onal financ�al 

serv�ces firms that have h�stor�cally been at the heart of the New York’s econom�c 

success. Wh�le d�fferent�al tax treatment �s an econom�c pol�cy tool that should 

be used w�th great care and only pursuant to a thorough cost/benefit analys�s, �ts 

potent�al to bu�ld upon New York’s ex�st�ng advantages to attract new bus�nesses 

should not be overlooked. By focus�ng on fore�gn firms w�thout a s�gn�ficant US 

presence, as well as on startup firms, the tax �ncent�ves descr�bed above can 

ach�eve the�r purpose w�thout mater�ally harm�ng the �nterests of other reg�ons, 

and should thereby benefit the nat�on as a whole.

A more amb�t�ous alternat�ve would be for the C�ty, �n collaborat�on w�th federal 

financ�al regulators, New York State author�t�es, and Congress, to develop a p�lot 

program to expand and adapt the concept of an �nternat�onal bank�ng zone, based 

�n New York, to other financ�al sectors. Th�s proposal would use both fiscal and 

regulatory pol�c�es to leverage New York’s ex�st�ng financ�al serv�ces base to 

attract or recapture bus�nesses that are currently based abroad. Aga�n, by focus�ng 

on attract�ng a net �nflow of new bus�nesses to the US, th�s proposal holds the 

potent�al to generate a net surplus for the nat�on w�thout harm�ng the econom�c 

�nterests of any of �ts const�tuent States.

n
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Enhancing New York’s ability to promote its financial services profile and its 

agenda as a leading financial center. New York already engages �n a var�ety of 

market�ng act�v�t�es to promote the benefits that the C�ty and State of New York can 

del�ver to the local, nat�onal and �nternat�onal bus�ness commun�ty. Cons�der�ng 

the �ntens�ty of compet�t�on for global financ�al serv�ces preem�nence, however, the 

financ�al serv�ces-focused publ�c/pr�vate jo�nt venture should complement ongo�ng 

act�v�t�es by �nvest�ng further �n cr�t�cal areas, �nclud�ng pr�mary research �nto 

financ�al serv�ces top�cs, a fact-based publ�c relat�ons campa�gn, and advocacy at 

the state and nat�onal levels.

The new jo�nt venture should be managed by a ded�cated, full-t�me Ch�ef Execut�ve 

w�th s�gn�ficant exper�ence �n lead�ng major financ�al serv�ces efforts. Th�s �nd�v�dual 

would be tasked w�th further�ng New York’s local agenda �n the most t�mely and 

collaborat�ve manner poss�ble. He or she would manage the jo�nt venture’s strateg�c 

and operat�onal act�v�t�es, �nclud�ng act�ng as the h�gh-level l�a�son between �nd�v�dual 

�ndustry part�c�pants and the C�ty or State, as well as be�ng the dr�v�ng force beh�nd 

the �mplementat�on of the jo�nt venture’s broader strateg�c plan for New York’s financ�al 

serv�ces development.

To further ra�se the profile of New York’s financ�al serv�ces �ndustry at the nat�onal and 

�nternat�onal levels, the jo�nt venture should also be led by a Cha�rman, appo�nted by 

the Mayor �n consultat�on w�th financ�al serv�ces �ndustry leaders, who w�ll act as an 

ambassador for the area’s financ�al serv�ces �ndustry. Th�s offic�al would assume a 

w�der-rang�ng mandate than the Ch�ef Execut�ve, help�ng New York’s financ�al serv�ces 

�ndustry commun�cate �ts v�s�on for the reg�on’s econom�c future w�th a comprehens�ve 

and cons�stent vo�ce that �s heard at the nat�onal and �nternat�onal levels.

Wh�le the jo�nt venture’s Cha�rman and Ch�ef execut�ve w�ll pr�mar�ly concern 

themselves w�th further�ng a New York-centr�c financ�al serv�ces agenda on the local, 

reg�onal, nat�onal, and �nternat�onal levels, �t �s �mportant to recogn�ze that New York’s 

econom�c �nterests �n th�s regard are largely al�gned w�th those of the broader Tr�-State 

area. The jo�nt venture and �ts leadersh�p, along w�th the Mayor’s office and other New 

York governmental author�t�es, should therefore seek to collaborate w�th Connect�cut 

and New Jersey author�t�es to prov�de the most effect�ve advocacy poss�ble for a 

robust and effic�ent financ�al serv�ces �ndustry reg�onally. Although some compet�t�on 

w�th regard to the attract�on and retent�on of financ�al serv�ces bus�nesses w�ll always 

ex�st between local governments w�th�n the Tr�-State area, the aggregate benefits to 
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the reg�on of a thr�v�ng US financ�al serv�ces sector are such as to demand that 

reg�onal �nterest groups want�ng to support the local economy present a common front 

on �ssues affect�ng financ�al serv�ces compet�t�veness.

* * *

There �s an urgent need for concerted, balanced act�on at the nat�onal, State and 

C�ty levels to enhance the compet�t�veness of the US financ�al markets and defend 

New York’s role as a global financ�al center. Bus�nesses cannot leave �t up to publ�c 

offic�als alone to refash�on the nat�on’s and New York’s compet�t�veness. Nor should 

regulators, adm�n�strators, or leg�slators move forward w�thout draw�ng on the �ns�ghts 

of the pr�vate sector. Immed�ate act�on by both groups �s requ�red, not just to protect 

and expand jobs �n a v�tal �ndustry sector, but also to ensure that US financ�al 

�nst�tut�ons and markets are pos�t�oned compet�t�vely �n the future to meet the needs 

of all customers and support susta�ned growth �n the domest�c economy. 

The recommendat�ons conta�ned �n th�s report are a contr�but�on to the debate on 

the future of US financ�al serv�ces. They deserve d�scuss�on and further explorat�on, 

as do the recommendat�ons be�ng offered �n other reports and by other �nterested 

stakeholders. The Secretary of the Treasury and the var�ous financ�al regulators can 

take some act�ons now, wh�le others w�ll requ�re leg�slat�ve act�on by the Adm�n�strat�on 

and Congress work�ng together �n a common, b�part�san effort. The pr�vate and publ�c 

sectors – act�ng through the proposed b�part�san Nat�onal Comm�ss�on on F�nanc�al 

Market Compet�t�veness or New York’s new publ�c/pr�vate jo�nt venture – should also 

come together at the nat�onal, State and C�ty levels, to act now on the �ssues and 

econom�c pr�or�t�es �dent�fied by th�s report as cruc�al to the Un�ted States and New 

York. 





I

As the pace of global�zat�on accelerates, a ser�es of econom�c, pol�t�cal, cultural, and 

technolog�cal changes cont�nues to �ncrease the level of �ntegrat�on and �nteract�on 

across geograph�c borders. W�th the cross-border flow of goods, serv�ces, �deas, 

and financ�al stock grow�ng rap�dly, the �nternat�onal compet�t�veness of all �ndustry 

sectors becomes ever more �mportant for countr�es and reg�ons that want to ma�nta�n 

and grow the�r relevance �n the larger global commun�ty. L�ke many other parts of the 

US economy, the financ�al serv�ces sector has become �ncreas�ngly subject to the 

forces of global�zat�on and �nternat�onal compet�t�on. Yet because financ�al �nst�tut�ons 

prov�de �nvaluable �ntermed�at�on and fac�l�tat�on serv�ces to bus�nesses throughout 

the Un�ted States, a strong financ�al serv�ces sector �s cr�t�cal to the health of the 

nat�onal economy as a whole. G�ven �ts domest�c and �nternat�onal �mportance, US 

financ�al serv�ces leadersh�p should rece�ve s�gn�ficant attent�on from pol�cy makers.

a. thE UNitEd StatES: a dOmiNaNt FOrcE iN GLObaL FiNaNciaL SErvicES

The US �s unden�ably one of the world’s lead�ng financ�al serv�ces centers. Its financ�al 

stock and �nsurance markets dwarf those of other countr�es and only the UK r�vals �t 

�n terms of cross-border cap�tal flows. The US �s home to many of the world’s lead�ng 

financ�al serv�ces compan�es and generates s�gn�ficant revenues for domest�c and 

�nternat�onal financ�al �nst�tut�ons.

W�th nearly $51 tr�ll�on as of �005, US financ�al stock – �nclud�ng equ�t�es, bonds, 

loans and depos�ts – �s more than tw�ce that of Japan, the next largest country, wh�ch 

has just short of $�0 tr�ll�on �n financ�al stock. Comb�n�ng the 1� Eurozone countr�es 

w�th the UK g�ves Europe $38 tr�ll�on �n financ�al stock, but that �s st�ll only about 

Global financ�al serv�ces leadersh�p:  
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three-quarters the s�ze of US fi nanc�al stock (Exh�b�t 4). 9 The US markets are also the 

most soph�st�cated: equ�ty and pr�vate debt are the largest components of fi nanc�al 

stock (approx�mately 34 percent and 35 percent, respect�vely), wh�le �n many less 

developed markets, bank depos�ts st�ll account for the l�on’s share. 

Although grow�ng at a slower pace than other reg�ons, the US, because of �ts 

s�gn�fi cantly larger fi nanc�al stock base, w�ll rema�n the world’s largest repos�tory of 

fi nanc�al assets for years to come. Nevertheless, �t should be po�nted out that, at 

constant exchange rates, the Eurozone, UK and Non-Japan As�a have all enjoyed faster 

fi nanc�al stock growth rates �n recent years than the US. Wh�le fi nanc�al stock grew at 

6.5 percent annually between �001 and �005 �n the Un�ted States, the Eurozone grew 

6.8 percent annually over the same per�od, the UK 8.4 percent, and Non-Japan As�a 

15.5 percent (exh�b�ts 4, 5). Very d�fferent dynam�cs are dr�v�ng fi nanc�al stock growth 

�n developed and develop�ng countr�es, as shown by the fact that pr�vate debt was the 
9 
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ma�n eng�ne for fi nanc�al stock growth �n the US, Eurozone and UK (w�th 8.0, 10.3, and 

16.0 percent annual growth, respect�vely), but growth �n Non-Japan As�a was pr�mar�ly 

l�nked to strong performance �n the equ�ty markets (19.4 percent annual growth).10

Mov�ng from secur�t�es to �nsurance, the h�stor�cally local l�fe �nsurance and property-

casualty �nsurance markets are now �nternat�onal�z�ng, although not as fast as the 

secur�t�es �ndustry. Issuers of l�fe �nsurance (a market valued at $1.97 tr�ll�on �n 

�005) are �ncreas�ngly part�c�pat�ng �n many d�fferent nat�onal markets throughout the 

world, and nearly all of the world’s lead�ng l�fe �nsurance carr�ers compete globally. In 

the market for non-l�fe �nsurance (valued at $1.45 tr�ll�on globally �n �005), the US 

rema�ns served pr�mar�ly by domest�c �nsurance carr�ers, although some US carr�ers 

are �ncreas�ngly expand�ng overseas. It �s worth not�ng that many non-US carr�ers have 

recently w�thdrawn cap�tal and capac�ty from US markets, and �n some cases ex�ted 

10 
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ent�rely, due to the perce�ved d�fficulty of cop�ng w�th the unfam�l�ar US regulatory and 

legal env�ronment.11 The most globally compet�t�ve �nsurance market �s the (much 

smaller) re�nsurance bus�ness, w�th global net re�nsurance prem�ums amount�ng to 

$149 b�ll�on. The US also has the largest share of th�s market, although �t �s less 

dom�nant than �n non-l�fe, w�th �4 percent of the global market, or $37 b�ll�on �n net 

prem�ums �n �005. Germany follows closely beh�nd, w�th prem�ums of $35 b�ll�on and 

a �3 percent share. London accounts for 7 percent of the market, whereas Bermuda 

has recently emerged to capture 11 percent of global prem�ums, or $16 b�ll�on �n �005, 

dr�ven by a more flex�ble regulatory env�ronment, tax benefits, and the ease of sett�ng 

up �nsurance bus�nesses.1�

It should come as no surpr�se that �n a rap�dly �ntegrat�ng world, cross-border cap�tal 

flows have accelerated, to the benefit of the US and the UK �n part�cular. In �005, cross-

border flows totaled $6.� tr�ll�on worldw�de, up from $1.5 tr�ll�on �n 1995.13 Cap�tal 

flows have grown across the board, w�th portfol�o �nvestment flows (equ�t�es and bonds) 

grow�ng more rap�dly than anyth�ng else. In �005, total cap�tal flows �nto and out of the 

US totaled $1.64 tr�ll�on, wh�le the equ�valent figure for the UK was $�.68 tr�ll�on.14 

Turn�ng from cap�tal stocks and flows to cap�tal markets revenue generat�on, the 

concentrat�on of financ�al serv�ces �ndustry leaders �n the US tells a s�m�lar story 

about the country’s leadersh�p role. The Un�ted States �s home to more of the world’s 

top financ�al serv�ces �nst�tut�ons than any other country: s�x of the top 10 financ�al 

�nst�tut�ons by market cap�tal�zat�on are based �n the New York area, w�th the other 

four found �n Ed�nburgh, London, Tokyo, and Zur�ch. F�rms headquartered �n the Un�ted 

States top the league tables �n mergers and acqu�s�t�ons, as well as equ�ty and debt 

cap�tal-ra�s�ng. US firms accounted for the top five spots �n the comb�ned rank�ngs for 

cap�tal markets and M&A for US-based compan�es �n �006; they also occup�ed three of 

the top five spots for European-based deals �n �006 (Exh�b�t 6).15 F�nally, the revenues 

generated by �nvestment bank�ng and sales and trad�ng act�v�t�es are st�ll larger �n the 

Un�ted States than anywhere else. US revenues totaled $109 b�ll�on (45 percent of the 

global total) versus Europe’s $98 b�ll�on (40 percent).16 

b. a vitaL SEctOr at thE hEart OF thE EcONOmY

The financ�al serv�ces sector �s a v�tal element of the US economy, and �t �s of 

part�cular �mportance to New York and a number of other states. It �s a large �ndustry, 

fast-grow�ng, a major contr�butor to the tax base, and a major source of qual�ty jobs 
11 
1� 
13 
14 
15 
16 
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nat�onw�de. Ult�mately, well-developed and thr�v�ng fi nanc�al markets contr�bute to the 

nat�on’s overall prosper�ty as they prov�de easy access to low-cost cap�tal and promote 

econom�c stab�l�ty. G�ven the sector’s many �mportant character�st�cs, support�ng �t 

must be h�gh on the nat�onal agenda.

F�nanc�al serv�ces �s the th�rd-largest sector of the US economy, account�ng for 

approx�mately 8 percent of GDP. 17 Only manufactur�ng (14 percent) and real estate 

(1� percent) are larger. Between 1995 and �005, the �ndustry grew at a compound 

annual growth rate of more than 5 percent, mak�ng �t one of the three fastest-grow�ng 

sectors. By contrast, manufactur�ng and real estate grew at around 3 percent and the 

overall economy posted 3.� percent real GDP growth over the same per�od.18 

Of course, the fi nanc�al serv�ces sector �s even more cr�t�cal to the New York economy 

than to the country as a whole, although other states are also heav�ly rel�ant on �t. The 

sector represents approx�mately 15 percent of real gross product for both New York 

C�ty and New York State.19 S�x other states (Connect�cut, Delaware, Massachusetts, 

North Carol�na, Rhode Island, and South Dakota) all count on fi nanc�al serv�ces for 

10 percent or more of the�r real gross product.�0 In New York C�ty, only real estate �s 

larger (17 percent) w�th the next-largest sector, profess�onal serv�ces, account�ng for 
17 
18 
19 
�0 
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9 percent. F�nanc�al serv�ces �s also the C�ty’s fastest-grow�ng sector, reg�ster�ng 6.6 

percent growth from 1995 to �005 compared w�th overall growth of 3.6 percent and 

real estate sector growth of 3.7 percent.�1 The financ�al serv�ces sector �s also cr�t�cal 

to the local tax base, account�ng for approx�mately 36 percent of the C�ty’s bus�ness 

�ncome tax revenues �n fiscal year �005.�� 

F�nanc�al serv�ces are �mportant not only �n terms of econom�c output, but also �n 

terms of jobs. Nat�onally, the �ndustry d�rectly accounts for one �n every 19 jobs.�3 

Many states are h�ghly dependent upon the sector: �n Connect�cut, Delaware, New 

York, and South Dakota, sector employment represents 8 to 10 percent of non-farm 

pr�vate sector jobs. In New York C�ty, financ�al serv�ces employment represents 1 

�n every 9 pr�vate sector jobs. Other US c�t�es are also heav�ly rel�ant on financ�al 

serv�ces, �nclud�ng Hartford (1 �n every 8 pr�vate sector jobs), Charlotte (1 �n 1�), 

Boston (1 �n 14), San Franc�sco (1 �n 14), and M�am� (1 �n 18).�4

The largest sector of financ�al serv�ces employment �n New York �s the secur�t�es 

�ndustry. In �005, the secur�t�es �ndustry accounted for 171,000 of the 3�8,400 

financ�al serv�ces jobs �n New York C�ty.�5 D�rect jobs are one very v�s�ble contr�but�on, 

but the sector also creates a large number of �nd�rect jobs. A recent study by the 

Comptroller of the State of New York revealed that every secur�t�es �ndustry job �n the 

C�ty creates two add�t�onal jobs �n other �ndustr�es.�6 Many of these jobs are related 

to financ�al profess�onals’ consumpt�on and employ lower and m�ddle �ncome workers, 

although other profess�onal serv�ces sectors also benefit, albe�t less s�gn�ficantly.

F�nanc�al serv�ces are also of broader value to the nat�onal economy. In add�t�on to be�ng 

a s�gn�ficant source of econom�c growth, tax revenues, and employment, well-regulated 

and effic�ent financ�al markets fuel growth by opt�m�z�ng cap�tal allocat�on and allow�ng 

market part�c�pants to ra�se cap�tal at lower cost.�7 Furthermore, cap�tal markets also 

enhance financ�al stab�l�ty through better r�sk management and d�vers�ficat�on, wh�ch 

means lower overall system�c r�sk not only for large financ�al �nst�tut�ons, such as the 

banks and money managers w�th whom Amer�cans �nvest the�r sav�ngs, but also for all 

US compan�es. F�nally, cap�tal markets prov�de an effic�ent l�nk to the broader global 

economy, forc�ng domest�c �nst�tut�ons to be more effic�ent, and therefore boost�ng the 

�nternat�onal econom�c compet�t�veness of the Un�ted States.
�1 
�� 
�3 
�4 
�5 
�6 
�7 
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II

The Un�ted States’ and New York’s h�stor�cally strong pos�t�on �n financ�al serv�ces 

�s under threat from a number of challenges, both external and �nternal. Sect�on II 

outl�nes the external challenges, created by developments �n other markets, before 

mov�ng to the �nternal, self-�mposed challenges �n Sect�on III.

a. StrONG dYNamicS OUtSidE thE US driviNG iNtErNatiONaL GrOwth

F�nanc�al markets outs�de the Un�ted States are grow�ng faster than domest�c markets 

�n terms of both depth and l�qu�d�ty; �nternat�onal cap�tal now has many compet�ng 

locales �nto wh�ch �t can flow. The dynam�sm and growth of some of these markets 

makes them �nherently attract�ve, but cap�tal flow dec�s�ons also reflect favorable 

developments �n corporate compet�t�on and financ�al market regulat�on. Meanwh�le, 

advances �n technology and commun�cat�ons are free�ng cap�tal from the l�m�tat�ons 

of geograph�c boundar�es and some of the need for financ�al serv�ces firms to locate 

the�r var�ous bus�nesses �n the same place. Cond�t�ons are r�pe for financ�ng, r�sk 

management, and other financ�al serv�ces to sh�ft from more mature and stable 

econom�es to emerg�ng, more dynam�c markets. As one bus�ness leader �nterv�ewed 

suggested, “New York and the US need to get comfortable w�th hav�ng a smaller 

share of a larger p�e as global�zat�on occurs.” The challenge for US pol�cy makers �s 

to understand these changes and ensure that the country cont�nues to be the world’s 

preem�nent global financ�al serv�ces center.

Economic growth. There �s no doubt that the Un�ted States w�ll cont�nue to be a 

s�gn�ficant dr�ver of the world economy, but �t �s also clear that �t w�ll not be alone as 

a global econom�c center. Even w�th less than 3 percent annual growth, the Un�ted 

States w�ll create about $3.7 tr�ll�on �n add�t�onal real GDP between �005 and �015.�8 

Econom�c forecasts �nd�cate that Ch�na, by compar�son, w�ll add approx�mately  
�8 

External forces underm�n�ng  
the nat�on’s and New York’s  
financ�al serv�ces preem�nence 



$�.� tr�ll�on to �ts GDP over the same per�od, wh�ch corresponds to approx�mately 

7 percent compound annual growth. Ind�a �s s�m�larly expected to grow at 7 percent 

per year, albe�t from a lower base, y�eld�ng just over $600 b�ll�on �n add�t�onal GDP over 

the per�od.�9 St�ll, �ntra-As�an trade – rather than East-West trade – w�ll �ncreas�ngly 

fuel global econom�c growth. Th�s �s part�cularly true as the countr�es of the European 

Un�on (EU), st�ll work�ng through harmon�zat�on challenges, are expected to grow GDP 

by $1.9 tr�ll�on through �015,30 or approx�mately � percent annually, although econom�c 

development on Europe’s eastern edges may y�eld some �ncremental growth.

capital markets penetration. Most European and As�an econom�es have lower cap�tal 

markets penetrat�on – equ�ty and bond fi nanc�ng compared w�th GDP – than the US 

economy,31 suggest�ng that they have s�gn�fi cantly more room to grow (Exh�b�t 7). 

However, desp�te hav�ng a smaller GDP than the US, the EU has almost caught up 

�n terms of cap�tal markets revenue. In �005, US cap�tal markets revenue was $9� 

�9 
30 
31 

40
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Capital markets penetration
(private debt and equity as % of GDP), 2004

0%

50%

100%

150%

200%

250%

300%

350%

07.402.407.302.307.2

Nominal GDP
per capita

EU

Rest of world

MatureEmergingNascent markets

Market maturity (log nominal GDP per capita), 2004

India

Philippines

$10,000 $25,000

Indonesia

China

Colombia

Thailand

Brazil

Argentina

Russia

S. Africa

Malaysia

Chile

Poland

Mexico

Taiwan

S. Korea

Spain

Portugal

Israel

Greece

New Zealand

Singapore

Italy

Australia

Canada Germany

Belgium

France

Finland

UK

Austria

Japan

Sweden

US

Ireland

Denmark

Switzerland

Norway

LuxembourgNetherlands

EUROPE

US

Source: McKinsey analysis; UN Population Division

Exhibit 7



b�ll�on, wh�le the EU’s was $85 b�ll�on.3� The med�an growth rate for cap�tal markets 

revenue �s much h�gher �n the EU (�0 percent versus 7 percent �n the US), wh�le the 

penetrat�on of revenue to GDP �s lower,33 wh�ch �nd�cates more revenue potent�al and 

momentum �n Europe (Exh�b�t 8). Overall, the fi gures suggest that Europe �s stead�ly 

assum�ng a more dom�nant pos�t�on �n the world’s fi nanc�al markets.

corporate competition. Relat�vely open compet�t�on between domest�c and fore�gn 

compan�es, a necessary st�mulus for fi nanc�al markets development, �s becom�ng the 

norm �n most countr�es – even for strateg�c �ndustr�es such as fi nanc�al serv�ces, energy, 

transportat�on, and telecommun�cat�ons. The Un�ted States and the Un�ted K�ngdom 

have v�rtually el�m�nated constra�nts on market entry and consol�dat�on, although some 

m�ght perce�ve the new US d�sclosure requ�rements for fore�gn acqu�rers as a step 

backward. Across the Atlant�c, European Un�on regulators are push�ng member states 

3� 
33 
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to rel�nqu�sh control over large, long-nat�onal�zed �nst�tut�ons. The�r pan-European 

approach to �ndustry concentrat�on and compet�t�veness has begun to d�smantle 

the barr�ers that protected nat�onal champ�ons, desp�te the pers�stent challenges of 

protect�ve nat�onal labor laws. Ch�na, the latest major country to l�beral�ze corporate 

ownersh�p, has made real progress w�th over $100 b�ll�on �n pr�vat�zat�ons s�nce �000, 

although form�dable l�m�ts on fore�gn control of strateg�c compan�es rema�n.34 

Financial services regulation. Globally, financ�al serv�ces regulat�ons generally promote 

effic�ent, transparent, market-or�ented solut�ons that reta�n a h�gh standard of �nvestor 

protect�on. More recent regulat�ons are d�lut�ng the ant�-compet�t�ve protect�on once 

enjoyed by banks, broker-dealers, and �nsurance compan�es. In secur�t�es markets, 

both the Markets �n F�nanc�al Instruments D�rect�ve (M�FID) �n Europe and the SEC’s 

new Regulat�on Nat�onal Market System (NMS) �n the Un�ted States w�ll foster 

compet�t�on among exchanges, broker-dealers, and alternat�ve trad�ng venues to del�ver 

the best execut�on to �nvestors. In As�an secur�t�es markets, regulators are attract�ng 

fore�gn �nvestment cap�tal by enhanc�ng market access and promot�ng good corporate 

governance. S�m�larly, �n bank�ng, the Basel II framework w�ll st�mulate loan and bond 

trad�ng markets globally by harmon�z�ng econom�c and regulatory cap�tal levels.

technology and communications. Am�d all these regulatory changes, technology and 

trad�ng �nfrastructures are evolv�ng to make real-t�me �nteract�ons and transact�ons 

poss�ble and affordable from v�rtually anywhere. Many markets already enjoy near-

�nstantaneous electron�c commun�cat�on of trad�ng �ntent�ons and market �nformat�on, 

thanks to standard commun�cat�ons protocols l�ke FIX, advances �n rout�ng technology 

to find the best pr�ce across mult�ple trad�ng venues, and steady �nvestments �n 

the telecommun�cat�ons backbone. Buyers and sellers of secur�t�es and financ�al 

contracts can meet v�rtually and anonymously by us�ng electron�c and algor�thm�c 

trad�ng appl�cat�ons. Indeed, once the NYSE goes l�ve w�th �ts Hybr�d Market structure 

– under wh�ch �nvestors can choose between floor-based and electron�c trad�ng – all the 

major global secur�t�es and futures exchanges w�ll offer fully electron�c trad�ng. Market 

�nnovators are now push�ng the front�er of electron�c trad�ng for l�qu�d and less l�qu�d 

�nstruments. Stra�ght-through, fully electron�c clear�ng and settlement �s becom�ng the 

�ndustry standard for futures, opt�ons, global bonds, and domest�c equ�t�es, although �t 

�s st�ll only an asp�rat�on for cross-border European equ�t�es and most traded products 

�n non-Japan As�a.

34 
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As most �mportant l�m�tat�ons on cross-border cap�tal flows have d�sappeared and 

other markets are becom�ng large and l�qu�d enough to attract s�gn�ficant �nternat�onal 

�nvestment, the US markets’ trad�t�onal advantages are com�ng under pressure. 

Investors are establ�sh�ng greater presences �n London, Hong Kong, and other parts of 

As�a as they try to get close to new �nvestment opportun�t�es. For example, F�del�ty and 

AIG have substant�al �n-house �nvestment operat�ons located outs�de the US. There �s 

no reason to bel�eve that cap�tal w�ll not cont�nue to flow to new financ�al centers, and 

the compet�t�on between them for �nvestment cap�tal w�ll only �ntens�fy.

b. GLObaL ipO activitY miGratiNG awaY FrOm NEw YOrk

Med�a headl�nes clearly �nd�cate that the publ�c equates recent challenges to Amer�ca’s 

market leadersh�p �n �n�t�al publ�c offer�ngs (IPOs) w�th larger concerns about financ�al 

market compet�t�veness. In truth, equ�ty underwr�t�ng fees are not a major econom�c 

dr�ver, even for a lead�ng financ�al center. The �mportance of be�ng a preferred l�st�ng 

dest�nat�on should not, however, be underest�mated. 

Accord�ng to McK�nsey est�mates, equ�ty underwr�t�ng revenues �n the US amounted 

to approx�mately $6.8 b�ll�on �n �005, or about 3 percent of total US corporate and 

�nvestment bank�ng revenues; of that underwr�t�ng total, only one-th�rd related to IPOs.35 

The numbers may not be large �n and of themselves, but IPOs matter because they are 

the first �n a ser�es of events that generate substant�al recurr�ng revenues for the host 

market. After the IPO �tself, �ncome comes from secondary trad�ng, secondary publ�c 

offer�ngs, and the ab�l�ty to d�rectly t�e der�vat�ve �nstruments to the underly�ng equ�ty 

secur�ty. Everyth�ng else be�ng equal, new �ssuers w�ll also look to ra�se equ�ty �n the 

markets they see as most v�brant. Thus, percept�ons around IPO market compet�t�veness 

really do matter to exchanges, broker-dealers, and financ�al markets more broadly.

The IPO market also offers the most dramat�c �llustrat�on of the change �n cap�tal-ra�s�ng 

needs around the world, and US exchanges are rap�dly los�ng ground to fore�gn r�vals. 

When look�ng at all IPOs that took place globally �n �006, the share of IPO volume 

attracted by US exchanges �s barely one-th�rd of that captured �n �001. By contrast, 

the global share of IPO volume captured by European exchanges has expanded by 

more than 30 percent over the same per�od, wh�le non-Japan As�an markets have 

doubled the�r equ�valent market share s�nce �001.36 When one cons�ders mega-IPOs 

– those over $1 b�ll�on – US exchanges attracted 57 percent of such transact�ons 

�n �001, compared w�th just 16 percent dur�ng the first ten months of �006  

(Exh�b�t 9).37 

35 
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To some extent, th�s decl�ne �s due to the fact that most �ssuers are not US compan�es. 

Only three of the world’s �0 largest IPOs s�nce the beg�nn�ng of �005 were l�nked to 

US �ssuers, and only one of those – MasterCard – took place on a US exchange.38 

European pr�vat�zat�ons and the emergence of strong cap�tal markets �n develop�ng 

countr�es have boosted fore�gn IPO growth. For �nstance, s�x of the world’s top 10 IPOs 

�n �005 (represent�ng a quarter of total deal fl ow) were e�ther state-owned enterpr�ses 

or compan�es from emerg�ng markets w�th prev�ously l�m�ted access to equ�ty cap�tal. 

The trend cont�nued �nto �006, w�th four of the 10 largest IPOs (�nclud�ng the top 

three) com�ng from develop�ng countr�es. By contrast, �n the Un�ted States, where 

most large compan�es are already publ�c, the average s�ze of the 10 largest IPOs �n 

�005 was $850 m�ll�on – roughly one th�rd of the $�.5 b�ll�on average �n Europe.39 

Interv�ews w�th several fore�gn �ssuers revealed that the mot�vat�on for some of these 

fore�gn l�st�ngs was dr�ven by both geography and market attract�veness. One �nd�cated 
38 
39 
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that, “Due to our nat�onal �dent�ty, �t only makes sense to l�st on our home exchange; 

l�st�ng outs�de our country d�d not make sense at all.” Another commented that, “If we 

were to l�st outs�de of our home country we would probably cons�der the UK or As�a 

before the US, because regulatory �ssues, adm�n�strat�ve hurdles, and legal r�sks have 

made the US’ reputat�on more and more negat�ve.”

