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Abstract 

The emergence and development of international financial centers (IFCs) represent one of the 

most significant phenomena in the global economic landscape. This article traces the 

theoretical evolution of the concept of international financial centers from the early twentieth-

century notion of “world cities” to contemporary understandings of global financial hubs. The 

research examines the historical trajectory of major financial centers from medieval Italian 

city-states through contemporary global hubs, identifying critical factors that have determined 

their rise, dominance, and occasional decline. The findings reveal that successful IFCs are 

characterized by the concentration of international capital, liberal regulatory frameworks, 

advanced telecommunications infrastructure, and the presence of multinational corporations 

and financial institutions. The article concludes by synthesizing these theoretical and historical 

insights into a comprehensive definition of international financial centers and their role in the 

global economy. 

Keywords: Finance, international financial center, world city, global city, financial hub, capital 

markets, urban economics. 

 

 

Introduction 

The phenomenon of cities that transcend their national boundaries to become focal points of 

global finance has captured the attention of scholars across multiple disciplines for over a 

century. From the banking houses of medieval Florence to the towering skyscrapers of 

contemporary London, New York, and Singapore, international financial centers have played 

an indispensable role in facilitating cross-border capital flows, enabling international trade, and 

shaping the contours of the global economic order. Yet despite their undeniable significance, 

the precise definition and theoretical conceptualization of what constitutes an international 

financial center have remained subjects of considerable scholarly debate. 

The contemporary global economy is characterized by the unprecedented mobility of capital, 

the integration of financial markets across national boundaries, and the emergence of a complex 

network of interconnected financial hubs that operate on a twenty-four-hour basis. Within this 

intricate system, international financial centers serve as critical nodes that concentrate financial 

expertise, facilitate capital allocation, and provide the institutional infrastructure necessary for 
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global economic integration. Understanding the theoretical foundations and historical 

evolution of these centers is therefore essential not only for academic purposes but also for 

policymakers seeking to position their national economies within the global financial 

architecture. 

This article addresses three fundamental questions: First, how has the theoretical 

conceptualization of international financial centers evolved over the past century? Second, 

what historical factors have determined the emergence, growth, and occasional decline of 

major financial centers? Third, what common characteristics define successful international 

financial centers across different historical epochs and geographical contexts? By answering 

these questions, this study aims to provide a comprehensive framework for understanding the 

nature and function of international financial centers in the global economy. 

 

Literature Review 

The intellectual foundations of international financial center theory emerged from early 

twentieth-century urban studies and were subsequently enriched by contributions from 

economic history, international economics and economic geography. The conceptual origins 

of this field lie in the notion of the “world city”, introduced by Scottish urban planner Patrick 

Geddes in his seminal 1915 work “Cities in Evolution”. Geddes defined world cities as urban 

centers possessing extraordinary economic power, robust political influence and high 

population density, identifying London, Paris, Berlin, Vienna, New York, Chicago, Boston and 

Philadelphia as exemplars [1]. His pioneering insight was that certain cities exercise influence 

far beyond their national boundaries, functioning as command-and-control centers for the 

global economy.  

Building on this foundation, Canadian economic historian Norman Scott Brien Gras (1922) 

developed a four-stage model of metropolitan evolution tracing progression from trade through 

industry and transportation to finance, explicitly identifying finance as the highest stage of 

metropolitan development and arguing that true metropolises distinguish themselves through 

their capacity to accumulate and deploy capital on a significant scale [2]. 

The post-World War II period witnessed more systematic attempts to theorize international 

financial centers. British urban geographer Peter Hall (1966) extended Geddes's work by 

developing a taxonomic hierarchy of world cities, with New York and London occupying the 

pinnacle of the global urban hierarchy [3]. Hall provided empirical rigor to world city 

identification and explicitly linked their status to their role in global finance, trade, science, 

culture and education.  

