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ABSTRACT 

 

Based on the existing literature within the realm of Shadow Banking and the Financial 

Services Industry, this thesis addresses how domestic policy and international 

regulation/intervention in Bermuda, the Cayman Islands, and the British Virgin Islands affect local 

government finances. Where international standards demand coherence to a uniform set of rules, 

the rules governing this industry in each respective offshore financial center are anything but 

uniform. Most acutely, when it comes to local participation and the portion of government revenue 

and GDP that can be directly linked to financial services, there are large differences between the 

three case studies examined in this thesis. In calculating the portion of expenditures destined for 

financial assistance over the ten-year period of this thesis, we can make informed conclusions as 

to how these outflows relate to overall government expenditure, revenue, and GDP for each case 

study. 

Bermuda, for instance, takes in much less in financial services taxes, licenses, and fees as 

a portion of their overall government revenue than Cayman or BVI. Perhaps not uncoincidentally, 

Bermuda’s government expenditures have consistently been more than government revenues in 

the period from 2008 to 2017. Cayman, on the other hand, having implemented the Principles for 

Responsible Fiscal Management as required by the UK in 2009, went from operating in the red to 

finishing 2017 with revenues $100 million higher than expenditures. What is most certainly not a 



iv 

 

coincidence is that these Principles mandated a substantial increase in government revenues – 

largely funded by significant increases in financial services licensing fees, which played an integral 

part in the Cayman government’s ability to balance its budget over this period. If Cayman’s 

experience is illustrative of one thing, it’s that reputation, prestige, and capacity to provide 

professional services may well outweigh a not inconsequential rate increase. For an industry that 

deals in the trillions of dollars, the higher cost of doing business in Cayman has not resulted in a 

mass exodus of clients to the next lowest bidder. 

  Using Cayman as the counterfactual that improved its financial situation, this thesis 

highlights paths by which Bermuda and BVI could similarly improve regulation of such a vital 

industry. Also, in looking at financial assistance levels between the three, this thesis assesses how 

each has attempted to redistribute some of the wealth flowing from an industry that arguably 

contributes to rising levels of inequality both at home and abroad. Finally, this thesis addresses the 

question of sovereignty as it relates to a government’s inability to regulate financial flows within 

its territorial confines and in light of Britain’s intervention in Cayman (and nonintervention in 

Bermuda). 
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INTRODUCTION 

 

The 2008 Financial Crisis exposed weaknesses and blind spots in our global financial 

system. The fiscal collapse affected governments, corporations and individuals of all sizes; it also 

revealed a world of underground monetary practices yet to be named: Shadow Banking.1 While 

Shadow Banking was a newly coined term, that which facilitated its creation – the Financial 

Services Industry – is much older and well-established. Through Offshore Financial Centers, 

Secrecy Jurisdictions, and Tax Havens, SB and FSI combine to channel staggering sums of money 

across borders with virtual impunity from taxation by home countries.2 This is not to say that these 

mechanisms caused the 2008 Financial Crisis, rather, this crisis brought into focus a larger issue 

of which the global financial meltdown was only a symptom: the sequestering of large sums of 

money in financial systems outside the legal scope of the world’s largest national and international 

actors. Not only do these practices deplete government coffers of much needed resources to fund 

social services and infrastructure improvements, they also call into question the idea of 

‘sovereignty’ as expounded upon in writings by Thomas Hobbes, Max Weber, and Peter Evans.3 

To describe the tax maneuvering activities of the rich individuals and corporations as simply 

finding and exploiting loopholes in the existing tax system would do a disservice to the highly 

complex industry that facilitates these practices. When examining how SB and FSI function, it is 

clear that political capture by the elite echelons of society has created a separate monetary system 

 
1Kodres, Laura E. “What Is Shadow Banking? - Back to Basics - Finance & Development, June 2013.” Finance and 

Development, IMF, June 2013, Accessed 28 Sept. 2017 
2About half of the global stock of money passes through offshore jurisdictions, which is equivalent to about one-
third of all global foreign direct investment (FDI). 

Nesvetailova, Anastasia, and Ronen Palan. “Offshore Finance and Shadow Banking: Regulation of the Dark Corners 

of the Financial System.” Banking & Financial Services Policy Report, May 2014, pp. 19–30 
3 It should be acknowledged that the conception of sovereignty used in this thesis was informed by the theories of 

Weber, Hobbes, and Evans as opposed to being strictly interpreted via the definitions of sovereignty that these 

authors lay out in their writings. 
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for those with enormous sums of money. As this thesis will explain, the history of SB stems from 

the efforts of officials in the City of London in the 1950s. While the sovereignty of nations is an 

important aspect of current society, no effective solution to the negative externalities emanating 

from SB will be complete without a thorough questioning of the moral, if not legal, standing of 

practices that allow for systems such as these to flourish.  

When considering the concrete and existential threats that the Shadow Banking system 

holds to our definition of the democratic state, it can be easy to forget that there is another side to 

this discussion. While individuals and corporations use OFCs to avoid taxation and obscure true 

beneficial ownership, thus sapping money from their home governments, those countries and 

territories that offer financial services are powering their local economies through the taxation of 

many of these very same services.4 It is undeniable that the SB system needs to be dealt with, yet 

there are populations that are wholly reliant on the jobs and associated incomes of the financial 

services industry. Proposed regulation of this sector can threaten livelihoods and government 

budgets alike.  

Ironically, while FSI threatens the sovereignty of affected countries, many of the most 

important cogs in this system are not sovereign nations. The Cayman Islands, the British Virgin 

Islands and Bermuda, ranked number 3, 16 and 36 in terms of financial secrecy and 3, 2 and 1 in 

terms of facilitating corporate tax dodging, according to the Tax Justice Network, are all Overseas 

 
4 It is important to note in the beginning of this thesis that SB and FSI are not one and the same. SB is confined to 

banking and its related markets while there are niche sectors within FSI, such as captive insurance and reinsurance, 

that are not involved in SB. However, many of the same characteristics of FSI that enable SB to thrive (or cause 

damage to society on a global scale) are integral to the success, and subsequent negative externalities, of unrelated 

sectors, and therefore merit attention and analysis. 
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Territories of the United Kingdom and therefore are not sovereign states.5,6 Each territory holds a 

unique relationship with Britain that determines the autonomy of the local government and while 

most decisions are left to the islands, the UK has final say, directly or indirectly, on just about 

everything. These varying levels of control and attention by Britain lead to disparate outcomes in 

how each secrecy jurisdiction shapes its policies, advertises itself to clients and finds its niche 

within the broad realm of FSI. In turn, the ability of these territories to adapt and market themselves 

has a profound influence on government finances and how each government is able to serve its 

constituents. 

Like much of the rest of the world, I first learned about Shadow Banking, and the broader 

domain of FSI, through the release of the Panama Papers. The scale of this system shocked me. 

As I read more about the ways in which individuals and corporations leveraged their privileged 

positions in this system to both finance illegal activities and avoid paying taxes, the outsized role 

that this system had on our economic system and the implications for the future, if left unchecked, 

began to come into focus. In the years since the publication of the Panama Papers, countless 

investigations and studies have turned up numerous instances of illegal or questionable activity 

and real progress has been made in punishing offenders and repatriating hidden assets. As avidly 

as I followed these new findings and sentences, there seemed to be a side of the story missing. 

While listening to a podcast by the Tax Justice Network, I discovered a Bermudan economist 

named Robert Stubbs, who, among other things, was working to understand how the finances of 

the Bermuda Government could be in such a poor state despite the income from their financial 

 
5 "Financial Secrecy Index - 2018 Results." Financial Secrecy Index. Accessed April 19, 2019.  
6 "Corporate Tax Haven Index - 2019 Results." Corporate Tax Haven Index 2019. 2019. Accessed June 07, 2019. 

https://corporatetaxhavenindex.org/introduction/cthi-2019-results. 
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services industry. Through our discussions, I too became curious as to why Bermuda was 

struggling while other overseas territories, such as the Cayman Islands and British Virgin Islands, 

had more favorable experiences when it came to the taxation of their financial services industry. 

This thesis for the Master of Arts in Development Management & Policy for the 

Department of Government at Georgetown University and Department of Politics and Government 

at the Universidad Nacional de General San Martín, contributes to the growing field of literature 

and research surrounding Shadow Banking and the Financial Services Industry through the use of 

Offshore Financial Centers. In particular, this thesis will examine the policy decisions made by 

three Overseas Territories: Bermuda, the Cayman Islands and the British Virgin Islands, and the 

role of Britain in each of these territories. Quantitatively, this thesis will look at the proportion of 

government finances derived from the financial services sector and draw conclusions as to how 

policy formation in each case study has led each to their respective present-day situation. It should 

be noted that due to the nature of this subject, data and information are often incomplete and subject 

to revision. However, with the work that has already been done by the Tax Justice Network, 

International Consortium of Investigative Journalists and others, there is sufficient information to 

draw informed conclusions and suggest ways forward that can improve the livelihoods of residents 

in these much-maligned locales.   