Another explanat�on put forward by some commentators as to why �nternat�onal 

�ssuers are stay�ng away from US equ�ty markets �s the fact that the underwr�t�ng fees 

charged by �nvestment banks are s�gn�ficantly h�gher for US l�st�ngs than �n compet�ng 

markets. One study reveals that underwr�t�ng fees for non-domest�c l�st�ngs were 5.6 

percent and 7.0 percent on the NYSE and NASDAQ, respect�vely, compared w�th just 

3.5 percent on London’s ma�n market.40 But wh�le such figures may seem s�gn�ficant 

when looked at �n �solat�on, the�r �mportance relat�ve to the overall value of an IPO �s 

fa�rly low, and eas�ly outwe�ghed by the benefits of a more l�qu�d market and super�or 

execut�on. Surveys conducted for th�s report corroborate th�s thes�s: when asked to 

rate the �mportance of underwr�t�ng fees �n the overall process of l�st�ng a company on 

the publ�c equ�ty markets, survey respondents ranked underwr�t�ng fees last among 

seven factors, w�th just 4 percent judg�ng the �ssue “very �mportant.” Th�s compares 

w�th 88 percent who felt that the depth and l�qu�d�ty of the market �s “very �mportant.” 

In other words, the h�gher underwr�t�ng fees charged by �nvestment banks �n the US 

are not by themselves enough to expla�n why more and more �nternat�onal �ssuers are 

turn�ng away from the US equ�ty markets.

Whatever the underly�ng reasons, the apparent loss of US preem�nence �n equ�ty 

�ssuance �s the result of expl�c�t cho�ces that �ssuers are mak�ng. These are dr�ven 

by the l�qu�d�ty ava�lable elsewhere, less str�ngent report�ng requ�rements for smaller 

compan�es, and the r�se of pr�vate ownersh�p w�th�n the US.

Large-scale international offerings can turn elsewhere 

A l�st�ng on a US exchange was – up unt�l relat�vely recently – cons�dered de rigueur 

for a non-US company that wanted to cap�tal�ze on the deepest and most l�qu�d market 

�n the world. One �nvestment banker character�zed the change �n equ�ty markets w�th 

th�s descr�pt�on of IPO “p�tches” that underwr�ters make to non-US cl�ents today: “We 

keep New York �n the p�tch book and try to make a case for �t, but �t �s a g�ven that 

major �ssuers w�ll choose London over New York.”
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In �003, 31 percent of the NYSE’s IPO volume came from fore�gn �ssuers,41 and the 

exchange’s s�ngle largest IPO, represent�ng �7 percent of total IPO volume for the 

year, came from Ch�na.4� By �004, fore�gn �ssuers accounted for only 19 percent of 

IPO volume, and by �005 the figure was just 8 percent. A ch�ef execut�ve summed 

up h�s v�ew on the deter�orat�on of US financ�al markets compet�t�veness when he 

sa�d, “Cl�ents no longer need the US to ra�se money. The US markets are no longer 

so dom�nant that fore�gn �ssuers have to have access to them – lur�ng them back 

w�ll be no small task.” Th�s relat�ve decl�ne has three causes. F�rst, some equ�ty 

�ssuance has sh�fted to European countr�es w�th deep domest�c markets. Second, 

some develop�ng countr�es now have deep l�qu�d markets that can accommodate even 

the b�ggest IPOs. Th�rd, compan�es w�th cap�tal needs that outstr�p even that deeper 

domest�c market capac�ty are not turn�ng to US exchanges, preferr�ng other markets, 

espec�ally London.

Europe has h�stor�cally had more IPOs than the Un�ted States, but lower overall deal 

value because of smaller transact�ons. Yet by �005, the value of IPOs �n Europe was 

approx�mately 75 percent larger than �n the US, and for the first ten months of �006, 

the value of IPO transact�ons was �70 percent h�gher �n Europe than �n the US.43 Large 

pr�vat�zat�ons are dr�v�ng much of th�s change, as EU member states seek to max�m�ze 

d�vest�ture proceeds and are requ�red to denat�onal�ze �n a manner that compl�es 

w�th regulators’ requ�rements for transparency. In �005, for example, 4 of the top 10 

European IPOs were the d�rect or �nd�rect result of government pr�vat�zat�on programs. 

These pr�vat�zat�ons averaged $4.� b�ll�on, nearly five t�mes the s�ze of the average US 

top 10 IPO for �005.44 The b�g western European IPOs do not, however, appear to be 

truly geograph�cally mob�le, due to a comb�nat�on of pol�t�cal sens�t�v�t�es and market 

depth: each of the 10 largest IPOs of �005 �nvolv�ng western European compan�es 

took place on the �ssuer’s home market.45 

Develop�ng markets have also been dr�v�ng the sh�ft away from the US equ�ty markets. 

Turn�ng first to As�a, five of the e�ght emerg�ng market mega-IPOs of �005 and �006 

came from Ch�na, fueled by strong econom�c growth and the Ch�nese government’s 

dec�s�on to allow part�al pr�vat�zat�on of many state-owned enterpr�ses.46 A few years 

ago, deals of th�s s�ze would have had to �nvolve the US publ�c equ�ty markets, but 

these IPOs all took place �n Hong Kong.47 “Long term, As�a �s a b�gger threat [than 

Europe]. US �nst�tut�onal �nvestors can access fore�gn markets, so �ssuers can access 

US cap�tal w�thout tapp�ng US markets,” po�nts out one ch�ef execut�ve. More broadly, 

�nternat�onal IPOs have become �n recent years �ncreas�ngly �mportant to the lead�ng 
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As�an exchanges. On the Hong Kong stock exchange, 97 percent of the value of 

IPOs that took place dur�ng the fi rst ten months of �006 was related to ma�nland 

Ch�nese �ssuers, up from 43 percent �n �00�. S�m�larly, 6� percent of the IPOs on 

the S�ngapore stock exchange for the same part of �006 came from fore�gn �ssuers, 

compared w�th just 1 percent �n �00� (Exh�b�t 10).48 The supply of Ch�nese IPOs has 

come at a t�me when As�an markets are seek�ng to �ncrease the�r compet�t�veness 

and New York markets have come under pressure. The number of very large Ch�nese 

IPOs may not, however, be as substant�al go�ng forward, as more than three-quarters 

of the lead�ng Ch�nese enterpr�ses �n the most �mportant �ndustry sectors are now 

publ�cly l�sted.

48 
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COMPETING FOREIGN EXCHANGES ARE INTERNATIONALIZING 
FASTER THAN THE US
IPOs by foreign companies
Percent of total IPO value

* Mainland Chinese IPOs considered “foreign” for Hong Kong purposes
Source: Dealogic; year-to-date data compiled as of 11/02/2006.
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The other three emerg�ng market mega-IPOs of �005 and �006 were from Russ�a and 

other former Sov�et republ�cs, wh�ch have also entered a pr�vat�zat�on phase. Lack�ng 

the levels of �nvestor confidence and market depth �n the�r domest�c markets that now 

ex�st �n Hong Kong, these mass�ve �ssuers have turned to fore�gn exchanges to ra�se 

cap�tal. London has re�gned supreme �n captur�ng these transact�ons. Deal flow on 

the London Stock Exchange (LSE) related to �nternat�onal IPOs rose from � percent 

�n �00� to over 59 percent dur�ng the first ten months of �006. S�m�larly, 6 of the 

10 largest IPOs of �005 on London’s ma�n exchange were by fore�gn �ssuers. Th�s 

compares w�th just one such IPO on NASDAQ, and none on the NYSE.49

The econom�c �mpact of these large �ssuers’ dec�s�on to stay out of the US cap�tal 

markets �s substant�al. It �s true that large-scale IPOs often benefit from d�scounted 

fees, but a s�ngle large IPO such as the Industr�al and Commerc�al Bank of Ch�na’s 

(ICBC) can generate as much as $500 m�ll�on �n underwr�t�ng fees alone (see s�debar: 

“ICBC Sets New Benchmarks,” p. 49). Although US banks cont�nue to command a 

s�gn�ficant port�on of the underwr�t�ng revenues for many fore�gn IPOs, the�r share of 

the underwr�t�ng fee pot �n Non-Japan As�a – one of the fastest-grow�ng IPO markets 

– sl�pped from 41 percent �n �000 to 3� percent �n �005. Th�s compares to a 73 

percent underwr�t�ng market share for these banks �n the US.50 

US exchanges are aware of the econom�c r�sk that l�es �n the newfound ab�l�ty of 

�nternat�onal �ssuers �n Europe and As�a to reach US �nst�tut�onal �nvestors w�thout 

actually l�st�ng �n the Un�ted States. Th�s grow�ng understand�ng of the other 

opportun�t�es ava�lable to �nvestors may be a dr�ver beh�nd the proposed NYSE/Euronext 

merger and NASDAQ’s b�d for the London Stock Exchange. By merg�ng w�th fore�gn 

exchanges that have already succeeded �n attract�ng US �nst�tut�onal �nvestors, the 

US exchanges are effect�vely recaptur�ng some of the �nst�tut�onal and publ�c �ssuance 

bus�ness they recently lost. Furthermore, the comb�ned �nternat�onal markets could 

create value for both �nvestors and �ssuers by fac�l�tat�ng the�r access to the l�qu�d�ty 

of US markets w�thout requ�r�ng them to subm�t to US regulatory and legal standards. 

In other words, the new l�nkages between �nternat�onal exchanges w�ll make �t eas�er 

st�ll for compan�es to steer clear of New York, w�th the attendant econom�c shortfall 

that th�s �mpl�es. Unless the US cap�tal markets can become as appeal�ng to �ssuers 

as the�r fore�gn counterparts, major �nternat�onal �ssuers are l�kely to elude them. The 

problem �s part�cularly acute because fore�gn �ssuers have not only focused more of 

the�r attent�on on fore�gn exchanges, but have also �ncreas�ngly rel�ed on the pr�vate 

placement 144A market for cap�tal when they chose to come to the Un�ted States. In 

�005, for �nstance, fore�gn compan�es ra�sed 16 t�mes as much equ�ty �n Rule 144A 

transact�ons as they d�d on publ�c US markets.51 
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On October �7, �006, the Industr�al and 
Commerc�al Bank of Ch�na (ICBC), the th�rd 
of Ch�na’s B�g Four banks to go publ�c, be-
gan trad�ng on the Hong Kong and Shangha� 
stock exchanges – a momentous event for 
many reasons. For starters, �t was the larg-
est �n�t�al publ�c offer�ng (IPO) ever, ra�s�ng 
$�1.9 b�ll�on for the �ssuer, and generat�ng 
as much as $500 m�ll�on �n underwr�t�ng 
fees. ICBC was the fi rst company to debut 
s�multaneously on the r�val Hong Kong and 
Shangha� stock exchanges, w�th approx�-
mately $16.1 b�ll�on ra�sed �n Hong Kong and 
about $5.8 b�ll�on �n Shangha�. It was also 
the fi rst t�me that underwr�ters exerc�sed a 
“greenshoe” opt�on (�.e., an over-allotment 
prov�s�on �n the underwr�t�ng agreement al-
low�ng the underwr�ters to sell �nvestors 
more shares than or�g�nally planned) for a 
ma�nland Ch�nese offer�ng, wh�ch enabled 
them to �ncrease the deal s�ze by 15 per-
cent.

ICBC’s shares rose 15 percent �n the fi rst 
day of trad�ng �n Hong Kong, and 5 percent 
�n Shangha�. Launched when Hong Kong’s 
Hang Seng Index was at an all-t�me h�gh, 
ICBC’s IPO has been un�versally regarded as 
a success. It showcased the l�qu�d�ty of the 
As�an markets and the newfound ab�l�ty of 
local �ssuers to ra�se vast amounts of cap�-
tal w�thout l�st�ng �n New York, London, or 
other Western exchanges.

The offer�ng attracted $500 b�ll�on �n orders 
worldw�de, w�th Hong Kong account�ng for 
about 80 percent of that total. Reta�l �nter-
est was extremely h�gh �n both locat�ons, 

w�th the Hong Kong reta�l offer�ng 78 t�mes 
over-subscr�bed and the larger Shangha� re-
ta�l offer�ng 49 t�mes over-subscr�bed. Reta�l 
�nterest �n Hong Kong was �n fact so strong 
that the reta�l allocat�on there was �ncreased 
from 5 percent to 10 percent. Inst�tut�onal 
�nvestors represented about $375 b�ll�on 
of the order book, w�th about 90 percent 
of all �nst�tut�onal funds centered �n Hong 
Kong. Wh�le US �nst�tut�onal �nvestors prob-
ably accounted for the l�on’s share of the 
Hong Kong �nst�tut�onal �nterest, bankers 
also sought out �nternat�onal, government-
backed �nst�tut�onal �nvestors from As�a and 
the M�ddle East.

Western �nvestment banks captured most 
of the fees from th�s transact�on, but the 
ma�nland Ch�nese port�on of the ICBC 
deal may also foreshadow a long-term 
sh�ft �n underwr�t�ng leadersh�p. Assum�ng 
d�scounted fees of � to �.5 percent (versus 
3 to 4 percent for typ�cal Hong Kong IPOs and 
5.6 percent for fore�gn compan�es l�st�ng on 
the NYSE), ICBC’s IPO may have generated 
up to a $500 m�ll�on payday for �nvestment 
banks – nearly as much as all other Ch�nese 
IPOs �n �006. Merr�ll Lynch, Deutsche Bank, 
and Cred�t Su�sse took the bulk of the global 
offer�ng fees but Ch�na Internat�onal Cap�tal 
Corp. and ICBC’s own ICEA Cap�tal Ltd. also 
part�c�pated. By contrast, global fi rms played 
no role �n the domest�c offer�ng: fees there 
went exclus�vely to Ch�nese and Hong Kong 
fi rms, �nclud�ng Ch�na Internat�onal, C�t�c Se-
cur�t�es, Guota� Junan Secur�t�es, and Shen-
y�n & Wanguo Secur�t�es. 

icbc SEtS NEw bENchmarkS
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As �nst�tut�onal �nvestors have �ncreas�ngly turned the�r attent�on to the 144A market, 

trad�ng volumes for Amer�can Depos�tory Rece�pts (ADR) – the pr�nc�pal means for 

compan�es w�th a pr�mary l�st�ng abroad to l�st �n the US – have deter�orated. Th�s 

has encouraged fore�gn compan�es w�th US l�st�ngs to w�thdraw from the US equ�ty 

markets. Unt�l recently, however, such efforts were stym�ed by the requ�rement that 

an ADR �ssuer ma�nta�n �ts US l�st�ng so long as more than 300 US res�dents held 

�ts secur�t�es. On December 13, �006, the SEC proposed a mod�ficat�on to th�s rule 

to allow fore�gn compan�es to de-l�st �f trad�ng volume for the�r secur�t�es �n the US 

falls below 5 percent of the trad�ng volume on the�r home market(s). Th�s mod�ficat�on 

removes a s�gn�ficant �mped�ment to the free movement of cap�tal �n US markets, and 

�s l�kely on the marg�n to encourage fore�gn compan�es to cons�der tapp�ng US equ�ty 

markets. However, �n the near term, the SEC’s new proposal may also y�eld a wave of 

de-l�st�ngs by fore�gn compan�es whose US secur�t�es are no longer trad�ng suffic�ently 

to warrant the ongo�ng costs of US regulatory compl�ance.

In short, caught between a grow�ng domest�c pr�vate �nst�tut�onal market, thr�v�ng 

fore�gn exchanges, and �ncreased cap�tal mob�l�ty, the US publ�c equ�ty markets must 

evolve and �mprove �f they want to rema�n a major source of �nternat�onal financ�ng.

many small-cap companies choose to list abroad

London’s Alternat�ve Investment Market, commonly known as AIM, has become the 

dom�nant small-cap l�st�ng venue �n Europe and, �n the eyes of some commentators, 

a v�able alternat�ve for US �ssuers. S�nce �001, 870 compan�es have l�sted on 

AIM, compared w�th 5�6 on NASDAQ. The trend has recently accelerated: s�nce the 

beg�nn�ng of �005, AIM has added more than tw�ce as many compan�es (484) as �ts 

US counterpart (��4).5� In the past, NASDAQ l�st�ngs ra�sed more cap�tal, but that �s 

no longer true. In �004 NASDAQ ra�sed more than four t�mes as much cap�tal as AIM 

($16.5 b�ll�on versus $4.0 b�ll�on), but dur�ng the first ten months of �006, the volume 

of new �ssuances on the two exchanges was very s�m�lar: $10.4 b�ll�on on AIM versus 

$11.9 b�ll�on on NASDAQ.53 

There are several reasons why small �ssuers now grav�tate to AIM: compan�es enjoy 

less onerous report�ng obl�gat�ons, cheaper ongo�ng l�st�ng fees, and the research and 

market-mak�ng support of a ded�cated broker-dealer. The ma�n reason why compan�es 

choose to l�st on AIM, however, may be �ts less str�ngent �n�t�al l�st�ng requ�rements. 

For many AIM-l�sted compan�es, the US cap�tal markets are never an opt�on: thus far 

�n �006, for �nstance, fewer than half of the compan�es that l�sted on AIM would have 
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met the lowest �n�t�al market cap�tal�zat�on requ�rements on NASDAQ.54 Therefore, to a 

large extent, the two exchanges operate at d�fferent places along the IPO spectrum.

The fact that AIM has ta�lored �ts l�st�ng requ�rements to attract smaller compan�es 

has bolstered the number of new l�st�ngs �n London. Th�s may, over t�me, prov�de 

add�t�onal benefits to the LSE, but the aggregate value of these small-cap l�st�ngs �s 

presently comparat�vely small. Dur�ng the first ten months of �006, for example, over 

85 percent of London’s new l�st�ngs occurred on AIM, yet these represented less than 

�5 percent of the market cap�tal�zat�on of all London IPOs.55 Worldw�de, approx�mately 

half of all IPOs that took place dur�ng the first ten months of �006 were valued at less 

than $50 m�ll�on, but these transact�ons represented just 3 percent of the world’s 

total IPO volume (see s�debar: “AIM�ng for Small-Caps,” p. 5�)56. 

W�th such small compan�es �nvolved, the potent�al loss �n financ�al revenues for  

the US from th�s sh�ft to London �s l�m�ted – at least �n the short term. Total financ�al 

serv�ces revenues generated by AIM �n �005, for �nstance, were probably only around  

$700 m�ll�on.57 Furthermore, the low number of small-cap l�st�ngs �n the US does 

not necessar�ly �nd�cate that small Amer�can compan�es are starved of cap�tal: the 

venture cap�tal market, wh�ch �s arguably better equ�pped to deal w�th an uncerta�n 

payback env�ronment than a market d�rectly access�ble to �nd�v�dual �nvestors, �s larger 

and more act�ve �n the US than anywhere else �n the world. The dearth of very small 

company l�st�ngs does, however, pose a r�sk that the next M�crosoft or eBay could be 

l�sted abroad dur�ng �ts �nfancy, w�th the Un�ted States thus forgo�ng the assoc�ated 

future benefits.

Small-cap markets are clearly r�sk�er than the�r more establ�shed counterparts, ma�nly 

because smaller compan�es are less d�vers�fied and generally have fewer means of 

surv�v�ng advers�ty. Yet �t �s prec�sely when adverse cond�t�ons ar�se that �nvestor 

protect�on measures are most �mportant. In the�r efforts to make l�st�ng eas�er 

and cheaper for fledgl�ng compan�es, small-cap exchanges often relax some of the 

constra�nts on publ�cly l�sted compan�es that prov�de the most protect�on for �nvestors. 

Before mak�ng the dec�s�on to change l�st�ng requ�rements to attract more small-

cap compan�es, regulators and exchanges should look beyond recent exper�ence and 

carefully cons�der the potent�al �mpact that a downturn �n the equ�ty markets m�ght 

have on �nvestors. Th�s concern over the d�sproport�onate �mpact that a bear market 

m�ght have on small-cap markets and �nvestors, along w�th the l�m�ted econom�c 

benefits assoc�ated w�th such markets, expla�ns �n part why th�s report does not 

recommend that US exchanges lower the�r l�st�ng requ�rements to attract more small 

�ssuers.
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A subs�d�ary of the London Stock Exchange, 
the Alternat�ve Investment Market (AIM) has 
attracted more small-cap l�st�ngs �n recent 
years than any other exchange �n the world. 
AIM’s success stems from the development 
of l�st�ng and report�ng rules that make �t as 
easy and econom�cal as poss�ble for small 
compan�es to tap the publ�c equ�ty markets. 
For �nstance, AIM has no m�n�mum l�st�ng cr�-
ter�a; �t does not requ�re the fi l�ng of an LSE- 
or FSA-vetted prospectus; there �s no need 
to convert fi nanc�al reports �f ex�st�ng ones 
already comply w�th one of the world’s ma-
jor account�ng reg�mes; compan�es need fi le 
only half-yearly accounts; and the �n�t�al and 
ongo�ng l�st�ng fees are m�n�mal (£4,340, re-
gardless of the s�ze of the company).

The only s�gn�fi cant cond�t�on to l�st�ng on 
AIM �s approval by a nom�nated adv�sor, or 
“Nomad.” The Nomad �s usually a fi rm of fi -
nanc�al profess�onals approved by the LSE, 
wh�ch deems the cand�date company to be 
su�table for the market, and often acts as 
�ts AIM-mandated broker. In th�s capac�ty, 
the Nomad w�ll ra�se funds for the company, 
usually by plac�ng the shares w�th �nst�tu-

t�onal �nvestors (hence the lack of a publ�c 
prospectus requ�rement). The Nomad also 
acts as a market-maker for the new �ssuer 
by part�c�pat�ng �n the secondary market and 
prov�d�ng research on the company.

There �s no doubt that AIM has been very suc-

cessful �n attract�ng large numbers of small-

cap compan�es. The econom�c �mpact for 

fi nanc�al serv�ces fi rms of th�s success, how-

ever, �s less apparent. Although IPO volumes 

on AIM have grown as the number of compa-

n�es on the exchange �ncreased, th�s masks 

the large and �ncreas�ng number of de-l�st-

�ngs (480 s�nce the beg�nn�ng of �003)58 and 

low l�qu�d�ty of most AIM stocks. Not only �s 

the average da�ly traded volume per compa-

ny on AIM a mere � percent of that on NAS-

DAQ, but even that l�m�ted l�qu�d�ty �s h�ghly 

concentrated �n the few compan�es at the 

very top end of AIM’s market cap�tal�zat�on 

range (Exh�b�t 11).59 Furthermore, because 

AIM adopted low l�st�ng fees �n a b�d to at-

tract more small-cap compan�es, th�s source 

of revenue �s also relat�vely negl�g�ble. 
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AIM’S LIQUIDITY IS CONCENTRATED IN THE FEW LARGER-CAP COMPANIES

Source: London Stock Exchange; AIM statistics, September 2006
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alternatives exist to US public listings 

Arguments �n favor of pr�vate over publ�c equ�ty ownersh�p are �ncreas�ngly common �n 

both bus�ness and academ�c c�rcles �n the Un�ted States. Pr�vate equ�ty assets under 

management are now near�ng $400 b�ll�on �n the Un�ted States versus just under 

$�00 b�ll�on �n Europe.60 The largest financ�al sponsor firms, such as Blackstone, the 

Texas Pac�fic Group, or Kohlberg Krav�s Roberts & Co., each control compan�es w�th 

comb�ned net revenues surpass�ng all but the very largest US compan�es.61 These 

firms’ war chests of comm�tted �nvestor cap�tal and the�r borrow�ng capac�ty w�th 

banks allow them to cons�der and execute deals that unt�l recently would not have 

been poss�ble, such as Blackstone’s recent $36 b�ll�on purchase of office bu�ld�ng 

owner Equ�ty Office, the largest leveraged buyout ever.

Pr�vate equ�ty momentum �s strong: aggregate deal value grew 51 percent annually from 

�001 to �005 �n North Amer�ca,6� w�th the volume of publ�c-to-pr�vate deals valued at 

over $500 m�ll�on more than doubl�ng annually �n the US over the same per�od.63 Th�s 

momentum �s related – accord�ng to a number of bus�ness leaders �nterv�ewed – to 

the regulatory and legal env�ronment �n the Un�ted States, wh�ch �s dr�v�ng compan�es 

to cons�der pr�vate alternat�ves. The extent of pr�vate equ�ty acqu�s�t�on act�v�ty has 

begun to make a mean�ngful dent �n US publ�c company l�st�ngs.

Potent�ally more worr�some for US publ�c equ�ty markets than the r�se of pr�vate equ�ty 

ownersh�p �s the fact that some of the major US-headquartered pr�vate equ�ty �ssuers 

are go�ng outs�de the country for new l�st�ngs. Most notably, KKR and R�pplewood 

have l�sted pr�vate equ�ty funds on Euronext. Industry commentators have suggested 

th�s �s to avo�d the regulatory requ�rements assoc�ated w�th a US l�st�ng (namely, 

compl�ance w�th the US Investment Company Act of 1940). Th�s form of regulatory 

arb�trage �s part�cularly �mportant to pr�vate equ�ty funds: the 1940 Act �mposes 

s�gn�ficant restr�ct�ons on sponsors’ compensat�on and the�r ab�l�ty to �mplement 

transact�ons between affil�ates. After an �n�t�al flurry of �nterest, however, the react�on 

to such offer�ngs �n Europe became very caut�ous. Nevertheless, the recent secondary 

l�st�ng of Investcorp on the London Stock Exchange suggests there may be a rev�val 

�n demand.

Look�ng ahead, these transact�ons may have several potent�al �mpl�cat�ons for the US 

publ�c equ�ty markets. F�rst, fore�gn l�st�ngs by the dom�nant US pr�vate equ�ty players 
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could mean that fore�gn financ�al serv�ces markets capture more of the attendant 

benefits of the growth �n the pr�vate equ�ty �ndustry. Second, a European l�st�ng of the 

parent fund may make �t more l�kely that portfol�o compan�es (those compan�es �n 

wh�ch a pr�vate equ�ty fund �nvests) choose to l�st abroad �n the future. Were th�s to 

occur, some port�on of the just over $� b�ll�on �n US IPO revenue, as well as the $�5 

b�ll�on US equ�ty secondary trad�ng revenue pool, could be �n jeopardy.64 Lastly, pr�vate 

equ�ty transact�ons tend to attract s�gn�ficant med�a attent�on and therefore act as 

trendsetters that other US compan�es m�ght be �ncl�ned to emulate.

c. cOmpEtitiON iNtENSiFYiNG iN twO kEY markEtS:  
 dErivativES aNd dEbt

As cross-border compet�t�on �ntens�fies w�th regard to financ�al markets opportun�t�es, 

two c�t�es �n part�cular – New York and London – are contest�ng two key battlegrounds: 

1) the dynam�c and �nnovat�ve der�vat�ves market and �) the large, well-establ�shed 

debt financ�ng market. Both of these markets are �mportant because they account 

for a substant�al share of revenues and because the c�t�es’ market pos�t�ons are 

reasonably close to one another. However, super�or cond�t�ons for �nnovat�on, cap�tal 

format�on, r�sk management and �nvestment �n these markets are beg�nn�ng to emerge 

(or have already done so) �n London, wh�ch �s bu�ld�ng momentum relat�ve to New York. 

One bus�ness leader, referr�ng to these bus�nesses �n part�cular, commented that 

“The US �s runn�ng the r�sk of becom�ng marg�nal�zed. New York C�ty m�ght become a 

domest�c market only – albe�t a very large one.”

London’s lead in derivatives

London already enjoys clear leadersh�p �n the fast-grow�ng and �nnovat�ve over-the-

counter (OTC) der�vat�ves market. Th�s �s s�gn�ficant because of the trad�ng flow that 

surrounds der�vat�ves markets and because of the �nnovat�on these markets dr�ve, 

both of wh�ch are key compet�t�ve factors for financ�al centers. Dealers and �nvestors 

�ncreas�ngly see der�vat�ves and cash markets as �nterchangeable and are therefore 

comb�n�ng trad�ng operat�ons for both products. Indeed, the der�vat�ves markets can 

be more l�qu�d than the underly�ng cash markets. Therefore, as London takes the 

global lead �n der�vat�ves, Amer�ca’s compet�t�veness �n both cash and der�vat�ves flow 

trad�ng �s at r�sk, as �s �ts pos�t�on as a center for financ�al �nnovat�on.
64 
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The der�vat�ves market �s compr�sed of both exchange-traded and OTC der�vat�ves. 

Exchange-traded der�vat�ves are governed by very standard�zed contracts and trad�ng 

pract�ces; OTC der�vat�ves, wh�ch are not traded on an exchange, can be more h�ghly 

custom�zed. Recently, however, market standards have evolved so that many “fl ow” 

OTC der�vat�ves markets are now at least as l�qu�d as exchange-traded comparables. 

Although a var�ety of der�vat�ve products enjoy s�gn�fi cant trad�ng volumes on US 

and fore�gn exchanges, revenue generated by OTC-traded �nstruments far surpasses 

that produced by exchange-traded der�vat�ves. For �nstance, the revenue generated 

�n �005 by exchange-traded fi xed �ncome and equ�ty secur�t�es was approx�mately 

$6.5 b�ll�on, compared w�th revenue for the OTC der�vat�ves markets of sl�ghtly over 

$5� b�ll�on.65 

Not�onal amounts outstand�ng �n the OTC der�vat�ves market have grown at sl�ghtly 

under 30 percent per annum �n recent years, as more and more �ssuers and �nvestors 

use these products for both �nvestment and r�sk management purposes (Exh�b�t 1�). 
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In the two most mature der�vat�ves markets, fore�gn exchange and �nterest rates, 

average da�ly trad�ng volumes �n �004 were $1.3 tr�ll�on and $1.1 tr�ll�on, respect�vely, 

and the comb�ned trad�ng volume grew at an annual rate of over 11 percent from 1998 

to �004.66 Other markets are smaller but grow�ng even faster: the equ�ty der�vat�ves 

market grew �8 percent annually from �001 to �005; the cred�t der�vat�ves market, 

wh�ch had just $1 tr�ll�on �n outstand�ng not�onal �n �001, �s now est�mated to be 

as large as $�0 tr�ll�on.67 Th�s growth should cont�nue as cl�ents �ncreas�ngly turn 

to der�vat�ves for r�sk management and �nvestment purposes, as operat�ons and 

settlement procedures �mprove, and as products cont�nue to evolve. Th�s also means 

that the already s�zeable revenues from der�vat�ves w�ll cont�nue to grow desp�te 

�nev�table future pressure on trad�ng spreads.

