
International Financia l Centres 

Economic development and the 
financial sector 
Introduction 

Many developin g countrie s ar e lookin g t o th e 
development o f a significant financial  secto r as a 
key t o economi c development . Thi s approac h 
has been stimulate d b y the increasin g globalisa -
tion o f financial  an d capita l market s resultin g 
from financial  an d economic liberalisation . 

Threats to development 
The expansion of global financial  market s has 

not bee n withou t it s problems . Ther e ha s bee n 
increased volatility of capital flows as money has 
moved from marke t t o market i n search of shor t 
term returns. This i s an issue that i s already con -
cerning Commonwealth governments . 

A comparable threa t comes from th e increas -
ing quantities of criminally derived and criminally 
controlled mone y flowing  throug h th e interna -
tional system . Thes e flows  d o no t necessaril y 
respond t o norma l economi c stimuli , movin g 
instead in response to changes in banking secrecy, 
or financial regulation. Such movements result in 
unpredictability and hence the instability of finan-
cial institutions through which the y occur . 

This instability should be of particular concern 
to thos e government s seekin g t o establis h o r 
develop thei r financial  sectors . Criminal mone y 
may flow rapidly int o ne w centres , providing a n 
illusion of success and a short term boost to nation-
al savings. They may equally flow away rapidly as 
conditions change, attracted by another centre, or 
merely moving to complicate detection . 

Combating instability 
Those government s tha t resis t th e temptatio n 
to soak up short term flows from mone y launder -

ing are likely to find themselves layin g the foun -
dations o f a  financia l secto r tha t ca n mak e a 
contribution t o th e econom y ove r th e longe r 
term. B y setting high standard s o f financial  reg -
ulation, an d b y introducin g effectiv e mone y 
laundering countermeasures , the y ar e likel y t o 
attract high quality financial  institutions , whic h 
will not only provide a  source of revenue direct -
ly, but whic h wil l contribute t o wider economi c 
development withi n th e country . 

While thi s poin t i s relevant t o al l countries , 
it i s particularl y crucia l t o thos e seekin g t o 
develop a s international financial  centres . 

The key feature of an internationa l 
financial centre 

Introduction 
For th e purpose s o f thi s paper , Internationa l 
Financial Centres (IFCs ) may be defined a s juris-
dictions which are seeking to achieve a significant 
proportion o f thei r economi c developmen t 
through attracting financial  service s activity. This 
activity i s primarily conducted o n behalf of non-
residents, an d ma y involv e specia l ta x conces -
sions or bank licensing arrangements t o cater fo r 
this "offshore" business. IFCs are often referre d t o 
as "Offshore Centres" , or as "Tax Havens" . 

The attractions of IFCs 
IFCs tend t o attrac t busines s throug h offerin g a 
range of financial  an d professional services , com-
bined wit h a n attractiv e ta x regime . No t al l 
centres offer al l services: some seek t o specialis e 
in particula r niches . Ke y element s i n IFC s 
include: 

favourable taxation . Thi s ma y involve : very 
low (eve n zero ) rate s of corporate an d 
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personal incom e ta x fo r al l or selecte d 
classes of companies an d individuals ; n o 
withholding ta x on ban k interes t o r 
corporate dividends ; and specia l 
arrangements with selected countrie s unde r 
dual-taxation treaties ; 

banking services. Bankin g operations ma y 
be established o n a  "managed basis " where a 
bank with a  physical presence i n th e 
jurisdiction manage s a  "booking operation" , 
accepting deposit s on behal f o f a branch o r 
subsidiary of another ban k whic h has n o 
physical presence. Deposits booked withi n 
the jurisdiction woul d be subject t o loca l 
tax and lega l requirements ; 

company formation and management. 
Special classes of corporate entitie s (ofte n 
known a s "International Busines s 
Companies" (IBCs ) o r "exemp t 
companies") may  be created, ofte n a t ver y 
short notice, within th e jurisdiction. Suc h 
companies would be able to hold asset s an d 
conduct financial  transactions . Disclosur e 
requirements ar e usually minimal fo r thes e 
companies, and the y are often exemp t fro m 
tax on any of their activities ; 

insurance. The ta x and regulator y structur e 
may be attractive t o insuranc e companies , 
particularly "captiv e insurers " - effectivel y 
separately incorporate d self - insuranc e 
schemes; 

trust business. Asse t protection trust s an d 
other simila r arrangements can b e 
established t o place asset s out of the reac h 
of lawsuits or similar demands. These may 
involve th e us e of IBCs as well as trusts; 

confidentiality. Commercia l an d financial 
confidentiality may  be enshrined i n statute , 
and subjec t t o criminal penalties , rathe r 
than remainin g a  matter o f Common Law . 