American economic historian Charles Kindleberger (1973) provided one of the most influential 

early analyses of financial center formation, identifying multiple contributing factors: currency 

strength, central bank presence, administrative capital, tradition, economies of scale, central 

location, transportation infrastructure, multinational corporation headquarters, culture and 

political stability [4]. Kindleberger argued that financial centers perform the essential function 

of balancing savings and investment across geographical space, facilitating payments and 

enabling long-distance capital deployment.  

French historian Fernand Braudel (1979), in his magisterial study of material civilization and 

capitalism, emphasized urban centers as concentrators of economic activity, positing that every 
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world-economy possesses an urban pole serving as focal point for information, goods, capital, 

credit, people and commercial correspondence [5]. 

The late twentieth century witnessed an explosion of theoretical work driven by globalization 

and financial liberalization. American sociologist Howard Reed (1981) made groundbreaking 

contributions by developing the first systematic hierarchy of international financial centers, 

analyzing nine financial and banking variables across 76 cities in 40 countries to distinguish 

between supranational, first-order, second order, established and emerging financial centers. 

His hierarchical framework remains influential in contemporary research [6].  

American urban planner John Friedmann (1982, 1986) made seminal contributions through his 

collaborative work with Goetz Wolff and subsequent “World City Hypothesis”, arguing that 

world cities function as basing points for global capital characterized by concentration of 

international banks, multinational corporation headquarters and advanced business services [7, 

8]. Friedmann explicitly linked urbanization processes to capital internationalization, arguing 

that the global urban system reflects and reinforces the spatial articulation of capital 

accumulation.  

Spanish sociologist Manuel Castells (1989) introduced the “informational city” concept, 

emphasizing telecommunications and information flows in shaping urban hierarchy and 

arguing that major economic and financial centers function as key nodes in global networks of 

information, innovation, capital, people, goods and symbols [9].  

Dutch-born American sociologist Saskia Sassen (1991) offered perhaps the most influential 

contemporary formulation in “The Global City: New York, London, Tokyo”, arguing that 

certain cities occupy strategic positions in the world economy due to their concentration of 

command-and-control functions and specialization in advanced business services [10]. Sassen 

emphasized cross-border connectivity of global cities, identifying capital markets, financial 

flows and telecommunications infrastructure as defining features of global financial centers.  

British geographer Nigel Thrift (1994) introduced cultural and cosmopolitan dimensions, 

arguing that financial centers function as collective mechanisms for generating, processing and 

disseminating financial market information, with social and cultural characteristics of financial 

districts (networks of trust, shared understandings and cosmopolitan orientations) essential to 

their functioning [11]. 

 

Research Methodology 

This study employs a qualitative historical-theoretical methodology to analyze the evolution of 

international financial center theory and practice. The research design integrates two 

complementary approaches: conceptual analysis of theoretical contributions and comparative 

historical analysis of financial center development. 

Data Sources: The study draws on primary theoretical texts from urban studies, economic 

history, international economics, and economic geography spanning the period from 1915 to 

the present. These sources include seminal monographs, journal articles, and edited collections 

that have shaped theoretical understanding of international financial centers. Historical data on 

financial center development is derived from secondary sources, including economic histories, 

urban histories, and case studies of individual financial centers. 
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Analytical Framework: The theoretical analysis proceeds chronologically, tracing the evolution 

of key concepts from early world city theory through contemporary network approaches. For 

each major theoretical contribution, the analysis identifies: (a) the core concept advanced by 

the researcher, (b) the defining characteristics attributed to international financial centers, (c) 

the methodological approach employed, and (d) the contribution to cumulative theoretical 

understanding. 

The historical analysis examines the development of major financial centers across three 

epochs: medieval Italian city-states (thirteenth-sixteenth centuries), early modern European 

centers (sixteenth-eighteenth centuries), and modern industrial-era centers (nineteenth-

twentieth centuries). For each epoch, the analysis identifies: (a) the leading financial centers of 

the period, (b) the factors contributing to their emergence and growth, (c) the mechanisms of 

financial intermediation they developed, and (d) the causes of their eventual decline or 

transformation. 