Europe has the largest share of global der�vat�ve revenues and London �s the ma�n 

trad�ng center for most of these markets. Based on average monthly trad�ng turnover, 

London has a 49 percent market share �n fore�gn exchange der�vat�ves and a 34 

percent share �n �nterest rate der�vat�ves68 (the US has 16 percent and �4 percent 

of those markets, respect�vely). Europe’s revenue leadersh�p across all product 

categor�es �s even more str�k�ng: the reg�on has a 60 percent or greater revenue 

share �n �nterest rate, fore�gn exchange, equ�ty and fund-l�nked der�vat�ves.69 The only 

der�vat�ve product where Europe tra�ls the US �s commod�t�es, wh�ch accounts for the 

lowest overall revenue among major product categor�es.

Europe �s also the center for der�vat�ves �nnovat�on. “People feel less encumbered 

overseas by the threat of regulat�on and so are more l�kely to th�nk outs�de of the 

box,” notes one US-based bus�ness leader. The UK and France �n part�cular have well-

establ�shed structured equ�ty der�vat�ves bus�nesses that benefit from s�gn�ficant reta�l 

d�str�but�on. Non-US markets can also benefit from advantageous cap�tal treatment. For 

example, �n the Un�ted K�ngdom the FSA has h�stor�cally perm�tted a more expans�ve 

nett�ng of offsett�ng pos�t�ons before appl�cat�on of cap�tal requ�rements, as compared 

w�th the US. Look�ng at the m�x of bus�ness between flow and structured der�vat�ves, 

Europe has a greater lead over the Un�ted States �n the structured der�vat�ves revenue 

market (60 percent versus �5 percent) than �t does �n flow der�vat�ves (5� versus 

3� percent) (Exh�b�t 13).70 These revenue pools are l�kely to grow rap�dly g�ven the 

underly�ng market growth, w�th Europe the ma�n benefic�ary as London sol�d�fies �ts 

pos�t�on as the center for der�vat�ves trad�ng. 
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“americanization” of overseas debt markets

New York st�ll leads the world �n debt fi nanc�ng (both lend�ng and bond �ssuance), 

but London �s rap�dly emerg�ng as an effect�ve alternat�ve for non-US corporat�ons. 

Th�s �s �mportant because the corporate �ssuance and trad�ng markets are large, 

profi table, and central to customer relat�onsh�ps for commerc�al and �nvestment 

banks. Together, these markets account for over half of wholesale bank�ng revenues71 

– eas�ly more than any other wholesale bus�ness act�v�ty. New York’s preem�nence �n 

the debt markets makes �t a global magnet for many �nvestors: several central banks 

have satell�te locat�ons �n New York �n order to buy and trade US dollar-denom�nated 

debt. Further, debt fi nanc�ng �s often the key to banks’ broader relat�onsh�ps w�th the�r 

corporate cl�ents, part�cularly as compan�es mature and the�r need for equ�ty fi nanc�ng 

and M&A adv�ce wanes.
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W�th�n debt markets, two key act�v�t�es are the most dynam�c and �mportant for 

borrowers, �nvestors and banks. The first �s leveraged lend�ng – lend�ng to compan�es 

w�th a rat�ng below �nvestment-grade. Issuance volumes have grown fivefold �n th�s 

market s�nce 1995,7� fueled by record-sett�ng deals such as the $16.8 b�ll�on leveraged 

buyout of HCA, and led by pr�vate equ�ty firms whose portfol�os of compan�es now r�val 

the world’s largest corporat�ons �n terms of s�ze. Although leveraged lend�ng accounts 

for only about �0 percent of all corporate lend�ng and bond �ssuance,73 �t generates 

45 percent of revenues.74 

The second key act�v�ty �s secur�t�zat�on – packag�ng pools of s�m�lar debt obl�gat�ons 

such as res�dent�al mortgages �nto publ�c secur�t�es, often w�th d�fferent�ated r�sk/

return character�st�cs. Th�s bus�ness has grown by over �0 percent annually �n the 

Un�ted States s�nce 1995, almost tw�ce as fast as the corporate debt market.75 In 

�005, global secur�t�zed �ssuance reached $3.6 tr�ll�on76 and accounted for over half 

the revenues from all debt �ssuance.77 

The Un�ted States rema�ns the center of �nnovat�on for both leveraged lend�ng and 

secur�t�zat�on. It cont�nues to dr�ve development of the leveraged lend�ng market, w�th 

just over 60 percent of global �ssuance and approx�mately 70 percent of revenues �n 

�005, versus 3� percent and �7 percent, respect�vely, for Europe.78 The h�gh-y�eld bond 

market was �nvented �n the Un�ted States �n the 1980s, and enabled the takeover and 

restructur�ng of many of the largest compan�es of the t�me. In the 1990s, �nnovat�on 

aga�n altered the makeup of the market as borrowers, banks, and �nst�tut�onal �nvestors 

concluded that the bank loan market was super�or to the bond market for rap�d deal 

execut�on, r�sk d�vers�ficat�on, and restructur�ng �n case of borrower default. Wh�le 

the US non-�nvestment-grade debt market flour�shed, the European market stagnated, 

hampered by terms and cond�t�ons that protected sen�or bank lenders to the exclus�on 

of other cred�tors. As a result, non-�nvestment-grade European borrowers rout�nely 

went to New York for the�r debt financ�ng.

The Un�ted States st�ll accounts for 83 percent of secur�t�zat�on �ssuance volume79 

and 87 percent of secur�t�zat�on revenues,80 dwarfing both Europe and As�a. Today’s 

dramat�c US leadersh�p �n secur�t�zat�on was �n�t�ally born of necess�ty: government-

sponsored enterpr�ses (GSEs) such as Fredd�e Mac and Fann�e Mae rece�ved favorable 

cap�tal and fund�ng treatment �n exchange for secur�t�z�ng mortgages or�g�nated by 

�nst�tut�ons whose s�ze, sk�lls and geograph�c concentrat�on made d�vers�ficat�on 

d�fficult. H�stor�cally, the Un�ted States led the world �n foster�ng all the necessary 
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cond�t�ons for a robust and dynam�c secur�t�zat�on market: compet�t�ve charters for 

pr�vate non-bank financ�al �nst�tut�ons, a healthy commerc�al paper market, and the 

financ�al eng�neer�ng sk�lls necessary to pr�ce, structure and hedge r�sks �nherent to 

secur�t�zed products. 

Desp�te these relat�vely healthy market pos�t�ons for the US, look�ng ahead, the days 

of �ts dom�nance �n leveraged lend�ng and secur�t�zat�on may be numbered. Thus far 

�n �006, European loans to non-�nvestment-grade compan�es have accounted for 33 

percent of the market ($353 b�ll�on), up from just 18 percent �n �000.81 It seems 

that US-headquartered �nvestment banks and law firms have worked w�th European 

non-�nvestment-grade compan�es, �nvestors, and banks to export US-style terms and 

cond�t�ons to London. Accord�ng to the head of cred�t markets at one of the top 

leveraged lenders on Wall Street, “All of our growth w�ll come from London and As�a; 

we’re already do�ng everyth�ng we can do here �n the US.” For US banks, proposed 

changes to the US �mplementat�on of Basel II, as descr�bed �n Sect�on III below, could 

accelerate th�s sh�ft of lend�ng away from the US.

US secur�t�zat�on leadersh�p �s l�kely to cont�nue for some t�me, but the seeds of 

change are already germ�nat�ng. Res�dent�al and other consumer finance markets are 

already very mature, w�th 69 percent of US households own�ng homes as of the th�rd 

quarter of �006,8� and the financ�al obl�gat�ons rat�o (the percentage of �ncome requ�red 

for debt serv�ce and rent) reach�ng a record 19.� percent �n the second quarter of 

�006.83 US-headquartered �nvestment banks are now look�ng to other less developed 

markets for the next wave of �ncome growth from secur�t�zat�on. For �nstance, several 

�nvestment banks are already bett�ng that, over the longer term, r�s�ng �ncome levels, 

mass�ve urban�zat�on, and much-needed �mprovements �n �nvestor d�sclosures and 

protect�ons w�ll make the Ch�nese res�dent�al mortgage-backed secur�t�zat�on market 

one of the largest �n the world.
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III

An assessment of New York C�ty’s compet�t�veness �n financ�al serv�ces, part�cularly 

relat�ve to London, �s central to the recommendat�ons for how to ensure that �t 

rema�ns a preem�nent global financ�al center. As d�scussed �n th�s sect�on, many 

of the factors dr�v�ng the C�ty’s compet�t�veness are actually national pol�c�es and 

�ssues, and address�ng them w�ll benefit financ�al serv�ces �nst�tut�ons, consumers, 

and �nvestors across the Un�ted States. As a result, �n many respects a compar�son 

between New York and London becomes a compar�son between the US and the UK. 

McK�nsey’s pr�mary research has h�ghl�ghted three cr�t�cally �mportant factors that 

determ�ne the compet�t�veness of a global financ�al serv�ces center: the ava�lab�l�ty 

of talent, the legal env�ronment, and regulat�on (more spec�fically, government and 

regulatory respons�veness, as well as the more general regulatory env�ronment). From 

the perspect�ve of financ�al serv�ces CEOs and other lead�ng dec�s�on-makers, New 

York �s do�ng well as a center for talent, but �t lags beh�nd London on the legal and 

regulatory fronts. 

a. FiNaNciaL SErvicES LEadErS pErcEivE NEw YOrk citY aS wEakENiNG

In bu�ld�ng the assessment, McK�nsey carr�ed out a large number of �nterv�ews and 

surveys w�th �ndustry leaders and others whose v�ews w�ll shape the future of New 

York C�ty as a financ�al center (see s�debar: “Understand�ng Att�tudes,” p.6�). The 

surveys show that, generally speak�ng, these dec�s�on-makers see London as hav�ng 

more momentum, but feel confident about New York’s long-term v�ab�l�ty. The research 

�dent�fied a trend �n staff m�grat�on, w�th many new, h�gh-value jobs dest�ned for London. 

F�nally, cr�t�cal gaps were noted �n New York’s performance that must be addressed to 

reassert �ts preem�nence.

Domest�c dr�vers of compet�t�veness that 
pol�cymakers can �nfluence
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In attempt�ng to understand the pr�or�t�es and 
att�tudes of execut�ves �n the fi nanc�al ser-
v�ces sector, McK�nsey & Company conducted 
a ser�es of pr�mary research efforts. These 
�ncluded: 1) �n-depth �nterv�ews w�th over 50 
�ndustry CEOs, sen�or execut�ves, regulators, 
lawyers, pol�t�c�ans, and other �nterest groups; 
�) a paper-based survey sent to CEOs of other 
lead�ng fi nanc�al serv�ces �nst�tut�ons around 
the world, wh�ch prov�ded more than 30 top 
management perspect�ves (CEO survey); and 
3) an on-l�ne survey of sen�or execut�ves �n 
fi nanc�al serv�ces fi rms around the world that 
el�c�ted �75 responses (senior executive sur-
vey). 

The �nterv�ews prov�ded �ns�ghts �nto �ndus-
try leaders’ att�tudes and bel�efs, concerns, 
and suggested remed�es. The CEO survey 
prov�ded further depth w�th regard to the con-
cerns of the �ndustry’s top dec�s�on-makers. 
F�nally, the sen�or execut�ve survey offered 
s�gn�fi cantly more stat�st�cal data, wh�ch was 
used to refi ne the trends �dent�fi ed us�ng the 
fi rst two sources. These survey responses 
were we�ghted to obta�n a target geograph�cal 
d�str�but�on that m�rrored that of the world’s 
top 1,000 fi nanc�al serv�ces fi rms by market 
cap�tal�zat�on as between the Un�ted States, 

Un�ted K�ngdom, France and Germany (fewer 
responses d�d not perm�t a we�ght�ng of As�an 
countr�es). 

The most s�gn�fi cant sect�on of the sen�or exec-
ut�ve survey measured the relat�ve �mportance 
of 18 d�fferent factors of compet�t�veness on 
a 7-po�nt scale (Exh�b�t 14). Four factors rated 
above 5.5 and are deemed the most cr�t�cal 
elements of compet�t�veness: a profess�onal 
workforce, the legal env�ronment, govern-
ment and regulatory respons�veness, and the 
regulatory env�ronment. The next s�x factors, 
rated between 5.0 and 5.5, are of moderate 
�mportance; these �nclude the cost of do�ng 
bus�ness (�nclud�ng compensat�on levels and 
corporate taxes), the ava�lab�l�ty of techn�cal 
and adm�n�strat�ve talent, market depth and l�-
qu�d�ty, and safe, effect�ve, and effi c�ent �nfra-
structure (�nclud�ng qual�ty transportat�on and 
nat�onal secur�ty). Other factors, w�th rat�ngs 
below 5.0, are less �mportant to sen�or execu-
t�ves �n fi nanc�al serv�ces. These factors had 
to do w�th market openness (to fore�gn fi rms, 
�mm�grat�on), other cost elements (commer-
c�al real estate, cost of ra�s�ng cap�tal, and 
health care), qual�ty of l�fe, and geograph�c 
�ssues (prox�m�ty to customers and suppl�ers 
and t�me zone overlap). 

UNdErStaNdiNG attitUdES

SENIOR EXECUTIVES CONSIDER WORKFORCE, LEGAL,
AND REGULATORY FACTORS MOST IMPORTANT

Source: McKinsey Financial Services Senior Executive Survey
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Low All-In Cost to Raise Capital

Senior executive rating CEO ranking

n/a

Exhibit 14



63

London’s superior momentum

CEOs and other sen�or execut�ves around the world were asked to compare New York 

C�ty w�th London �n terms of each c�ty’s overall des�rab�l�ty as a place from wh�ch 

to conduct financ�al serv�ces bus�ness. In �nterv�ews, most US-based respondents 

expressed strong loyalty toward New York. As one CEO put �t, “New York has the largest 

pool of best-qual�fied talent, wh�ch �n turn attracts the next generat�on of great talent. 

New York’s culture of accept�ng, ass�m�lat�ng and learn�ng from d�vers�ty �s unmatched 

anywhere else �n the world, and �t �s a pure form of mer�tocracy. As a result, New York 

C�ty has an unparalleled ab�l�ty to draw on the strengths of �ts populat�on to foster 

super�or �nnovat�on.” Interv�ewees from elsewhere also expressed respect for New 

York; for example, a sen�or execut�ve �n the UK �nd�cated that “New York has the best 

raw talent, a r�ch h�story of bank�ng, and a culture more accept�ng of financ�al serv�ces 

profess�onals.” 

Desp�te the pos�t�ve sent�ments about New York as a center for financ�al serv�ces, there 

was a broad consensus, �rrespect�ve of respondents’ country of or�g�n, that New York 

has become less attract�ve relat�ve to London over the last three years. Nearly half of 

respondents �n the CEO survey sa�d they bel�eved New York had become less attract�ve, 

compared w�th just one person who felt that London had become less attract�ve. 

Conversely, one �n two felt that London had become more attract�ve, compared w�th 

only about one �n every five who felt the same way about New York. The other set of 

sen�or execut�ves surveyed agreed w�th the trend, but were less pronounced �n the�r 

op�n�ons. The latter group, however, also exerc�ses less control over bus�ness locat�on 

dec�s�ons than respondents to the CEO survey.

Survey respondents had more m�xed expectat�ons about the future for the two c�t�es 

over the next three years. Only about a fifth of sen�or execut�ves surveyed expected 

New York C�ty to become less attract�ve as a place to do bus�ness, wh�le CEOs were 

more negat�ve, w�th just over two-fifths shar�ng th�s perspect�ve. London fared better 

than New York on the same quest�on; just under 10 percent of CEOs bel�eve that 

London w�ll deter�orate as a place to do financ�al serv�ces bus�ness, wh�le over half 

expect that London w�ll �mprove. 

In �nterv�ews, execut�ves from both c�t�es agreed that London’s momentum �s currently 

stronger than New York’s. One suggested that “�t would take a lot of bad management 

by government to dera�l London’s success.” The effects of th�s momentum have yet to 
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fully take hold, but dec�s�on-makers’ fa�th �n London’s progress could become a self-

fulfill�ng prophecy �f th�ngs rema�n the same. Nevertheless, there �s also an expectat�on 

that New York C�ty can rega�n momentum through a concerted effort. Sen�or execut�ves 

�ndeed had l�ttle doubt that New York C�ty would pers�st as a global financ�al hub: 88 

percent ant�c�pated that the C�ty would be a global financ�al hub �n 10 years (81 percent 

felt that London would have the same status).

London attracts new jobs

There may be a pos�t�ve consensus about New York C�ty’s long-term prospects as 

a global financ�al hub, but ne�ther the C�ty nor the Un�ted States as a whole can be 

complacent g�ven the d�scontent ev�dent today: the op�n�ons h�ghl�ghted above come 

from the people who dec�de where to locate and conduct bus�ness. In fact, the v�ews 

expressed �n the surveys on financ�al serv�ces attract�veness are already borne out 

on the ground. From �00� to �005, London’s financ�al serv�ces workforce expanded 

by 4.3 percent, or 13,000 jobs, to 318,000.84 By contrast, over the same per�od, New 

York C�ty’s financ�al serv�ces employment fell by 0.7 percent to 3�8,400, a net loss of 

more than �,000 jobs.85 It �s also worth not�ng that the respondents to the CEO survey 

reported, on average, that they were �ncreas�ng employment levels �n London wh�le 

keep�ng the�r New York employment levels relat�vely stable. G�ven how cruc�al financ�al 

serv�ces are to the local economy, these trends should be of the utmost concern for 

New York C�ty and State pol�cy makers.

Anecdotal ev�dence also demonstrates a trend toward US-headquartered firms 

sh�ft�ng leadersh�p of certa�n corporate and �nvestment bank�ng bus�nesses from New 

York to London. As the Financial Times �n London reported recently, Goldman Sachs’ 

CEO has just taken the unprecedented step of sett�ng up a dupl�cate office of the 

CEO �n London, where he now spends nearly half h�s t�me.86 A number of other b�g 

compet�tors on Wall Street have also been sh�ft�ng more h�gh-level dec�s�on-mak�ng 

power to London. These are mean�ngful changes for US-headquartered firms that have 

trad�t�onally concentrated leadersh�p �n the Un�ted States.

identifying what drives the difference

Beyond each c�ty’s relat�ve attract�veness and the sh�ft�ng employment s�tuat�on, the 

surveys also sought to �dent�fy how each c�ty performed on what respondents bel�eved 

to be the key factors of compet�t�veness for financ�al markets. As prev�ously ment�oned, 
84 
85 
86 
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the four factors that mattered most to fi nanc�al serv�ces respondents �n the sen�or 

execut�ve survey were the ava�lab�l�ty of profess�onal workers, a fa�r and pred�ctable 

legal env�ronment, government and regulatory respons�veness to bus�ness needs, and 

attract�ve regulatory cond�t�ons. Of those four cr�t�cal factors, accord�ng to the survey, 

New York outperforms London only on talent; on the other three factors, London has 

the edge (Exh�b�t 15). The sources of these d�fferences are explored �n greater deta�l 

later �n th�s sect�on. 

The next s�x factors of compet�t�veness are more evenly balanced: New York �s ahead on 

two (depth and l�qu�d�ty of markets and transportat�on �nfrastructure), London �s ahead on 

two others (corporate tax reg�me, compensat�on levels), and the two c�t�es are essent�ally 

t�ed on the last two (nat�onal secur�ty and the ava�lab�l�ty of adm�n�strat�ve and techn�cal 

personnel). Other factors of lesser �mportance, �nclud�ng cost of cap�tal-ra�s�ng and health 

care, tended on balance to favor London, although these factors do not strongly �nfl uence 

sen�or execut�ves’ dec�s�ons about where to locate global bus�nesses or ra�se money. 
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AMONG HIGH IMPORTANCE FACTORS, NEW YORK EXCELS
IN TALENT BUT UNDERPERFORMS IN LEGAL AND REGULATORY
Performance gap, rating scale

Importance*
High
Medium
Low

Reasonable Compensation Levels to Attract Quality Professional Workers

Close Geographic Proximity to Other Markets Customers and Suppliers

Reasonable Commercial Real Estate Costs

Favorable Corporate Tax Regime

Openness of Immigration Policy for Students and Skilled Workers

Workday Overlaps with Foreign Markets Suppliers

Openness of Market to Foreign Companies

Low Health Care Costs

Deep and Liquid Markets

High Quality Transportation Infrastructure

High Quality of Life (Arts, Culture, Education, etc.)

Low All-In Cost to Raise Capital

Effective and Efficient National Security

Availability and Affordability of Technical and Administrative Personnel

* High importance factors were rated between 5.5-6.0 on a 7-point scale; medium between 5.0-5.4;
low were less than 5.0

Source: McKinsey Financial Services Senior Executive Survey

Government and Regulators are Responsive to Business Needs

Fair and Predictable Legal Environment

Attractive Regulatory Envoronment

Availability of Professional Workers

Exhibit 15



b. NEw YOrk StiLL wiNNiNG thE war FOr taLENt

A h�gh-qual�ty profess�onal workforce stands at the forefront of any battle for global 

compet�t�veness. New York C�ty excels on th�s d�mens�on, accord�ng to the sen�or 

execut�ve survey, scor�ng h�gher than London for the ava�lab�l�ty of such talent. In fact, 

th�s factor rece�ved the second-h�ghest performance score for New York out of the 18 

factors exam�ned, second only to qual�ty of l�fe, wh�ch �s �tself a major dr�ver for attract�ng 

profess�onals. Interv�ews confirmed that most financ�al serv�ces CEOs and sen�or 

execut�ves st�ll v�ew New York as the best place to bu�ld a profess�onal workforce. As 

one �nterv�ewee put �t, “New York rema�ns the most appeal�ng c�ty for the world’s best 

talent.”

To better understand New York’s profess�onal workforce advantage, three key themes 

that emerged from the �nterv�ews are exam�ned below: A h�gh qual�ty of l�fe at 

reasonable cost, an open flow of talent through �mm�grat�on, and an �nnovat�ve culture 

fuelled by the cluster�ng of talent. New York offers an equ�valent qual�ty of l�fe to 

London, but at a lower cost. However, restr�ct�ve �mm�grat�on pol�c�es are mak�ng �t 

harder for non-US c�t�zens to move �nto the country, wh�ch �s slowly erod�ng the C�ty’s 

hard-earned advantage. Moreover, a culture of l�t�gat�on (d�scussed �n more deta�l 

later �n th�s chapter) may have begun to underm�ne Amer�ca’s entrepreneur�al culture, 

damag�ng �nnovat�on. Overall, New York st�ll holds a tang�ble advantage over London 

�n the global war for talent, but �t must pay heed to those �ssues that threaten th�s 

pos�t�on.

cost and quality of life favor New York

There �s no doubt that a key factor �n attract�ng talent �s the qual�ty and cost of l�v�ng. 

New York and London scored s�m�larly �n terms of qual�ty of l�fe �n the sen�or execut�ve 

survey: 30 percent of respondents thought New York was a better place to l�ve,  

3� percent cons�dered London super�or, and 38 percent cons�dered them equal  

(Exh�b�t 16). CEOs surveyed had a s�m�lar perspect�ve. 

Although both locat�ons performed equally well on qual�ty of l�fe, d�fferent factors drove 

each c�ty’s strong performance. Respondents to the sen�or execut�ve survey deemed 

hous�ng, educat�on, and cr�me rates the most �mportant elements of qual�ty of l�fe, 

followed very closely by personal taxes, safety from terror�sm, commut�ng opt�ons, and 

cultural act�v�t�es. London scored sl�ghtly more favorably on hous�ng, educat�on, and 
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cr�me rates; New York on personal taxes and commut�ng opt�ons. There was a v�rtual 

t�e on safety from terror�sm and cultural act�v�t�es. 

Interv�ewees prov�ded add�t�onal color on the spec�fi c factors that drove the�r 

apprec�at�on for New York C�ty. One commented on the str�des the C�ty has made �n 

recent years say�ng, “The C�ty has never looked better.” Another noted, “New York has 

come a long way s�nce the 1980s – remember how much cr�me we used to have here?” 

Emp�r�cal ev�dence supports many of New York’s strengths: four of every fi ve rush-hour 

commuters avo�d traffi c congest�on by tak�ng advantage of some form of mass-trans�t 

serv�ce, there are more than 60 arts �nst�tut�ons, and 1,700 parks, playgrounds, and 

recreat�on fac�l�t�es are spread across the fi ve boroughs.
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RESPONDENTS FEEL NEW YORK CITY IS LESS EXPENSIVE TO LIVE IN 
THAN LONDON, BUT PROVIDES AN EQUAL QUALITY OF LIFE
Ranking by response, Percent

Source: McKinsey Financial Services Senior Executive Survey

Overall how would you rate New York City and London for quality of life and cost of living?

Cost of living

30

21

2

36

11

New York City is much better

New York City is somewhat better

About the same

London is somewhat better

London is much better

Quality of life

38

26

6

24

6

Exhibit 16



The s�m�lar�ty between the two c�t�es on the h�gh qual�ty of l�fe measure d�sappeared 

qu�ckly when respondents were asked about cost of l�v�ng. The major�ty of CEOs 

placed New York �n the “moderate cost” or “h�gh cost” category, w�th fewer than half 

plac�ng �t �n the “very h�gh cost” bracket. By contrast, nearly 80 percent of CEOs 

cons�dered London to be “very h�gh cost;” sen�or execut�ves surveyed agreed w�th 

th�s assessment. Mercer’s �006 cost of l�v�ng study confirms th�s, w�th New York 

ranked eleventh, and London ranked fifth �n a rank�ng of the most expens�ve places 

to l�ve. Moreover, Cushman & Wakefield’s �005 study on office rents confirms that 

New York’s m�dtown and downtown ne�ghborhoods are substant�ally less expens�ve 

for commerc�al tenants, at $64 and $41 per square foot versus $84 for London’s C�ty, 

and $138 �n the West End, $73 �n M�dtown London, and $60 �n Canary Wharf. 

immigration restrictions present a challenge

Desp�te New York’s perce�ved advantage �n attract�ng qual�ty profess�onal talent, 

wh�ch �s dr�ven �n part by �ts lower cost of l�v�ng, there are concerns that restr�ct�ve US 

�mm�grat�on pol�c�es, a key factor �n creat�ng a talented workforce, are underm�n�ng 

th�s advantage by mak�ng �t harder to get talented employees �nto the C�ty, and thus 

�nto the sector. For a start, v�sa appl�cat�on processes and �mm�grat�on procedures at 

po�nt of entry to the Un�ted States are off-putt�ng for bus�ness people com�ng to the 

country. In add�t�on, caps on H-1B v�sas (wh�ch allow US compan�es to temporar�ly 

employ fore�gn workers w�th an undergraduate degree or h�gher) and the so-called 

“Cap Gap” (the per�od between when certa�n student and exchange v�s�tor pract�cal 

tra�n�ng perm�ts exp�re and when an H-1B v�sa �s offic�ally granted) have made �t harder 

for bus�nesses to h�re talented fore�gn workers.

A recent study undertaken by the D�scover Amer�ca Partnersh�p revealed that almost 

40 percent of fore�gners cons�der the US the worst place to travel to �n terms of 

obta�n�ng documents and hav�ng respectful �mm�grat�on offic�als. Th�s �s more than 

double the next most �nconven�ent place, the M�ddle East, wh�ch only 16 percent of 

respondents selected, and far worse than Europe, as only 7 percent of respondents 

decr�ed European �mm�grat�on pol�c�es. Travelers’ negat�ve exper�ences spec�fically 

focused on obta�n�ng v�sas and gett�ng through customs, w�th 36 percent of �nterv�ewees 

�nd�cat�ng they would not come to the US for fear of be�ng deta�ned by customs offic�als 

for “hours or worse” wh�le at the a�rport. Moreover, 40 percent �nd�cated that they had 

g�ven up try�ng to obta�n v�sas over the last two years and over half sa�d that �t was 

“unreasonably �nconven�ent” to obta�n a US v�sa �n the�r home country.87 
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Bus�ness leaders �nterv�ewed also expressed concern that the unpred�ctable outcomes 

assoc�ated w�th the d�scret�onary approach to B1 (bus�ness v�s�tors) and B� (le�sure 

v�s�tors) v�sa �ssuance made the Un�ted States unwelcom�ng. Although fore�gners can 

request a B1 v�sa val�d for up to s�x months, consular and �mm�grat�on officers have 

sole author�ty to determ�ne the actual length of the stay, based on the c�rcumstances 

presented – clearly a problem �f the v�sa’s durat�on �s too short for the purposes of the 

bus�ness tr�p. Several �nterv�ewees also related stor�es about how �mm�grat�on offic�als 

would not allow them to br�ng �mportant fore�gn execut�ves �nto the Un�ted States for 

cr�t�cal bus�ness meet�ngs. Others descr�bed how v�s�t�ng delegat�ons of fore�gn VIPs 

went through d�fficult and at t�mes hum�l�at�ng �nterv�ew processes �n order to enter 

the country. As one put �t, “It’s no surpr�se that fore�gn CEOs now act�vely avo�d the 

US.” Desp�te hav�ng h�red 570 consular offic�als over the last five years, mostly to 

reduce the wa�t�ng t�mes for people from large and h�gh-demand countr�es such as 

Ind�a and Ch�na, v�sa wa�t t�mes rema�n h�ghly var�able, from several days �n Par�s 

to nearly a month �n Shangha�.88 Increased border secur�ty has also made �t more 

challeng�ng for employment-seek�ng fore�gn profess�onals us�ng these v�sas to enter 

the country. These �ssues have collect�vely damaged the ab�l�ty of financ�al serv�ces 

employers to attract fore�gn talent to the Un�ted States.

The cap on H-1B v�sas also presents an �mped�ment to talent mob�l�ty. It affects not 

only the financ�al serv�ces �ndustry, but also eng�neer�ng, technology, and venture 

cap�tal employers, many of whom have expressed s�gn�ficant concern about the caps. 

In 1999, the US began a ser�es of �ncreases �n the number of H-1B v�sas �t �ssued, 

first to 115,000 and then to 195,000. However, follow�ng the 9/11 attacks, the cap 

was lowered back to the or�g�nal 65,000 for �00�-03, result�ng �n a shortage of v�sas 

for degree-hold�ng fore�gners w�sh�ng to work �n the Un�ted States. In �006, the H-

1B cap was reached at the end of May, only two months after appl�cat�ons began 

to be accepted, and four months before v�sa �ssuance. S�gn�ficantly, v�sas ran out 

before many students could rece�ve the�r d�plomas – �tself a requ�rement �n the v�sa 

appl�cat�on process. Although Congress has recently made permanent a change that 

�ssues an add�t�onal �0,000 v�sas for graduate-level degree holders, the extens�on 

appears unl�kely to sat�sfy e�ther the supply of or demand for talented workers, and 

�t has not addressed the problem for fore�gn workers w�th only an undergraduate 

degree. One global equ�t�es execut�ve sa�d, “It �s much eas�er to h�re talented people 

�n the UK. There are plenty of great people and I never have trouble gett�ng them 

�n because of �mm�grat�on restr�ct�ons; I couldn’t h�re the team I need �n the US 
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today and I wouldn’t bother try�ng.” The effect of the H-1B v�sa cap has thus been 

to force h�ghly qual�fied fore�gn students to start the�r careers �n other countr�es, 

�ncreas�ng the l�kel�hood that they w�ll rema�n there for the long-term. Moreover, �t �s 

prevent�ng US firms from h�r�ng talented fore�gn workers, wh�ch could ult�mately harm 

the�r �nternat�onal compet�t�veness.