While al l thes e factor s ar e designe d t o assis t 
legitimate busines s activities , particularl y whe n 
those activitie s ar e commerciall y o r politicall y 
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sensitive, they may also prove to be attractive t o 
money launderer s seekin g t o hid e thei r illicitl y 
gained assets . Those countries seeking to develop 
as IFCs must therefor e b e careful t o deter crimi -
nal money , whil e stil l attractin g legitimat e 
international business . 

The competitiveness of ifcs 

Introduction 
Because the y loo k for business outside thei r ow n 
jurisdictions, IFCs are, to a greater or lesser degree, 
in competition wit h eac h other . Thi s i s particu-
larly true of centres within the same time zone: all 
Caribbean an d Caribbea n Ri m IFC s ar e effec -
tively competin g fo r busines s fro m th e Unite d 
States, Canada an d Lati n America . Pacifi c IFC s 
are competin g fo r busines s fro m Eas t Asi a an d 
Australasia. Some areas of IFC activity are not so 
dependent o n tim e zones, and IBC s in particula r 
may be used by customers worldwide . 

This high leve l of competition tend s to mak e 
individual IFC s reluctan t t o tak e an y ste p tha t 
might cause them to lose business to a rival centre. 
Past experience has demonstrated tha t changes in 
tax regimes, or political instability can cause very 
rapid outflows o f business. Indeed man y offshor e 
trusts are established i n such a way that the y ca n 
move to a new jurisdiction overnight , i n the fac e 
of any threa t t o their situation . 

Reputation 
Because o f the sensitivit y o f much IF C busines s 
to any threat, real or imagined, to their situation , 
IFCs mus t mov e carefull y i n introducin g ne w 
legislative o r regulator y positions . Howeve r th e 
business i s als o likel y t o b e sensitiv e t o an y 
scandal occurrin g withi n th e jurisdiction , espe -
cially i f it i s related t o the financial  sector . 

Several internationa l financial  centre s tha t 
have attracte d busines s throug h lo w regulator y 
standards an d minima l vettin g o f ban k licenc e 
applicants have subsequently suffered badl y fro m 
the collaps e o f financia l institutions , an d th e 
uncovering o f frau d an d mone y launderin g 
within thei r jurisdiction. Such centres have sub-



sequently foun d i t ver y difficult  t o re-establis h 
themselves as viable financial  centres . 

However, wher e reasonabl e standard s hav e 
been maintained , i t ha s bee n possibl e fo r som e 
IFCs to introduce progressively tighte r regulato -
ry requirements and money laundering legislatio n 
without losin g muc h business . Wha t littl e tha t 
has bee n los t ha s soo n bee n replace d b y new , 
higher qualit y business , attracte d b y th e highe r 
standards tha t hav e been introduced . 

Collective action 

The ke y to this success has often bee n a  collec-
tive recognitio n b y IFC s tha t highe r regulator y 
and legislativ e standard s ar e likel y t o hav e ne t 
overall benefits. This has led to collective action . 
The Caribbea n Financia l Actio n Tas k Forc e 
(CFATF) -  t o which 1 2 Commonwealth coun -
tries an d 6  Britis h Dependencie s belon g -  i s a 
good exampl e o f this . Th e CFAT F wa s estab -
lished a t a  Caribbean Dru g Mone y Launderin g 
Conference i n Aruba i n 1990 , and ha s gradual -
ly developed a s a  regiona l initiative , wit h ove r 
two doze n member s an d a  smal l secretariat . 
Members of CFATF have been prepared to move 
faster togethe r tha n an y individua l member s 
would probably have done separately . 

Another example of collective action has been 
the wor k o f th e Offshor e Grou p o f Bankin g 
Supervisors, which was originally established to act 
as a central point of contact between a number of 
IFCs an d th e Basl e Committee . Thi s groupin g 
has established a set of minimum standards for all 
its member s (includin g implementatio n o f th e 
FATF Recommendations), and has recently eval -
uated it s membership agains t thos e standards . 

As a n organisatio n containin g mos t o f th e 
established IFCs , the Commonwealth i s particu-
larly wel l place d t o tak e thi s exercis e further . 
The commendation b y Heads of Government o f 
the FATF Recommendations, and the agreemen t 
by both Law and Finance Ministers t o work col -
lectively t o comba t th e launderin g o f th e 
proceeds o f al l type s o f serious crim e provide s a 
basis fo r co-ordinate d progres s amon g al l 
Commonwealth countries . 