Synthesis and Integration: The final stage of analysis synthesizes theoretical and historical 

findings to develop a comprehensive framework for understanding international financial 

centers. This framework identifies the essential characteristics of successful IFCs across 

different historical contexts and the mechanisms through which they contribute to national and 

global economic development. 

 

Discussion and Results 

The historical record reveals that international financial centers have existed in various forms 

for centuries, long before the modern terminology emerged to describe them. The earliest 

recognizable financial centers developed in medieval Italy, where the cities of Florence, 

Venice, and Genoa established sophisticated financial systems that facilitated international 

trade and capital flows across Europe and beyond. From the mid-thirteenth through the early 

seventeenth centuries, the Italian city-states of Florence, Venice, and Genoa dominated 

European finance. Despite lacking a port, Florence achieved remarkable success in trade and 

banking with Northern European countries, while Venice and Genoa competed for supremacy 

in Mediterranean maritime trade routes. Following the final war between Genoa and Venice 

(1378-1380), a geographical division of specialization emerged: Venice focused on the East, 

Genoa on the West, while Northern Europe was served by both in competition with Florence. 

The institutional foundations of these early financial centers deserve attention. Both Genoa and 

Venice developed republican political institutions and established the rule of law, providing 

legitimacy and credibility for the issuance of long-term, marketable debt obligations. Venice 

maintained a strong, stable government capable of intervening in the economy, when 

necessary, while Genoa's more factional and unstable government intervened less extensively 

in economic affairs. Florence, after 1434, operated under the informal hegemony of the Medici 

family, which established the rules of political engagement. 

All three city-states possessed substantial financial centers by contemporary standards, but 

Florence and subsequently Genoa achieved genuinely international character. Venice's banking 

and financial activities were more domestically oriented, despite the presence of foreign 

bankers, particularly from Florence, whose business was primarily directed toward the 



European Journal of Economics, Finance and Business Development 
ISSN (E): 2938-3633 
Volume 4, Issue 3, March - 2026 

39 

 

 

 

domestic market. Table 1 summarizes the key characteristics of these foundational financial 

centers. 

 

Table 1 Characteristics of Early Italian Financial Centers (Late 12th - Early 16th 

Centuries) 

City Key Characteristics Major Innovations/Events Factors in Decline 

Florence 

Finance linked to 

government lending in the 

13th century; 25% tax on 

interest payments in early 

15th century 

Mid-1200s: Major banking center; First 

historical debt restructuring (English debt 

to Florence); Monte Comune 

(consolidated fund) created; Monte delle 

Doti (dowry fund) established 1425 

Reduced banking 

activity following 

Black Death (1348); 

Collapse of Medici 

bank late 1400s due to 

sovereign lending 

Genoa 

Major financial center from 

early 15th century with 

Casa di San Giorgio; 

Periodic fair-based 

financial centers 

Government securities market developed; 

First commercial bank San Giorgio 

established 1407  

Debt crisis affecting 

major banking houses 

Venice 

More domestically oriented 

finance; Government 

lending focus 

First public bank (Banco di Rialto) 1587; 

Giro Bank (issuing bank) established 

1619, introducing double-entry 

bookkeeping; Monte Vecchio 

(consolidated fund) created 

Debt crisis affecting 

major banking houses 

 

The theoretical and historical analysis presented above enables a comprehensive definition of 

international financial centers. Drawing on the accumulated insights from Geddes to Sassen, 

and informed by historical experience from Florence to New York, an international financial 

center can be defined as: 

A metropolitan city characterized by the concentration of substantial international and national 

capital, operating within liberal national legal frameworks governing international capital 

movements, and serving as a nodal point in global financial networks through the presence of 

multinational corporations, international banks, advanced business services, and sophisticated 

telecommunications infrastructure. 

This definition encompasses the key elements identified across the theoretical literature: the 

metropolitan scale emphasized by Geddes, Gras, and Burgess; the capital concentration noted 

by McKenzie, Kindleberger, and Reed; the liberal regulatory framework implicit in Braudel's 

and Sassen's analyses; and the network connectivity central to Castells's and the GaWC 

researchers' frameworks. 