F�nally, the “cap gap” makes �t hard for non-US students to rema�n �n the Un�ted States. 

A student w�th a 1�- to 18-month F1 (academ�c student v�sa) or J1 (exchange v�s�tor 

v�sa) pract�cal tra�n�ng perm�t could use �t as a way to further h�s or her educat�on 

wh�le apply�ng for an H-1B v�sa, wh�ch allows for a more permanent employment per�od 

of three years (w�th the opportun�ty to renew for another three). However, even �f the 

student has been approved for an H-1B, he or she st�ll has to leave the country �f the 

pract�cal tra�n�ng perm�t exp�res before the H-1B �s offic�ally �ssued �n October. Th�s 

potent�al “gap” �n legal res�dency �s undes�rable and leads many talented students 

to bel�eve that the�r cont�nued presence �n the US �s unwelcome. One �mm�grat�on 

expert commented, “It’s so hard to work �n the US nowadays that many �nternat�onal 

students are choos�ng to attend schools �n London and elsewhere because they don’t 

th�nk they w�ll be able to work �n the US after gett�ng the�r degrees.” 

In the EU, and more spec�fically the UK, talent flows more eas�ly across borders. 

Any EU c�t�zen (w�th some l�m�ts for countr�es due to jo�n �n �007) can travel to and 

work �n the UK w�thout a spec�al v�sa for any per�od of t�me. Th�s open �mm�grat�on 

pol�cy enables the best and br�ghtest people to move �nto the workforce eas�ly and 

fac�l�tates a cluster�ng effect �n the European labor pool. Non EU-nat�onals also find �t 

easy to get a work perm�t �n the UK s�nce there are no quotas �n place and �t typ�cally 

takes a few days (and a max�mum of two weeks) to obta�n a work v�sa. The ab�l�ty to 

move freely across labor markets �s �n and of �tself attract�ve to talented workers who 

m�ght otherw�se have come to the Un�ted States �f pol�c�es there were less restr�ct�ve 

and cumbersome.

is New York’s innovation culture under threat? 

Talented people are attracted to – and perpetuate – an �nnovat�ve env�ronment, and 

the Un�ted States has h�stor�cally been a center for �nnovat�on. In the words of one 
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�nterv�ewee, “Cluster�ng �s very �mportant to �dea generat�on, and the talent that �s 

clustered �n New York �s the ma�n reason for �ts track record of �nnovat�on.” But wh�le 

�nnovat�on has h�stor�cally thr�ved �n the US, the surge �n l�t�gat�on �n the country runs 

the r�sk of cool�ng the �nnovat�ve sp�r�t.

The sen�or execut�ves surveyed felt that, broadly speak�ng, New York was s�gn�fi cantly 

more �nnovat�ve than London. Cons�der�ng �nnovat�on across all industries, 47 percent 

of respondents thought New York was more �nnovat�ve than London, whereas only 

15 percent v�ewed London more favorably (Exh�b�t 17). Clearly, �nnovat�on �s a key 

advantage for New York �n attract�ng a talented workforce.

However, as addressed �n the prev�ous chapter, London’s leadersh�p �n der�vat�ves has 

helped promote �nnovat�on there and, when comb�ned w�th the ease w�th wh�ch talent 

can move to the UK, �t �s easy to see why London m�ght be catch�ng up to New York 
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NEW YORK CITY IS CONSIDERED MORE INNOVATIVE THAN LONDON, 
ALTHOUGH THE ADVANTAGE IS NOT AS STRONG IN FINANCIAL SERVICES
Ranking by response, Percent

Source: McKinsey Financial Services Senior Executive Survey

Which is a more innovative environment?

New York City is much more innovative

New York City is somewhat more innovative

About the same

London is somewhat more innovative
London is much more innovative

Innovation
in financial
services

Innovation
across all
industries

38

38

9

12
3

26

21

4

33

16
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�n th�s area. Survey data support th�s suppos�t�on: when asked about �nnovat�on �n 

financial services spec�fically, 49 percent of respondents thought New York was more 

�nnovat�ve, but �5 percent put London ahead, suggest�ng that London m�ght be clos�ng 

the gap w�th New York �n th�s sector. Some �nterv�ewees suggested another �mportant 

reason why London m�ght be catch�ng up: the legal r�sks assoc�ated w�th be�ng a 

bus�ness tra�lblazer are start�ng to underm�ne Amer�ca’s entrepreneur�al culture, wh�ch 

�n turn damages �ts trad�t�onal leadersh�p �n �nnovat�on. G�ven the r�sks assoc�ated 

w�th exper�mentat�on �n financ�al serv�ces, �t would make sense for some of the more 

cutt�ng-edge act�v�ty to move overseas.

One example of the �mpact that the cluster�ng of talent and �nnovat�on can have �s 

the dramat�c �ncrease �n the number of hedge funds located very close together �n 

London. “Hedge funds started �n the US,” notes one execut�ve, and hedge fund assets 

under management rema�n s�gn�ficantly larger �n the Un�ted States w�th $715 b�ll�on 

under management at the end of �005 (compared w�th assets under management 

�n the UK of $�44 b�ll�on). However, over the last three years, assets �n the UK have 

been grow�ng at an astound�ng average annual rate of 63 percent, compared w�th 13 

percent �n the Un�ted States. Twelve of the world’s 50 largest hedge funds are now 

located �n London, up from just three only four years ago (Exh�b�t 18). Although �t �s 

unclear whether th�s �s part of the natural evolut�on of a h�gh-growth �ndustry that 

started later overseas, or whether the �ndustry �s express�ng a spec�fic preference for 

London over New York (perhaps due to greater regulatory certa�nty for hedge funds �n 

the UK, as compared w�th the US), the attract�on of a h�ghly concentrated hedge fund 

talent pool, and the trad�ng volumes they control, �s a strong magnet for the k�nd of 

talent that dr�ves �nnovat�on. 

Overall, New York �s st�ll the w�nner �n the war for talent. It �s seen as hav�ng a super�or 

stock of profess�onal workers who are attracted by the C�ty’s work eth�c, elevated 

compensat�on levels, h�gh qual�ty of l�fe at a relat�vely lower cost, and cluster�ng of 

talent. However, restr�ct�ve �mm�grat�on pol�c�es and a threat to �nnovat�on may be 

caus�ng these advantages to erode. W�th fore�gn students �ncreas�ngly choos�ng 

European schools and �nternat�onal talent be�ng drawn to London, New York needs to 

cons�der how to re�nv�gorate �tself to ma�nta�n �ts compet�t�ve edge.
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c. a LEGaL ENvirONmENt SEEN aS ExpENSivE aNd UNprEdictabLE

The second most �mportant factor of compet�t�veness revealed by the surveys and 

�nterv�ews was the qual�ty of the legal system. Here, New York C�ty �s seen as be�ng 

s�gn�fi cantly beh�nd London. Most cr�t�cally, �nterv�ewees often c�ted Amer�ca’s general 

propens�ty for l�t�gat�on as the b�ggest dr�ver beh�nd New York C�ty’s problems �n th�s 

area. Beyond soc�etal l�t�g�ousness, they also �nd�cated that the �ncreas�ng extraterr�tor�al 

reach of US law and the unpred�ctable nature of the legal system were also s�gn�fi cant 

factors that caused New York to be v�ewed negat�vely on th�s d�mens�on.
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LARGE HEDGE FUNDS ARE INCREASINGLY LOCATED IN LONDON
Top 50 hedge funds globally

Source: Institutional Investor
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a high propensity toward legal action

Regardless of one’s v�ew of the US tort system, the fact �s that c�v�l l�ab�l�ty has 

exper�enced dramat�c growth �n recent years. Some est�mates put the cost of the US 

tort system at $�60 b�ll�on �n �004, approx�mately double 1990 levels.89 Of greater 

concern, the trend appears to have recently accelerated: whereas tort system costs 

grew at approx�mately 3 percent per year between 1990 and �000, growth reached 10 

percent annually for the per�od from �000 to �004.

The propens�ty toward l�t�gat�on, a s�gn�ficant �ssue for soc�ety as a whole, �s of 

part�cular �mportance to the secur�t�es �ndustry, wh�ch �n recent years has borne a 

d�sproport�onate share of the overall cost. Not only d�d �005 set a new record for the 

h�ghest-ever number of secur�t�es class-act�on settlements, but the overall value of these 

settlements overshadowed every pr�or year. The total b�ll for secur�t�es settlements 

�n �005 was $3.5 b�ll�on (om�tt�ng WorldCom-related settlements of approx�mately 

$6.� b�ll�on), up more than 15 percent over �004, and nearly 70 percent over �003. 

�006 �s expected have been another expens�ve year for the �ndustry, albe�t largely 

because more than $7 b�ll�on �n Enron-related settlements have been reached.90 Of 

course, many of the cla�ms underly�ng these settlements – �nclud�ng those assoc�ated 

w�th the largest payments (e.g., Cendant, WorldCom and Enron) – are leg�t�mate and 

have allowed �nvestors to recoup warranted damages. Nevertheless, the sheer s�ze of 

the aggregate settlement amounts emphas�zes the grow�ng �mportance that the tort 

system has assumed �n the US economy (Exh�b�t 19). 

Recent ev�dence �nd�cates that, wh�le the number of secur�t�es settlements cl�mbed 

to new he�ghts �n �005, the number of secur�t�es class act�on fil�ngs decreased �n 

both �005 and �006.91 Several factors l�kely contr�buted to th�s decl�ne, �nclud�ng 

such pos�t�ve reasons as the enactment of the Sarbanes-Oxley Act �n �00�, more 

d�l�gent enforcement by the SEC and Department of Just�ce (DOJ), and the recent 

attacks on “pay to play” pract�ces allegedly employed by some pla�nt�ffs’ attorneys. 

Unfortunately, other less hopeful reasons may also expla�n much of the recent decl�ne 

�n new class act�on fil�ngs: US stock pr�ces have exh�b�ted relat�vely l�ttle volat�l�ty �n 

�005 and �006 (changes �n stock pr�ces that negat�vely affect the econom�c welfare 

of �nvestors be�ng a pr�nc�pal determ�nant for how many secur�t�es act�ons are filed), 

and the fact that the boom and bust cycle of the beg�nn�ng of the decade �s now 

reced�ng �nto the past – along w�th the attendant w�ndfalls, �nvestor losses, and class 

act�on su�ts th�s created. It �s thus l�kely that the recent decrease �n secur�t�es class 

act�on fil�ngs �s due at least as much to a change �n the econom�c conjuncture as to 
89 
90 
91 
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structural �mprovements �n Amer�ca’s legal and regulatory framework. A s�gn�fi cant 

level of apprehens�on therefore rema�ns: �f econom�c cond�t�ons were to decl�ne �n the 

future, then a strong resurgence �n lawsu�ts would l�kely follow.

Not surpr�s�ngly then, the h�gh legal cost of do�ng bus�ness �n the US fi nanc�al serv�ces 

�ndustry �s of real concern to corporate execut�ves. When asked wh�ch aspect of the 

legal system most s�gn�fi cantly affected the bus�ness env�ronment, sen�or execut�ves 

surveyed �nd�cated that propens�ty toward legal act�on was the predom�nant problem. 

Worry�ngly for New York, the c�ty fares far worse than London �n th�s regard: 63 percent 

of respondents thought the UK (and by extens�on London) had a less l�t�g�ous culture 

than the Un�ted States, wh�le only 17 percent felt the US (and by extens�on New York) 

was a less l�t�g�ous place than the Un�ted K�ngdom (Exh�b�t �0). Th�s �s a dramat�c 

result, and �t �s echoed even more strongly by the CEOs surveyed: 85 percent �nd�cated 

that London was preferable, and not a s�ngle one chose New York.
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VALUE OF US CLASS-ACTION SETTLEMENTS REACHING RECORD HIGHS, 
EVEN WITHOUT “EXCEPTIONAL” SETTLEMENTS
Annual securities class action settlement amount, $ Billions

Source: Cornerstone Research
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international concerns over the severity of america’s legal system and the 
extraterritorial application of US law

Above and beyond the costs assoc�ated w�th a l�t�g�ous soc�ety, recent legal developments 

have further added to the negat�ve reputat�on of Amer�ca’s legal system abroad. F�rst, �t 

has become �ncreas�ngly clear that, rather than be�ng just an �ncremental cost of do�ng 

bus�ness, the mere threat of legal act�on can ser�ously – and somet�mes �rrevocably – 

damage a company. Over the past several years, the number of US compan�es that have 

been forced �nto bankruptcy or l�qu�dated because of the threat of secur�t�es-related 

l�t�gat�on (e.g., Adelph�a, Arthur Andersen, WorldCom) has re�nforced the percept�on 

that the US legal system �s part�cularly pun�t�ve �n th�s regard.

Second, l�ab�l�ty �s not l�m�ted to corporate ent�t�es but also extends to �nd�v�duals, 

even �f they are only remotely �nvolved �n the US markets. For example, Sect�on 30� of 
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LONDON IS SEEN AS A DRAMATICALLY BETTER LEGAL ENVIRONMENT,
ESPECIALLY AS IT RELATES TO PROPENSITY TOWARD LEGAL ACTION
Ranking by response, Percent

Source: McKinsey Financial Services Senior Executive Survey
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the Sarbanes-Oxley Act spec�fically �mposes personal l�ab�l�ty on corporate execut�ves 

for fa�l�ng to comply w�th the Act. The recent extraterr�tor�al appl�cat�on of other US 

statutes has made even clearer the personal threat that US laws can present. The 

level of fore�gn med�a attent�on around some of these cases �s �nd�cat�ve of the place 

�n the publ�c consc�ousness that the threat of l�t�gat�on now occup�es outs�de the 

US. 

Another source of �nternat�onal concern w�th the extraterr�tor�al appl�cat�on of US laws 

relates to the �ncreas�ng l�kel�hood of mergers between US and European exchanges. 

W�th NASDAQ acqu�r�ng a substant�al stake �n the LSE and the NYSE and EuronextL�ffe 

obta�n�ng shareholder approval of the�r �ntent to merge �n December �006, the 

poss�b�l�ty of US regulators enforc�ng the more str�ngent US regulatory standards 

�nternat�onally has acqu�red real �mmed�acy for both corporate execut�ves and financ�al 

serv�ces part�c�pants, �nclud�ng European �nvestors and regulators. Th�s concern �s 

ev�denced by the Investment, Exchanges and Clear�ng Houses Act recently proposed 

by the UK government �n an effort to prov�de the F�nanc�al Serv�ces Author�ty w�th veto 

power over new rules from fore�gn regulators �f they have a “d�sproport�onate” �mpact 

on UK exchanges. Importantly, the NYSE has been very clear about ma�nta�n�ng and 

defend�ng European regulatory sovere�gnty for all Euronext act�v�t�es.

US legal system’s perceived unpredictability is causing concern

Relat�ve to most other countr�es, the US legal system �s mult�-t�ered and h�ghly 

complex. Not only �s �t d�v�ded between state and federal courts, but �t also uses a 

var�ety of enforcement mechan�sms, �nclud�ng legal act�ons by regulators, state and 

federal attorneys general, pla�nt�ff classes, and �nd�v�duals. As a result, and desp�te 

a h�gh level of profic�ency �n most courtrooms (espec�ally at the federal level), the 

system’s �nherent complex�ty has the unfortunate s�de effect of mak�ng �t harder to 

manage legal r�sk �n the US than �n many other jur�sd�ct�ons. The sen�or execut�ves 

surveyed certa�nly concur. Only about 15 percent felt that the US system was better 

than the UK’s �n terms of pred�ctab�l�ty and fa�rness, wh�le over 40 percent favored the 

UK �n both these regards. The CEOs �nterv�ewed also shared th�s sent�ment, although 

they felt that London’s advantage was part�cularly strong �n terms of the pred�ctab�l�ty. 

Legal experts �nd�cated that th�s �s a major reason why many corporat�ons now choose 

Engl�sh law to govern the�r �nternat�onal commerc�al contracts. 
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Mak�ng matters worse, the relat�ve �mportance of l�t�gat�on r�sk has �ncreased �n recent 

years as a var�ety of enforcement efforts and subsequent rul�ngs �n the financ�al serv�ces 

�ndustry have appeared to effect�vely cr�m�nal�ze conduct that had unt�l then been 

assumed to be perm�ss�ble. Th�s caused many market part�c�pants to quest�on the�r 

understand�ng of the scope of ex�st�ng law, wh�ch �n turn led them to adopt costly r�sk-

averse behav�or and bear the assoc�ated opportun�ty costs. Although those costs are 

d�fficult to quant�fy, as they encompass the opportun�ty cost of many foregone bus�ness 

opportun�t�es, there �s l�ttle doubt that such unnecessar�ly conservat�ve r�sk avo�dance 

pract�ces have contr�buted to the decrease �n New York’s compet�t�veness revealed by 

the surveys.

Recent efforts to enhance the pred�ctab�l�ty of enforcement efforts, at least at the 

federal level, should go some way toward allev�at�ng these concerns. For �nstance, 

the Department of Just�ce’s McNulty Memorandum, released on December 1�, �006, 

should ensure greater cons�stency �n the pursu�t of future federal cr�m�nal �nd�ctments, 

as �t requ�res that federal prosecutors get approval from the Attorney General’s office 

before they can request that compan�es d�sclose pr�v�leged �nformat�on. Th�s should 

ensure that only those cases where a m�n�mum level of ev�dence ex�sts, and where 

enforcement �s otherw�se appropr�ate, w�ll rece�ve such forceful scrut�ny. The McNulty 

Memorandum thereby prov�des a valuable bluepr�nt for enhanc�ng the cons�stency of 

goals and means of legal enforcement �n the future.

d. rEcENt US rEGULatOrY trENdS damaGiNG cOmpEtitivENESS 

Str�k�ng the r�ght regulatory balance �s cruc�al for any financ�al center, yet the research 

�nd�cates that regulatory trends �n the Un�ted States are actually start�ng to damage 

the compet�t�veness of financ�al �nst�tut�ons do�ng bus�ness domest�cally. Amer�ca’s 

financ�al serv�ces regulatory reg�me has served the country well �n the past, but the 

system’s complex�ty, cost, and perce�ved lack of respons�veness, �f left unchanged, 

are l�kely to make the Un�ted States less attract�ve go�ng forward. Bus�ness leaders 

�ncreas�ngly see the UK’s regulatory model as better su�ted to a global financ�al center 

– both because they cons�der the overall regulatory env�ronment to be super�or, and 

because they feel regulators are more respons�ve and effic�ent. Th�s �s not to say 

that the UK model does not have problems of �ts own, but the percept�on �s that �ts 

approach �s more relevant �n today’s bus�ness env�ronment. 
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Good regulation is critical for financial centers

If there are any doubts as to the �mportance of regulat�on to the bus�ness commun�ty, 

one need only look at the survey responses to d�spel them. The th�rd and fourth most 

�mportant factors of compet�t�veness �n the sen�or execut�ve survey are “government 

and regulators who are respons�ve to bus�ness needs,” and “an attract�ve regulatory 

env�ronment,” Respondents to the CEO survey were even more emphat�c, rank�ng 

attract�veness of the regulatory env�ronment as the s�ngle most �mportant �ssue 

determ�n�ng the �nternat�onal compet�t�veness of a financ�al market.

Balanced and effect�ve regulat�on �s cons�dered a pos�t�ve �nfluence on financ�al 

market compet�t�veness, product�v�ty, the ab�l�ty to �nnovate, and �t can contr�bute to 

greater �nvestor and market confidence. When asked to d�scuss the relat�ve �mpact 

of a var�ety of regulat�ons, respondents �n the sen�or execut�ve survey saw some �n a 

pos�t�ve l�ght. For example, SEC d�sclosure rules on �ns�der transact�ons were thought 

to have had a pos�t�ve �mpact by 48 percent of respondents, wh�le only 11 percent 

of respondents felt they adversely affected the�r bus�ness. S�m�larly, 5� percent of 

respondents reacted pos�t�vely to “know your customer” rules. One �nterv�ewee stated, 

“Strong regulat�on �s a cr�t�cal part of a financ�al system, and has h�stor�cally been 

one of the b�ggest reasons for do�ng bus�ness �n New York versus other locat�ons.” 

More generally, factors such as the presence of strong �nst�tut�ons compet�ng freely, 

prudent r�sk management based on market pr�nc�ples, performance-based superv�s�on, 

full transparency, accurate account�ng statements, an effect�ve market for corporate 

control, and �ncent�ves for good governance were broadly regarded as be�ng strongly 

determ�nat�ve of a financ�al market’s attract�veness. Regulat�on can pos�t�vely or 

negat�vely �mpact each of these elements, w�th s�gn�ficant consequences for the 

financ�al system and subsequent repercuss�ons on econom�c act�v�ty.

Uk regulatory climate seen as more attractive than that in the US

The h�stor�cal success of the Un�ted States as the lead�ng global financ�al center �s 

at least partly attr�butable to the underly�ng regulatory framework. Sk�lled, exper�enced 

regulatory bod�es ex�st at both the nat�onal and state levels for the var�ous financ�al 

�ndustry sub-segments, and US-regulated financ�al �nst�tut�ons have trad�t�onally been 

at the forefront of �nnovat�on �n both reta�l and �nst�tut�onal bus�ness across all product 

categor�es. 
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Investors have also been well served by the comb�ned efforts of the Secur�t�es and 

Exchange Comm�ss�on (SEC) and the Nat�onal Assoc�at�on of Secur�t�es Dealers (NASD), 

enjoy�ng reasonable protect�on and the benefits of accurate financ�al statements. S�nce 

1913, the Board of Governors of the Federal Reserve System, work�ng hand �n hand 

w�th other federal bank�ng regulators such as the Comptroller of the Currency and the 

var�ous state regulators, has worked relentlessly to create a stable, safe, and sound 

bank�ng system that meets the needs of consumers, corporat�ons, and governments 

al�ke, wh�le manag�ng r�sk and potent�al confl�cts of �nterest. It has done so, for 

the most part, prudently and effect�vely. S�nce the creat�on of the Federal Depos�t 

Insurance Corporat�on �n 1933, no �nsured depos�tor has lost any sav�ngs beyond 

prescr�bed l�m�ts. More generally, US regulat�ons – and the regulators �mplement�ng 

them – have contr�buted to the overall compet�t�veness of US financ�al �nst�tut�ons. 

H�stor�cally, new laws and regulat�ons have been wr�tten and superv�sory gu�dance has 

been adapted to perm�t new organ�zat�onal structures, new products and serv�ces, 

and new ways of serv�ng customers. 

Lately, however, the regulatory env�ronment that has served the Un�ted States so well 

�n the past has begun to work aga�nst �tself. The �ncreas�ng pace of �nnovat�on and 

new product development �n financ�al serv�ces has meant that respons�veness and 

flex�b�l�ty have become ever-more �mportant features of regulat�on. Yet aga�nst th�s 

need for speed comes regulators’ obl�gat�on to protect �nvestors and customers, wh�ch 

has hampered efforts to respond qu�ckly to the ever-chang�ng needs of bus�ness and  

the rap�dly evolv�ng nature of r�sk �n the markets. Wh�le the Un�ted States has  

struggled to balance rap�d �nnovat�on w�th consumer and �nvestor protect�on, other 

financ�al markets – most notably London – have grown faster and been n�mble enough 

to adapt the�r own regulatory reg�mes to be respons�ve to bus�nesses, wh�le st�ll 

safeguard�ng customers and �nvestors.

Not surpr�s�ngly, the vast major�ty of �nterv�ewees and survey respondents strongly 

bel�eve that the pendulum of regulat�on �n the Un�ted States has swung too far �n 

recent years. An �ncreas�ngly heavy regulatory burden and a complex, cumbersome 

regulatory structure w�th overlaps at the state and nat�onal levels �s caus�ng an 

�ncreas�ng number of bus�nesses to conduct more and more transact�ons outs�de 

the country. For many execut�ves, London has a better regulatory model: �t �s eas�er 

to conduct bus�ness there, there �s a more open d�alogue w�th pract�t�oners, and the 

market benefits from h�gh-level, pr�nc�ples-based standards set by a s�ngle regulator 

for all financ�al markets. 
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The research for th�s report h�ghl�ghted three themes that help expla�n the grow�ng 

d�fferences between the US and UK regulatory env�ronments and reveal why the 

balance may be t�pp�ng �n favor of London: the regulatory structure, the regulatory and 

superv�sory approach, and regulatory enforcement.

regulatory structure. The F�nanc�al Serv�ces Author�ty (FSA) �s the sole regulator for 

the ent�re UK fi nanc�al serv�ces �ndustry. Many of the execut�ves �nterv�ewed fi nd a 

s�ngle regulator eas�er to deal w�th – there �s a s�ngle po�nt of contact and a s�ngle 

�nst�tut�on to whom regulated part�es are held accountable. Increas�ngly, they prefer to 

operate under a s�ngle, expans�ve un�versal bank�ng l�cense, as opposed to work�ng 

through mult�ple charter�ng reg�mes and a var�ety of l�censes and legal ent�t�es. They 

also favor a regulator that superv�ses fa�rly but �s respons�ve to the�r bus�ness needs, 

and a regulator that can make dec�s�ons and take act�ons relat�vely qu�ckly, s�nce speed-

to-market �s an �mportant factor �n the h�ghly compet�t�ve world of fi nanc�al serv�ces.

The US regulatory system compr�ses a var�ety of regulators at the nat�onal and state 

level for the var�ous s�los of the fi nanc�al serv�ces �ndustry: commerc�al banks, sav�ngs 

and loan assoc�at�ons, cred�t un�ons, �ndustr�al banks, �nvestment banks, �nsurance 

compan�es, fi nance compan�es, money brokers, and others (Exh�b�t �1). For the 
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purposes of consol�dated superv�s�on globally, mult�ple regulators also ex�st �n the 

Un�ted States at the parent hold�ng company level w�th d�fferent sets of rules regard�ng 

organ�zat�onal structures, cap�tal, and r�sk management (the Federal Reserve, Office of 

Thr�ft Superv�s�on, and the SEC). It �s not uncommon to find d�fferent regulators of the 

same act�v�t�es at odds w�th one another on part�cular �ssues, and such confl�cts can 

take months to resolve. F�nanc�al hold�ng compan�es’ secur�t�es act�v�t�es, for example, 

are regulated by the Federal Reserve, the SEC or NASD, and state secur�t�es regulators. 

Meanwh�le, �nsurance sales act�v�t�es by banks or bank hold�ng compan�es are governed 

by both bank�ng laws and the (often d�fferent) �nsurance laws of each state.

The result �s that the US financ�al regulatory system �s frequently seen as unrespons�ve 

by financ�al �nst�tut�ons try�ng to �nnovate and be at the forefront of effect�ve 

customer serv�ce. Although respondents d�d not see the FSA as perfect, �ts theory 

of regulatory consol�dat�on seems to offer greater hope of enhanc�ng s�mpl�c�ty and 

respons�veness. 

regulatory and supervisory approach. The UK system �s now largely pr�nc�ples-based 

and gu�ded by outcomes – e.g., Treat�ng Customers Fa�rly – �n contrast w�th the US 

rules-based system, wh�ch �s more �nput-dr�ven – e.g., d�ctat�ng what products a 

company may or may not offer to customers under certa�n cond�t�ons through spec�fied 

channels. 

The UK’s FSA �mplements pr�nc�ples-based regulat�on v�a a two-t�ered set of regulatory 

pr�nc�ples. F�rst, �n an effort to prov�de greater clar�ty and pred�ctab�l�ty to regulated 

ent�t�es, the FSA has �ssued a set of eleven h�gh-level pr�nc�ples that embody the 

essence of what �s expected of regulated firms. Th�s set of pr�nc�ples �ncludes, among 

others, the requ�rement that firms conduct themselves w�th �ntegr�ty, and that they 

ma�nta�n adequate financ�al resources. Although apply�ng these pr�nc�ples to real-l�fe 

s�tuat�ons �s not always a stra�ghtforward process, the pr�nc�ples have the benefit 

of sett�ng forth clear, h�gh-level gu�del�nes that regulated firms should follow �n the�r 

day-to-day affa�rs. The second set of pr�nc�ples relates to the FSA �tself. Here, s�x over-

arch�ng pol�c�es gu�de the FSA’s approach to regulat�on, superv�s�on, enforcement, 

the approval of acqu�s�t�ons, and the sanct�on�ng of new products and serv�ces (see 

s�debar: “FSA Or�g�n and Pr�nc�ples,” p.90). Th�s second set of pr�nc�ples prov�des 

the market w�th greater certa�nty about the regulator’s future course of act�on and 

ensures that all new regulat�ons w�ll be subject to a r�gorous analys�s we�gh�ng the 

costs and benefits to the market.
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By contrast, the US approach rel�es more on rules and compl�ance. Ind�v�dual financ�al 

regulators at both the nat�onal and state levels obv�ously have the�r own un�que m�ss�ons 

to follow as mandated by law, but the overall nat�onal financ�al regulatory system �s not 

gu�ded by a common and un�versally accepted set of cons�stent pr�nc�ples that d�rects 

the approach to regulat�on, superv�s�on, enforcement, and approvals. Certa�nly, the US 

has noth�ng comparable to the FSA’s two-t�ered pr�nc�ples-based system. 

W�thout the benefit of accepted pr�nc�ples to gu�de them, US regulators default to 

�mpos�ng regulat�ons requ�red by var�ous leg�slat�ve mandates, many of wh�ch date 

back several decades. These mandates are not subject to major rev�ews or rev�s�ons 

and therefore tend to fall beh�nd day-to-day pract�ce. Th�s fa�lure to keep pace w�th 

the t�mes has made �t hard for bus�ness leaders to understand how the m�ss�ons of 

d�fferent regulators relate to the�r bus�ness, and th�s �n turn means that regulators 

have come to be v�ewed as unpred�ctable �n the�r act�ons toward bus�ness. The cost 

of compl�ance has also r�sen dramat�cally over the last several years. Secur�t�es firms 

reported on average almost one regulatory �nqu�ry per trad�ng day, and large firms 

exper�enced more than three t�mes that level. The cost of compl�ance est�mated �n an 

Secur�t�es Industry Assoc�at�on report had reached $�5 b�ll�on �n the secur�t�es �ndustry 

alone �n �005 (up from $13 b�ll�on �n �00�).9� Th�s �ncrease �s equ�valent to almost 

5 percent of the �ndustry’s annual net revenues. Although there are benefits from 

an �ncrease �n compl�ance-related expend�tures, the report found that “a substant�al 

port�on of these �ncreased costs were avo�dable, reflect�ng, among other th�ngs: 

dupl�cat�on of exam�nat�ons, regulat�ons and superv�sory act�ons; �ncons�stenc�es/

lack of harmon�zat�on �n rules and regulat�ons; amb�gu�ty; and delays �n obta�n�ng clear 

gu�dance.”