1.1 Problem and Objectives of the Study 

Based on the existing literature within the realm of Shadow Banking and the Financial 

Services Industry, this thesis addresses how domestic policy and international 

regulation/intervention in Bermuda, the Cayman Islands and the British Virgin Islands affect local 

government finances. As each territory focuses on different or multiple facets within FSI and/or 

SB, their regulatory systems are unique. However, the collection of revenues is somewhat similar 
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in that each relies on taxes and licensing fees associated with the industry. In addition to proposing 

policy action that each could take to improve its economic circumstances, an analysis of Britain’s 

influence on each will shed light as to why each case study finds itself in its current situation and 

examine the idea of sovereignty. I derive a concept of sovereignty around the writings of Thomas 

Hobbes, Max Weber, and Peter Evans. State sovereignty, and the political legitimacy conferred by 

the democratic processes behind government power, mandate that a government has the right to 

maintain the State and the integrity of its borders. If a government is unable to accomplish the 

duties for which it was elected, its legitimacy as a sovereign power could be in doubt. Furthermore, 

if publicly elected officials, implicitly or explicitly, permit the deepening of a system that saps 

resources from their fellow citizens, there should be a thorough questioning of the loyalties of said 

officials.  

To contrast the unique contingent development that countries and territories participating 

in FSI may pursue, this thesis explores the history and current-day practices of three offshore 

financial centers: The Cayman Islands, Bermuda and The British Virgin Islands. While all three 

are UK Overseas Territories, they have varying degrees of self-governance granted by the Crown 

and have instituted different rules concerning the taxation and regulation of their dominant 

industry. These rules have led to disparate outcomes in terms of the ability of each of these 

territories to provide the basic tenets of government to their populations. Certainly, the idea of 

sovereignty has a large asterisk next to it when talking about overseas territories – and the role of 

the UK and its own political legitimacy in creating financial rules for its territories can and will be 

analyzed – yet each of these territories’ local governments are democratically elected and hold 
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most of the power when it comes to the formation of local laws. Why and how this level of control 

varies from territory to territory will also be explored. 

Central to the good governance of a country is the ability to collect taxes and then use these 

revenues to create a greater social benefit than any one citizen would be able to accomplish 

individually with the funds contributed through taxes. When the wealthiest, be it corporations or 

individuals, with the greatest ability to aid in the well-being of their fellow citizens, evade their 

fiscal responsibility through the use of tax havens, it threatens a States legitimate monopoly on 

force, or in this case enforcement, in both the collection of taxes and the provision of social welfare 

through government resources. When I refer to the negative effect on social benefits, I am referring 

to the lost tax revenues that the financial services industry and shadow banking create through lost 

tax revenues and increased financial instability.  

As the term SB was coined in 2008, a temporal timeframe of 2008 to 2017 seems fitting. 

As the background of SB shows, these practices began long before they were termed as such, yet 

with the increasing use of international financial flows, both licit and illicit, delving too far into 

the past does not provide a more comprehensive perspective, particularly with the rapidly changing 

landscape of FSI and its corresponding international regulations. Further, due to the nature of the 

financial flows associated with SB and the historically opaque nature of OFCs, information on this 

topic can be hard to find. This subject returned to the international spotlight a few years ago when 

the International Consortium of Investigative Journalists (ICIJ) released their findings in the 

Panama Papers, which brought to light the unlawful actions of a Panamanian law firm, Mossack 

Fonseca, in aiding their clients tax evasion efforts. The Panama Papers, and the leaks before and 

after them, have served as a jolt to countries and international organizations around the world as 



7 

 

to the scope and severity of the problem. With these releases come information about these 

practices and there have been further discoveries due to more strict regulations on the transparency 

of financial flows. Indeed, due to this exposure, or the fear of future exposure, a select few 

individuals have chosen to pay their back taxes or resign from their positions in admission of their 

previous illegal behavior.  

Each OFC is unique in that jurisdictions possess national legal systems that have evolved 

to favor certain commercial activity within FSI. Therefore, I chose three case studies that occupy 

prominent offshore positions within the financial services industry to compare and contrast. As the 

case with the most pronounced negative externalities in the form of persistent fiscal challenges 

and long-term economic hardship, for distinct reasons and with distinct results, Bermuda will be 

analyzed. On the other hand, while the British Virgin Islands and the Cayman Islands are well-

known for their roles as tax havens, Cayman has instituted fiscal changes over the past ten years 

that improved the state of their government finances – what is done with these increased 

government revenues is another question. Likewise, BVI relies heavily on FSI for their 

government revenues and has adopted an increasingly aggressive stance when it comes to outside 

attempts to influence regulation. 

While this thesis will examine the ideas of political sovereignty and legitimacy in light of 

recent developments within OFCs and FSI, the ability to connect policy decisions to their real-

world effects serves to expose in greater detail the externalities created by these financial practices.  

1.2 Research Questions 

Based on the existing literature, this thesis addressed the role of Britain in the formation of 

offshore financial centers in Bermuda, the Cayman Islands and the British Virgin Islands and 

examine the extent to which the financial services industry in each of these territories contributes 
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or detracts to/from the well-being of the local population. The focus of this thesis will be to address 

the following research question: What benefits and/or costs do local populations encounter due to 

the presence of a financial services industry that dominates the economy? And corollary to this 

question: What lessons can be taken from Cayman’s adoption of the Principles of Fiscal 

Responsibility over this period, which significantly improved their government finances? To 

answer these questions, the following secondary questions should be considered to create a more 

complete frame of reference: 

➢ What portion of government finances comes from the taxation of services directly 

associated with and paid for by the financial services industry? How are these revenues 

used in terms of local populations? 

➢ What portion of government expenditures are used to support the most vulnerable 

segments of society? 

➢ How are these Overseas Territories preparing the local populations for successful 

careers in such an important business sector? 

➢ Why does Britain hold Overseas Territories to different standards when it comes to 

economic oversight and local government finances? 

1.3 Hypothesis 

This work proposed the following hypothesis: The historic and ongoing interventions by 

Britain in local government finances and the financial services industry has had a profound effect 

on the current-day outcomes of each Overseas Territory. Further, the greater the importance Britain 

places on a territory correlates with more favorable outcomes. Locally, the greater investment a 

territorial government places in the education and training of the local population in preparation 

for careers in the financial services industry correlates to greater buy-in by local populations and 
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better economic results in regard to government finances. Additionally, higher rates of taxation of 

FSI leads to more favorable local outcomes via healthier government finances with the potential 

to devote comparatively larger amounts of government expenditure to the most vulnerable 

segments of society. 

1.4 Methodology  

In order to carry out this investigation, both primary and secondary source documents as 

well as informal, semi-structured interviews were consulted and utilized. Close reading and review 

of the existing literature that focuses on Shadow Banking and the financial services industry as 

well as literature and reports on each respective case study were thoroughly researched and 

explored to provide context for this project. The aforementioned reports include budget statements 

released by the governments of these Overseas Territories as well as reports conducted by 

independent financial review panels, non-governmental and international organizations. 

 Likewise, review of the prevailing literature on the idea of sovereignty provides a solid 

theoretical framework from which I base my conclusions on both the ramifications of FSI and the 

ability/inability of the chosen Overseas Territories to govern themselves and create effective 

policy. While the hypotheses and questions of this thesis are focused on the selected case studies, 

a thorough overview of FSI is necessary to provide context and explain the issue.  

 Reinforcing the selection of Bermuda, Cayman and BVI as relevant case studies is the 

presence of these Overseas Territories in both the Financial Secrecy Index and Corporate Tax 

Haven Index. Endemic to the nature of the financial services industry, exact quantities of assets 

and flows are unknown or so fluid as to not be accurate by the time of publication. However, the 

case studies explored in this thesis occupy the top three positions in the Corporate Tax Haven 

Index and therefore merit further investigation.  
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Chapter 1: Essential Considerations 

 

Like any highly complex subject, the financial services industry, and the externalities 

associated with it, is a multifaceted issue, which can invoke a variety of value judgements. 

Depending on the view of the stakeholder, SB, individual tax evasion, and largely by the book 

corporate tax avoidance may be thought of as a breakdown of our democratic system, a logical 

evolution of our financial industry within a capitalist system, a promising new frontier of 

international finance, or anything in between. Before delving into a more detailed analysis of the 

industry in relation to our selected case studies, Chapter 1 will lay out some pertinent focal points 

by which to ground oneself while reading this thesis. 

Considering the ongoing Brexit talks and our case studies’ dependence, as OTs of the UK, 

on Britain as their protector and ultimate sovereign power when it comes to their functions both 

as tax havens and dependent territories, a few lines should be devoted to potential impacts should 

Britain exit the EU. As Van Fossen pointed out when speaking of the perceived notion that Pacific 

offshore centers were unfairly targeted by the FATF blacklist: “The United Kingdom insisted that 

Bermuda, the British Virgin Islands, Gibraltar, Guernsey, the Isle of Man, and Jersey not be 

included, but it had to concede the Cayman Islands (which was listed in June 2000 but later 

removed from the blacklist in June 2001).7 Britain’s role as a main player in the EU system 

afforded certain protections to its OTs that they may no longer possess. As such, Peretz et al. 

discuss the implications of Britain’s exit from the UK in their latest Fiscal Responsibility Panel 

review for Bermuda. They state that while Bermuda is responsible for its own trade policy, it is 

possible that, “Bermuda may find it more difficult to make its case in Brussels,” without the 

 
7 Fossen, Anthony Van. "Norfolk Island and Its Tax Haven." Australian Journal of Politics and History48, no. 2 

(2002): 210-25. Accessed June 25, 2019. doi:10.1111/1467-8497.00259. 
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protective shield provided by the UK.8 This argument holds true for Cayman and BVI as well. 

