London Stock Exchange decline exposes deep flaws in UK growth model
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The London Stock Exchange (LSE), once the heart of global finance, is facing a profound decline that underscores broader structural issues within the British economy. Historically, London was unrivalled as a financial centre; in 1903, it was the world’s premier banker, with a stock exchange valued equally to New York and Paris combined. However, today the LSE is shrinking at its fastest rate since 2010, a trend signifying a shift away from London toward competing markets in Europe and the United States. Although the mining giant Glencore’s recent decision to retain its London listing offered a momentary boost, it does little to reverse the overarching pattern of companies abandoning the UK capital to seek capital elsewhere.
Glencore’s choice to reject a move to the US, after an extensive review concluded that a transatlantic listing would not enhance shareholder value, reflects the current fragility of London’s markets. This decision shines a spotlight on the broader challenges London faces amid declining market activity, fewer initial public offerings (IPOs), and falling company valuations. Yet major firms such as TUI and Just Eat Takeaway.com have already relocated their listings abroad, illustrating the persistent erosion of London’s financial appeal.
A particularly stark illustration of London’s diminished global role is evident in the mining sector. The city’s prominence as a hub for mining company listings has waned considerably, with London-listed mining stocks’ market capitalisation dropping from $322 billion in 2018 to $272 billion in 2024. This pales in comparison to the mining markets in Sydney, Toronto, and the US, each now exceeding $325 billion in value. Furthermore, the London Stock Exchange-listed miners have raised a mere $8 billion since 2020, far less than their Australian and Canadian counterparts.
Underlying the LSE’s woes is a deeper economic malaise characterised by low business investment and a flawed growth model in the UK. The traditional role of the stock exchange is to facilitate companies’ access to capital to invest in productivity-enhancing activities, fostering economic growth and shared prosperity through rising wages. However, recent decades have seen this model falter. British pension funds, once key investors in UK equities, have dramatically pulled back. In 1997, these funds allocated 53% of their assets to UK stocks; today, that figure has plummeted to just 6%, with many diverting their investments towards government bonds or the booming US tech sector.
This retreat has coincided with a shift in corporate behaviour. Instead of reinvesting profits to drive innovation and growth, many British companies have prioritised shareholder returns through dividends. Between 2000 and 2019, dividend payments increased nearly six times faster than real wages, effectively redistributing wealth upwards rather than facilitating broader economic prosperity. UK firms now spend less on research and development compared to their European peers, and dividend yields on UK shares are roughly double those on US stocks, highlighting a preference for rentierism over productive investment.
The consequences are tangible: British-listed firms are increasingly susceptible to foreign takeovers, while successful home-grown companies seek listings overseas to access more vibrant capital markets. A case in point is the semiconductor company Arm, valued at £24 billion when bought by Japan’s Softbank in 2016. Despite calls for it to list in London, Arm instead chose the US Nasdaq for its public offering, where its valuation has since soared to approximately £85 billion—most of which has benefited international investors.
Efforts to rejuvenate the London Stock Exchange have centred on proposals from political and business leaders. Rachel Reeves, shadow chancellor, advocates expanding stock ownership to encourage individuals to become portfolio managers, while the Confederation of British Industry (CBI) suggests tax incentives and relaxed bonus regulations. However, these measures hinge on deregulation and fail to tackle the fundamental challenges of low investment and a lopsided growth model. Industry voices argue that UK pension funds should be encouraged to invest more domestically, akin to the approach taken by Australian 'super funds,' which could provide a much-needed influx of capital into British businesses.
Nevertheless, the limited domestic equity holdings of UK pension schemes remain a concern. Studies show UK pensions allocate a mere 4.4% of assets to domestic equities, a figure well below the global average of 10.1%, and one of the lowest among major pension markets worldwide. This cautious stance on domestic investments is partly rooted in historical and regulatory shifts over the past few decades.
To reverse these trends, more assertive policy interventions are needed beyond pension fund incentives. Public investment and targeted support such as government-backed regional banks could drive funding toward startups and businesses outside London. Additionally, policy tools that compel firms to invest productively—such as taxes on share buybacks and mandating employee representation on corporate boards—have been proposed as ways to counteract the prevailing focus on short-term shareholder returns. However, implementing such measures would require a political vision and boldness that current government leadership appears unwilling or unable to provide.
The struggles of the London Stock Exchange are thus emblematic of a broader structural problem in the UK economy: a growth model skewed toward wealth extraction rather than sustainable investment and innovation. Without addressing these foundational issues, efforts to restore the stature of the LSE may only yield temporary reprieves rather than lasting revival.
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