Although the�r mandates have not been updated, regulators have tr�ed to adapt by 

�ndependently layer�ng on a var�ety of new rules. A recent study by the Federal F�nanc�al 

Inst�tut�ons Exam�nat�on Counc�l, the coord�nat�ng group of US bank�ng and thr�ft 

regulators, revealed that more than 800 d�fferent regulat�ons have been �mposed on 

banks and other depos�t-gather�ng �nst�tut�ons s�nce 1989.93 Regulat�ons to �mplement 

the leg�slat�ve requ�rements of the Sarbanes-Oxley Act of �00� (SOX) are a good 

example. They are un�versally v�ewed by CEOs and other execut�ves surveyed as  

be�ng too expens�ve for the benefits of good governance they confer. Consequently,  

SOX �s v�ewed both domest�cally and �nternat�onally as st�fl�ng �nnovat�on. “The Sarbanes-

Oxley Act and the l�t�g�ous env�ronment are creat�ng a more r�sk-averse culture �n the 

Un�ted States,” one former sen�or �nvestment banker stated. “We are s�mply push�ng 

people to do more bus�ness overseas rather than address�ng the real �ssues head 

on.”
9� 
93 
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In the Un�ted States, emphas�s �s placed on un�form compl�ance w�th all rules and 

regulat�ons, albe�t w�th some d�fferent�at�on based on the s�ze of the �nst�tut�on. There 

�s, however, much less emphas�s on the mater�al�ty of r�sk to the financ�al system or 

to large groups of customers. Cost/benefit tests are supposed to be appl�ed to new 

rules and regulat�on, but regulators could do more analys�s alongs�de the lengthy 

publ�c rev�ew and comment per�od that takes place before any major regulat�on �s 

�ntroduced. 

“Partly as a result of the rap�d global�zat�on and evolut�on of the financ�al sector, 

regulatory requ�rements have become h�ghly compl�cated,” the CEO of a large European 

bank stated. “There �s a need to ensure that regulat�ons are developed so that they 

can keep pace w�th the rap�d change �n the market and accurately reflect the global 

character of the financ�al serv�ces bus�ness.” Certa�nly the rules-based system has 

served the Un�ted States well �n the past, and replac�ng �t wholesale w�th a pr�nc�ples-

based approach, such as the FSA’s, �s probably not necessary. However, develop�ng a 

clearly art�culated v�s�on, strategy, and mandate that �s s�m�lar to the FSA’s two-t�ered, 

pr�nc�ples-based system may be a path to the greater flex�b�l�ty and pred�ctab�l�ty that 

financ�al serv�ces bus�ness leaders �ncreas�ngly seem to favor. 

regulatory enforcement. Perhaps the most emot�ve react�ons from execut�ves 

�nterv�ewed for th�s report came when d�scuss�ng enforcement. There was grow�ng 

apprec�at�on for the UK’s more measured approach and escalat�on process. It �s seen 

as be�ng more results-or�ented and more effect�ve, compared w�th the fragmented US 

approach, wh�ch �s seen as be�ng more pun�t�ve, more publ�c, and more costly, w�th 

mult�ple enforcement act�ons by nat�onal and state regulators and l�t�gators. The US 

also holds the poss�b�l�ty of both cr�m�nal and c�v�l penalt�es �n d�fferent jur�sd�ct�ons. 

Many �nterv�ewees felt that they had a recept�ve aud�ence at the FSA, and that they 

would rece�ve fa�r treatment w�thout fear of repr�sals or subsequent legal act�ons. 

“The FSA �s open to d�scuss�ng �ssues construct�vely and resolv�ng problems qu�etly, 

w�thout penal�z�ng you for com�ng forward when you see a potent�al problem,” sa�d the 

CEO of one US secur�t�es firm. “The mult�ple US regulators and enforcers, by contrast, 

play a d�fferent game ent�rely.” Execut�ves �n the US were s�m�larly compl�mentary 

of the New York Federal Reserve’s approach to address�ng problems such as the 

cred�t der�vat�ves documentat�on backlog, namely br�ng�ng all the part�es together �n a 

collaborat�ve fash�on to resolve the �ssues jo�ntly.
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Sadly, the major�ty of stor�es are less pos�t�ve. Execut�ves are by and large hes�tant to 

ra�se even m�nor problems w�th regulators for fear that s�mply broach�ng the subject 

w�ll lead to �mmed�ate enforcement act�on or, worse yet, a h�ghly charged publ�c 

prosecut�on. Th�s v�ew was, �n the wake of the account�ng scandals of the early part 

of the decade, strengthened by the Department of Just�ce’s Thompson Memorandum, 

wh�ch allowed prosecutors to cons�der a company’s fa�lure to wa�ve the attorney-

cl�ent pr�v�lege as a factor �n dec�d�ng whether to seek a federal cr�m�nal �nd�ctment. 

Many execut�ves and legal academ�cs v�ewed th�s as coerc�ve and a v�olat�on of the 

const�tut�onal r�ght to counsel. It was also yet another mot�vat�on for execut�ves to 

channel bus�ness to less l�t�g�ous fore�gn markets, �nclud�ng London. Although the 

DOJ’s recently released McNulty Memorandum largely reversed the stance taken �n 

the Thompson Memorandum, as �t restr�cts the c�rcumstances under wh�ch federal 

prosecutors can ask a corporat�on to wa�ve �ts attorney-cl�ent pr�v�lege, the fact rema�ns 

that there �s st�ll no safe harbor or self-evaluat�on pr�v�lege allow�ng compan�es to 

conduct a self-assessment and share the�r find�ngs w�th the appropr�ate regulators 

w�thout fear of unnecessary regulatory or legal repr�sals. “Regulators should be 

support�ve of financ�al serv�ces w�thout los�ng s�ght of safety and soundness �ssues,” 

sa�d a top execut�ve of a large financ�al serv�ces hold�ng company, “but there �s a real 

need for a better sense of what matters and what �s mater�al and what �s not.” 

The surveys carr�ed out certa�nly support these themes, but more �mportantly they �nd�cate 

that the Un�ted K�ngdom has a compet�t�ve advantage over the Un�ted States �n terms of 

be�ng the preferred regulatory reg�me w�th �nternat�onally recogn�zed h�gh standards for 

do�ng bus�ness. When asked to compare New York and London on regulatory attract�veness 

and respons�veness, both CEOs and other sen�or execut�ves v�ewed New York as hav�ng a 

worse regulatory env�ronment than London by a stat�st�cally s�gn�ficant marg�n. 

Look�ng more closely at the dr�vers beh�nd respondents’ preference for London’s 

regulatory reg�me, surveys asked sen�or execut�ves to evaluate s�x d�fferent d�mens�ons 

of the regulatory system. Across all s�x factors �dent�fied, respondents �nd�cated that 

they preferred the UK’s system, although v�ews were more closely balanced w�th regard 

to the regulatory system’s ab�l�ty to �nsp�re �nvestor confidence (Exh�b�t ��). Ranked 

from h�ghest to lowest degree of UK advantage, the s�x factors were: cost of ongo�ng 

compl�ance, regulatory s�mpl�c�ty, un�form�ty, fa�rness, clar�ty, and �nvestor confidence. 

Judged by these measures alone, the Un�ted States regulatory reg�me �s at a d�st�nct 

compet�t�ve d�sadvantage and has s�gn�ficant room for �mprovement. 
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recent legislative and regulatory actions 
are hurting america’s fi nancial competitiveness

The Un�ted States �s also perce�ved as be�ng at a d�sadvantage when �t comes to 

the �nd�v�dual and collect�ve �mpact of �ts fi nanc�al regulat�on. By far the most often 

ment�oned regulat�on �n �nterv�ews was the Sarbanes-Oxley Act (SOX), wh�ch was also 

heav�ly cr�t�c�zed �n the surveys. However, two other areas were also frequently c�ted: 

the proposed US-spec�fi c mod�fi cat�ons to the Basel II framework, and the need for 

fore�gn compan�es to reconc�le account�ng procedures to US account�ng standards. 

Interv�ewees generally commented that the d�fferences between �nternat�onal and US 

standards put the Un�ted States at a compet�t�ve d�sadvantage but, more pos�t�vely, that 

there was also an opportun�ty to �mprove �n these areas w�thout major leg�slat�ve act�on, 

wh�le st�ll balanc�ng fi nanc�al compet�t�veness w�th substant�al �nvestor protect�on. 
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UK IS PREFERRED ACROSS MANY REGULATORY DIMENSIONS 
BUT IS MOST DISTINGUISHED IN COST AND SIMPLICITY OF REGULATIONS
Ranking by response, Percent

Source: McKinsey Financial Services Senior Executive Survey
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Sarbanes-Oxley. The regulat�ons �mposed by the Sarbanes-Oxley Act drew some of 

the most negat�ve react�ons �n the surveys: 55 percent of respondents to the sen�or 

execut�ve survey bel�eve that the Act w�ll have “strong” or “somewhat negat�ve” �mpact 

on the�r �nst�tut�ons. The �nterv�ews reveal a sl�ghtly more nuanced v�ew of the Act; most 

execut�ves strongly agree on the value of good corporate governance, transparency, and 

aud�t�ng standards and, as such, they th�nk that SOX has done much good for corporate 

Amer�ca. One CEO even sa�d, “The transparency I have �nto my bus�ness �s now much 

greater than �t was prev�ously; I have a deeper understand�ng of everyth�ng that �s 

go�ng on due to the corporate controls we have �mplemented.” But many also bel�eve 

that the costs of �mplement�ng the new SOX requ�rements outwe�gh the benefits. A few 

�nterv�ewees went so far as to suggest that the cost �nvolved �n SOX �s one of the most 

�mportant reasons why many non-US compan�es that meet US l�st�ng requ�rements 

nevertheless choose to stay out of the US equ�ty markets. 

Sect�on 404 of Sarbanes-Oxley �s only two paragraphs and fewer than �00 words long, 

but of all the components of the Act, �t seems to have the most powerful �mpl�cat�ons 

for US financ�al �nst�tut�ons. Sect�on 404 requ�res management to �nclude �n �ts 

annual report an �nternal control report that states management’s respons�b�l�ty “for 

establ�sh�ng and ma�nta�n�ng an adequate �nternal control structure and procedures 

for financ�al report�ng,” and conta�ns an assessment “of the effect�veness of the 

�nternal control structure and procedures of the �ssuer for financ�al report�ng.” Sect�on 

404 also requ�res the company’s aud�tors “to attest to, and report on, the assessment 

made by management.” For both compan�es and aud�t firms, the consequences of 

attest�ng to structure and procedures that later prove to be �nadequate are severe: 

under such c�rcumstances, ch�ef execut�ves, ch�ef financ�al officers, aud�t partners 

and others can face cr�m�nal prosecut�on �n the Un�ted States, regardless of where the 

company �s headquartered or where the �nd�v�duals �nvolved res�de. 

basel ii. Generally, the sen�or execut�ve surveys revealed pos�t�ve sent�ment regard�ng 

Basel II, although there were some subtle and more negat�ve undercurrents from US 

and commerc�al bank�ng respondents. Overall, 38 percent of respondents �nd�cated 

that Basel II rules would have a “strong” or “somewhat pos�t�ve” �mpact, versus �7 

percent say�ng they would have a “strong” or “somewhat negat�ve” �mpact. However, 

look�ng more spec�fically at US respondents, espec�ally at sen�or-level commerc�al 

bankers, the p�cture becomes much more negat�ve. W�th�n that subset, 57 percent 

thought Basel II would have a negat�ve �mpact on the�r bus�ness, whereas only 35 

percent felt �t would have a pos�t�ve �mpact. 
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US bank�ng regulators have �ssued for comment the Not�ce of Proposed Rulemak�ng 

(NPR) for Basel II �mplementat�on �n the US. Interv�ews w�th CEOs and other thought 

leaders anecdotally suggest that the d�fferences between th�s proposed reg�me and 

the �mplementat�on chosen by most other count�es may put the US bank�ng system 

at a compet�t�ve d�sadvantage. The purpose of the Basel II accord �s to prov�de a 

cons�stent �nternat�onal r�sk-based cap�tal standard. Basel I was no longer appropr�ate 

as a cap�tal adequacy reg�me g�ven the complex�ty of larger �nst�tut�ons. Basel II allows 

for the Advanced Approach where larger �nst�tut�ons can �mplement a r�sk-based model 

to determ�ne cap�tal requ�rements. 

Bank�ng regulators �n the Un�ted States have proposed that the largest banks �mplement 

the Advanced Approach w�th several add�t�onal requ�rements. For example, the NPR 

prov�des for a leverage rat�o, wh�ch could requ�re banks to hold more cap�tal than would 

be requ�red under a r�sk-based system. Bank�ng regulators also propose to adjust 

cap�tal rules �f the aggregate cap�tal under the new reg�me falls by 10 percent for the 

�ndustry as a whole. Th�s appl�es a standard to the ent�re �ndustry rather than us�ng 

the ab�l�ty under Basel II to �mpose d�fferent standards for spec�fic banks as necessary. 

Th�s appl�cat�on also �gnores some of the changes �n cap�tal requ�rements that occur 

as a result of econom�c cycles. In a strong econom�c env�ronment, for �nstance, cap�tal 

requ�rements �n a r�sk-based system should actually decl�ne. The NPR �ncludes other 

add-ons that also result �n �ncreased cap�tal requ�rements beyond what would be 

mandated by the �nternat�onally agreed-upon �mplementat�on of Basel II. 

Although these regulat�ons are not yet final, comments from the bank�ng �ndustry suggest 

that they would result �n s�gn�ficant d�fferences �n the �nternat�onal compet�t�veness of 

the largest banks. Unfortunately, these banks are prec�sely those most l�kely to compete 

�nternat�onally. C�t�group, JP Morgan Chase, Wachov�a, and Wash�ngton Mutual have 

therefore come together to suggest a regulatory alternat�ve that would g�ve US banks a 

cho�ce of opt�ons for meet�ng r�sk-based cap�tal requ�rements.94 These cho�ces would 

�nclude Basel I standards as well as the Standard�zed Approach under Basel II and 

Basel I-A that regulators developed to prov�de smaller banks w�th more r�sk-sens�t�ve 

cap�tal requ�rements w�thout the full �mplementat�on of Basel II rules (the latter be�ng 

more compl�cated and costly to �mplement). The Amer�can Bankers Assoc�at�on, the 

Independent Commun�ty Bankers of Amer�ca and the F�nanc�al Serv�ces Roundtable 

have all endorsed th�s recommendat�on. 

94 
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iFrS and Gaap. In face-to-face �nterv�ews, bus�ness leaders ment�oned the need 

to make more rap�d progress on the convergence of �nternat�onal account�ng 

standards and to el�m�nate un�ntended consequences of the rules-based approach 

character�z�ng the US Generally Accepted Account�ng Pr�nc�ples (GAAP), wh�ch can 

cause financ�al report�ng to d�ffer from econom�c real�ty. The SEC requ�res fore�gn 

compan�es that report under Internat�onal F�nanc�al Report�ng Standards (IFRS) to 

prov�de a reconc�l�at�on to US GAAP. The US F�nanc�al Account�ng Standards Board 

(FASB) and the Internat�onal Account�ng Standards Board (IASB) both expressed the�r 

comm�tment to work�ng toward h�gh-qual�ty, compat�ble account�ng standards �n the�r 

Norwalk Agreement of �00�. In February �006, they reconfirmed the�r comm�tment to 

convergence, outl�n�ng short-term convergence goals for �008 as well as longer-term 

object�ves. The goal of the process �s to allow fore�gn �ssuers �n the US to report us�ng 

IFRS w�thout reconc�l�at�on start�ng �n �009. Bus�ness execut�ves felt that the need 

to reconc�le IFRS, wh�ch are accepted by every other major country, was unnecessary 

g�ven the qual�ty of those standards and the�r w�despread adopt�on. 

In November �006, the leaders of the s�x largest global aud�tor networks publ�shed 

Serving Global Capital Markets and the Global Economy, wh�ch echoed the need for 

global account�ng convergence. In add�t�on, they po�nted out the need for account�ng 

standards to be pr�nc�ples-based and the need for an effort to promote the convergence 

of aud�t�ng standards. There �s no effort currently under way that �s focused on 

aud�t�ng standards convergence as there �s for account�ng standards convergence. 

Nevertheless, rel�ance on pr�nc�ples and judgment over rules and the el�m�nat�on of 

unnecessary d�fferences �n standards (prov�ded that the �ntegr�ty of the standards �s 

not d�m�n�shed) are two of the themes that should underp�n the call for change for 

many aspects of the US regulatory env�ronment.

It �s �mperat�ve that these �ssues be addressed through real, substant�ve regulatory 

reforms, or else US bus�ness hubs that are heav�ly rel�ant on financ�al serv�ces, such 

as Delaware, Ch�cago, Charlotte, San Franc�sco, M�am� and, of course, New York 

C�ty, w�ll not be able to compete w�th London’s attract�ve and respons�ve regulatory 

env�ronment. Consumers and �nvestors across the Un�ted States w�ll also benefit. 

If the financ�al compet�t�veness of US-based �nst�tut�ons �s as �mportant a nat�onal 

pr�or�ty as research �nd�cates, then the financ�al regulatory system must be thoroughly 

reassessed and �mproved along mult�ple d�mens�ons �n the near to med�um term. 

Sect�on IV conta�ns a ser�es of balanced and �ntegrated recommendat�ons along 

these l�nes.
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In 1997, the UK’s newly elected Labour gov-
ernment tackled fi nanc�al regulatory reform 
head on. Gordon Brown, the new Chancellor 
of the Exchequer, wanted to do away w�th the 
many self-regulatory organ�zat�ons (SROs), 
wh�ch were w�dely regarded as bureaucrat�c, 
�ntervent�on�st and rules-based, as well as 
�nsuffi c�ently �ndependent and object�ve �n 
the�r protect�on of consumer �nterests. The 
reform proposal proved far more rad�cal than 
expected – allegedly catch�ng even the Gov-
ernor of the Bank of England by surpr�se. 
Many had pred�cted the un�fi cat�on of the 
SROs, but few expected the creat�on of a 
s�ngle regulator for bank�ng, secur�t�es, and 
�nsurance w�th extens�ve powers of �nvest�ga-
t�on and enforcement. 

Pr�or to the reforms, there was broad sup-
port for the s�mpl�c�ty and clar�ty that would 
come w�th a s�ngle regulator, and an accep-
tance that a statutory body would be more 
effect�ve than self-regulat�on. However, con-
cerns also ex�sted w�th regard to the breadth 
of the enforcement powers, a poss�ble lack 
of suffi c�ent checks and balances, potent�al 
confl �cts w�th human r�ghts leg�slat�on, gov-
ernance, and cost of �mplementat�on. Some 
even argued that mov�ng to a s�ngle regulator 
would �ncrease system�c r�sk, as a mult�pl�c-
�ty of regulators reduced the l�kel�hood that 
any s�ngle regulatory fa�lure would underm�ne 
the cred�b�l�ty of the system as a whole.

Gordon Brown announced h�s dec�s�on to 
merge bank�ng, secur�t�es, �nsurance, and �n-
vestment serv�ces superv�s�on �n May 1997 
under what would become the F�nanc�al Ser-
v�ces Author�ty (FSA). The Bank of England 
transferred bank�ng superv�s�on author�ty to 
the FSA �n June 1998 and, �n May �000, the 
FSA assumed the role of UK L�st�ng Author�ty 
from the London Stock Exchange. The roles 
of several other organ�zat�ons were later 
�ncorporated �nto the FSA’s mandate under 
the F�nanc�al Serv�ces Markets Act (FSMA), 
wh�ch took effect at the end of �001. In Oc-
tober �004, the FSA assumed respons�b�l-

�ty for the mortgage �ndustry and, �n January 
�005, for the general �nsurance �ndustry.

The FSMA outl�ned four statutory object�ves: 
1) ma�nta�n�ng market confi dence; �) pro-
mot�ng publ�c understand�ng of the fi nanc�al 
system; 3) secur�ng an appropr�ate degree 
of protect�on for consumers; and 4) fi ght�ng 
fi nanc�al cr�me. Lawmakers recogn�zed that 
�t was �mposs�ble to wr�te rules address�ng 
every conce�vable s�tuat�on that m�ght ar�se 
�n a rap�dly chang�ng fi nanc�al serv�ces env�-
ronment. To remedy th�s defi c�ency, the FSA 
adopted a set of eleven pr�nc�ples embody-
�ng the h�ghest-level requ�rements w�th wh�ch 
all fi rms must comply.

More spec�fi cally, these pr�nc�ples requ�re 
that a fi rm: 1) conduct �ts bus�ness w�th 
�ntegr�ty; �) conduct �ts bus�ness w�th due 
sk�ll, care, and d�l�gence; 3) take reason-
able care to organ�ze and control �ts affa�rs 
respons�bly w�th adequate r�sk management 
systems; 4) ma�nta�n adequate fi nanc�al 
resources; 5) observe proper standards of 
market conduct; 6) treat customers fa�rly; 7) 
commun�cate appropr�ate �nformat�on to cl�-
ents �n a clear and fa�r manner; 8) manage 
confl �cts of �nterest fa�rly; 9) take reasonable 
care to ensure the su�tab�l�ty of �ts adv�ce to 
customer ent�tled to rely on �ts judgment; 
10) adequately protect cl�ents’ assets when 
respons�ble for them; and 11) deal w�th regu-
lators �n an open and cooperat�ve way. 

In add�t�on to prov�d�ng regulated ent�t�es 
w�th th�s clear emp�r�cal gu�dance, the FSMA 
also set out a second t�er of pr�nc�ples to en-
sure that the regulator w�ll systemat�cally act 
to further the market’s best �nterest. These 
s�x “pr�nc�ples of good regulat�on,” wh�ch the 
FSA must cons�der wh�le pursu�ng statutory 
object�ves are:

Effi ciency and Economy. The FSA must re-
port to the Treasury every year; the Trea-
sury may also comm�ss�on rev�ews of the 
FSA’s value for the money. 

n
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role of management. Sen�or manage-
ment �s respons�ble for tak�ng reasonable 
steps to ensure that a fi rm’s bus�ness 
compl�es w�th regulatory requ�rements 
and that adequate r�sk management con-
trols are �n place.

proportionality. The FSA must take a 
cost/benefi ts approach to any restr�ct�ons 
�mposed on �ndustry.

innovation. The FSMA allowed for d�ffer-
ent methods of compl�ance so as to not 
unduly d�scourage the launch of new fi -
nanc�al products and serv�ces.

international character. The FSA must 
cons�der the �mpact on UK markets and 
consumers of developments occurr�ng 
abroad, cons�der the �nternat�onal mob�l-
�ty of fi nanc�al bus�nesses, and avo�d dam-
ag�ng the UK’s compet�t�veness.

competition. The FSA must avo�d unnec-
essar�ly d�stort�ng or �mped�ng compet�-
t�on, �nclud�ng v�a regulatory barr�ers to 
entry or bus�ness expans�on.

Equally as �mportant as the comprehens�ve 
two-t�ered, pr�nc�ples-based regulatory 
framework h�ghl�ghted above �s the regulator’s 
enforcement strategy. In th�s regard, the 
FSA has adopted a collaborat�ve model of 
enforcement that has encouraged regulated 
ent�t�es to be more forthcom�ng about 
potent�al problems than �s generally the case 
w�th more “enforcement-dr�ven” regulators. 
In add�t�on, the FSA has also �mplemented 
a r�sk-based approach to enforcement, 
where�n the level of regulatory resources 
allocated to a g�ven �ssue depends on the 
scale of the future problems that th�s �ssue 
may potent�ally create.

Although the FSA �s generally well regarded, 
�t �s not free of cr�t�c�sm. And �t takes such 
cr�t�c�sm ser�ously, as shown by �ts December 
�005 �mplementat�on of the Better Regula-
t�on Act�on Plan. Th�s report summar�zed more 

n
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than 30 recent or proposed changes to the 
way the FSA regulates, �nclud�ng such �m-
provements as s�mpl�fy�ng l�st�ng rules, re-
mov�ng barr�ers restr�ct�ng access to reta�l 
fi nanc�al adv�ce, �ntroduc�ng more fl ex�ble 
rules for collect�ve �nvestment schemes, s�m-
pl�fy�ng conduct of bus�ness rules relat�ng to 
deal�ng w�th reta�l customers, and l�ft�ng au-
d�t requ�rements for smaller regulated fi rms. 
The self-evaluat�on process that y�elded 
these recommendat�ons may help expla�n, �n 
part, why the FSA has been able to rema�n 
well-regarded over t�me by both �nvestors and 
regulated ent�t�es.

If the FSA has been able to reta�n a pos�t�ve 
publ�c �mage, �t �s also largely because the 
debate over regulat�on �n London today cen-
ters on the �mpact of EU d�rect�ves such as 
M�FID. Although subject to the proport�onal�ty 
pr�nc�ple, the EU �s not governed by the “pr�n-
c�ples of good regulat�on” that the FSA �s, and 
so �s not requ�red to conduct cost/benefi t 
analyses of �ts regulatory proposals. Regard-
�ng M�FID �n part�cular, S�r Callum McCarthy, 
Cha�rman of the FSA, stated �n �005 that: 
“It �s deeply unsat�sfactory that UK fi nanc�al 
serv�ces fi rms face major changes, w�th the 
assoc�ated costs, for an �n�t�at�ve wh�ch has 
been subject to no comprehens�ve EU cost/
benefi t analys�s . . . . That k�nd of approach 
to pol�cy-mak�ng cannot be sens�ble.”95 Many 
commentators have s�m�larly quest�oned 
whether several new EU d�rect�ves suffi c�ent-
ly enhance �nvestor protect�on and market 
effi c�ency to warrant the costs enta�led. So 
wh�le the FSA may, w�th�n �ts own area of 
competency, prov�de UK fi rms w�th an effec-
t�ve regulatory env�ronment, the l�m�ts to �ts 
author�ty �mpl�ed by the EU’s supranat�onal 
jur�sd�ct�on means that the overall regulatory 
env�ronment confront�ng regulated ent�t�es �n 
the UK may not be as pos�t�ve as would oth-
erw�se be expected under “pr�nc�ples of good 
regulat�on.” 

95 
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On December 13, �006, the Inst�tute of 
Internat�onal F�nance (IIF), a global assoc�at�on 
of lead�ng fi nanc�al �nst�tut�ons represent�ng 
more than 360 member compan�es,  
announced �ts object�ves and pr�nc�ples for 
more effect�ve nat�onal and global regulat�on.96 
Supported by a set of seven gu�d�ng pr�nc�ples, 
the IIF’s Proposal for a Strateg�c D�alogue 
on Effect�ve Regulat�on h�ghl�ghts a set of 
common object�ves and an agenda for act�on 
for both fi rms and regulators, �ntended to:

Support economic growth 
and competition

Regulat�on should support the health 
of the global fi nanc�al system and world 
economy, as well as encourage the devel-
opment of compet�t�ve fi nanc�al markets.

Healthy, innovative, and profi table fi nan-
cial fi rms. Successful �nst�tut�ons �nvest 
�n �nnovat�ons that benefi t customers and 
�mprove the effi c�ency of the fi nanc�al sys-
tem. Such fi rms are less l�kely to develop 
the solvency or l�qu�d�ty problems that 
cause fi nanc�al d�sturbances. They are 
also more l�kely to devote an appropr�ate 
level of �nst�tut�onal resources to �ssues 
w�th broader soc�al benefi ts.

Open and competitive fi nancial markets. 
Entry to markets should depend upon pru-
dent�al standards regard�ng fi tness and 
proper conduct, not protect�ons �ntend-
ed to sat�sfy spec�al �nterests. Although 
regulat�on should recogn�ze and protect 
leg�t�mate publ�c �nterests, �t should do so 

96 

n

w�thout favor�ng spec�fi c organ�zat�onal or 
ownersh�p structures. Open compet�t�on 
w�ll �n turn promote the regulatory goal 
of enhanced respons�veness to customer 
needs.

Ensure institutional safety 
and soundness

Regulat�on and superv�sory overs�ght 
should foster an opt�mal level of struc-
tural soundness, fi nanc�al prudence, and 
r�sk control �n all part�c�pants. More spe-
c�fi cally, prudential regulatory capital re-
quirements should ensure the soundness 
of the fi nanc�al system w�thout unduly re-
str�ct�ng bus�ness act�v�ty. Sound regula-
tory risk management should refl ect and 
heav�ly rely on the governance and r�sk 
control systems of �nst�tut�ons, regard-
less of the�r legal structure. Regulat�on 
encourag�ng counterparty transparency 
should requ�re mean�ngful d�sclosure to 
enable market part�c�pants to assess 
counterparty and �nvestment r�sks. Pre-
vention of fi nancial crime should be �mple-
mented v�a regulat�on ass�st�ng fi nanc�al 
�nst�tut�ons �n effi c�ently combat�ng money 
launder�ng and terror�sm fi nance, and by 
ensur�ng that the substant�al resources 
devoted by the pr�vate sector to th�s pr�or-
�ty are used effect�vely. F�nally, regulat�on 
should promote effect�ve crisis preven-
tion and management at the �nst�tut�onal 
and �ndustry levels w�thout creat�ng 
moral hazard.

n
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Foster customer service, protection, 
and care

Regulat�on should foster appropr�ate lev-
els of customer serv�ce, protect�on, and 
care. More part�cularly, regulat�on should 
protect customer privacy, support�ng 
leg�t�mate law enforcement efforts w�th-
out unduly burden�ng leg�t�mate bus�ness 
act�v�ty. Regulat�on should also promote 
customer choice by respect�ng customers’ 
ab�l�ty to control the�r own affa�rs, albe�t 
recogn�z�ng the d�ffer�ng needs and capa-
b�l�t�es of d�fferent customer segments 
and markets. Regulat�on should s�m�larly 
seek to enhance customer awareness by 
promot�ng the d�sclosure of �nformat�on 
to customers as appropr�ate g�ven the 
�nd�v�dual’s soph�st�cat�on, and by pro-
mot�ng publ�c fi nanc�al educat�on efforts. 
Regulators should also foster effective 
dispute resolution processes, so as to 
promote consumer r�ghts w�thout creat-
�ng excess�ve l�t�gat�on exposures. F�nally, 
regulators should beware of restr�ct�ng 
product availability w�thout a compell�ng 
just�fi cat�on and should therefore rely 
on fa�r, t�mely, and useful d�sclosure 
wherever poss�ble.

n Guiding principles

The IIF bel�eves that the �nteract�ons between 
regulators and the fi nanc�al �ndustry should 
be shaped by a set of gu�d�ng pr�nc�ples. 
These can be stated s�mply as follows:

Mutual trust and respect for judgment are 
the foundat�ons of effect�ve regulat�on

Collective market-based solutions should 
be preferred whenever poss�ble

Global coordination of regulation �s an es-
sent�al part of any jur�sd�ct�on’s regulatory 
process for fi rms conduct�ng cross-border 
bus�ness

A meaningful legislative dialogue �s essen-
t�al for both �ndustry and regulators

Effective regulation requ�res a dynam�c as-
sessment of new �n�t�at�ves and pol�c�es

Contingency planning �s an ongo�ng, 
jo�nt obl�gat�on of the publ�c and pr�vate 
sectors

Proportionate enforcement must be a part 
of effi c�ent and effect�ve regulat�on 

The IIF also proposes a set of regulatory re-
spons�b�l�t�es for fi rms, such as eth�cal lead-
ersh�p, effect�ve governance, and effect�ve 
r�sk management. Furthermore, �t supports 
a s�m�lar set of respons�b�l�t�es for regula-
tors, such as the art�culat�on of clear goals 
for regulat�on, per�od�c assessments to judge 
regulatory effect�veness, early cons�derat�on 
of �mplementat�on �ssues, and performance-
based regulat�on. 

n
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IV

Based on the analys�s and find�ngs �n th�s report, there �s an urgent need for balanced 

act�on to ma�nta�n and enhance the compet�t�ve pos�t�on of the US financ�al markets �n 

the global economy. Sect�on IV outl�nes three categor�es of recommendat�ons a�med 

at the US financ�al markets and a separate set of spec�fic recommendat�ons for New 

York �n �ts role as a lead�ng financ�al center. 