However, as will be discussed in more depth in Chapter 2, the global sentiment towards SB is 

changing at a rapid pace and any cover that the UK could have given its OTs as a member of the 

EU would likely be no match for the global pressures demanding that MNCs using FSI prove 

economic substance in the havens where they are incorporated if they want to continue claiming 

large portions of their taxable income in these locales.9 

 Since the 2008 Financial Crisis and subsequent revelations of the use of OFCs to illicitly 

funnel money – prime examples being the Panama Papers and the Odebrecht Scandal – there has 

been more progress toward regulating SB and FSI than previously seen. Recent strides should not 

be taken for granted and true change could be on the horizon. However, it bears mentioning that 

before 2008, there was little to no enforcement of SB and attempts to regulate this industry were 

met with little true political will for change and stiff resistance by those with a vested interest in 

maintaining the status quo. As the below graph shows, in 2005 there were a total of two successful 

prosecutions of suspicious financial activity in Cayman, Bermuda, and BVI combined.10 From 

1997 to the writing of Palan et al.’s paper in 2013, the Cayman Islands had a total of five successful 

prosecutions of money laundering.11 Similarly, steps taken by French tax officials from 2016 

 
8 Bermuda. 2018 Annual Assessment David Peretz, Peter Heller, and Jonathan Portes. November 2018. Accessed 

May 29, 2019. https://www.gov.bm/sites/default/files/Bermuda Fiscal Responsibility Panel 2018 Annual 
Assessment.pdf. 
9 To be clear, this last assumption is solely my own and is informed by careful reading and study of the evolution of 

SB and the global communities’ response. 
10 Palan, Ronen, Christian Chavagneux, and Richard Murphy. Tax Havens: How Globalization Really Works. Ithaca, 

NY: Cornell University Press, 2013. 
11 Ibid 
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onward in response to irregularities revealed by the Panama Papers have resulted in 196 requests 

for BVI’s assistance with 176 remaining unanswered.12 

Table 1: Level of Monitoring and Investigation of Suspicious Activity 

 

 
Source: Palan, Ronen, Christian Chavagneux, and Richard Murphy. 

 

Considering that these three jurisdictions occupy the top three spots in terms of corporate 

tax avoidance and evasion, it is evident that there is a disconnect between the acknowledged 

negative externalities of FSI and legal efforts to prosecute the illicit uses of this industry. 

Therefore, while current initiatives to tamp down on the use of OFCs for tax purposes should be 

supported, new regulations are just the beginning. Follow-through and sufficient resources are just 

as important to ensure that the desired effects are realized. In the face of the financial resources at 

the disposal of MNCs and the constant innovations of accountants, true regulation of this industry 

will be challenging. 

 Another important aspect of financial services to keep in mind while reading this thesis is 

that OFCs are not solely small island nations and, in fact, the United States and the United 

 
12 Bowers, Simon. “Cayman Signals Willingness to Abandon Corporate Secrecy – But Not Yet.” ICIJ. International 

Consortium of Investigative Journalists, October 10, 2019.  
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Kingdom would be considered the two largest OFCs if all US states and UK OTs and CDs were 

considered together. The role of the UK will be explored in detail in Chapter 3 as the focus of this 

thesis is on three of Britain’s leading OFC Ots. Much of the attention fixates on the prototypical 

small island nation when the countries ultimately responsible for much of the decision-making  are 

some of the largest economies in the world. Indeed, as Deneault pointed out in 2010, “Delaware 

behaves like any other tax haven. It guarantees banking secrecy and minimal or zero tax rates to 

foreign investors.”13 Using estimates from three different sources that put the total value of external 

assets booked in Delaware in 2014 at US$5 trillion, Delaware would be the ninth most intensive 

OFC based on a measure put together by Fichtner.14 While Fichtner’s measure may not be as robust 

as the methodology used by TJN, it is useful to roughly estimate how intensively and completely 

reliant a haven’s economy is on FSI. This measure operates by “setting the aggregated amount of 

external capital booked in a jurisdiction in relation to the size of its domestic economy, we get a 

ratio that expresses the strength with which the particular jurisdiction has acted as a magnet for 

foreign capital.”15 As the ninth most intensive OFC based on this measure – Delaware – one of 

many US states operating as an OFC, slots in right behind Anguilla – or, in other words, one of 

those stereotypical island nation OFCs. 

Not only are there numerous US states that high-income individuals and MNCs can choose 

from in the pursuit of lower taxes, but it is incredibly easy to create the shell corporations necessary 

to engage in this behavior. In fact, according to a study released in March 2019 by Global Financial 

Integrity, it is easier to form an anonymous company than it is to register for a library card. It may 

 
13 Deneault, Alain. Offshore: Tax Havens and the Rule of Global Crime. New York, NY: New Press, 2011. 
14 Jan Fichtner The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign Capital. City Political 

Economy Research Centre. Cityperc@city.ac.uk. February 2015. Accessed May 23, 2019. 
15 Ibid 
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seem counterintuitive, but for all US states, the nonprofit found that “the applicant must be the 

person who will ultimately be controlling/using the card, and a significant amount of identifying 

information must be provided by the person to the state in order to obtain the library card.” On the 

other hand, to form a company in any state in the US, “it is not necessary to identify or provide 

any information about the person(s) who will ultimately be controlling the company. In some cases 

it isn’t even necessary to provide information about who will be managing the company and, where 

some information about managers (i.e. officers or directors) is required, it is very limited.”16 Such 

lax requirements for company incorporation are not confined to the US, rather this is more 

indicative of global standards within the realm of SB.  

The last essential consideration to keep in mind is the disconnect between two commonly 

used economic measures of success at the country and individual level – Gross Domestic Product 

(GDP) per capita and Foreign Direct Investment (FDI) – and their real-world implications when it 

comes to the three OFCs studied in this thesis. According to CIA World Factbook GDP per capita 

rankings by country, Bermuda, Cayman, and BVI occupy the sixth, fortieth, and fifty-ninth spots, 

respectively. For reference the US and the UK clock in at nineteenth and thirty-ninth, 

respectively.17 Using the most extreme example of the three, one could look at Bermuda and 

assume that the local population’s standard of living was one of the highest in the world. What this 

figure obscures, when taken by itself, and magnifies, when context is added, is that there are 

incredibly high levels of inequality in Bermuda. High salaries at the managerial level – often 

 
16 "The Library Card Project: The Ease of Forming Anonymous Companies in the United States « Global Financial 

Integrity." Global Financial Integrity. March 21, 2019. Accessed June 27, 2019. https://gfintegrity.org/report/the-

library-card-project/. 
17 "COUNTRY COMPARISON: GDP - PER CAPITA (PPP)." The World Factbook. Accessed June 27, 2019. 

https://www.cia.gov/library/publications/the-world-factbook/rankorder/2004rank.html. 
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occupied by expatriate workers – are offset by lower salaries for entry-level and service positions 

that have not kept pace with price increases on the island. Bermuda is the most extreme example 

of our three case studies and steps that Cayman and BVI have taken in the last ten years have 

alleviated some of the inequality and government revenue issues that Bermuda still faces, as will 

be shown in some of the following graphs. Bermuda would do well to mirror some of the steps 

taken by its fellow OTs to improve government revenues deriving from FSI. Using data from the 

Bermuda Department of Statistics, Stubbs provides a visual representation of this process from 

2000 to 2016: 

Table 2: Favored Professions in Bermuda’s Financialization 2000-2016 

 

 
Source: Fowler, Naomi. "Bermuda: Inequality and Poverty in UK Overseas Territory." 

 

In addition to these lower paid positions losing around fifteen percent of their purchasing power, 

Bermuda’s tax system is quite regressive, and a shockingly small amount of revenue derives from 

FSI in comparison to Cayman and BVI. As shown below, the lowest income group ends up paying 

the largest proportion of their revenues in taxes while the richest pay almost fifty percent less.  
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Table 3: Incidence of Bermuda Tax Revenues by Category and Income Group 

 

 
Source: Fowler, Naomi. “Inequality and the Consequences: How Much Is Too Much?” 

 

The two largest sectors that provided government revenue in 2015/16 are Payroll Tax (37.8%) and 

Customs Duties (20.7%). Corporate Service Tax, Work Permits, Aircraft and Shipping Registry, 

International and Local Licenses and Fees, and Stamp Duties – all areas related to FSI – make up 

only fourteen and a half percent of government revenues. 

 
Figure 1: Bermuda Government Revenues 2015/2016 

Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 
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For comparison’s sake, Stubbs provides graphs that show the how Cayman and BVI have 

followed a drastically different path to bolster their government coffers and have much healthier 

government finances to show for it. 