International financial centers play a particularly crucial role in global currency markets, which 

represent the largest and most liquid financial markets worldwide. Currency market operations 

have expanded substantially due to international trade growth and global financial flows. 

Currency exchange transactions have evolved into distinct asset classes (investments analogous 

to shares or bonds) attractive to hedge fund managers due to their high liquidity, volatility, and 

minimal correlation with other asset classes. The global foreign exchange market has 

experienced substantial and sustained growth over the past three decades, reflecting its 

expanding role in the global financial system (Table 2). 
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Table 2 Growth of the Global Foreign Exchange Market (1992-2025) [12] 

Years 1992 1995 1998 2001 2004 2007 2010 2013 2016 2019 2022 2025 

Volume 820 1190 1527 1239 1934 3324 3973 5357 5067 6590 7508 9595 

 

According to the data, average daily trading volume increased dramatically from $820 billion 

in 1992 to approximately $9.6 trillion in 2025, representing more than an elevenfold increase. 

This long-term upward trajectory highlights the growing integration of international financial 

markets, increased cross-border trade, and the rising importance of currency risk management. 

Despite this overall growth trend, the market exhibited periods of fluctuation. For example, 

trading volume declined from $1.53 trillion in 1998 to $1.24 trillion in 2001, likely reflecting 

the impact of global financial instability during that period, including the aftermath of the Asian 

financial crisis and the dot-com slowdown. Similarly, a modest contraction occurred between 

2013 and 2016, when volumes decreased from $5.36 trillion to $5.07 trillion. Such fluctuations 

suggest that the foreign exchange market is sensitive to global economic conditions, monetary 

policy shifts, and changes in financial regulation. 

A notable acceleration in market growth occurred after 2004. Trading volumes rose sharply 

from $1.93 trillion in 2004 to $3.32 trillion in 2007, driven by financial globalization, rapid 

expansion of institutional investment, and increased use of complex financial instruments. This 

upward momentum continued despite the global financial crisis of 2008, with volumes reaching 

$3.97 trillion in 2010 and $5.36 trillion in 2013. The resilience of the market during this period 

underscores its fundamental role in facilitating liquidity and risk transfer even in times of 

economic stress. 

Following a temporary slowdown in 2016, growth resumed strongly in subsequent years. Daily 

turnover reached $6.59 trillion in 2019 and continued to expand to $7.51 trillion in 2022, 

ultimately peaking at approximately $9.6 trillion in 2025. This recent surge can be attributed 

to several factors, including the increasing participation of emerging market economies, 

technological advancements such as algorithmic and high-frequency trading, and the continued 

expansion of derivative instruments used for hedging and speculation. 

Overall, the data indicate not only a consistent long-term expansion but also a structural 

transformation of the foreign exchange market. The increasing scale and complexity of trading 

activities reflect deeper financial integration and innovation, reinforcing the market’s critical 

role in supporting global trade, investment flows, and financial stability. 

The geographical distribution of global foreign exchange market turnover reveals a highly 

concentrated structure, dominated by a few key financial centers. According to the data, the 

global total remains constant at 100% across all years (2016–2025), but the shares of individual 

countries and regions vary over time. This reflects shifts in financial activity, regulatory 

environments, and the relative importance of international financial hubs (Table 3). 
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Table 3 Geographical composition of world foreign exchange market turnover (in 

percentage) [12] 

Indicators 2016 2019 2022 2025 

Worldwide 100 100 100 100 

UK 36,9 43,1 38,1 38 

USA 19,5 16,5 19,4 19 

Singapore 7,9 7,6 9,4 12 

Japan 6,1 4,5 4,4 4 

Hong-Kong 6,7 7,6 7,1 7 

Switzerland 2,4 3,3 3,6 3 

Others 20,5 17,4 18 17 

 

United Kingdom consistently holds the leading position in the global foreign exchange market. 