The recommendat�ons at the nat�onal level �nclude:

critically important, near-term national priorities. These �nclude �ssues that are 

e�ther already be�ng cons�dered or have broad acceptance w�th�n the financ�al 

serv�ces commun�ty and elsewhere. Importantly, these proposals would not only 

d�rectly help the US financ�al serv�ces �ndustry, but they would also s�gnal the 

advent of a more balanced approach to regulat�on and l�t�gat�on �n the Un�ted 

States.

initiatives to level the playing field. These are �mportant because they w�ll not only 

make �t eas�er for �nternat�onal compan�es to conduct financ�al bus�ness here, but 

they w�ll also g�ve US compan�es a chance to attract the best people and compete 

accord�ng to �nternat�onally accepted standards. Once adopted, these �n�t�at�ves 

would clearly demonstrate that the Un�ted States �s open to all globally compet�t�ve 

bus�nesses and that everyone w�ll be treated equally for �mportant bas�c dr�vers of 

compet�t�veness such as cap�tal treatment and account�ng. 

important longer-term national issues. Des�gned to beg�n now, these �n�t�at�ves 

w�ll take longer to �mplement, but they are �mportant for the longer term compet�t�ve 

�nterests of the Un�ted States. The proposals here are l�kely to restore a better 

pos�t�on relat�ve to other major financ�al markets l�ke London.

n

n

n

Recommendat�ons to susta�n  
the nat�on’s and New York’s global 
financ�al serv�ces leadersh�p
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In add�t�on to these recommendat�ons at the nat�onal level, th�s sect�on also �ncludes 

an �ntegrated set of C�ty- and State-level recommendat�ons a�med at enhanc�ng 

New York’s compet�t�veness as a financ�al center by better focus�ng the energy and 

capab�l�t�es of local author�t�es and bus�nesses on the requ�rements of the financ�al 

serv�ces sector. 

Taken together, these recommendat�ons could help re�nv�gorate and susta�n financ�al 

market compet�t�veness at the nat�onal and C�ty level. Th�s would have a pos�t�ve 

�mpact on the US economy, as well as on the local economy wherever major financ�al  

markets are located across the country. Some recommendat�ons can be undertaken 

d�rectly by regulators or through adm�n�strat�ve act�ons, wh�le others w�ll requ�re 

leg�slat�ve act�on.

In add�t�on to ma�nta�n�ng the safety and soundness of the financ�al system, a pr�me 

cons�derat�on �n draw�ng up these proposals has been to str�ke a better balance 

between compet�t�on and �nnovat�on on the one hand and �nvestor protect�on on the 

other. As descr�bed earl�er, the potent�al cost of not tak�ng remed�al act�on would be 

s�gn�ficant: were current market growth rates and compet�t�ve trends to pers�st, the 

US would lose substant�al market share �n �nvestment bank�ng and sales and trad�ng 

over the next five years. The �004 – 05 revenue growth rates for Europe and As�a were 

approx�mately �5 percent and 19 percent, respect�vely, compared w�th the US growth 

rate of 6 percent. Th�s �mpl�es a growth rate of 15 percent for the global revenue pool. 

Even �f global growth rates slowed to a more susta�nable rate of 8 to 10 percent, 

the US would stand to lose between 4 and 7 percent market share over the next five 

years. Stopp�ng th�s share loss would add approx�mately $15 b�ll�on to $30 b�ll�on 

�n �ncremental revenue to the US �n �011 alone. Assum�ng a constant relat�onsh�p 

between revenues and jobs, that would translate �nto between 30,000 to 60,000 

secur�t�es sector jobs, �n add�t�on to st�mulat�ng �nd�rect jobs �n other �ndustr�es.

a. criticaLLY impOrtaNt, NEar-tErm NatiONaL priOritiES

These should be a first pr�or�ty for pol�cy makers, as they w�ll s�gn�ficantly and 

�mmed�ately �mprove the �nternat�onal compet�t�veness of Amer�ca’s financ�al serv�ces 

�ndustry, and thereby prov�de substant�al benefits to the US economy as a whole.
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recommendation 1 – provide clearer guidance for implementing the Sarbanes-
Oxley act 

The Securities & Exchange Commission (SEC) and the Public Company Accounting 

Oversight Board (PCAOB), in continuing consultation with business, investor protection 

groups, and public accounting firms, should follow through on many of their recently 

proposed revisions to the guidelines controlling the implementation of Section 404 

of Sarbanes-Oxley. They should also provide further guidance with regard to what 

represents a “material weakness” and, depending on the effectiveness of these 

revisions, they could consider separate requirements for smaller public companies, for 

which compliance costs pose an undue burden. Finally, the regulators should consider 

exempting foreign companies that comply with SEC-approved foreign regulatory 

schemes from the added cost of Sarbanes-Oxley compliance.

Congress passed the Sarbanes-Oxley Act �n �00� �n d�rect response to s�gn�ficant 

cases of corporate malfeasance, wh�ch occurred desp�te the legal and market 

requ�rements for corporate governance overs�ght �n place at that t�me. The CEOs and 

bus�ness leaders �nterv�ewed for th�s report generally recogn�zed the need for enhanced 

corporate governance regulat�on and accepted Sarbanes-Oxley’s effect�veness �n th�s 

regard. However, �n �nterv�ews and surveys they emphas�zed that one sect�on – Sect�on 

404 – posed un�ntended negat�ve consequences for US compet�t�veness (see Sect�on 

III.D for more deta�l on Sarbanes-Oxley and Sect�on 404). 

Many �nterv�ewees attr�bute the burden of 404 not to the leg�slat�on �tself, but to the 

SEC and PCAOB’s �nterpret�ve gu�del�nes for management and aud�t firms, as well as 

to the supplementary tra�n�ng the B�g Four publ�c account�ng firms �n�t�ally gave to the�r 

aud�tors on how to protect the firms and the�r partners from 404-related l�t�gat�on. 

The most pert�nent �ssue for financ�al serv�ces compet�t�veness �s that fore�gn 

compan�es otherw�se �nterested �n l�st�ng �n the Un�ted States have found Sect�on 

404 proh�b�t�ve. It �s also expens�ve for large compan�es, and can be overwhelm�ng for 

smaller compan�es that lack the �nfrastructure necessary to comply effic�ently.97 

Appropr�ate efforts are already well under way, led by SEC Cha�rman Chr�stopher 

Cox and PCAOB Cha�rman Mark Olson, to prov�de clearer adm�n�strat�ve gu�dance to 

aud�tors and the �ndustry. In terms of address�ng the most �mmed�ate needs of market 

part�c�pants, th�s approach �s preferable to further leg�slat�ve change to Sect�on 404. 

From a financ�al serv�ces bus�ness perspect�ve, these efforts should result �n rev�sed, 

s�mpl�fied gu�dance to aud�tors and compan�es that ensures, �n the words of Treasury 
97 
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Secretary Henry Paulson, “that the �nternal control aud�t �s top-down, r�sk-based and 

focused on what truly matters to the �ntegr�ty of a company’s financ�al statement.”98 

To reach th�s goal, new gu�dance should enable aud�tors and management to 

exerc�se more judgment rather than rely on spec�fic rules. It should also emphas�ze 

mater�al�ty – �.e., what �s really �mportant to �nvestors and management – rather 

than comprehens�veness, and recogn�ze and m�t�gate the excess�ve �mplementat�on 

costs �mposed upon small compan�es. The SEC and PCAOB have each already taken 

s�gn�ficant steps �n th�s d�rect�on by vot�ng �n December �006 to propose �mproved 

�nterpret�ve gu�dance to management and aud�tors on the �mplementat�on of Sect�on 

404. The clear common �ntent underly�ng both of these new sets of gu�del�nes, 

developed by the two agenc�es work�ng �n concert, �s to s�mpl�fy and reduce the cost of 

404-related compl�ance. The proposals do so ma�nly by encourag�ng more r�sk-based 

analys�s of �nternal financ�al controls, espec�ally for smaller firms, wh�ch would enjoy 

greater d�scret�on to “scale and ta�lor the�r evaluat�on methods and procedures to fit 

the�r own facts and c�rcumstances.”99 

Wh�le the agenc�es’ adopt�on of a more r�sk-based assessment standard should �mprove 

effic�ency �n aud�tors’ and management’s evaluat�on of �nternal financ�al controls, the 

emp�r�cal �mpact of th�s mod�ficat�on w�ll be constra�ned �f a clear standard �s not also 

art�culated to separate breaches �n controls that are mater�al – w�th the attendant 

need for d�sclosure and potent�al regulatory l�ab�l�ty that th�s �mpl�es – and those 

that are not. Wh�le the PCAOB’s recent proposal for gu�dance on the �ssue sh�fts the 

standard for “mater�al weakness” from one of “more than remote” l�kel�hood to one 

of “reasonable poss�b�l�ty,” �t st�ll leaves s�gn�ficant room for �nterpret�ve uncerta�nty. 

In the h�ghly v�s�ble and l�t�g�ous env�ronment �n wh�ch aud�t firms operate, such 

uncerta�nty �s l�kely to lead to costly r�sk-averse behav�or, underm�n�ng the benefits of 

the regulators’ adopt�on of a r�sk-based standard. Therefore, to the extent that there 

�s st�ll room to prov�de add�t�onal pract�cal gu�dance w�th regard to the defin�t�on of 

“mater�al�ty,” the SEC and PCAOB should, after analyz�ng the �nput rece�ved dur�ng the 

not�ce and comment per�od, prov�de such further d�rect�on.

T�me w�ll tell whether the flex�ble approach now proposed by regulators w�ll suffic�ently 

allev�ate the burden of 404-related compl�ance on smaller compan�es. The SEC and 

PCAOB should cont�nue to mon�tor the s�tuat�on and, �f compl�ance costs for smaller 

publ�c compan�es fa�l to come down suffic�ently, they should cons�der add�t�onal means 

of address�ng these compan�es’ needs. One poss�ble avenue for rel�ef would be to 

g�ve smaller compan�es the poss�b�l�ty of opt�ng out of the more onerous prov�s�ons 
98 
99 
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of Sarbanes-Oxley, prov�ded that they consp�cuously d�sclose that cho�ce to �nvestors. 

Th�s alternat�ve would have the v�rtue of effect�vely prov�d�ng smaller compan�es 

and the�r �nvestors w�th the ab�l�ty to determ�ne whether the lower cost of cap�tal 

stemm�ng from �ncremental �nvestor confidence, wh�ch �s �tself t�ed to the safeguards 

of Sarbanes-Oxley, outwe�ghs the assoc�ated compl�ance costs.

If properly �mplemented, the new gu�dance proposed by the SEC and PCAOB holds 

the potent�al to reduce compl�ance costs w�thout reduc�ng the qual�ty of financ�al 

report�ng, thereby benefit�ng both bus�nesses and �nvestors, and thus enhanc�ng the 

US’ financ�al compet�t�veness. However, although each proposal rece�ved unan�mous 

support w�th�n �ts respect�ve agency, the road to �mplementat�on rema�ns long and 

fraught w�th d�fficult�es. Most commentators expect that �t w�ll be several months 

before these proposals become b�nd�ng rules. Dur�ng th�s t�me, compan�es do�ng 

bus�ness �n the US w�ll cont�nue to face many unnecessary compl�ance costs. Although 

the not�ce and comment per�ods to wh�ch both proposals are currently subject are 

h�ghly valuable and w�ll l�kely el�c�t construct�ve comments lead�ng to substant�ve 

�mprovements, the SEC and PCAOB should, once the not�ce and comment per�ods 

exp�re, hasten to �mplement the proposed gu�dance. The agenc�es should also res�st 

pressure to water down the proposals, as such d�lut�on would not only underm�ne the 

benefits that w�ll result from the new gu�dance, but also weaken the strong s�gnal 

that the proposals �n the�r current form send to the �nternat�onal bus�ness commun�ty 

– that US regulators, �n carry�ng the�r �nvestor- and consumer-protect�on mandate, are 

nevertheless attent�ve and respons�ve to the needs of the market.

El�m�nat�ng unnecessary compl�ance costs v�a the �ntroduct�on of r�sk-based 

evaluat�on standards �s a laudable goal that should greatly benefit all compan�es 

part�c�pat�ng �n the US cap�tal markets. Nevertheless, the compl�ance process could 

be �mproved further for fore�gn compan�es merely by show�ng greater deference 

to fore�gn regulators. Comply�ng w�th US corporate governance standards enta�ls 

s�gn�ficant redundant costs for fore�gn compan�es that already operate under s�m�larly 

str�ngent standards �n the�r domest�c markets. Wh�le US regulators have fostered 

a corporate governance system that �s broadly recogn�zed as h�ghly effect�ve, 

other developed countr�es have adopted d�fferent approaches a�med at ach�ev�ng 

s�m�lar outcomes that have also been very successful. For �nstance, the F�nanc�al 

Serv�ces Author�ty (FSA) �n the UK or the Autor�té des marchés financ�ers �n France, 

as well as others, are w�dely regarded as hav�ng created regulatory reg�mes w�th 

strong corporate governance standards. US regulators should recogn�ze that fact  
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and exempt fore�gn compan�es that comply w�th the corporate governance standards 

of SEC-approved fore�gn regulators from also hav�ng to comply w�th the requ�rements 

of Sarbanes-Oxley. Such a step would make the US cap�tal markets more attract�ve 

to fore�gn corporat�ons by remov�ng the burden of redundant compl�ance costs 

w�thout jeopard�z�ng the h�gh levels of corporate governance, and thereby ensur�ng 

cont�nued �nvestor protect�on. More deta�l w�th regard to th�s proposal �s prov�ded �n  

Recommendat�on �.

Implement�ng new standards w�ll not be pa�nless and w�ll take t�me, but the message 

sent to the global financ�al serv�ces and corporate commun�ty by �ntroduc�ng them 

w�ll be powerful and �mmed�ate. Rev�sed standards w�ll not only reduce the d�rect 

and �nd�rect financ�al costs to compan�es that now comply w�th Sarbanes-Oxley, but 

also remedy the fact that compl�ance w�th Sarbanes-Oxley was a s�gn�ficant reason 

beh�nd compan�es turn�ng away from US l�st�ngs. These new gu�del�nes should prov�de 

�mportant s�gnal�ng from regulators to the global financ�al commun�ty that they are 

w�ll�ng to adapt �mplementat�on of new rules to the requ�rements of the market, wh�le 

st�ll preserv�ng a h�gh level of �nvestor protect�on. New gu�del�nes would not only 

�ncrease the �ssuance of debt and equ�ty by fore�gn compan�es, but also attract cap�tal 

to the publ�c markets that would have otherw�se gone to the 144A or pr�vate equ�ty 

markets. F�nally, recogn�z�ng fore�gn corporate governance standards w�ll not only 

enhance the appeal of the US cap�tal markets to fore�gn �ssuers and thereby �ncrease 

the number of new �ssues �n the US, but also s�gnal to the �nternat�onal commun�ty 

that US regulators are w�ll�ng to accommodate fore�gn peers, and allev�ate concerns 

about extraterr�tor�al enforcement of US regulatory standards.

recommendation 2 – implement securities litigation reform that has a significant 
short-term impact

The SEC should provide immediate relief by making further use of its rulemaking power 

and tacit influence to address the most pressing litigation-related problems confronting 

US financial services, while preserving current high levels of investor protection. In 

addition, Congress should bolster America’s long-term competitiveness by enacting 

legislative reforms to securities law that will eliminate inappropriate lawsuits without 

undermining relevant substantive rights. 
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The legal system govern�ng financ�al serv�ces seeks to l�m�t the act�ons of some �n 

order to preserve the r�ghts of others; �deally, �t would do so �n a way that m�n�m�zes 

market d�stort�ons. Pr�mary research conducted for th�s report confirms what many 

recent news art�cles, part�cularly �n the financ�al press, have suggested: bus�ness 

profess�onals bel�eve that the pendulum has swung toward excess�ve l�t�g�ousness, 

�mpos�ng unreasonable costs on market part�c�pants. As outl�ned �n Sect�on III.C, 

not only are fore�gn compan�es stay�ng away from US cap�tal markets for fear that 

the potent�al costs of l�t�gat�on w�ll more than outwe�gh any �ncremental benefits 

of cheaper cap�tal, but a number of �nterv�ewees also suggested that the legal 

env�ronment �s detr�mental to Amer�ca’s sp�r�t of entrepreneur�al�sm and �nnovat�on. 

As one �nterv�ewee put �t, “Our CEOs have become �ndexers – they are as afra�d to 

outperform as to underperform.” Of course, the threat of l�t�gat�on has benefits, as �t 

prov�des a deterrent for wrongdo�ng. Unfortunately, the same threat �s also prov�ng to 

be a s�gn�ficant deterrent for leg�t�mate fore�gn compan�es that want to l�st or just do 

bus�ness �n the Un�ted States. F�nd�ngs from pr�mary research strongly �nd�cate that, 

unless s�gn�ficant changes are made to Amer�ca’s l�t�gat�on system, financ�al serv�ces 

bus�nesses w�ll l�kely cont�nue to sh�ft an �ncreas�ng share of the�r act�v�t�es to less 

l�t�g�ous jur�sd�ct�ons.

The r�s�ng cost of the US legal system �s well-documented and extends far beyond 

financ�al serv�ces and the scope of th�s report. Any comprehens�ve legal reform effort 

would requ�re long-term energy and attent�on by pol�cy makers at the h�ghest level, 

as well as s�gn�ficant leg�slat�ve change. It would also requ�re careful balanc�ng of 

the respect�ve �nterests of �nvestors, consumers, bus�nesses, and other part�es. 

The outcome of any legal reform should not be to underm�ne the ab�l�ty of pla�nt�ffs 

w�th val�d cla�ms to recover appropr�ate damages. Instead, such reform should seek 

to el�m�nate those su�ts filed to pressure compan�es �nto settlement rather than to 

redress leg�t�mate wrongs, as these su�ts dampen the bus�ness env�ronment w�thout 

prov�d�ng a commensurate soc�al benefit.

Wh�le �t �s clear that coord�nated leg�slat�ve and enforcement-level efforts w�ll be 

requ�red to br�ng about many of the des�red �mprovements �n the legal env�ronment 

surround�ng financ�al serv�ces, regulatory agenc�es are well pos�t�oned to have 

a pos�t�ve �mpact �n the near-term. The SEC, �n part�cular, has broad powers that 

�t could proact�vely use to deter the most problemat�c secur�t�es-related su�ts. For 

example, Sect�on 36 of the Secur�t�es Exchange Act of 1934 effect�vely allows the 

SEC to cond�t�onally or uncond�t�onally exempt persons or transact�ons from most 
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prov�s�ons of the Act, so long as do�ng so �s �n the publ�c �nterest and cons�stent w�th 

�nvestor protect�on requ�rements. In us�ng Sect�on 36 to �mprove market cond�t�ons 

for both compan�es and �nvestors, the SEC would merely be �nvok�ng author�ty that 

Congress has already bestowed upon �t. Furthermore, the agency would be do�ng so 

w�th�n a clear statutory cost/benefit framework, �n harmony w�th the pr�nc�ples of 

good regulat�on proposed �n Recommendat�on 3 below, and w�th �nvestor protect�on 

rema�n�ng a paramount cons�derat�on.100 

Among proact�ve enforcement strateg�es that regulators could cons�der, pursuant to a 

thorough cost/benefit analys�s, as they seek to �mprove the legal cl�mate �n the secur�t�es 

�ndustry, three �n part�cular need to be cons�dered. F�rst, l�m�t�ng the l�ab�l�ty of fore�gn 

compan�es w�th US l�st�ngs to secur�t�es-related damages that are proport�onal to the�r 

degree of exposure to the US markets would serve to more adequately al�gn the costs 

and benefits to fore�gn �ssuers of a US l�st�ng. Second, �mpos�ng a cap on aud�tors’ 

damages for secur�t�es-related �nfract�ons that �s suffic�ent to deter wrongdo�ng �n 

account�ng would also lessen unnecessary and costly r�sk-averse behav�or on the part 

of aud�t�ng firms. It would do so by mak�ng aud�t�ng firms once aga�n �nsurable, wh�ch 

would have the added benefit of reduc�ng the l�kel�hood that the h�ghly concentrated 

US aud�t�ng �ndustry w�ll lose another major player. F�nally, grant�ng smaller publ�c 

compan�es the ab�l�ty to “opt-out” of part�cularly onerous regulatory requ�rements, 

prov�ded that they consp�cuously d�sclose the fact to �nvestors and assum�ng the SEC 

�s sat�sfied that shareholders w�ll rema�n adequately protected, would help �ncrease 

the appeal of a US l�st�ng to small compan�es both domest�cally and abroad. 

Generally speak�ng, these reforms would make the US cap�tal markets more appeal�ng 

to fore�gn and domest�c compan�es of all s�zes, as they would greatly reduce the 

fr�ct�onal costs assoc�ated w�th a US l�st�ng. More broadly, they would also enhance 

aud�tors’ ab�l�ty to employ mater�al�ty pr�nc�ples and cost/benefit analyses �n the�r 

overs�ght of US compan�es, thereby reduc�ng aud�t�ng costs for all US-l�sted compan�es. 

Furthermore, these SEC-dr�ven exempt�ons would be l�m�ted �n nature, and thus should 

broadly ma�nta�n �nvestor protect�on standards and preserve the ab�l�ty of aggr�eved 

pla�nt�ffs to recover warranted damages.

In add�t�on to the SEC’s statutor�ly defined rulemak�ng powers, the agency also 

possesses s�gn�ficant tac�t �nfluence over part�c�pants �n the secur�t�es �ndustry. The 

Comm�ss�on’s ab�l�ty to affect act�ons of market part�c�pants by prov�d�ng gu�dance 

on future enforcement goals enables �t to exert s�gn�ficant �nfluence over the 

secur�t�es market even w�thout resort�ng to “offic�al” rulemak�ng. The SEC should 
100 
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w�eld th�s �nfluence to �mprove the legal cl�mate �n financ�al serv�ces by follow�ng 

recent enforcement trends and revers�ng �ts h�stor�cal oppos�t�on to the arb�trat�on of 

d�sputes between �nvestors and publ�cly traded compan�es.101 Although arb�trat�on as 

an alternat�ve d�spute resolut�on system �s not w�thout flaws, �t has grown dramat�cally 

�n recent years �n terms of both scale and soph�st�cat�on, and �t �s now well establ�shed 

under US law that federal pol�cy favors arb�trat�on.10� Thus, prov�ded that present 

and future �nvestors rece�ve proper not�ce (for �nstance, by requ�r�ng that broker-

dealers unamb�guously not�fy the�r customers of the arb�trat�on terms), shareholders 

should have the opportun�ty before the fact to determ�ne whether subm�tt�ng future 

secur�t�es gr�evances to arb�trat�on �s �n the�r own and the company’s best �nterest. 

At the pre-IPO stage, th�s could be done by consp�cuously �nclud�ng �n the pr�vate 

company’s charter a prov�s�on for subm�tt�ng future secur�t�es cla�ms to arb�trat�on. 

For compan�es that are already publ�c, a general shareholder vote rat�fy�ng such a 

charter amendment could ach�eve a s�m�lar outcome, although the quest�on of how 

such a vote would affect the r�ghts of d�ssent�ng shareholders �s an �mportant �ssue 

that should be cons�dered �n greater deta�l by regulators. Arb�trat�on would benefit all 

part�es �nvolved: �t would substant�ally reduce the costs that compan�es face �n the 

course of protracted l�t�gat�on and d�scovery; �t would prov�de aggr�eved pla�nt�ffs w�th 

more t�mely and cost-effect�ve remed�es (wh�ch would be of greatest benefit to small 

�nvestors); yet �t would not d�m�n�sh the SEC’s ab�l�ty to �n�t�ate enforcement act�ons 

on �nvestors’ behalf.

If the SEC has s�gn�ficant leeway to �mprove market cond�t�ons under �ts leg�slat�ve 

mandate, there �s no doubt that add�t�onal support from Congress would both help that 

effort and s�gn�ficantly enhance the prospects for long term �mprovement. Obv�ously, 

Congress should not concern �tself solely w�th the needs of the bus�ness commun�ty 

– �t should we�gh these �nterests aga�nst those of �nvestors and consumers to ensure 

max�mum benefits to nat�onal �nterests overall. Nevertheless, th�s study would be 

rem�ss �f �t d�d not po�nt out avenues for reform that the research suggests could 

s�gn�ficantly �mprove the bus�ness commun�ty’s sent�ment w�th regard to Amer�ca’s 

legal env�ronment. A b�part�san effort a�med at �nvest�gat�ng effect�ve reform 

proposals should be �n�t�ated as soon as poss�ble. Th�s effort would �deally focus on 

the secur�t�es �ndustry, where �ssues of global compet�t�veness are most acute. W�th�n 

a robust cost/benefit framework, Congress may choose to cons�der:

Leg�slat�vely l�m�t�ng pun�t�ve (non-econom�c) damages to a fin�te mult�ple of actual 

damages, or alternat�vely enhanc�ng judges’ ab�l�ty to l�m�t exorb�tant awards. 
101 
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Th�s would not only d�rectly reduce the overall legal burden on compan�es do�ng 

bus�ness �n the Un�ted States, but the greater degree of pred�ctab�l�ty that would 

ensue would also allow compan�es to engage �n far more effic�ent legal r�sk 

management. 

Allow�ng l�t�gat�ng part�es �n federal secur�t�es act�ons to appeal �nterlocutory 

judgments �mmed�ately to the C�rcu�t Courts. Th�s w�ll reduce the overall burden 

of l�t�gat�on on US-l�sted compan�es by mak�ng �t less l�kely that they w�ll settle 

lawsu�ts even �n the absence of wrongdo�ng, merely to avo�d the s�gn�ficant 

d�scovery and other l�t�gat�on costs that an unfavorable �nterlocutory judgment 

enta�ls. Furthermore, allow�ng the �mmed�ate appeal of �nterlocutory judgments w�ll 

also prov�de broader benefits to the secur�t�es �ndustry and to the jud�c�al system 

by enhanc�ng the l�kel�hood of obta�n�ng valuable precedent-sett�ng judgments on 

the mer�ts.

Implemented �n concert, the leg�slat�ve and enforcement-level reforms h�ghl�ghted 

above should greatly enhance the attract�veness of Amer�ca’s publ�c markets �n 

the eyes of both pr�vate US compan�es and fore�gn corporat�ons look�ng to access 

equ�ty cap�tal. Th�s �s cruc�al for the US cap�tal markets, as they find themselves  

�n �ncreas�ng compet�t�on w�th fore�gn venues offer�ng legal and regulatory reg�mes 

that many bus�nesses find more attract�ve. Cr�t�cally, creat�ng a more bus�ness-fr�endly 

legal env�ronment need not enta�l any deter�orat�on �n �nvestor protect�on. In fact,  

�t stands to reason that leg�t�mate tort pla�nt�ffs, shareholders, and corporat�ons would 

all be better off �n a legal system that prov�des greater pred�ctab�l�ty and makes better 

use of jud�c�al resources. Indeed, each of the reforms proposed above, �f exam�ned  

and �mplemented follow�ng a r�gorous cost/benefit analys�s we�gh�ng bus�ness 

�nterests, �nvestor protect�on, and other �mportant soc�etal �nterests, could benefit 

every relevant const�tuency.

recommendation 3 – develop a shared vision for financial services and a set of 
supporting regulatory principles

Under the leadership of the Secretary of the Treasury and the Presidential Working 

Group on Financial Markets,103 federal financial regulators should work together 

to develop, agree on, and pursue a shared vision for the importance and strategic 

direction of the financial sector and its impact on global competitiveness, innovation 
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to meet customer needs, the management of systemic risks, the ethical conduct 

of business, the financing of a growing economy, and the creation of new jobs. This 

shared vision should be supported by a common set of principles: 1) establishing 

norms for good regulation in financial markets, and 2) providing enhanced guidance 

to financial institutions operating in the United States, so as to deliver more balanced 

and predictable outcomes for financial institutions, investors, consumers and other 

market participants.

As descr�bed �n Sect�on III.D, �nterv�ews and surveys �nd�cate that the separate m�ss�ons 

and leg�slat�ve mandates of the numerous federal and state financ�al regulators can 

make the system appear complex, cumbersome, and unpred�ctable to both domest�c 

and fore�gn �nst�tut�ons operat�ng �n the Un�ted States. Many US regulators, such as 

the SEC and the Nat�onal Assoc�at�on of Secur�t�es Dealers, have sets of pr�nc�ples that 

gu�de the�r �nternal rulemak�ng and enforcement act�v�t�es. However, both the pr�nc�ples 

and the�r appl�cat�on d�ffer between regulators. US financ�al regulators could br�ng 

more harmony to the system by adopt�ng a common v�s�on for what financ�al serv�ces 

are to represent �n the future, both to �nvestors and to the bus�ness commun�ty, w�th�n 

the context of a US economy that �s evolv�ng �n an �ncreas�ngly global�zed marketplace. 

Th�s common v�s�on should then be art�culated v�a a shared set of pr�nc�ples govern�ng 

both the process of regulatory rulemak�ng and the conduct of regulated ent�t�es. Such 

pr�nc�ples should transcend regulatory respons�b�l�t�es and ensure that regulators act 

w�th�n clearly set gu�del�nes for effect�ve rulemak�ng. Regulators would then use the 

d�scret�onary powers already w�th�n the�r statutory mandates to del�ver outcomes that 

promote a globally compet�t�ve financ�al serv�ces marketplace wh�le st�ll protect�ng the 

�nterests of all market part�c�pants.