Table 4: BVI Incorporation Fees as a Share of Total Government Revenue 

 

 
Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 

 

 
Figure 2: Cayman Government Revenues by Type 2013/2014 

Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 
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Even as the Bermudan financial sector has grown considerably as a share of total GDP, the taxes 

levied upon this industry have hardly changed while other jurisdictions such as Cayman receive 

much larger portions of their revenue via licenses, fees, and permits associated with FSI. Chapter 

4 will discuss these differential policies and outcomes in detail through an examination of 

government finances from 2008-2017 in each case study. 

Table 5: Revenues as a Share of Total Government Revenues 

 
Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 

 

Table 6: Relative Growth of Bermuda International Company Fees versus Financial Sector Share of Total 

Gross Domestic Product 

 

 
Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 
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Predictably, Bermuda’s government revenues have worsened while Cayman and BVI improved 

their debt to GDP ratios in the same time period. 

Table 7: Change in Government Revenues 2007-2014 

 

 
Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 

 

While GDP is not an optimal measurement for assessing individual-level prosperity within 

a broader society, it can be a useful descriptor for the overall economic performance of a country. 

However, when it comes to Cayman and BVI, measures of gross domestic product are artificially 

inflated due to the actions taken by MNCs to lower the tax burden in their home countries. MNCs 

attempt to claim most, if not all, of their profits through their tax haven subsidiaries to take 

advantage of the low or nonexistent corporate tax rates that make OFCs so appealing to tax 

dodgers. By reporting this profit in the OFC, GDP measures increase even though there is not a 

proportional knock-on effect that true economic activity would generate. The TJN, recognizing 

this disparity, use GNI, or Gross National Income, to measure economic performance as this 
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measure does not account for the profit-shifting practices of MNCs. For example, Ireland, which 

ranks eleventh on the CTHI, had a GDP of €81 billion at the end of 2018 while its GNI was just 

€64 billion.18 Unfortunately, Cayman and BVI do not keep as robust data as Ireland. What we can 

surmise is that for OFCs like these two where the largest economic sector is FSI and there is not 

much else to offset its economic dominance, the inflationary effects on GDP from profit-shifting 

are even more pronounced. 

Like the shortcomings of GDP per capita in reference to OFCs, foreign direct investment 

(FDI) is a deceiving measure. For instance, the top source of FDI to Nigeria in 2011 was Bermuda. 

In the same vein, BVI: population 32,000, in 2011 was the source of more overseas investment 

than Canada, population: 34,000,000.19 As Damgaard et al. outline in a publication for the IMF, 

FDI is generally “perceived as long-term strategic and stable investment reflecting fundamental 

location decisions of multinational firms.” They continue by expounding on the benefits usually 

thought to spring up through the use of FDI, such as increases in “job creation, production, 

construction of new factories, and transfer of technology.”20 Obviously, something does not add 

up here. Inherent in the name, FDI is foreign DIRECT investment. Bermuda and BVI do not have 

local MNCs able to invest more than an enormous, economically diverse country such as Canada. 

In reality, the same corporations and individuals using OFCs to minimize their tax burden are often 

“Round-Tripping” by claiming their profits through a subsidiary or shell company and then 

 
18 "Corporate Tax Haven Index FAQ." Corporate Tax Haven Index. Accessed June 30, 2019. 

https://corporatetaxhavenindex.org/introduction/faq. 
19 "How Tax Havens Plunder the Poor." May 2013. Accessed June 30, 2019. 

https://www.actionaid.org.uk/sites/default/files/publications/how_tax_havens_plunder_the_poor_2.pdf. 
20 Damgaard, Jannick, Thomas Elkjaer, and Niels Johannesen. "Piercing the Veil: Inside the World of Global Tax 

Havens and Offshore Banking." Finance & Development. June 2018. Accessed June 30, 2019. 

https://www.imf.org/external/pubs/ft/fandd/2018/06/inside-the-world-of-global-tax-havens-and-offshore-

banking/damgaard.pdf. 
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reinvesting these untaxed profits back in the developed and developing world and claiming the 

concomitant tax breaks frequently granted to foreign investment, often in their home country. 

Below is a graphic illustration of how this was done in India: 

 
Figure 3: Example of Round-Tripping to Minimize Taxation 

Source: "How Tax Havens Plunder the Poor." 

 

Damgaard et al. estimate that about US$12 trillion – or around forty percent – of all FDI is 

completely artificial. Most of this FDI only passes through a handful of havens – the Netherlands, 

Luxembourg, Hong Kong SAR, the British Virgin Islands, Bermuda, the Cayman Islands, Ireland, 
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and Singapore comprise more than eighty-five percent of special purpose entities (SPEs) that are 

primarily used for this type of tax avoidance – making these locales the primary facilitators of a 

practice that contributes to growing levels of inequality all over the world, particularly in the 

developing world.21 In 2011, Barbados, Bermuda and BVI received 113 times more inward 

investment than their own GDPs.22 This inward investment was matched almost exactly by equal 

amounts of outward investment, minus the miniscule fee charged for the service. 

We have outlined the benefits derived from this practice by MNCs and high net-worth 

elites and we have touched upon the marginal benefits enjoyed by the OFCs that enable this 

process. The last, and most important piece of this puzzle is the effect on the developing world. 

Less regulation and resources for those working to limit this artificial FDI means that the use of 

SPEs and other similar investment vehicles are even higher. Damgaard et al. estimate that in 

emerging market economies such as India, China, and Brazil, “50 to 90 percent of outward foreign 

direct investment goes through a foreign entity with no economic substance,” while rates for 

advanced economies like the UK and the US are fifty to sixty percent. Estimates for the amount 

of money that India loses per year, solely due to this sort of artificial FDI, are around US$600 

million. ActionAid, a UK based nonprofit, puts the tax revenues lost by developing nations into 

human terms as it states: 

If developing countries lose the same proportion of their corporate tax revenue to tax 

avoidance and evasion as wealthy countries – almost certainly a conservative assumption 

– we calculate that recovering this foregone tax, even without adjusting any spending 

patterns, would raise government spending enough to reduce child deaths in the developing 

world by 230 children every day. 

 

 

 
21 Damgaard et al. 
22 "How Tax Havens Plunder the Poor." 
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The below graph shows the largest and smallest users of SPEs to mask FDI: 

 
Table 8: Foreign Direct Investment using Special Purpose Entities 

 

 
Source: Daamgard et al. 

 

To recap, the main topics touched upon in this chapter are: the Brexit negotiations and 

potential effects on the UK’s OTs; recent developments in the quest for stronger regulation and 

increased transparency; an important acknowledgement that OFCs are not always small island 

nations and the UK and US could be considered large players in FSI; key aspects to remember 

when considering GDP, GDP per capita and FDI in our case studies; a brief overview of 

government finances in our three case studies; and, some recent estimates of tax revenue lost to 
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these practices. Chapter 2 will open by recounting the beginnings of SB as a system to illustrate 

the interwoven nature of the UK and its OTs before expanding upon some of the recent efforts to 

control this opaque financial system. Before advancing to Chapter 3, the following chapter will 

close with a few sections dedicated to key terms, theories, ranking organizations, and examples 

of niche markets within FSI. 
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Chapter 2: Simplifying Complexity to Reveal Mutual Importance 

 

For a full appreciation of the shadow economy that runs both parallel to and through the 

one in which the rest of us function, this chapter will outline the inception of financial services as 

an industry and also define key terms and ideas. As the coming chapters examine the current 

position that each case study has taken within FSI and the role of the UK, the history and theory 

touched upon here will provide context and understanding. The reader will be able to better 

comprehend how things got to where they are today and the implications for the future if this 

system is left to its own devices. When the laws have been tailor-made to suit the interests of the 

rich and powerful, it is not enough to solely deem that which is outside the letter of the law 

immoral or illegal and that which is within acceptable. This chapter will end with a more detailed 

look at one of the dominant industries within FSI. While there are a multitude of niches within 

FSI, the captive insurance and reinsurance markets are largest in Cayman and Bermuda – two of 

our three case studies. Once we start to look at the numbers associated with this industry in our 

respective case studies in Chapter 3, this deeper understanding of the industry will lend weight 

and legitimacy to the urgent need for change on a territorial level and dispel some of the myths 

associated with enhanced regulation of this industry. 

2.1 A History of the Shadow Banking System 

Tax Havens began to appear in the late 1950s in London and were termed the Eurodollar 

Market.23 With a new financial order established under Bretton Woods, there was an increased 

impetus to circumvent regulations governing monetary transactions. The Bank of England came 

to an informal agreement with certain merchant banks that some financial transactions would not 

be subject to the same regulations as the rest. As US banks caught on in the early 1960s, they 

 
23 Nesvetailova and Palan 
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started to develop their own banking branches in London to take advantage of these favorable 

rates. Condoned by the British government, this fledging institution of regulatory avoidance 

became the first rendition of a tax haven.24  

Among the most famous of all tax havens are the Cayman Islands. Located in the Caribbean 

and a British Overseas Territory, these islands acted as the perfect bridging unit between the United 

Kingdom and the United States. Under the control of the British, these islands provided stability 

that other tax havens undergoing independence movements did not have. For example, the 

independence of the Bahamas in 1973 led to a massive influx of capital to the Cayman Islands. 