MONEY LAUNDERING : KE Y ISSUE S AND POSSIBL E ACTIO N 3 3 

Issues for discussion 

What obstacles exist to collective action to 
introduce mone y laundering legislation ? 
What rol e ca n Commonwealth Financ e 
Ministers pla y i n encouraging Common-
wealth an d non - Commonwealth IFC s to 
introduce effective regimes? 

Regulatory standards 

Introduction 

The rol e of the regulator y authority i s critical t o 
the succes s o f an IFC . The regulator y authority , 
in conjunction wit h the government, mus t main-
tain sufficientl y stric t authorisatio n criteri a t o 
keep awa y unsound financial  institutions , whil e 
attracting a  sufficien t numbe r o f high-qualit y 
applications t o maintai n a  viabl e sector . Whil e 
the individua l reputatio n o f eac h IF C play s a 
major par t i n th e secon d criterion , i t i s th e 
determination an d skil l of the regulatory author -
ity that ensure s success with th e first  criterion . 

Conflicts of interes t 

The bigges t problem for regulatory authorities is 
the possibilit y o f conflict s o f interes t arisin g 
between th e promotio n o f th e financial  secto r 
and it s regulation . Thi s ca n b e exacerbate d b y 
political involvemen t i n financial  institution s o r 
overambitious target s for growth o f the sector . 

Such conflict s o f interes t canno t alway s b e 
avoided, bu t the y ca n b e addressed i n a  numbe r 
of ways. These include : 

the separation o f responsibility fo r regulatio n 
and promotio n a s far as this is possible; 

prohibition o f any active involvemen t b y 
serving members of the government i n th e 
running o f financial  institutions ; an d 

the ful l declaratio n o f any interest s i n a 
decision b y all those with an y responsibilit y 
for it . 



Relationships with overseas authorities 

By their nature , regulator s i n IFC s ar e likel y t o 
have frequen t contac t wit h regulator s i n othe r 
jurisdictions, seekin g legitimat e informatio n 
about th e activitie s o f financial  institutions . A t 
the sam e tim e the y ma y wel l b e subjec t t o 
"fishing expeditions " conducte d b y foreig n 
revenue authorities , seekin g informatio n o n 
which t o develop a  case agains t a  suspected ta x 
evader. I t i s importan t tha t th e mean s exis t t o 
offer suitabl e co-operatio n i n bot h cases , whil e 
not breaching confidentiality b y responding inap-
propriately. 

One o f the mos t effectiv e way s o f achievin g 
this i s throug h th e negotiatio n o f mutua l lega l 
assistance treatie s (MLATs) , or , les s formally , 
MoUs, wit h thos e jurisdiction s tha t mos t fre -
quently mak e request s fo r assistance . Thes e 
agreements can specify th e circumstances unde r 
which a request for assistance will be considered , 
the nature o f assistance tha t migh t b e provided , 
and any restrictions tha t migh t be placed on th e 
onward transmissio n o f information . 

Issues for discussion 

What steps can be taken to ensure that reg-
ulatory standards are maintained in IFCs in 
the light of increasing international com-
petition? How can these high standards be 
presented in a way that will attract sound 
business while deterring illicit funds? 

Confidentiality legislatio n 

Introduction 

A feature o f many IFCs (and of some other juris-
dictions) i s the adoptio n o f a  statutory basi s fo r 
financial an d commercia l confidentiality . Suc h 
legislation i s often introduce d t o reassure poten -
tial investor s tha t thei r legitimat e righ t t o 
confidentiality wil l be respected. I t i s particular-
ly attractiv e t o thos e wh o conside r tha t thei r 
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domestic right s t o confidentialit y hav e bee n 
undermined fo r any reason, such as a hostile an d 
confiscatory government , o r corruptio n withi n 
the domesti c financial  system . 

The possible grounds under the Common Law 
for overridin g confidentialit y ar e discusse d i n 
Part 3 . Unless specifi c accoun t i s taken o f thes e 
in framing suc h legislation , i t may end u p ham -
pering a n IF C fro m bein g abl e t o tak e actio n 
against criminals , an d particularl y mone y laun -
derers, operatin g withi n it s territory . Thi s 
situation can be tackled through the introductio n 
of appropriate legislativ e gateways . 

Gateways 

The purpose of gateways in confidentiality legis -
lation i s to establish strictly limited circumstance s 
under whic h confidentialit y ma y be overridden . 
These circumstances normally reflect those estab-
lished i n commo n la w b y th e Tournier  decisio n 
(discussed in Part 3 of this paper). The legislatio n 
sets out : 

to whom confidentia l informatio n may  be 
passed; 

the circumstance s unde r which thi s is 
permitted; an d 

restrictions o n th e onward passage of th e 
information. 