There are clear precedents for such an approach. In add�t�on to the pr�nc�ples that 

already gu�de some US regulators, the UK’s F�nanc�al Serv�ces Author�ty, as d�scussed 

earl�er, operates under a set of s�x pr�nc�ples that gu�de �ts deal�ngs w�th the �nst�tut�ons 

�t regulates. More recently, the Inst�tute of Internat�onal F�nance has proposed �ts own 

set of govern�ng pr�nc�ples for how �t bel�eves regulators and financ�al �nst�tut�ons should 

�nteract to the�r mutual benefit. These pr�nc�ples cover three d�mens�ons of financ�al 

regulat�on: econom�c growth and compet�t�on, �nst�tut�onal safety and soundness, and 

customer serv�ce, protect�on, and care (for a more deta�led d�scuss�on or the FSA and 

IIF pr�nc�ples, please see the s�debars at the end of Sect�on III). Such precedents could 

serve as a start�ng po�nt for develop�ng a comparable set of common US regulatory 

pr�nc�ples conduc�ve to compet�ng w�th regulatory reg�mes that are perce�ved as more 

respons�ve. 
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One way forward would be for the Secretary of the Treasury to make adopt�ng a shared 

regulatory v�s�on and common rulemak�ng pr�nc�ples a h�gh pr�or�ty for the Pres�dent’s 

Work�ng Group on F�nanc�al Markets. A�ded by �nput from the pr�vate sector, develop�ng 

a common v�ew as to what would represent regulatory success and a support�ng set of 

pr�nc�ples should be relat�vely stra�ghtforward, g�ven how much work has already been 

done �n th�s field �n both the publ�c and pr�vate sector. The end result would be a set of 

regulatory pr�nc�ples geared towards the compet�t�ve and consumer needs of US financ�al 

�nst�tut�ons and markets. 

Whatever shared goals and pr�nc�ples are ult�mately adopted, they would gu�de future 

regulatory act�ons and outcomes. For example, �f regulators agreed to pr�nc�ples requ�r�ng 

a r�gorous cost/benefit analys�s or mater�al�ty tests gu�ded by sound econom�c analys�s 

conducted by a profic�ent and ded�cated staff, then all future regulat�ons would be 

subject to such thorough assessments before be�ng adopted. S�m�larly, enforcement 

act�on would be taken only �f there was mater�al �mpact on e�ther the spec�fic �nst�tut�on 

or the financ�al system �n general. More broadly, enforcement pol�c�es should favor the 

open shar�ng of �nformat�on between regulated ent�t�es and regulators, for example by 

mov�ng from a regulatory env�ronment emphas�z�ng retr�but�ve pun�shment to one that 

favors collaborat�ve rulemak�ng and enforcement. Do�ng so would not only allev�ate 

the perce�ved r�sk assoc�ated w�th enter�ng the US financ�al markets, but would also 

allev�ate the l�kel�hood that problems pos�ng a s�gn�ficant system�c r�sk could grow 

unnot�ced and unchecked due to a fa�lure to adequately share relevant �nformat�on 

between market part�c�pants and regulators.

By prov�d�ng greater certa�nty around enforcement, regardless of the deta�ls of the 

pr�nc�ples themselves, a common approach would have the v�rtue of enhanc�ng the 

overall cons�stency and pred�ctab�l�ty of the US regulatory system. Th�s would prov�de 

market part�c�pants w�th greater clar�ty regard�ng the corporate act�ons that are 

perm�ss�ble under ex�st�ng regulat�on wh�ch, �n turn, should allow regulators to be more 

effect�ve. The newfound regulatory clar�ty and enhanced pred�ctab�l�ty w�ll also help 

fore�gn corporat�ons enter�ng the US markets manage regulatory r�sk more effect�vely, 

mak�ng the Un�ted States more appeal�ng for them. A cons�stent and pred�ctable 

regulatory env�ronment that preserves h�gh standards affects all markets, both pr�mary 

and secondary, and part�c�pants, both current and potent�al. Recommendat�ons 7 and 

8 below represent two of the many means of �mplement�ng a common regulatory 

v�s�on, w�th the enhanced regulatory clar�ty and pred�ctab�l�ty that th�s �mpl�es, wh�ch 

regulators may cons�der �n the future as they seek to fulfill the�r respect�ve mandates 

�n a cons�stent and collaborat�ve fash�on.
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b. iNitiativES tO LEvEL thE pLaYiNG FiELd

These �n�t�at�ves are �mportant to level the global play�ng field and s�gnal that the US 

�s open to all globally compet�t�ve bus�nesses.

recommendation 4 – Ease restrictions facing skilled professional workers

Congress should re-examine and eliminate some of the barriers that deter or prevent 

skilled foreign workers from visiting the United States for business, coming to the 

United States to work, and remaining in the country as part of the workforce. 

Ma�nta�n�ng a talented, dynam�c workforce should be the number one pr�or�ty for 

susta�n�ng and enhanc�ng US compet�t�veness �n financ�al serv�ces (as �n many 

�ndustr�es), accord�ng to the research conducted �n conjunct�on w�th th�s report. 

US c�t�zens w�ll cont�nue to be the most s�gn�ficant source of talent for US financ�al 

serv�ces jobs, but h�ghly sk�lled non-US c�t�zens educated both here and abroad are 

a v�tal complement to such homegrown talent. As outl�ned �n Sect�on III.B, some 

US �mm�grat�on pol�c�es tend to make �t d�fficult for financ�al �nst�tut�ons and other 

bus�nesses to h�re fore�gn talent. Anecdotal ev�dence suggests that many of those 

sk�lled workers who are unable to enter the Un�ted States end up �n the UK �nstead, 

thanks to that country’s relat�vely welcom�ng approach to sk�lled-labor �mm�grat�on, 

both from the EU (w�th�n wh�ch there �s freedom of movement) but also outs�de �t.

Congress, work�ng w�th the adm�n�strat�on, has the power to restore the balance 

�n supply and demand for talent �n financ�al serv�ces and other �ndustry sectors by 

�nst�tut�ng �mm�grat�on reform target�ng sk�lled workers and students. The fastest and 

most effect�ve approach that Congress could take would be to rev�s�t and pass the 

Comprehens�ve Imm�grat�on Reform Act �ntroduced �n the 109th Congress. Of greatest 

�nterest to the financ�al serv�ces �ndustry are leg�slat�ve proposals to:

raise the annual cap on h-1b visas and incorporate a market-based mechanism 

for future increases. Each year, the US �ssues H-1B v�sas val�d for up to s�x years to 

appl�cants �n spec�alty occupat�ons104 w�th US employer sponsorsh�p, under Sect�on 

�14(g) of the Imm�grat�on and Nat�onal�ty Act. The max�mum number of H-1B v�sas 

�ssued today �s 65,000, but appl�cat�ons typ�cally greatly exceed supply, and the 

v�sa allocat�on th�s past year was met before non-US graduates from US schools 
104 
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even qual�fied to apply. When Congress temporar�ly ra�sed the max�mum number of 

v�sas to 195,000 between �001 and �003, demand for and supply of sk�lled non-

US c�t�zens were balanced. The Senate’s Comprehens�ve Imm�grat�on Reform Act of 

�006 (S. �611) proposed to �ncrease the H-1B v�sa cap to 115,000 for the fiscal 

year after enactment, and �f the cap was reached �n any g�ven year then �t would be 

�ncreased by �0 percent the follow�ng year. Th�s or a s�m�lar change to the cap would 

address the H-1B v�sa �ssue �dent�fied �n the research that underp�ns th�s report.

Eliminate the time lag between expiration of practical training permits issued to 

F-1 and J-1 student visa holders and the granting of h-1b work visas. Students 

graduat�ng w�thout H-1B v�sas e�ther wa�t outs�de the Un�ted States for employers 

to secure them a pos�t�on, or seek employment �n other countr�es. Recently, the 

Secretary of Homeland Secur�ty exerc�sed d�scret�onary author�ty to extend F-1 

and J-1 v�sa holders’ pract�cal tra�n�ng perm�ts to br�dge the t�me lag between the�r 

exp�rat�on and the �ssuance of H-1B v�sas; however, �t has s�nce been determ�ned 

that the law does not prov�de for th�s d�scret�on. One opt�on to solv�ng these 

�ssues would be to extend such author�ty to the Secretary of Homeland Secur�ty. 

Alternat�vely, Congress could �nst�tute a standard, formal extens�on process 

for student v�sas unt�l such t�me as l�m�tat�ons on H-1B v�sas are no longer a 

constra�nt. 

define standards for granting b1 visitor visas. The dec�s�on on whether, or for 

how long, a bus�ness v�s�tor may stay �n the Un�ted States �s at the d�scret�on of 

�nd�v�dual �mm�grat�on officers. Regular travelers report �ncons�stent dec�s�ons as 

a result. Th�s means that many bus�ness travelers act�vely avo�d travel�ng to the 

Un�ted States. To address th�s �ssue, the State Department (work�ng w�th Consular 

offic�als) and the Department of Homeland Secur�ty (work�ng w�th �mm�grat�on 

officers) could set out clear gu�del�nes regard�ng the exerc�se of d�scret�on both on 

acceptable reasons for v�s�t�ng the Un�ted States, and on the durat�on of any v�s�t. 

These departments could also request track�ng and mon�tor�ng of related data to 

ensure the cons�stent appl�cat�on of these gu�del�nes and to ensure that v�sas are 

�ssued to fore�gn bus�ness v�s�tors �n the most exped�ent way poss�ble. Moreover, 

these departments could make the�r pol�c�es clearer to appl�cants, educat�ng 

them early �n the process, by descr�b�ng the h�gh-level cr�ter�a used to judge the�r 

appl�cat�on. Examples would be a s�mpl�fied vers�on of the State Department’s 

Fore�gn Affa�rs Manual or the Operat�ng Instruct�ons of the US C�t�zensh�p and 

Imm�grat�on Serv�ces.
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take other actions that ease visa and other access restrictions. The Senate 

b�ll ment�oned above �ncluded other measures that Congress could cons�der that 

would have a pos�t�ve �mpact on financ�al serv�ces and other �ndustr�es. Some 

of the most sal�ent �nclude an uncapped exempt�on for profess�onals who have 

earned a US master’s degree or h�gher, and mod�ficat�ons to employment-based 

v�sas. Add�t�onally, Congress and the adm�n�strat�on should work together to 

fac�l�tate the entry of bus�ness v�s�tors �nto the country, �nclud�ng by rev�ew�ng the 

procedures for access to the US �n place at embass�es and a�rports.

Taken together, such reforms to US �mm�grat�on pol�c�es would s�gn�ficantly ease the 

�mbalance between supply and demand for talent �n the financ�al serv�ces �ndustry. 

Th�s w�ll allow the Un�ted States, and spec�fically New York, to reta�n �ts pos�t�on as the 

world’s largest pool of financ�al serv�ces talent, wh�ch �n turn makes the Un�ted States 

more attract�ve to both domest�c and fore�gn financ�al �nst�tut�ons. The benefits of a 

larger pool of h�ghly sk�lled workers are all the more �mportant because they w�ll not 

only benefit financ�al serv�ces act�v�t�es, but also many other �ndustr�es �n the US.

recommendation 5 – recognize iFrS without reconciliation and promote 
convergence of accounting and auditing standards

In addition to encouraging the convergence of global accounting standards, the SEC 

should consider recognizing the International Financial Reporting Standards (IFRS) 

without requiring foreign companies listing in the United States to reconcile to the 

US Generally Accepted Accounting Principles (GAAP). The PCAOB, meanwhile, should 

work with other national and international bodies towards a single set of global audit 

standards.

The Internat�onal F�nanc�al Report�ng Standards are robust account�ng pr�nc�ples 

accepted by every major country �n the world except the Un�ted States. Compan�es 

operat�ng and l�st�ng �n the Un�ted States must �nstead conform to US GAAP. The two 

standards are s�m�lar �n many respects, but they d�ffer mean�ngfully �n the�r treatment 

of several complex �tems, part�cularly der�vat�ves, leases, and pens�on obl�gat�ons. 

Although ne�ther reg�me requ�res �nter�m financ�al report�ng, pract�cally speak�ng, SEC 

reg�strants follow�ng US GAAP must comply w�th a ser�es of other regulat�ons that 

push for quarterly report�ng. On the other hand, most regulators �mplement�ng IFRS do 

not requ�re publ�c compan�es to prov�de quarterly statements, even though IFRS �tself 

encourages �nter�m report�ng. 

n
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The US F�nanc�al Account�ng Standards Board (FASB) and the Internat�onal Account�ng 

Standards Board (IASB) have outl�ned short-term convergence goals for �008 as well 

as longer-term object�ves. The�r target �s to allow fore�gn �ssuers �n the Un�ted States 

to report us�ng IFRS w�thout reconc�l�at�on start�ng �n �009. 

Accord�ng to research conducted for th�s report, convergence w�ll tend to promote 

global financ�al market compet�t�veness wh�le �mprov�ng the �nformat�on ava�lable 

to �nvestors. It appears that the FASB and IASB are focus�ng on address�ng major 

d�fferences and replac�ng weaker standards w�th stronger ones. Ideally, they w�ll also 

encourage balance and judgment over rules as these standards come together, s�nce 

many of the �nterv�ewees h�ghl�ghted the un�ntended negat�ve consequence of the 

rules-based or�entat�on of US GAAP. Both the FASB and the IASB are cont�nu�ng th�s 

process �n consultat�on w�th representat�ves of the European Comm�ss�on and the 

SEC. The cooperat�on �s �mportant not only to �dent�fy areas of d�fference but also to 

develop the h�ghest qual�ty standards go�ng forward. 

Wh�le the world wa�ts for account�ng standards to converge, the SEC should allow 

fore�gn compan�es to report under IFRS w�thout reconc�l�at�on to US GAAP. Th�s would 

el�m�nate unnecessary costs and remove a barr�er for fore�gn �ssuers seek�ng to l�st �n 

the Un�ted States. It would also send a powerful s�gnal to the global financ�al serv�ces 

commun�ty that the country �s w�ll�ng to respect and honor approaches �nvented 

outs�de �ts shores. 

The convergence of two account�ng standards and the cont�nued efforts to �mprove upon 

them w�ll benefit the global cap�tal markets. However, ensur�ng that there �s a s�ngle 

set of global aud�t standards �s also �mportant, as �t w�ll allow the world’s account�ng 

firms to standard�ze gu�del�nes and processes across countr�es. Apart from mak�ng 

these organ�zat�ons more effic�ent, �t w�ll also lead to lower aud�t costs for the bus�ness 

commun�ty at large. The standard�zat�on of world-w�de aud�t�ng standards �s unfortunately 

not as advanced as the convergence of US GAAP and IFRS. The PCAOB should take a 

world leadersh�p role �n establ�sh�ng th�s as a pr�or�ty for the relevant nat�onal bod�es. 

Convergence �n aud�t�ng standards w�ll by necess�ty come after convergence �n account�ng 

standards. But efforts to br�ng �t about should be �n�t�ated now, so that the convergence 

�n aud�t�ng standards may occur as rap�dly and effic�ently as poss�ble once the necessary 

cond�t�ons are �n place.
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As w�th all enforcement act�ons, regulators should act only follow�ng a r�gorous 

cost/benefit analys�s. Yet for both of the proposals �n th�s Recommendat�on, 

effect�ve enforcement of the proposed reform would y�eld s�gn�ficant benefits w�th 

few d�scern�ble offsett�ng costs. The accelerated convergence of two h�gh-qual�ty 

account�ng standards w�ll make �t s�gn�ficantly less expens�ve for fore�gn compan�es 

to tap US cap�tal markets, thereby �mprov�ng the �nternat�onal compet�t�veness of 

the country as a financ�al center. Moreover, the reduct�on �n regulatory compl�ance 

costs w�ll be ach�eved w�thout underm�n�ng �nvestor protect�on or market �nformat�on. 

S�m�larly, harmon�z�ng aud�t�ng rules, prov�ded that better standards w�n out, w�ll 

lower aud�t�ng costs for most publ�c compan�es w�thout reduc�ng the qual�ty of the 

statements produced. Th�s w�ll �n turn result �n �ncremental value for shareholders 

and generally more cost-effic�ent cap�tal markets, w�th all the attendant benefits that 

th�s represents for the broader US economy. In short, the reforms proposed �n th�s 

Recommendat�on hold the potent�al to �mprove US markets overall and to encourage 

access to them by fore�gn compan�es subject to IFRS.

recommendation 6 – protect US global competitiveness in implementing the 
basel ii capital accord

US banking and thrift regulators should take a speedy and pragmatic approach to the 

implementation of the Basel II Capital Accord while also considering the impact on 

global financial services competitiveness.

The Basel II framework a�ms to g�ve regulators and the market as a whole a better 

sense of a bank’s r�sk by prov�d�ng a r�sk-based cap�tal reg�me. It has been developed 

to replace Basel I, wh�ch many bel�eve had become �neffect�ve g�ven the complex�ty 

and s�ze of many of today’s banks. 

Wh�le other major countr�es all plan to �mplement Basel II �n a cons�stent fash�on, US 

bank�ng regulators have proposed several substant�al mod�ficat�ons to �mplementat�on 

�n a recent Not�ce of Proposed Rulemak�ng (NPR). These mod�ficat�ons �nclude 

d�fferences �n leverage rat�os, trans�t�onal floors and t�m�ng, defin�t�ons of default, and 

l�m�tat�ons on aggregate reduct�on of cap�tal for the �ndustry. The proposals, wh�ch 

are yet to be approved �n final form, a�m to protect the safety and soundness of the 

US bank�ng system, w�th �ts m�x of very large global �nst�tut�ons and thousands of 

smaller, often less soph�st�cated �nst�tut�ons. Analyz�ng the d�fferences between the 
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NPR and the Basel II Cap�tal Accord �n deta�l �s beyond the scope of th�s project, 

but var�at�ons �n �nternat�onal �mplementat�on could affect the compet�t�veness of US 

banks. Four banks, C�t�group, JP Morgan Chase, Wachov�a, and Wash�ngton Mutual, 

have responded by form�ng an alternat�ve approach endorsed by the ABA, ICBA, and 

the F�nanc�al Serv�ces Roundtable

Regulatory bod�es �nvolved �n oversee�ng the bank�ng �ndustry should cont�nue to 

consult w�th the �ndustry and subject the NPR to cost/benefit analyses, so as to avo�d 

putt�ng US financ�al �nst�tut�ons at a d�sadvantage �n the global battlegrounds that 

are the lend�ng and fixed-�ncome markets. In an October �006 speech to the Annual 

Convent�on of Amer�ca’s Commun�ty Bankers, Federal Reserve Cha�rman Ben Bernanke 

sa�d that, desp�te efforts to promote a level play�ng field �nternat�onally, “Some 

s�gn�ficant d�fferences do ex�st…. Before we �ssue a final rule, we �ntend to rev�ew  

all �nternat�onal d�fferences to assess whether the benefits of rules spec�fic to the 

Un�ted States outwe�gh the costs. In part�cular, we w�ll look carefully at d�fferences �n  

the �mplementat�on of Basel II that may adversely affect the �nternat�onal compet�t�veness 

of us banks.”105 Based on the ev�dence gathered for th�s report, �t �s clear that a 

thorough rev�ew of what m�ght otherw�se appear to be purely techn�cal �ssues may �n 

fact be necessary to redress the balance between US financ�al �nst�tut�ons and the�r 

fore�gn compet�tors.

Cap�tal requ�rements affect many d�fferent markets. As these cap�tal requ�rements 

change, banks can be encouraged to adjust the�r hold�ngs of a spec�fic asset class, 

wh�ch can have a very large market �mpact g�ven the s�ze of bank hold�ngs. Although 

protect�ng the structural �ntegr�ty of the US financ�al system should be paramount �n 

determ�n�ng how to �mplement Basel II, harmon�z�ng the relevant US regulat�ons w�th 

those adopted by much of the rest of the world would have two clear benefits. F�rst, 

�t would place US financ�al �nst�tut�ons on an equal foot�ng w�th the�r �nternat�onal 

compet�tors. Second, �t would make the Un�ted States more appeal�ng to fore�gn 

financ�al �nst�tut�ons, wh�ch would not then need to adjust the�r cap�tal requ�rements 

�n order to part�c�pate �n the US markets. Th�s would �n turn benefit US consumers who 

would enjoy greater cho�ce and better pr�c�ng as a result of enhanced compet�t�on. 

Bank�ng regulators should carefully cons�der these benefits when dec�d�ng how to 

�mplement Basel II �n the Un�ted States.

105 
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c. impOrtaNt LONGEr-tErm NatiONaL iSSUES

Look�ng ahead to a world of mult�ple deep, l�qu�d markets and to compan�es explo�t�ng 

the d�fferences between nat�onal jur�sd�ct�ons, the Un�ted States s�mply w�ll not be 

able to afford some of the more cumbersome and costly aspects of �ts regulatory and 

legal system �f �t �s to rema�n compet�t�ve �n �nternat�onal financ�al serv�ces. Hav�ng 

addressed some of the �mmed�ate act�ons that could be taken to make the Un�ted 

States more attract�ve, susta�n�ng a leadersh�p pos�t�on w�ll come only �f there �s a 

longer-term comm�tment to financ�al compet�t�veness that addresses the need for 

fundamental regulatory and legal reform. Even though the follow�ng recommendat�ons 

are des�gned to address longer-term structural �ssues, the ground work must be la�d 

�mmed�ately for these recommendat�ons �f they are to prov�de the �ntended benefits 

�n a t�mely fash�on.

recommendation 7 – Form an independent, bipartisan National commission on 
Financial market competitiveness to resolve long-term structural issues

Early in 2007, Congress should create a National Commission on Financial Market 

Competitiveness to assess long-term, structural issues that affect the health, 

competitiveness, and leadership of US financial markets and their impact on the 

national economy. Guided by a clear long-term vision for the future of financial services 

competitiveness, this Commission should develop legislative recommendations, with 

thoughtful private sector, investor, and regulator input, for a financial regulatory system 

that is simple, efficient, responsive to the competitive needs of financial institutions 

in serving their customers, and attentive to the systemic need for a strong, vibrant, 

well-managed financial sector with adequate investor protections. Structural reform 

recommendations should address the broad policy, legal, regulatory, and enforcement 

issues that the Commission deems important to a competitive financial marketplace 

and the US economy. Given the urgency of the topic, these recommendations should 

be presented to the respective Congressional committees and the Secretary of the 

Treasury within one year from the start of the Commission.

There are a number of long-term �ssues affect�ng the health and structure of the US 

financ�al serv�ces �ndustry that have for years been ra�sed by �ndustry part�c�pants and 

commentators, yet there has never been a comprehens�ve rev�ew by a d�spass�onate 

panel of experts from both the publ�c and pr�vate sector. Wh�le recent efforts by pr�vate 
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sector comm�ttees and comm�ss�ons have been useful, they are not a subst�tute for a 

government-sanct�oned, nat�onal effort w�th a m�ss�on to rev�ew long-term, structural 

�ssues affect�ng the performance and compet�t�veness of US financ�al markets �n a 

global sett�ng over t�me.

Such an effort by the proposed Comm�ss�on should be cons�stent w�th the shared 

v�s�on for the future of Amer�ca’s financ�al serv�ces descr�bed �n Recommendat�on 

3 above, and should thus also both �nfluence and be �n harmony w�th the proposed 

shared regulatory pr�nc�ples. The Comm�ss�on’s strateg�c d�rect�on, embody�ng the 

efforts of both the publ�c and pr�vate sectors work�ng �n effect�ve collaborat�on, should 

demonstrate to fore�gn and domest�c part�c�pants that US pol�cy makers understand 

the �mportance of US leadersh�p �n h�gh value-added financ�al serv�ces markets for the 

health of the overall US economy.

Pol�cy �ssues to rev�ew could �nclude: barr�ers to effic�ent cap�tal market flows (both 

fore�gn d�rect �nvestment �n financ�al serv�ces as well as portfol�o flows); the tax 

treatment of wealth accumulat�on veh�cles (sav�ngs, �nvestment, and �nher�tance 

products and serv�ces) offered �n the Un�ted States by all financ�al �ntermed�ar�es; 

�ntellectual property r�ghts �n financ�al serv�ces; potent�al ant�-trust reforms �n recogn�t�on 

of �ncreas�ngly global markets; the cont�nu�ng need for separate hold�ng company 

regulat�on �n l�ght of current laws govern�ng all facets of financ�al �ntermed�ar�es; and 

long-term �mm�grat�on reforms beyond those addressed �n Recommendat�on 4 of th�s 

report. 

Legal and regulatory �ssues to address more systemat�cally could �nclude 

recommendat�ons geared to des�gn�ng a financ�al regulatory system that �s s�mple, 

effic�ent, and respons�ve to both the compet�t�ve needs of all financ�al �nst�tut�ons 

to serve the�r customers and the system�c need for a strong, v�brant, well-managed 

financ�al sector. Regulatory rat�onal�zat�on and consol�dat�on opt�ons to be explored 

range from the creat�on of a new, modern financ�al serv�ces charter w�th a s�ngle 

financ�al regulator based on the UK model, to other less dramat�c forms of regulatory 

�ntegrat�on that would reduce unnecessary complex�ty, dupl�cat�on, and cost. Th�s would 

make the legal and regulatory env�ronment more market-or�ented and respons�ve to 

chang�ng customer demands at both the wholesale and reta�l levels. Reth�nk�ng the 

m�ss�on of such a future s�ngle regulator or a more consol�dated regulatory reg�me to 

take �nto account expl�c�tly financ�al market compet�t�veness, the need for �nnovat�on, 

enhanced customer serv�ce, and safety and r�sk management �ssues may also be 

des�rable.
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The Comm�ss�on should also conduct an assessment of the enforcement mechan�sms 

used by federal and state regulators today, along w�th state and federal jud�c�ary 

agenc�es, to �mprove the cons�stency and pred�ctab�l�ty of enforcement efforts. The 

Comm�ss�on can undertake a broad, coord�nated rev�ew of such efforts that would cut 

across �ndustr�es and enforcement levels. The separat�on of powers and enforcement 

dut�es between the jud�c�ary and execut�ve branches, as well as between state and 

federal enforcement agenc�es, �s a valuable means of ensur�ng that the publ�c �s 

adequately protected, and should of course be preserved. Nevertheless, a better 

balance could be struck that would y�eld greater un�form�ty and proport�onal�ty �n 

enforcement across jur�sd�ct�ons, to the benefit of the US economy as a whole. On one 

hand, state and federal pol�cy makers seek�ng to �mplement newly harmon�zed and 

s�mpl�fied regulatory strateg�es could then expect more effect�ve execut�on, allow�ng 

laws and regulat�ons to have the full �mpact �ntended by the�r drafters. On the other 

hand, financ�al �ntermed�ar�es, �nvestors, and other market part�c�pants would enjoy 

an env�ronment less r�fe w�th uncerta�nty. Such reforms would not necessar�ly seek 

to alter substant�ve or procedural r�ghts, but could �nstead s�mply look to �mprove 

cons�stency �n enforcement by ensur�ng that state and federal regulators, along w�th 

state and federal prosecutors, are all us�ng appropr�ate and proport�onate means, 

along w�th proper commun�cat�on and coord�nat�on w�th each other, when pursu�ng 

clearly defined common goals to enhance financ�al sector compet�t�veness and 

encourage greater econom�c act�v�ty �n US markets.

In a rap�dly chang�ng and �ncreas�ngly global financ�al marketplace, the pr�vate sector 

can prov�de �nformat�on and �ns�ghts on market trends, customer needs, and market 

�mpact that are valuable contr�but�ons to the dec�s�on-mak�ng process at both the local 

and nat�onal levels. The Comm�ss�on should therefore encourage ways to enhance 

thoughtful pr�vate sector �nput to any pol�cy or regulatory dec�s�on as a means of 

help�ng to ensure better �mplementat�on and execut�on over t�me.

Several ad hoc comm�ss�ons and comm�ttees ex�st today and are focused on many 

of these same �ssues,106 but none has a d�rect and ded�cated l�nk to e�ther pol�cy 

makers or financ�al regulators, and none has been sanct�oned as an expl�c�t US pol�cy 

�n�t�at�ve. In contrast, th�s Comm�ss�on can play an �mportant role as the publ�c pol�cy 

debate cont�nues on the compet�t�veness of US financ�al markets and the �nst�tut�ons 
106 
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that choose to operate here. Such a Comm�ss�on could also play an espec�ally helpful 

role �n advanc�ng the recommendat�ons conta�ned �n th�s report and act�ng as a 

clear�nghouse for others that w�ll emerge and should be d�scussed �n the future.

recommendation 8 – modernize financial services charters 

Regulators and Congress should assess and, where appropriate, modernize US 

financial services charters, holding company models, and operating structures to 

ensure that they are competitive by international standards. One priority, in the context 

of enhancing competitiveness for the entire financial services sector and improving 

responsiveness and customer service, should be an optional federal charter for 

insurance, based on market principles for serving customers.

One product of the d�verse regulatory system �n the Un�ted States �s that financ�al 

�nst�tut�ons serve the�r customers under a var�ety of regulatory charters, hold�ng 

company models, and operat�ng structures. Some of these, such as the nat�onal 

bank charter, date as far back as 1863; several have archa�c features, such as the 

need to ma�nta�n mult�ple l�censes to serve customers w�th d�fferent products or the 

need to have mult�ple superv�sory rev�ews of the same �ssue at both the nat�onal and 

state level regardless of charter type. Other than the 1999 Gramm-Leach-Bl�ley Act, 

wh�ch �ncluded a new financ�al hold�ng company structure under the superv�s�on of 

the Federal Reserve, Congress has enacted no major changes to charters �n the past 

few decades desp�te dramat�c changes �n financ�al serv�ces. Even Gramm-Leach-Bl�ley 

may mer�t re-exam�nat�on g�ven the t�me elapsed s�nce �ts enactment as well as the 

compet�ng hold�ng company models and other structures that are ava�lable.

On balance, US financ�al regulators have �nterpreted the�r charters and structures 

�n a broad manner that has allowed regulated �nst�tut�ons to keep pace w�th market 

developments and serve customers w�th new products and serv�ces through new 

channels. Th�s has been true even when regulators’ dec�s�ons have been challenged 

�n the courts, as has happened �n recent years – w�th some notable cases deal�ng 

w�th secur�t�es and �nsurance sales, nat�onw�de bank�ng, and the federal preempt�on 

of the nat�onal bank charter even reach�ng the Supreme Court. The problem �s that 

the regulatory clar�ficat�on process can take years to complete, dur�ng wh�ch t�me 

customers are not able to take advantage of new products and serv�ces. 
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A thorough rev�ew of federal charters, hold�ng company models, and operat�ng structures 

(such as �nternat�onal bank�ng fac�l�t�es under Regulat�on K of the Federal Reserve), 

and subsequent changes, could ensure that financ�al serv�ces compan�es operat�ng �n 

the Un�ted States are fully compet�t�ve �n today’s rap�dly chang�ng world. The process 

should �nclude full �nput from �ndustry, customers and other �nterest groups to ensure 

a balanced outcome. The most natural approach for th�s effort would be for each 

�nd�v�dual regulator to start �ts own rev�ew process, �nv�t�ng publ�c comments and hold�ng 

hear�ngs to gather construct�ve pr�vate sector �nput. Each regulator could then make any 

adm�n�strat�ve correct�ons needed wh�le subm�tt�ng �ts preferred leg�slat�ve changes to 

the Adm�n�strat�on and Congress for the�r support. Alternat�vely, as part of the normal 

leg�slat�ve process, the Pres�dent’s Work�ng Group on F�nanc�al Markets could take on 

th�s rev�ew as part of �ts �007 agenda, and make the necessary recommendat�ons to 

the Pres�dent for rev�ew and subm�ss�on to Congress and/or the regulators. F�nally, the 

pert�nent Congress�onal comm�ttees could �n�t�ate a comprehens�ve set of overs�ght 

hear�ngs to bu�ld the leg�slat�ve base for modern�z�ng financ�al serv�ces structures �n 

l�ne w�th the compet�t�ve needs of the financ�al system as a whole. 