Fueled by the end of the Bretton Woods system in the 1970s and the transition to free market 

exchanges, the Cayman Islands exploded as a tax haven as they created new laws to attract foreign 

capital.25  

The Cayman Islands were now not only avoiding stringent financial regulations but 

creating ‘tax neutral’ spaces to conduct business, ushering in the existence of OFCs. Adding to the 

fact that the island chain was in the same time zone as New York City, it operated under English 

Common Law. Fichtner emphasizes the importance that the legal system had in attracting 

Anglophone countries both due to the historical familiarity that the US and Canada had with it and 

the preferential method in which it operates. As opposed to civil law, common law stipulates what 

is prohibited, not what is permitted, and legal norms evolve in a bottom-up fashion.26 As 

transnational financial legal matters were decided favoring those looking to create legal loopholes, 

the groundwork was laid for OFCs and eventually, SB.27  

 
24 Nesvetailova and Palan 
25 Fichtner. “The anatomy of the Cayman Islands…” 
26 Examples of countries that practice civil law are France, Germany and Japan. 
27 Fichtner. “The anatomy of the Cayman Islands…” 
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Other factors leading to the rapid growth of OFCs in the 1960s and 1970s were advances 

in technology, falling returns on corporate investments and a changing geo-economic map due to 

the breakdown of the British, French and Dutch empires. Cayman, BVI and Bermuda, among the 

other Caribbean tax havens, are not far off the East Coast and the advent of the jet airplane enabled 

businessmen and bankers to go between New York City and their respective OFC with ease. The 

1960s also brought huge strides in communication technologies. Xerox debuted the first fax 

machine in 1966 and by 1969 and 1971, respectively, the first rendition of the Internet 

(ARPANET) and Microprocessor were invented.28 Faster and more reliable communications 

enabled decisions to be made and documents to be signed much more efficiently. As touched upon 

throughout this thesis, the complexity derived from the mountains of paperwork and forms that 

one must wade through to determine true beneficial ownership is one of the larger hurdles facing 

those investigating illicit behavior via OFCs. The 1960s and 1970s can be thought of as the 

beginning of this increase in complexity. 

Two distinctions of OFCs should be made following the explanation of the role of English 

common law in the creation of the Cayman Islands as an OFC.29 The former echoes the British 

imperial history of their creation whereas the latter reflects other European countries not under 

British rule.30 As of March 2010, those OFCs stemming from British rule represented 38.3 percent 

of all outstanding international loans while the second set of OFCs represented 14.9 percent.31 This 

 
28 Palan et al. 
29 Going forward, the terms ‘Tax Havens’ and ‘Offshore Financial Centers’ will be referred to collectively as OFCs. 

This is due to the interwoven and redundant nature of these financial mechanisms. 
30 Examples of the first flavor of OFCs consist of City of London, the British Crown dependencies of Jersey, 

Guernsey, and the Isle of Man, and British Overseas Territories including the Cayman Islands, Bermuda, the British 

Virgin Islands, Turks and Caicos, and Gibraltar, and recently independent British colonies such as Hong Kong, 

Singapore, the Bahamas, Cyprus, Bahrain, and Dubai. The second flavor of OFCs consists of Benelux countries 

(Belgium, the Netherlands, and Luxembourg), as well as Ireland and Switzerland. 
31 Nesvetailova and Palan 
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latter percentage is also about the same as the amount of outstanding international loans in the 

United States. Clearly, OFCs are heavily involved in international finance, but as these statistics 

demonstrate, more than half of all international loans reside in OFCs. Legal or not, the relationship 

of dependence that regulated financial institutions have with OFCs due to the amount of capital in 

unregulated financial markets is unsettling. While distinct in terms of heritage, in general practice, 

these two types of OFCs perform the same function. What should be remembered is that if the 

UK’s CDs and OTs were to be lumped together with Britain’s domestic FSI, Britain would be the 

largest OFC in the world.  

Nesvetailova and Palan point out endogenous and exogenous factors that gave rise to SB 

in all its complexity. While there is an established narrative that the growth of SB is a natural 

development of modern, market-based finance, these authors identify why the late-2000s were 

such a ripe time for this financial innovation and regulatory arbitrage.32 Costs stemming from 

regulatory constraints of banks’ on-balance sheet activities caused them to shift more and more off 

their balance sheets and into SB to conserve capital and boost profits. At the same time, the SB 

system, less constrained by regulation, could offer more competitive returns for investors. A 

depressed traditional bond market put more pressure on the SB system to provide high yield-

bearing securities, which resulted in riskier and riskier investments. The climax and denouement 

of the 2008 Financial Crisis are well documented and do not need to be detailed here. The lesson 

to keep in mind going forward from the post-2008 fallout is summed up well by Helgadóttir when 

she writes, “A raft of IPE studies have shown that when systemically important banks fail on a 

large scale, as happened in 2008, taxpayers are required to pick up the bill through bailouts, 

 
32 Ban, Cornel, and Daniela Gabor. “The political economy of shadow banking.” Review of International Political 

Economy, vol. 23, no. 6, 13 Jan. 2016, pp. 901–914., Accessed 27 Sept. 2017 
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recessions, austerity policies and dedicated privileges such as too-big-to-fail safety nets and 

support mechanisms.”33 Financial crises are loud, painful and can act as catalysts for change but 

the lulls in between are just as important to the welfare, or lack thereof, of regular citizens. 

2.2 Recent Steps to Control Shadow Banking and Regulate the Financial Services Industry 

Post-2008, the world recognized the severity of the problem that SB posed. The OECD set 

out to make a task force called the Global Forum on Transparency and Exchange of Information 

for Tax Purposes. While tracking and understanding SB practices can be complicated, identifying 

whether a country is compliant with regulation is not. If a country is not willing to follow the 

OECD or similar regulations, it suggests they have something to hide. Like many international 

organizations, the OECD does not have much enforcement power. Naming and shaming are the 

extent of their power, but on the international stage this can lead to further action by individual 

countries or organizations that are interested in improving their international image. As the effects 

of the 2008 Financial Crisis show, international finances should not be hidden behind a veil of 

secrecy. Countries must share this data to root out illegal practices and to show that they are 

following the law. The main instrument that the OECD uses to identify and shame/congratulate 

transparency practices is the EOIR (Exchange of Information on Request) Peer Review Process.34 

The EOIR process is a peer review process and there are 146 members participating on an equal 

footing, together with 15 international organizations participating as observers. The three general 

areas that that EOIR looks at when reviewing countries are: 1. The availability of information 

(including ownership and identity information, accounting information and bank information); 2. 

 
33 Helgadóttir, Oddný. “Banking upside down: the implicit politics of shadow banking expertise.” Review of 

International Political Economy, vol. 23, no. 6, 29 Sept. 2016, pp. 915–940., Accessed 27 Sept. 2017 
34 “Brief on the State of Play on the international tax transparency standards.” Global Forum on Transparency and 

Exchange of Information for Tax Purposes, OECD, www.oecd.org/tax/transparency/. Accessed 26 Sept. 2017 
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Access to information for tax purposes as well as rights and safeguards relevant to those access 

powers; and, 3. Exchange of information mechanisms and how they operate in practice.35 More 

broadly, the EOIR process aims to assess the quality of a jurisdiction’s legal and regulatory 

framework for the exchange of information and examines the practical implementation of this 

framework. The end result is a report that provides a rating for each aspect of the review as well 

as an overall country rating.36 

Keeping in mind the key points from the Essential Considerations chapter, the breakneck 

speed, relative to pre-2008 crisis levels, at which legislation is moving to control certain aspects 

of SB and FSI means that change will soon come – in one form or another. By 2020, Bermuda, 

Cayman, and BVI will all be required by the UK to keep public registries of beneficial corporate 

ownership, trusts, and partnerships; a large step forward from where things were before when 

MNCs and high net-worth individuals were not required to provide any relevant beneficial 

ownership information publicly.37 Whether change will take the form of further innovations by 

OFCs or a true reformation of the industry remains to be seen.38 Already, these OTs are releasing 

publications to advise their stakeholders on the best methods in which to respond to requests for 

more information. Bermuda, for example, instructs stakeholders on the “minimum required 

information” that they must provide when it comes to beneficial ownership.39 This may be 

following the letter of the law, but it is certainly not following its spirit. Similarly, the Prime 

 
35 Ibid 
36 To view these reports and further information on the subject, go to http://www.oecd.org/tax/transparency/  
37 Haldevang, Max De. "Britain Just Passed a Sweeping Crackdown on the World's Most Notorious Tax Havens." 

Quartz. May 01, 2018. Accessed June 27, 2019. https://qz.com/1266386/britain-is-cracking-down-on-the-worlds-

most-secretive-tax-havens/. 
38 An example of how fast these situations change can be seen in the fact that Cayman is now stating they will not 

create a public registry until 2023, after EU countries create their own corporate registries. 
39 Chapter 3 provides further explanation of the response by OTs to these new regulations. 

http://www.oecd.org/tax/transparency/
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Minister of BVI, Daniel Orlando Smith, labeled the new requirements as "constitutional 

overreach" that "calls into question our very relationship with the UK."40 The most salient 

takeaway from this back and forth struggle is that there is much at stake. Bermuda, Cayman, and 

BVI occupy the top three positions on TJN’s Corporate Tax Haven Index and if passed, this 

legislation would go a long way in clamping down on some of the most egregious tax avoidance 

and evasion practices. 