Most confidentiality legislatio n permits infor -
mation to be passed to the supervisory authoritie s 
to enabl e thos e authoritie s t o carr y ou t thei r 
proper functions. A n effectiv e anti-mone y laun -
dering regim e mus t als o permi t confidentia l 
information t o b e passe d t o th e authoritie s 
responsible fo r combatin g mone y launderin g 
where a n institutio n know s o r suspect s tha t a 
transaction i n which i t is involved relate s to th e 
proceeds o f crime . I t mus t als o permi t th e dis -
closure o f confidentia l informatio n t o la w 
enforcement agencie s investigating money laun -
dering cases , subjec t t o appropriat e judicia l 
procedures, such as the obtaining of a court order . 

Where th e transactio n involve s othe r juris -
dictions, i t i s important tha t i t i s permissible t o 



pass the appropriat e informatio n t o the authori -
ties in those other jurisdictions i f this is desirable. 
It is however possible to restrict the use that ma y 
be made o f tha t information . Informatio n t o b e 
used for criminal o r regulatory purpose s may , fo r 
instance b e passed subjec t t o th e provis o tha t i t 
cannot b e used for ta x purposes . 

Issues for discussion 

Where there exist s confidentiality legisla -
tion, t o wha t exten t d o Commonwealt h 
members envisage problems in introducing 
appropriate gateways? What steps can be 
taken to ensure that the correct balance is 
struck between the need to maintain con-
fidentiality and the need to tackle money 
laundering effectively and thoroughly? 

Practical issues 

Introduction 

The requirement s o f th e FAT F Recom -
mendations discusse d i n Par t II I ar e relevan t t o 
IFCs a s wel l a s t o othe r jurisdictions . Howeve r 
the internationa l natur e o f muc h IF C busines s 
makes th e practica l applicatio n o f som e o f th e 
Recommendations mor e complicated . 

Customer identificatio n 

Customer identificatio n ca n b e a  proble m fo r 
IFCs a s th e financial  institution s locate d ther e 
will usually never have face-to-face contac t wit h 
their customers. Indeed, where the financial  insti -
tution i s a  "managed bank" , o r simila r bookin g 
operation, suc h contact i s non-existent . 

In thes e circumstance s relianc e mus t b e 
placed o n financial  institution s an d intermedi -
aries wh o hav e actua l contac t wit h th e clients . 
Often thes e wil l b e par t o f th e sam e financial 
conglomerate as the local operation. Under thes e 
circumstances i t i s important t o ensure tha t th e 
overseas entitie s ar e subjec t t o effectiv e mone y 

laundering countermeasures . Wher e th e clien t 
contact i s through a n unrelate d intermediary , i t 
is importan t tha t th e intermediar y i s subject t o 
adequate regulation, and has itself been subject t o 
identification b y th e loca l financial  institution . 
Some of the trade associations involved i n inter -
national financial  busines s have introduced codes 
of practic e i n thi s area . On e exampl e i s th e 
Association of International Life Offices (AILO) , 
who recommen d a  very clea r "kno w you r inter -
mediary" approach . 

Record keepin g 

Record keepin g als o gives rise t o concerns . I t i s 
important tha t sufficien t informatio n i s hel d 
locally t o allo w th e reconstructio n o f transac -
tions. Thi s ma y wel l nee d t o includ e custome r 
identification evidence , or at least sufficient evi -
dence to link the transactions to the customer on 
whose behal f the y wer e conducted . Wher e 
"booking operations " ar e permitted , i t i s vita l 
that ther e i s sufficien t regulator y contro l t o 
ensure tha t a  perso n withi n th e loca l jurisdic -
tion -  fo r instanc e th e "managing " ban k -  i s 
answerable fo r th e transaction s pu t throug h th e 
booking operatio n i f mone y launderin g i s 
involved. 

Issues for discussion 

Do the special features of IFCs present any 
particular practical problems for the imple-
mentation of the FATF Recommendations? 
What steps can the regulatory authorities in 
IFCs take t o ensur e tha t adequat e anti -
money laundering controls are in place in 
financial institution s withou t a  physica l 
presence within their jurisdiction? 

Internal system s and control s 

While "managed" banks have littl e in the way of 
internal systems, it is important tha t the business 
conducted throug h the m i s subject t o th e sam e 
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level o f surveillance an d contro l a s any othe r Dependin g upo n th e term s o f th e relationshi p 
transactions. This responsibility mus t fal l upo n betwee n the two institutions the managing bank 
the managing bank responsible for the managed ma y in any case be responsible for the activities 
bank's operations . Thi s responsibilit y unde r o f the banks that i t manages. The term s of this 
money laundering legislation will tend to reflect relationshi p will , of course, be a  matter fo r th e 
the fiduciary duty owed by the managing bank. regulator y authorities. 
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