Its share increased significantly from 36.9% in 2016 to 43.1% in 2019, before slightly declining 

to 38% in 2025. This dominance is largely attributed to London’s role as a global financial 

center, favorable time zone positioning between Asian and American markets, and its well-

developed financial infrastructure. Despite some fluctuations, United Kingdom remains the 

central hub of global currency trading. 

The United States ranks as the second-largest participant, with its share fluctuating between 

16.5% and 19.5% over the observed period. After a decline in 2019, the U.S. market recovered 

to 19.4% in 2022 and stabilized at around 19% in 2025. Meanwhile, Singapore has shown 

notable growth, increasing its share from 7.9% in 2016 to 12% in 2025. This indicates its rising 

importance as a regional financial hub in Asia, supported by strong economic growth, 

technological advancement, and a favorable regulatory environment. 

Other Asian financial centers such as Japan and Hong Kong demonstrate relatively stable but 

slightly declining or fluctuating shares. Japan’s share decreased from 6.1% in 2016 to 4% in 

2025, while Hong Kong maintained a steady position around 7%. Switzerland, known for its 

strong banking sector, experienced moderate growth from 2.4% in 2016 to a peak of 3.6% in 

2022, before stabilizing at 3% in 2025. 

Finally, the share of other countries collectively declined from 20.5% in 2016 to 17% in 2025, 

indicating increasing concentration of foreign exchange trading in major global financial 

centers. Overall, the data highlight a trend toward consolidation, with leading hubs 

strengthening their positions while smaller markets gradually lose relative share in the global 

foreign exchange market. 

The Forex (Foreign Exchange) market (the international currency market encompassing all 

foreign currency purchase-sale operations and specified lending) has existed in its current form 

since 1971, when floating exchange rate systems were introduced. Its advantages include 24-

hour operation (enabled by continuous presence of Asian, European, and American financial 

institutions), high transaction volumes ensuring liquidity, constant movement due to diverse 

participant interests, and decentralized operations through global information systems 

accessible via computer and telephone. Chart 1 presents the distribution of global foreign 

exchange trading by currency in 2025, expressed as percentages. 
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Chart 1. Share of leading currencies in transactions in the world foreign exchange 

market [12] 

 

The US dollar (USD) clearly dominates the market, accounting for 88.5% of total turnover, 

confirming its role as the world’s primary reserve and trading currency. The euro (EUR) 

follows as a distant second with 30.5%, while other major currencies such as the Japanese yen 

(JPY) at 16.7% and the British pound (GBP) at 12.9% hold smaller but still significant shares. 

Commodity-related currencies like the Australian dollar (AUD) and Canadian dollar (CAD), 

as well as emerging market currencies such as the Chinese yuan (CNY), also contribute to 

global trading but at much lower levels. 

An important feature of this data is that the total adds up to 200% rather than 100%. This occurs 

because foreign exchange transactions always involve currency pairs—each trade includes two 

currencies being exchanged simultaneously. For example, when USD is traded against EUR, 

both currencies are counted in the turnover statistics. As a result, every transaction is recorded 

twice, once for each currency in the pair, which explains why the total share equals 200%. 

Overall, the data highlight the overwhelming dominance of the US dollar in global finance, as 

well as the continued importance of other major currencies. At the same time, the presence of 

smaller shares for currencies like the Mexican peso (MXN), New Zealand dollar (NZD), 

Swedish krona (SEK), and Russian ruble (RUB) indicates a diverse and interconnected global 

currency market, where both developed and emerging economies participate in international 

trade and financial flows. 

International financial centers constitute the geographical loci of global currency market 

operations, performing essential functions: foreign trade settlement, exchange rate regulation, 

participant currency asset diversification, currency risk hedging (insurance), and profit 

generation through exchange rate differentials. The Forex market is the largest financial market 

in the world by daily trading volume, with thousands of participants—banks, brokerage firms, 

investment funds, financial and insurance companies—operating continuously through 

satellite-connected computer systems. 
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Conclusions and Recommendations 

This comprehensive analysis of international financial center theory and history yields several 

significant conclusions. 