Making the regulation of international finance that much more urgent is the fact that 

professor Thomas Piketty believes we are returning to 19th century levels of disparities in private 

wealth distribution. By this, he means that the inequality gap is widening again. Piketty 

acknowledges the role that growth has had in creating new middle classes and diminishing the 

importance of inherited wealth, but he points to the ‘sluggish’ growth rate found in developed 

countries to be the key factor. For Piketty, high rates of growth during industrialization enabled 

newfound wealth to supplant or at least challenge the existing socioeconomic hierarchy. However, 

with growth rates returning to more sustainable levels, this shock of newfound wealth is 

decreasing, leading to a reentrenchment of wealth. Those that once were the challengers to the old 

rich have now become them. As the rate of return on capital overtakes the rate of growth of output 

and income, those with existing wealth find themselves in an increasingly powerful position 

compared to those without. Further, as Piketty points out, the true measure of inequality is after-

tax inequality. With more and more of this inherited wealth residing in OFCs, the lack of taxation 

magnifies the potential for growing inequality. 

 
40 Ibid 
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Alarmingly, as the below graphs show, the size and percent of GDP made up by SB is 

growing. As a greater quantity and a larger share of capital are put into the SB system, less will be 

available for tax purposes, further increasing the strain countries feel in providing social services 

and infrastructure to their citizens. It is interesting to note that in the graph on the right, emerging 

market economies have some of the highest rates of SB.41 While their higher rates of economic 

growth give them a chance to catch up to advanced economies, much of the benefit felt by those 

at the bottom are disappearing into offshore financial centers as profits reside in OFCs and remain 

largely untaxed in the emerging market economy. Since the 1970s, “African countries alone have 

lost over $1 trillion in capital flight, while combined external debts are less than $200 billion.”42 

Obviously, the relationship between money lost to capital flight and external debts are not causally 

linked, but it provides perspective. Perhaps if this money stayed in African countries and was 

taxed, such debts would not need to be taken out or would be more easily paid off.43 Research into 

the extent of accumulated wealth located in OFCs and SB is by no means complete but it is safe 

to say that the potential resources that governments could have to invest in infrastructure and social 

services are sorely missed in both ‘developed’ and ‘developing’ countries. 

 

 

 

 
41 The relationship between high rates of SB and GDP could be construed as mutually beneficial if looking at this 

graph without context. We must remain tethered to the idea touched upon in Chapter 1 when talking about the 

differences in GDP vs. GNI that just because GDP is increasing, it does not mean that is a good thing. If much of the 
profits resulting from GDP are artificial or moved offshore, thus resulting in little to no tax revenues for EMEs, then 

an increase in GDP will not lead to an overall improvement or maintenance in the ability of a government to provide 

for its citizenry. 
42 Tax Justice Network. "Narrative Report on the United Kingdom." 
43 This is not to say that it all escaped without some form of taxation, but it demonstrates the scope of finance 

outside the international regulatory structure. 
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Tables 9 and 10: Shadow Banking and Gross Domestic Product 

 

 
Sources: National sector balance sheet and other data: IMF World Economic Outlook: FSB calculations 

 

2.3 Offshore Financial Centers, Tax Havens, Secrecy Jurisdictions and Shadow Banking 

Within the three offshore financial forms mentioned in the title of this section, a 

relationship can be established where SB is the system that is facilitated by OFCs, tax havens, and 

secrecy jurisdictions. Really, OFCs and Tax Havens are two sides of the same coin, as they are 

often located within one another.44 Shadow Banking, “refers to the financial intermediaries 

involved in facilitating the creation of credit across the global financial system but whose members 

are not subject to regulatory oversight,” and includes unregulated activities by regulated 

institutions.45 Many would argue that the part of the definition outside the quotation marks is the 

most harmful part of SB. ‘Offshore,’ the first word of the acronym OFC, refers more to its 

separation from regulation and taxation than to any geographical indicators.46 As Deneault puts it: 

“Acting “offshore” means operating not literally off the coast of institutionally structured countries 

but beyond the control of any public institution.”47 While it is true that many OFCs are located on 

 
44 Nesvetailova and Palan 
45 Staff, Investopedia. “Shadow Banking System.” Investopedia, 17 July 2015, Accessed 29 Sept. 2017 
46 Fichtner. “The anatomy of the Cayman Islands…” 
47 Deneault, Alain. Offshore: Tax Havens and the Rule of Global Crime. New York, NY: New Press, 2011. 
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island nations, there are plenty that exist within continental bounds, given that they even possess 

a physical location to begin with. Many OFCs only exist in the accounting mechanisms created to 

shield capital from taxation. As a general principle to remember, all OFCs are tax havens of one 

variety or another but not all tax havens are OFCs. 

In a broad sense, OFCs offer two services: they obscure the true ownership of assets and 

provide little to no taxation of these assets in their storage and transfer. Following from this 

distinction, there are OFCs that specialize in being secrecy jurisdictions and others that focus on 

creating a lax or low-cost regulatory environment; some even do both. Our three case studies, for 

example, provide secrecy and low taxation. For the savvy tax avoider, a rich medley of different 

tax havens can be used to accentuate the layers of protection and opacity surrounding his valuables. 

Put in the context of Trusts, the Tax Justice Network describes a secrecy structure in the following 

way: 

A secrecy structure will typically see the trust located in one jurisdiction at the top of the 

ownership ‘tree’; the trustees will live and work elsewhere; it will often typically own one or 

more offshore companies based in another jurisdiction, which own other assets (like yachts, 

apartments or bank accounts) in yet other jurisdictions.48 

 

As Palan et. al. point out, many tax advantages stemming from these tax havens would not be 

possible if not for the secrecy provided.49 OFCs often defend their right to secrecy as sovereign 

jurisdictions that do not need to provide information to foreign entities. These defenses can range 

from a lack of cooperation all the way to legal and criminal consequences. For example, until 2016, 

Cayman mandated jail time for not only the disclosure of information to unauthorized parties but 

 
48 Tax Justice Network. "Narrative Report on the United Kingdom." Tax Justice Network. 2018. Accessed May 22, 

2019. Narrative Report on the United Kingdom. 
49 Palan et al. 
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even for asking for it.50 Expanding the loose definition of what an OFC and/or secrecy jurisdiction 

can be, Delaware, with its guarantees of banking investments and low to nonexistent tax rates for 

foreign investors, “behaves like any other tax haven,” according to Deneault.51 Using the Offshore-

Intensity Ratio created by Fichtner and the latest estimates of external assets deposited in Delaware 

– US$5 trillion – it would rank as the ninth most intensive OFC, right behind Anguilla.52, 53 Even 

those OFCs that are not sovereign jurisdictions can hide behind this excuse as long as their mother 

country allows it – even if laws in the latter forbid the very practices that are condoned in its 

satellite OFC.  

2.4 Key Factors in the Formation of Offshore Financial Centers 

The below three subsections: Arbitrage; Path Dependence/Agglomeration; and Political 

Capture have already been spoken about in this thesis. However, they have not been named, 

defined and given characteristics that can be used to identify and contextualize different 

instances of each. These practices and theories are given life through the actions taken by our 

case studies and other OFCs as they maneuvered to become a part of FSI. Additionally, these 

terms are not exclusive to the topics discussed in this thesis and can be applied to a range of 

socioeconomic issues.  

Arbitrage  

Arbitrage is defined as the simultaneous purchase and sale of an asset to profit from a 

difference in price.54 It is a trade that functions through the exploitation of price differences in 

identical or similar financial instruments on different markets or in different forms. Applying this 

 
50 Tax Justice Network. "Narrative Report on Cayman Islands." Tax Justice Network. 2018. Accessed May 22, 2019. 
Narrative Report on the Cayman Islands. 
51 Alain Deneault 
52 Ibid. 
53 Fichtner, Jan. "Privateers of the Caribbean: The Hedge Funds-US-UK-Offshore Nexus." Competition & 

Change18, no. 1 (2014): 37-53. 
54 Staff. “Arbitrage.” Investopedia, 18 Oct. 2016 
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idea to transnational finance, ‘regulatory arbitrage’ consists of traditionally defined banks’ and 

corporations’ efforts to profit from the varying laxity and complementary regulation between two 

or more jurisdictions. For instance, consider a large corporation with a well-known logo or 

moniker. While the meat of this corporation’s business lies in the developed world – with profits 

that would be subject to substantial tax rates – the ownership of the corporation’s logo has been 

given to a subsidiary located in an OFC with little to no corporate tax. In turn, this OFC subsidiary 

charges abnormally high usage rates of said logo/moniker to its mainland corporate counterpart, 

which increases the liabilities that the corporation can claim in the developed world, thus driving 

down their overall payments where taxes on profits are highest. Since the OFC subsidiary and the 

parent corporation are the same company at the end of the day, the fees paid for the use of the logo 

is pure profit, untaxed due to its new home in a low or no tax jurisdiction. 