In a related development, Senators John E. Sununu of New Hampsh�re and T�m 

Johnson of South Dakota �ntroduced leg�slat�on �n the 109th Congress to prov�de for 

an opt�onal federal charter for �nsurance. They, and others, are l�kely to �ntroduce 

s�m�lar leg�slat�on �n the 110th Congress �n �007. The �nterv�ews �nd�cated that a 

modern nat�onal �nsurance charter – �n the context of enhanc�ng the compet�t�veness 

of the ent�re financ�al serv�ces sector and allow�ng �nsurance compan�es to serve the�r 

customers more effect�vely and effic�ently – mer�ts early and attent�ve cons�derat�on 

by the House F�nanc�al Serv�ces Comm�ttee and Senate Bank�ng Comm�ttee �n l�ght of 

broader concerns about US financ�al serv�ces compet�t�veness. 

An opt�onal nat�onal �nsurance charter would benefit the compet�t�veness of both 

domest�c and �nternat�onal firms do�ng bus�ness �n the Un�ted States. A s�ngle charter 

would g�ve US compan�es a un�form regulatory platform from wh�ch to operate and serve 

the�r customers more effic�ently nat�onw�de as well as globally. It would remove arb�trary 

pr�c�ng and product constra�nts that ex�st �n many of the 50 state reg�mes, lower the�r 

dupl�cated regulatory costs, and ensure faster speed to market for new products under 

a un�form set of standards for serv�ng customers effect�vely and effic�ently. Moreover, 

�t would g�ve these compan�es a common regulatory reg�me more �n l�ne w�th the�r 

major compet�tors, espec�ally �n Europe. Fore�gn compan�es do�ng bus�ness here would 

have a s�ngle regulatory platform more comparable to what they enjoy �n most of the�r 
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home markets, wh�ch would make �t eas�er for them to do bus�ness and establ�sh 

operat�ons across the Un�ted States, rather than cont�nu�ng to meet the vary�ng and 

often �ncons�stent regulat�ons found �n the current state-based system. 

More broadly, creat�ng and rev�s�ng �ndustry-spec�fic charters would benefit both 

bus�nesses and consumers. It w�ll allev�ate much of the compl�ance burden stemm�ng 

from the regulatory patchwork that confronts many financ�al serv�ces part�c�pants, yet �t 

w�ll also benefit consumers by g�v�ng them access to �nnovat�ve products and serv�ces 

that would otherw�se be unnecessar�ly delayed. Furthermore, the suggested charters 

would not underm�ne consumer or �nvestor protect�on as best-�n-breed regulat�ons would 

be allowed to “r�se to the top” to become nat�onal standards. Properly �mplemented 

follow�ng a thorough cost/benefit analys�s, these charters should therefore prov�de a 

s�gn�ficant �mprovement to both the �nternat�onal compet�t�veness of the relevant US 

financ�al serv�ces markets and to consumer welfare.

d.  NEw YOrk aGENda tO prOmOtE FiNaNciaL SErvicES 
cOmpEtitivENESS

New York C�ty’s compet�t�veness as a global financ�al serv�ces center depends heav�ly 

on the success of the nat�onal agenda descr�bed above. In general, most execut�ves 

�nterv�ewed for th�s report agreed w�th the execut�ve who sa�d that, “C�ty for c�ty, New 

York �s do�ng a better job than London on many fronts: the traffic �s better, qual�ty 

of l�fe �s great, and cr�me �s low; the real �ssues are at the nat�onal level.” Over the 

past several years, the C�ty has focused �ntensely on mak�ng New York more l�vable, 

�n order to attract and reta�n employers and employees. The C�ty also prov�des a 

relat�vely comprehens�ve array of serv�ces and �n�t�at�ves, managed by the New York 

C�ty Econom�c Development Corporat�on (NYCEDC), a�med at mak�ng New York an 

attract�ve and effic�ent place to do bus�ness. 

That be�ng the case, the C�ty could take further act�on to support and complement the 

nat�onal financ�al serv�ces compet�t�veness agenda. G�ven the s�ze and �mportance 

of financ�al serv�ces �n New York, the sector mer�ts focused, sen�or attent�on and 

resources a�med at max�m�z�ng long-term v�tal�ty and compet�t�veness. New York 

C�ty has an opportun�ty, and an �mportant respons�b�l�ty, to work w�th global financ�al 

serv�ces bus�nesses based �n the C�ty to promote US compet�t�veness. In so do�ng, 

the C�ty and State of New York should act�vely cooperate w�th Connect�cut and New 

Jersey, g�ven the common �nterest �n financ�al serv�ces that extends across the Tr�-

State area. 
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Establish a public/private joint venture with highly visible leaders focused 
exclusively on financial services competitiveness 

The Mayor should work with the business community, particularly the Partnership 

for New York City, to form a public/private joint venture exclusively focused on 

strengthening the State’s and the City’s financial services competitiveness. This joint 

venture and its leaders would act both as a high-level liaison between major financial 

services institutions and local authorities, and as a highly visible driving force shaping 

New York’s future financial competitiveness, by providing a single voice and agenda 

for the financial services industry, investors, and shareholders, at all levels from city 

to international. The joint venture should be managed by a dedicated, full-time Chief 

Executive with significant experience in leading major financial services efforts. The 

joint venture should also be led by a Chairman, appointed by the Mayor in consultation 

with financial services industry leaders, who will act as a national and international 

ambassador for New York’s financial services industry.

Th�s publ�c/pr�vate jo�nt venture for financ�al serv�ces should own and execute a C�ty- 

and State-w�de agenda that balances the object�ves of bus�ness compet�t�veness, 

consumer protect�on, and broad econom�c growth. More spec�fically, th�s agenda 

should �nclude:

more actively managing attraction and retention for financial services. Several 

�nterv�ewees �nd�cated that New York C�ty �s fortunate to have a Mayor and a 

Deputy Mayor who are well-attuned to the needs of bus�ness leaders, �n large 

part due to the�r past exper�ence �n the pr�vate sector. However, the�r numerous 

obl�gat�ons make �t hard for them to g�ve financ�al serv�ces bus�ness leaders the 

k�nd of focused attent�on they seek, part�cularly at th�s cr�t�cal juncture �n the 

�ndustry’s evolut�on. As one CEO �nterv�ewed put �t, “Top offic�als from other c�t�es 

where we do (or m�ght do) bus�ness constantly reach out to us to see what they 

can do to be helpful; New York typ�cally doesn’t do that.” The NYCEDC works w�th 

ex�st�ng and prospect�ve New York bus�nesses at the operat�onal level to ass�st 

w�th real estate, �nfrastructure, ut�l�t�es, financ�ng, and other matters underly�ng 

major expans�ons and relocat�ons. In many �nstances, the NYCEDC has helped 

compan�es nav�gate the zon�ng process, exped�ted �nfrastructure �mprovements, 

prov�ded financ�ngs, and otherw�se helped financ�al serv�ces bus�nesses make the 

most of what New York has to offer. It also prov�des a focused set of corporate 

n
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�ncent�ves and uses cl�ent coverage and roadshows to commun�cate New York 

C�ty’s mer�ts to domest�c and fore�gn bus�nesses. However, ev�dence collected for 

th�s report �nd�cates that financ�al serv�ces bus�nesses requ�re a deeper, more 

sen�or and more comprehens�ve level of �nteract�on w�th the C�ty, go�ng beyond the 

scope of the NYCEDC’s mandate. Furthermore, to max�m�ze the C�ty’s ab�l�ty to 

reta�n �mportant bus�nesses over the long-term, the C�ty should ant�c�pate these 

compan�es’ relocat�on plans years �n advance and become a more act�ve early 

contr�butor to the relocat�on dec�s�on-mak�ng process.

The financ�al serv�ces jo�nt venture should seek to fill the current vo�d by �n�t�at�ng 

and ma�nta�n�ng an act�ve d�alog w�th the C�ty and State’s top financ�al serv�ces 

employers about the�r expans�on and relocat�on agenda. In add�t�on, �t should 

develop relat�onsh�ps w�th a short l�st of h�gh-pr�or�ty financ�al serv�ces �nst�tut�ons 

that m�ght cons�der expand�ng what �s a l�m�ted presence �n New York today. The 

jo�nt venture’s leadersh�p should reach out to dec�s�on-makers at the h�ghest 

levels w�th�n organ�zat�ons and g�ve them the focused attent�on they need as 

they make dec�s�ons of th�s magn�tude. In add�t�on to serv�ng as the focal po�nt 

for negot�at�ons, the jo�nt venture’s Ch�ef Execut�ve should br�ng �n the Mayor, 

Deputy Mayor, and other h�gh-level C�ty and State offic�als as and when they are 

needed. The jo�nt venture should also work closely w�th the NYCEDC and other C�ty 

and State agenc�es to ensure that adm�n�strat�ve efforts a�med at the financ�al 

serv�ces commun�ty are well coord�nated to most effect�vely del�ver New York’s 

s�gn�ficant advantages as a global financ�al serv�ces center.

Establishing a world-class center for applied global finance. Several New York-

based educat�onal �nst�tut�ons already prov�de excellent graduate programs �n 

bus�ness, law, and account�ng; but today’s financ�al �nst�tut�ons need graduates w�th 

deep quant�tat�ve sk�lls to dr�ve �nnovat�on �n h�gh-growth, geograph�cally mob�le 

bus�nesses, part�cularly der�vat�ves and secur�t�zat�on. The financ�al serv�ces 

jo�nt venture group should take a leadersh�p role �n coord�nat�ng w�th financ�al 

serv�ces bus�nesses and local educat�onal �nst�tut�ons to des�gn and finance the 

world’s best graduate program �n financ�al eng�neer�ng and global cap�tal markets 

– one that comb�nes the academ�c strengths of local �nst�tut�ons w�th pract�cal 

work exper�ence at the lead�ng financ�al �nst�tut�ons and that focuses on apply�ng 

cutt�ng-edge mathemat�cs, stat�st�cs and econom�cs to financ�al serv�ces. Several 

successful programs already �n ex�stence �n the US (e.g., the Un�vers�ty of Ch�cago’s 

financ�al mathemat�cs curr�culum) could prov�de a valuable start�ng po�nt for any 

future New York C�ty-based effort �n th�s area.

n
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potentially creating a special international financial services zone. The publ�c/

pr�vate jo�nt venture, work�ng w�th other �nterested stakeholders, should �nvest�gate 

the benefits of creat�ng a spec�al enterpr�se zone to enhance the �nternat�onal 

compet�t�veness of US financ�al �nst�tut�ons as well as other anc�llary, support�ng 

serv�ces. S�m�lar �n�t�at�ves �n fore�gn jur�sd�ct�ons (e.g., Luxembourg, Ireland, 

Bermuda) and �n compet�ng c�t�es (e.g., Canary Wharf �n London) have ach�eved 

s�gn�ficant success and may prov�de a valuable bluepr�nt for New York C�ty. 

The financ�al serv�ces sector st�ll exh�b�ts a natural cluster�ng effect desp�te 

advancement �n remote work. Once a certa�n cr�t�cal concentrat�on of financ�al 

serv�ces bus�nesses ex�sts �n a g�ven area, the value to other financ�al serv�ces 

bus�nesses of co-locat�on beg�ns to outwe�gh some of the potent�al drawbacks 

assoc�ated w�th that locat�on, such as h�gh occupancy costs. A h�gh concentrat�on 

of financ�al serv�ces bus�nesses tends to be correlated w�th a s�m�larly h�gh 

concentrat�on of cl�ents and prov�ders of support serv�ces, wh�ch creates the 

potent�al for add�t�onal bus�ness opportun�t�es and more effic�ent operat�on. 

Furthermore, as d�scussed earl�er �n th�s report, th�s cluster�ng of bus�ness has 

the add�t�onal benefit of creat�ng a large pool of h�ghly-qual�fied workers, wh�ch �s 

a key d�fferent�ator �n financ�al serv�ces.

As the largest financ�al serv�ces center �n the world, New York benefits from the 

pos�t�ve cluster�ng effect descr�bed above to a greater extent than any of �ts d�rect 

compet�tors. As the econom�c and employment trends descr�bed �n th�s report 

�nd�cate, however, that advantage alone �s not suffic�ent to ensure the C�ty and 

State’s �ndefin�te leadersh�p. Other factors affect�ng the general env�ronment 

�n wh�ch financ�al serv�ces bus�nesses evolve must also comb�ne to create a 

framework that �s �nternat�onally compet�t�ve. But New York would nevertheless 

m�ss out on an �mportant compet�t�ve advantage �f �t d�d not leverage �ts current 

cr�t�cal mass �n financ�al serv�ces. Local author�t�es can do so through three pr�mary 

means: development �ncent�ves, d�fferent�al taxat�on, and d�fferent�al regulat�on. 

The creat�on of a spec�al financ�al serv�ces zone draw�ng on one or a comb�nat�on 

of these levers could be an effect�ve way for New York to cap�tal�ze on �ts current 

leadersh�p pos�t�on.

At a m�n�mum, New York could act�vely d�rect development �ncent�ves toward 

one or more areas targeted for financ�al serv�ces. New York C�ty already offers 

development �ncent�ves for Lower Manhattan, the Bronx, and other areas. The 

State has s�m�lar pr�or�ty locat�ons for econom�c development, such as Buffalo 

n
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and Dutchess County. The C�ty and State could earmark selected locat�ons for 

financ�al serv�ces, enhance �ndustry-spec�fic �ncent�ves, and act�vely market them 

to relevant compan�es. Th�s approach largely m�rrors what the C�ty has already 

done �n l�fe sc�ences w�th the soon-to-be-developed East R�ver Sc�ence Park.

Wh�le ev�dence from the surveys and �nterv�ews conducted for th�s report suggested 

that taxes d�d not r�se to the same level of �mportance as l�t�gat�on, regulat�on, or 

talent �n the m�nds of global financ�al serv�ces bus�ness leaders, �t also revealed 

that respondents were far from �nsens�t�ve to tax �ssues, and that the potent�al 

�mpact of an effect�ve, targeted d�fferent�al tax pol�cy should not be underest�mated. 

The success of Luxembourg, Ireland and the Isle of Dogs �n London, where Canary 

Wharf �s located, was not exclus�vely based on attract�ve tax treatment for fore�gn 

ent�t�es. Nevertheless, favorable tax treatment d�d represent a clear centerp�ece 

of the bus�ness attract�on programs �mplemented w�th great success by these 

financ�al centers and should not now be overlooked as a pol�cy �nstrument to 

enhance compet�t�veness. Any tax treatment, however, must be adequately targeted 

e�ther to promote the creat�on of new bus�nesses or lure fore�gn �nst�tut�ons to 

New York, so as to allev�ate the r�sk of a reg�onal or nat�onal fiscal race to the 

bottom. Act�ve collaborat�on between local author�t�es �n New York and the rest 

of the Tr�-State area would be cr�t�cal �n ensur�ng that any new tax program would 

not have unnecessar�ly deleter�ous effects on ne�ghbor�ng areas. Furthermore, 

the tax program must be properly backed by flex�ble, respons�ve regulators and 

local author�t�es, and supported by a soph�st�cated bus�ness �nfrastructure. G�ven 

these cond�t�ons, the effect of a tax concess�on, as past exper�ence has proven, 

would be a net benefit to the broader reg�on and the nat�on as a whole.

One opt�on to leverage the potent�al of development �ncent�ves and tax rate 

reduct�ons v�a a spec�al financ�al serv�ces zone would be to encourage a cluster 

of financ�al serv�ces bus�nesses and financ�al �ndustry support �ndustr�es. The 

publ�c/pr�vate jo�nt venture could take the lead �n attract�ng h�gh-tech suppl�ers 

to the financ�al serv�ces �ndustry to New York. F�rms that produce r�sk mon�tor�ng 

and trad�ng systems software, computer hardware prov�ders, front- to back-office 

solut�ons experts, and other �ndustr�es that are �ncreas�ngly �mportant to financ�al 

serv�ces firms would be more part�cularly targeted. New York would become a 

natural hub for th�s type of h�gh-tech cluster, wh�ch could be centered �n one of 

New York C�ty’s h�gh-pr�or�ty developable central bus�ness d�str�cts, such as lower 

Manhattan, Hudson Yards, or downtown Brooklyn, or �n other attract�ve locat�ons 

w�th�n the State, such as Buffalo or Syracuse. 
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Another, more amb�t�ous opt�on would be for the jo�nt venture to comb�ne fiscal 

and regulatory �ncent�ves and, work�ng w�th federal financ�al regulators, New York 

State author�t�es, and Congress, to create a p�lot program to expand and adapt the 

concept of an �nternat�onal bank�ng zone to other financ�al sectors, so as to create 

a part�cularly attract�ve new financ�al serv�ces zone centered �n New York. W�th �ts 

potent�al for host�ng s�gn�ficant new bus�ness development, Governors Island may 

be one potent�al locat�on for such a spec�al financ�al serv�ces zone. Internat�onal 

bank�ng fac�l�t�es already ex�st for US and fore�gn commerc�al banks operat�ng 

here under the regulatory author�ty of the Federal Reserve. Th�s ex�st�ng platform 

could be a start�ng po�nt to redes�gn a new US-based �nternat�onal financ�al zone 

w�th the spec�fic goal of attract�ng back on-shore leg�t�mate bus�nesses (e.g., 

re�nsurance) and financ�al transact�ons (e.g., some OTC der�vat�ves) that have 

moved off-shore �n recent years as a react�on to a comb�nat�on of US-spec�fic 

legal, regulatory, and/or tax cons�derat�ons. Th�s p�lot program would have the 

advantage of attract�ng more financ�al and related bus�ness to the Un�ted States 

w�th�n a controlled env�ronment and under the watchful eye of the appropr�ate 

author�t�es. Once the program �s establ�shed, the jo�nt venture could take the 

lead �n produc�ng regular reports to the relevant author�t�es and deta�l�ng progress 

made �n enhanc�ng the compet�t�veness of US markets and �nst�tut�ons under th�s 

controlled exper�ment. 

Enhancing the ability of the city and State of New York to promote their financial 

services profile and agenda as a leading financial center. New York C�ty already 

engages �n a var�ety of market�ng act�v�t�es to promote the C�ty’s benefits to the 

local, nat�onal and �nternat�onal bus�ness commun�ty. For example, the NYCEDC 

produces a monthly Economic Snapshot, per�od�cally publ�shes promot�onal reports 

�nclud�ng Biosciences in New York City and New York City, A City of Neighborhoods, 

sponsors a Web s�te, and has representat�ves focused on cl�ent outreach who 

travel extens�vely. The State of New York runs a number of s�m�lar �n�t�at�ves, 

�nclud�ng the h�ghly comprehens�ve I Love New York onl�ne Web portal, wh�ch 

prov�des large corporat�ons, small bus�nesses, h�gh tech compan�es, and other 

actors w�th deta�led �nformat�on about the many econom�c opportun�t�es that ex�st 

�n New York. Cons�der�ng the �ntens�ty of compet�t�on for global financ�al serv�ces 

preem�nence, however, the financ�al serv�ces-focused publ�c/pr�vate jo�nt venture 

should complement ongo�ng act�v�t�es by �nvest�ng further �n three cr�t�cal areas:

n
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primary research into financial services topics. The financ�al serv�ces jo�nt 

venture group should fund and promote a program of research on �ssues 

relat�ng to financ�al serv�ces compet�t�veness. Some top�cs, such as the cost of 

cap�tal-ra�s�ng �n the Un�ted States versus other countr�es, w�ll be of nat�onal or 

�nternat�onal relevance and w�ll lend themselves to formal academ�c research, 

potent�ally w�th support from trade assoc�at�ons or other nat�onal bod�es. In 

these areas, the jo�nt venture group w�ll not seek to set an �ndependent nat�onal 

pol�cy agenda for financ�al serv�ces, but w�ll �nstead bu�ld support for emerg�ng 

nat�onal pol�c�es that could benefit New York-based financ�al serv�ces. Other 

top�cs, part�cularly those of local �nterest l�ke bus�ness sent�ment and deta�led 

analys�s of job creat�on and mob�l�ty, are more su�table for �n-house research 

d�rect�on and execut�on. As appropr�ate, the financ�al serv�ces jo�nt venture 

group would draw on �ts own research to recommend pol�c�es at the New York 

State and C�ty levels.

public relations. A targeted, fact-based publ�c relat�ons campa�gn can be a 

powerful tool �n promot�ng New York’s compet�t�veness as a financ�al center. 

Many other financ�al centers have publ�c relat�ons campa�gns, but few, �f any, 

can sell as many advantages as New York. The financ�al serv�ces jo�nt venture 

group could assume the leadersh�p role �n des�gn�ng and �mplement�ng a 

stronger, more v�s�ble publ�c relat�ons campa�gn that promotes New York as 

a dest�nat�on of cho�ce for the financ�al �ndustry. In add�t�on to a trad�t�onal 

med�a campa�gn, publ�c relat�ons should �nclude annual report�ng on the C�ty 

and State’s financ�al sector.

advocacy at the State and national level. The State and nat�onal agenda for 

financ�al serv�ces and the health of the C�ty’s and the State’s financ�al serv�ces 

sector are �nextr�cably l�nked. As further deta�led below, the financ�al serv�ces 

jo�nt venture’s Ch�ef Execut�ve and Cha�rman can be effect�ve vo�ces for the 

C�ty and State’s financ�al serv�ces �ndustry, �ntegrat�ng common perspect�ves 

across bank�ng, secur�t�es, �nsurance, and other sub-sectors. These �nd�v�duals 

can also be advocates for the financ�al serv�ces commun�ty at the nat�onal 

level and prov�de �nput to government offic�als on nat�onal �ssues pert�nent to 

financ�al serv�ces by regularly meet�ng w�th lawmakers, regulators and other 

stakeholders. In add�t�on, they can coord�nate w�th other c�ty and reg�onal 

groups, as well as �ndustry and trade assoc�at�ons, on nat�onal �ssues that 

affect financ�al serv�ces more broadly.

n
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Many of the CEOs and execut�ves from the US’ top bank�ng, secur�t�es and �nsurance 

�nst�tut�ons stated �n �nterv�ews conducted for th�s report that they are look�ng for 

the r�ght way to shape and contr�bute to the US and New York financ�al serv�ces 

agenda. There are several trade assoc�at�ons address�ng var�ous aspects of financ�al 

serv�ces, such as the F�nanc�al Serv�ces Roundtable, the F�nanc�al Serv�ces Forum, 

and the Secur�t�es Industry Assoc�at�on, to name only a few. However, none of these 

groups �s spec�fically ded�cated to �dent�fy�ng and resolv�ng �ssues of financ�al 

serv�ces compet�t�veness. A new organ�zat�on that would g�ve New York’s financ�al 

serv�ces execut�ves an effect�ve means of channel�ng the�r des�re to help shape the 

future of the State and C�ty would therefore complement the efforts of other groups 

already �n ex�stence rather than compete w�th them. Br�ng�ng together execut�ves from 

bank�ng, secur�t�es and �nsurance, and focus�ng spec�fically on the financ�al serv�ces 

compet�t�veness �ssues that are key to New York’s long-term v�tal�ty, such a group 

would s�gn�ficantly contr�bute to ensur�ng that the State and C�ty are cont�nuously 

aware of, and respons�ve to, the cr�t�cal �ssues affect�ng one of the local economy’s 

most �mportant sectors.

To accompl�sh the agenda descr�bed above, the C�ty and State of New York need an 

�nst�tut�on that �s capable of prov�d�ng both the h�gh-level strateg�c �nteract�on that 

financ�al serv�ces bus�nesses requ�re �n the�r deal�ngs w�th host c�t�es, and an avenue 

for financ�al serv�ces actors to partner w�th the C�ty �n craft�ng New York’s future as 

a global financ�al serv�ces hub. A collaborat�ve effort �nvolv�ng both the publ�c and 

pr�vate sectors, for �nstance through the creat�on of a publ�c/pr�vate jo�nt venture such 

as the one descr�bed �n th�s Recommendat�on, could sat�sfy both of these needs. 

Although the Partnersh�p for New York C�ty already fulfills a s�m�lar mandate, �ts efforts 

span many �ndustry groups, and therefore �t necessar�ly lacks the susta�ned focus on 

financ�al serv�ces that the �ndustry deserves. Nevertheless, the Partnersh�p already 

has the k�nd of conven�ng power, capab�l�t�es and �nfrastructure that the proposed 

jo�nt venture would requ�re. Act�ve collaborat�on w�th the Partnersh�p may therefore be 

a log�cal means of ensur�ng that the new jo�nt venture can beg�n to fulfill �ts mandate 

as early and effic�ently as poss�ble. Although the jo�nt venture would be exclus�vely 

focused on financ�al serv�ces, �ts development could also prov�de a model for other 

�ndustry sectors for wh�ch such a focused effort would be benefic�al and just�fied.
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The jo�nt venture could br�ng together execut�ves of major financ�al �nst�tut�ons 

(many of them already members of the Partnersh�p for New York C�ty), as well as 

representat�ves from shareholder advocacy and consumer �nterest groups, law firms, 

and accountanc�es. The jo�nt venture’s h�gh-profile Ch�ef Execut�ve pos�t�on would 

be filled by a ded�cated full-t�me officer who should be well respected w�th�n the 

commun�ty and the �ndustry. He or she would br�ng broad exper�ence across financ�al 

serv�ces sub-sectors and a successful track record of lead�ng �ndustry work�ng groups. 

Th�s �nd�v�dual would manage the jo�nt venture’s strateg�c and operat�onal act�v�t�es, 

�nclud�ng act�ng as the h�gh-level l�a�son between �nd�v�dual �ndustry part�c�pants and 

the C�ty or State, as well as be�ng the dr�v�ng force beh�nd the �mplementat�on of the 

jo�nt venture’s broader strateg�c plan for New York’s financ�al serv�ces development. 

W�th�n th�s mandate, the Ch�ef Execut�ve would represent the local financ�al commun�ty 

�n meet�ngs w�th other c�ty and state financ�al serv�ces author�t�es and �nterest groups, 

and would be a spokesperson at relevant trade and �ndustry assoc�at�on events. In 

short, the new jo�nt venture’s Ch�ef Execut�ve would be tasked w�th further�ng New 

York’s local agenda �n the most t�mely and collaborat�ve manner poss�ble. 

To further ra�se the profile of New York’s financ�al serv�ces �ndustry at the nat�onal 

and �nternat�onal levels, the Mayor should also, �n consultat�on w�th financ�al serv�ces 

�ndustry leaders, appo�nt as Cha�rman of the new publ�c/pr�vate jo�nt venture a h�gh-

profile former sen�or execut�ve for one of the lead�ng financ�al serv�ces �nst�tut�ons 

based �n New York. Adopt�ng a more ambassador�al role, th�s offic�al would assume 

a broader mandate than the Ch�ef Execut�ve, help�ng New York’s financ�al serv�ces 

�ndustry commun�cate �ts v�s�on for the area’s econom�c future w�th a comprehens�ve 

and cons�stent vo�ce that �s heard at the nat�onal and �nternat�onal levels. The Cha�rman 

would travel extens�vely, domest�cally and �nternat�onally, to meet government offic�als 

and bus�ness leaders and to promote the capab�l�t�es and advantages that the C�ty 

and State of New York offer as a financ�al serv�ces center. 

Wh�le the jo�nt venture’s Cha�rman and Ch�ef execut�ve w�ll pr�mar�ly concern themselves 

w�th further�ng a New York-centr�c financ�al serv�ces agenda on the local, reg�onal, 

nat�onal and �nternat�onal levels, �t �s �mportant to recogn�ze that New York’s econom�c 

�nterests �n th�s regard are largely al�gned w�th those of the broader Tr�-State area. 

The jo�nt venture and �ts leadersh�p, along w�th the Mayor’s office and other New York 

governmental author�t�es, should therefore seek to collaborate w�th Connect�cut and 

New Jersey author�t�es so as to prov�de the most effect�ve advocacy poss�ble for a 

robust and effic�ent financ�al serv�ces �ndustry reg�onally. Although some compet�t�on 
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w�th regard to the attract�on and retent�on of financ�al serv�ces bus�nesses w�ll always 

ex�st between local governments w�th�n the Tr�-State area, the aggregate benefits to 

the reg�on of a thr�v�ng US financ�al serv�ces sector are such as to demand that 

reg�onal �nterest groups want�ng to support the local economy present a common front 

on �ssues affect�ng financ�al serv�ces compet�t�veness.
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There �s an urgent need for concerted but balanced act�on at the nat�onal, State and 

C�ty levels to enhance the compet�t�veness of the US financ�al markets and defend 

New York’s role as a global financ�al center. All players w�th a stake �n the financ�al 

serv�ces sector need to take act�on now. Bus�nesses cannot leave �t up to publ�c 

offic�als alone to refash�on the nat�on’s, the State’s, and the C�ty’s compet�t�veness. 

Nor should regulators, adm�n�strators, or leg�slators move forward w�thout draw�ng 

on the �ns�ghts of the pr�vate sector. Both groups must work together, as one th�ng 

�s certa�n: real act�on �s requ�red now, not just to protect and expand jobs �n a v�tal 

�ndustry sector, but also to ensure that US financ�al �nst�tut�ons and markets are 

pos�t�oned compet�t�vely to meet future customer needs and to support susta�ned 

growth �n the domest�c economy. 

The collect�ve recommendat�ons conta�ned �n th�s report are another �mportant 

contr�but�on to the debate on the future of US financ�al serv�ces. They deserve to be 

d�scussed and explored more fully, together w�th recommendat�ons that are be�ng 

offered �n other reports and by other �nterested stakeholders. Some recommendat�ons 

can be acted upon now by the Secretary of the Treasury and the var�ous financ�al 

regulators, wh�le others w�ll requ�re leg�slat�ve act�on by the Adm�n�strat�on and 

Congress work�ng together through a common, b�part�san effort. The most effect�ve 

way forward �s to ensure that the pr�vate and publ�c sectors jo�n forces. At the nat�onal 

level, th�s could be through the proposed b�part�san Nat�onal Comm�ss�on on F�nanc�al 

Market Compet�t�veness; at the State and C�ty levels, New York’s publ�c/pr�vate jo�nt 

venture may be the best veh�cle. Whatever the forum, the pr�vate and publ�c sectors 

must str�ve to �mprove the s�tuat�on for the�r mutual benefit, and they must take 

dec�s�ve act�on on the �ssues and econom�c pr�or�t�es �dent�fied �n th�s report as cruc�al 

to the Un�ted States and New York. 

Conclus�on
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