First, the theoretical conceptualization of international financial centers has evolved 

substantially over the past century, progressing from descriptive accounts of prominent world 

cities through increasingly sophisticated hierarchical, functional, and network-based 

frameworks. This theoretical evolution reflects both the changing character of international 

finance itself and the development of more refined analytical tools for understanding urban-

economic phenomena. 

Second, historical analysis reveals that international financial centers have existed for 

centuries, with the Italian city-states of Florence, Venice, and Genoa establishing sophisticated 

financial systems as early as the thirteenth century. The subsequent migration of financial 

center status from Italy to Bruges, Antwerp, Amsterdam, London, and New York demonstrates 

that financial center dominance is neither permanent nor predetermined but rather reflects 

changing economic, political, and technological conditions. 

Third, successful international financial centers across different historical epochs share certain 

common characteristics: concentration of capital and financial expertise, liberal regulatory 

frameworks, advanced infrastructure (whether maritime, transportation, or 

telecommunications), political stability, and connectivity to broader economic networks. The 

specific manifestations of these characteristics vary across historical contexts, but their 

underlying importance remains constant. 

Fourth, international financial centers perform essential functions in the global economy: 

facilitating cross-border capital flows, enabling international trade, providing liquidity, 

managing risk, and serving as nodes in global financial networks. These functions have 

expanded and become more sophisticated over time, but their fundamental character has 

remained consistent. 

Fifth, the relationship between international financial centers and currency markets is 

particularly significant in the contemporary era, with IFCs serving as the geographical loci of 

global currency trading and performing essential functions in exchange rate determination, risk 

management, and international settlement. 

For scholars, this analysis suggests several directions for future research. First, more systematic 

comparative analysis of contemporary IFCs using standardized metrics would enable 

refinement of hierarchical classifications and network analyses. Second, historical case studies 

of individual IFCs would deepen understanding of the specific mechanisms through which 

financial centers emerge, develop, and occasionally decline. Third, analysis of the relationship 

between IFC development and national economic performance would illuminate the broader 

economic implications of financial center status. 

In conclusion, international financial centers represent one of the most significant institutional 

arrangements in the global economy, concentrating capital, expertise, and connectivity in ways 

that facilitate cross-border economic activity and enable global financial integration. 

Understanding their theoretical foundations and historical evolution is essential for both 

scholars seeking to comprehend the contemporary global economy and policymakers seeking 

to position their national economies within it. 



European Journal of Economics, Finance and Business Development 
ISSN (E): 2938-3633 
Volume 4, Issue 3, March - 2026 

44 

 

 

 

References 

1. Geddes, P. (1915). Cities in Evolution. London: Williams & Norgate. 

2. Gras, N.S.B. (1922). An Introduction to Economic History. New York: Harper. 

3. Hall, P. (1966). World Cities. New York: McGraw-Hill. 

4. Kindleberger, C. (1973). The formation of financial centers: A study in comparative 

economic history. Massachusetts Institute of Technology Working Paper No. 114. 

5. Braudel, F. (1979). Material Civilization, Economy, and Capitalism, 15th-18th Centuries. 

Paris: Armand Colin. 

6. Reed, H. (1981). The Preeminence of International Financial Centers. New York: Praeger. 

7. Friedmann, J., & Wolff, G. (1982). World city formation: An agenda for research and 

action. International Journal of Urban and Regional Research, 6(3), 309–344. 

8. Friedmann, J. (1986). The world city hypothesis. Development and Change, 17(1), 69–83. 

9. Castells, M. (1989). The Informational City: Information Technology, Economic 

Restructuring, and the Urban Regional Process. Oxford: Blackwell. 

10. Sassen, S. (1991). The Global City: New York, London, Tokyo. Princeton: Princeton 

University Press. 

11. Thrift, N. (1994). On the social and cultural determinants of international financial centres: 

The case of the City of London. In S. Corbridge, R.L. Martin, & N. Thrift (Eds.), Money, 

Power and Space (pp. 327-355). Oxford: Blackwell. 

12. www.bis.org – the official website of Bank for International Settlements 

 

http://www.bis.org/