When considering the global financial context of the years leading up to the Financial 

Crisis of 2008 and the thirty to forty years that had elapsed since the infant stages of OFCs, it is 

easy to understand how involved shadow finance was in the collapse. The complexity that these 

underground financial mechanisms assumed over time, combined with the greed that money 

managers displayed in selling subprime mortgages was the perfect recipe for failure.55 Precedent 

and the ever-present imperative to generate assets created not only individual pockets of regulatory 

immunity but a whole system, now known as Shadow Banking. 

Path Dependence and the Agglomeration Effect 

 
55 On the eve of the financial meltdown, SB in the US was valued at US$18 trillion, or US$6 trillion more than the 

volume of capital in the regulated banking system. Nesvetailova and Palan 



37 

 

 Two related concepts, Path Dependence and the Agglomeration Effect, help explain 

reasons outside of our case studies’ nature as OTs of Britain as to why they developed into some 

of the world’s leading OFCs, especially for corporations. 

 Path Dependence, as laid out in Path Dependence and Britain’s ‘Coal Wagon Problem’ by 

Peter Scott, defines it as: “systems in which early choices or actions, often determined by transient 

conditions, bias subsequent development in favour of particular outcomes.”56 As Chapter 3 will 

describe in much more detail, Bermuda, Cayman, and BVI all followed in virtual lock-step with 

the newly emerging Euromarkets preference for lesser regulated financial functions under the 

guidance of their former colonizer: the UK. However, once on this track, they committed resources 

that could have been used to diversify the economy to one, albeit lucrative, economic sector. 

MacKinnon et al. stress the importance of “existing social relations which create localised forms 

of practice and operational routines” when considering path dependence.57 With their continued 

reliance on the UK, these social linkages continue to reinforce FSI in each of our case studies and 

introduce what is called ‘Lock-In’, or in layman’s terms, the inability to diverge from the path that 

one has started on.  

‘Lock-In’ can occur in three different realms: Functional, Cognitive, and Political.58 

Functional lock-in “arises from the web of relations between firms, forms of production or 

economic activity, and the links and relations created between customers and suppliers.”59 

 
56 Scott, Peter. “Path Dependence and Britain’s ‘Coal Wagon Problem.’” Explorations in Economic History 38, no. 

3 (July 2001): 366–85. https://doi.org/10.1006/exeh.2000.0766. 
57 Mackinnon, Danny, Cumbers, Andrew, Pike, Andy, Birch, Kean, and Mcmaster, Robert. “Evolution in Economic 

Geography: Institutions, Political Economy, and Adaptation.” Economic Geography 85, no. 2 (April 1, 2009): 129–

50. https://doi.org/10.1111/j.1944-8287.2009.01017.x. 
58 Grabher, G. (1993) ‘The weakness of strong ties: the lock-in of regional development in the Ruhr area.’ In 

Grabher, G. (ed) The Embedded Firm: on the Socio-economics of Industrial Networks. Routledge, London. 
59 Ibid 
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Concerning our case studies, Functional lock-in takes the form of accounting, legal and banking 

firms setting up shop both physically on the island, or virtually in London and elsewhere, that keep 

the system going. Functional lock-in even goes as far as the favourable legislation and tax laws 

that are set up to facilitate and cement these OFCs as the haven of choice for their respective niches 

within the FSI system. Cognitive lock-in, or worldview, “arises from failures to detect and or 

correctly interpret signs of external change, and the failure of collective learning mechanisms.”60 

When it comes to our case studies, tourism is the only other major industry. With the lack of 

economic attention resulting from Functional lock-in, there is no debate as to whether following 

the path of FSI is the best course of action. It is taken as a given to those in power that FSI will 

continue as is, even when a large portion of industry workers are expatriates. Finally, and closely 

related to Functional lock-in, is Political lock-in, which “refers to social relations and the power 

dynamics that underpin economic development, and especially failures of political, business and 

labour leaders to adapt policy mechanisms to allow local innovation and learning.”61 Political and 

economic realms are often one and the same with a revolving door between outgoing politicians 

to prestigious consulting firms – often with the implicit agreement that policy will favour those 

same firms – and incoming businessmen to lobby for favourable legislation. In summation. 

Hampton and Christensen state that small island OFCs “have become locked into their 

relationships with the offshore finance industry by their dependence upon the earnings potential 

of predominantly imported skills and expertise, and their lack of skills and knowledge in 

 
60 Ibid 
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alternative sectors. This means that any attempts at diversification into other sectors would be 

constrained by the need for wholesale re-skilling and the acquisition of new knowledge bases.”62 

Whereas the idea of Path Dependence does not endow significant agency to the actions of 

our case studies, the Agglomeration Effect does the opposite and looks at OFCs as players in a 

competitive industry that successfully found a niche by which to efficiently exploit the market in 

ways that other jurisdictions cannot.63 For Palan et al., “those governments that were able to reduce 

tax further, or alternatively provide modern infrastructure, began to attract serious business into 

their territory.”64 What is more circumspect when it comes to characteristics of the Agglomeration 

Effect is the statement by Doyle and Johnson that such an effect “include the local population as 

well foreign institutions have realized the benefits of training local staff to take over professional 

responsibilities.”65 Considering what we know about political capture, the fact that this working 

paper was produced by the Central Bank of Barbados indicates a potential bias on the part of the 

author. It could also be the case that in the aforementioned author’s experience, there were 

legitimate efforts to train local staff for higher-skilled positions. Finally, considering this paper’s 

publication in 1999, hiring trends in this industry could have changed. What is generally shown in 

government census data is that many small island OFCs require expatriate workers numbering 

more than half of the total workforce when it comes to FSI. While the truth between which theory, 

Path Dependency or Agglomeration Effect, holds more water can be debated, they are both useful 

methods to use when thinking about OFC formation. 

 
62 Hampton, M.P. and Christensen, J. (2002) ‘Offshore Pariahs? Small Island Economies, Tax Havens and the Re-

configuration of Global Finance’ World Development 30 (9) 1657-1673. 
63 Palan et al. 
64 Ibid 
65 Doyle, Michelle, and Anthony Johnson. 1999. Does offshore business mean onshore economic gains. Central 

Bank of Barbados Working Papers 1999, pp. 95– 111. 
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Political Capture 

Political capture is the idea that those on which we ultimately rely to pass legislation meant 

to protect us from the sharp edges of unbridled capitalism are also those most likely to be co-opted 

by the moneyed interests they are meant to hold in check.66 It is apparent from the amount of 

money residing in OFCs and the role of politicians in fomenting policies that facilitate SB practices 

and tax dodging (or continually turn a blind eye to tax loopholes in the interest of wealth 

preservation) that many of the interests of those involved in this financial sector overlap with those 

charged with the passage of legislation meant to help their own citizens. Fichtner couches the idea 

of political capture in slightly different terms when talking about the rise and success of the 

Cayman Islands. While Fichtner terms it a ‘collaborative decision-making process’ that, “includes 

local politicians and regulators, foreign experts (mainly lawyers from Canada and the USA) as 

well as British officials,” the overarching idea is the same.67 Politicians worked with those in the 

private sector to set up the very systems that contributed to the Financial Crisis of 2008 and that 

continue to sap countries of needed resources to effectively support social welfare spending. 

Bringing the idea of political capture into focus for Bermuda, Cayman and BVI, we must 

remember that they are OTs of the UK with governors appointed by the Queen.68 Island politics 

may be more representative of local political will but small populations with entrenched elite 

families can also present golden opportunities for nepotism and corruption. In something of a silver 

lining, small populations with fewer elected officials might create clearer lines of accountability 

 
66 Piketty, Thomas. Capital in the twenty-First century. London, The Belknap Press of Harvard University Press, 

2017 
67 Fichtner, Jan. “The anatomy of the Cayman Islands offshore financial center: Anglo-America, Japan, and the role 

of hedge funds.” Review of International Political Economy, vol. 23, no. 6, 19 Oct. 2016, pp. 1034–1063. Taylor & 

Francis Online, Accessed 26 Sept. 2017 
68 Jan Fichtner The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign Capital. 
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that would create the incentive for local politicians to pass laws favoring locals. Certainly, there 

are drastically different levels of revenue withdrawn from FSI when it comes to our three case 

studies, as will be explored in more detail in Chapter 4. 

2.5 Measuring and Ranking the Largest Offshore Financial Center Facilitators in the Financial 

Services Industry 

While there is a growing consensus on what constitutes an OFC on a categorical level, on 

determining intensity there is less agreement. With a core principle of secrecy, obtaining hard 

numbers to create rankings and overall estimates of net worth from these opaque jurisdictions are 

difficult. Adding to this burden, SB is a global system and the self-interest of those that create the 

very lists upon which we base our judgement must be questioned. Even for those with the purest 

intentions, a lack of enforcement power hamstrings efforts to enact new legislation and apply 

existing laws. 

This thesis uses two distinct measures set out by the Tax Justice Network: The Financial 

Secrecy Index and The Corporate Tax Haven Index. Since this thesis is an academic work, using 

TJN rankings that fall victim to a lack of enforcement is more favorable than using a ranking from 

an organization that may omit certain OFCs due to geopolitical bias. In comparison to the size of 

financial flows in FSI, the resources devoted to regulation and authentication are miniscule. 

However, amongst organizations committed to reforming this industry, the TJN is at the forefront. 

The Financial Secrecy Index69 

 First created in 2009 as a response to the global financial crisis, the Financial Secrecy Index 

is updated every two years, with the last update using 2017 data. Unlike the corporate tax haven 

index, many of the top countries are not the small island nations typically thought of when 

discussing tax avoidance and evasion but rather developed OECD countries like Switzerland and 

 
69 To clarify, FSI (Financial Services Industry) and the Financial Secrecy Index are not the same thing. 
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the United States. States like Delaware and Nevada provide many of the same services that 

stereotypical tropical OFCs provide but with much less publicity.70 States like these, taken as a 

whole, give the United States a much larger scale weight than other OFCs, even if nominal secrecy 

scores are lower. Of course, if OTs such as those studied in this thesis were lumped together with 

the UK, Britain would possess an even larger weight than the United States. 

 As Section 2.3 lays out, secrecy jurisdictions and tax havens go hand-in-hand. The financial 

secrecy index solely focuses on the former as it concerns private financial wealth. Resolving 

individual and corporate tax abuse requires different solutions, though many of the steps are 

mutually reinforcing. Solely in terms of private wealth, there is an estimated US$21-32 trillion 

located in secrecy jurisdictions. Beyond the revenues that could be collected by governments, TJN 

sums up the other issues involved with secrecy jurisdictions: 

The problems go far beyond tax. In providing secrecy, the offshore world corrupts and 

distorts markets and investments, shaping them in ways that have nothing to do with 

efficiency. The secrecy world creates a criminogenic hothouse for multiple evils including 

fraud, tax cheating, escape from financial regulations, embezzlement, insider dealing, 

bribery, money laundering, and plenty more. It provides multiple ways for insiders to 

extract wealth at the expense of societies, creating political impunity and undermining the 

healthy 'no taxation without representation' bargain that has underpinned the growth of 

accountable modern nation states. 

 

This index is widely used among other sources measuring related concepts and its individual parts 

can be used as a resource for future work. Finding reliable information in this field can be difficult, 

but TJN has brought together a bevy of sources to provide a robust measure. Further information 

on their methodology can be located via their web page. 

The Corporate Tax Haven Index 

 
70 "Financial Secrecy Index - 2018 Results." Financial Secrecy Index. 2018. Accessed June 04, 2019. 
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 Debuted this year, the Corporate Tax Haven Index incorporates aspects of the secrecy 

index while shining light on another dimension of tax avoidance and evasion. Where the financial 

secrecy index focused on just one of the two key components that enable OFCs to function – 

secrecy – the corporate index adds a quantitative aspect that measures global impact and “provides 

clear pathways towards the fundamental reforms the world must now embrace, if it wants to find 

a response to soaring inequality and political extremism in many countries,” according to its 

creators, the Tax Justice Network.71 In the face of incalcitrant jurisdictions that have vested 

interests in keeping this information secret, TJN has both put together an index that illustrates the 

lengths jurisdictions will go to attract the business of MNCs intent on escaping relatively high-tax 

regimes and assigns a scale weight that represents the size of the jurisdiction in terms of global 

cross-border investment, or the sort of financial practices commonly used by MNCs. These two 

measures are then “combined with a mathematical formula to create a final Corporate Tax Haven 

Index score for each jurisdiction, whose two components reflect both how intensively and how 

extensively each jurisdiction is involved in helping multinationals escape tax.”72 

 Though small in geography, the top three jurisdictions in the corporate index are, in this 

order: BVI, Bermuda and Cayman – the three case studies of this thesis. Offshore hedge funds, for 

instance, are primarily located in these three OTs with Cayman, BVI and Bermuda hosting 63%, 

13% and 11%, respectively, of the global share.73 Even more than individuals, the unpaid taxes 

stemming from these corporate practices wreak havoc on corporate tax collection in the 

 
71 Mansour, Mark Bou. "Home." New Ranking Reveals Corporate Tax Havens behind Breakdown of Global 
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corporations’ home countries. Home countries are forced to either join the race to the bottom by 

lowering their tax rates to be ‘competitive’ with those of OFCs (think incorporations in Delaware) 

or face the possibility that their corporations will relocate offshore, thus rendering their corporate 

tax rates virtually meaningless. According to the IMF, more than forty percent of cross-border 

investment – US$18 trillion – is being booked in “just 10 countries that offer corporate tax rates 

of 3 per cent or less.”74 Via this practice, MNCs skip out on an estimated US$500 billion in taxes 

each year, which is “enough to pay the UN’s under-funded humanitarian aid budget 20 times over 

every year.”75 Clearly, the corporate side of this equation is just as, if not more, important than the 

avoidance and evasion practiced by individuals. That the three case studies featured in this thesis 

reside at the top of the corporate index only lends weight to the importance of further study of 

these Overseas Territories. 

2.6 Conceptualizing Externalities Associated with the Financial Services Industry 

 In the age of fake news and polarized politics, it is often the case that the most pressing 

issues facing society are obfuscated by false equivalencies and overpowered by the latest scandal 

or outrage featured in the news cycle. The flood of information we experience anytime we turn on 

the news often blinds us to underlying structural issues that are the root causes of the flavor of the 

week horrors to which we have become so accustomed. In the context of FSI, there is likewise a 

crush of information that can overwhelm even the well-versed researcher. It is therefore important 

to highlight three core concepts associated with FSI: Sovereignty, Tax Incidence, and The Finance 

Curse. Integral to FSI, these principles are multifaceted and cannot be easily grouped into ‘good’ 

or ‘bad’ categories. Each permits the functioning of FSI in our SIE case studies, for better or worse, 
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while also lending context to the international battles currently being waged, such as Brexit and 

other growing nationalist and xenophobic tendencies. 

State Sovereignty in non-OFCs 

For Hobbes, the idea of ‘sovereignty by institution’ takes place when people mutually agree 

to follow the mandate of a common authority. In its current form, this is democratic governance 

through the electoral process. While certain freedoms are given in return for security and 

prosperity, it is expected that both standards will be met. When a government is unable to guarantee 

these standards, its political legitimacy is compromised.76 This idea of a common authority is 

echoed in the thoughts of Weber when he claims that a sovereign state has a monopoly on the 

legitimate use of force within a territory.77 From this, what Weber terms as a ‘territorial political 

community’ can take shape that gives rise to public, civil and penal law. 

Applying these two viewpoints to the effects of FSI on the State, it can be argued that the 

political legitimacy of many nations and territories are threatened by this practice. It should be 

noted that premonitions of the State’s demise in the face of emerging industries is not confined to 

SB. In 1997, Susan Strange published The Retreat of the State: The Diffusion of Power in the 

World Economy, which among other things, concluded that “states can only aspire to control what 

is within their borders (the alternative is war), the source of their power is their territory and 

population.”78 Even more relevant twenty years after her publication, Strange continues, 

“production of wealth has been detached from the national realm and “competition for world 
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market shares has replaced competition for territory.”79 The State is meant to provide security and 

prosperity through the provision of social goods that are funded by the collection of taxes. When 

corporations and individuals can separate their wealth from the territory that enabled its creation, 

thus evading the payment of the taxes that are inherently agreed upon given the democratic social 

covenant as defined by Hobbes and Weber, they are circumventing the role of the State and 

undermining its authority. Not only does the state lose its monopoly on force but it cannot provide 

the social goods that endow it with legitimacy. While international economics strive for complete 

market freedom, Evans cautions against going too far down this path when he states: “After a 

certain point, reducing the power of states to interfere increases collective exposure to risk more 

than it expands the possibilities for individual profits.”80  

Palan, speaking about sovereignty in the context of the ‘offshore’ aspect of tax havens and 

secrecy jurisdictions, echoes the problematic effects of FSI when he states: “offshore signals a 

profound fissure in the life of the state system: it denotes nothing less than the bifurcation of the 

juridical space of sovereignty into mutually dependent relative spaces.”81 Complicating matters, 

Bermuda, the British Virgin Islands and the Cayman Islands are all overseas British territories that 

receive their ultimate authority from the British Crown. Local governments are established, yet the 

extent to which they can create their own laws depends on the amount of autonomy ceded by the 

United Kingdom. When thinking of policy choices relating to SB in this context, political 

legitimacy and sovereignty take on a whole new light.  
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Tax Incidence 

Continuing with the theme of negative externalities produced by FSI, it is important to 

understand the concept of tax incidence for OFCs and their clientele. While the below paragraphs 

will primarily speak to the relationship tax incidence holds with tax avoidance – problems affecting 

OFC clientele, not OFCs themselves – the principle itself will come back into play when we 

analyze the different sources of government revenue in our three case studies. Central to this thesis 

is the quest to better understand how FSI can and should augment government revenues in OFCs. 

Oftentimes, well-intentioned taxes targeted at big business are passed down the chain to be paid 

by the end consumer. Armed with the knowledge from this section, we can see through these 

obfuscations to examine the true portion of government revenues stemming from and paid for by 

the FSI industry, which will be the focus of Chapter 4. 

Tax incidence, as a general term, is the “division of a tax burden between buyers and 

sellers,” according to Investopedia.82 Concomitant with tax incidence is the idea of price elasticity 

where producers and consumers have the ability to change the supply and/or demand of a product 

in order to reach an equilibrium point in relation to the countervailing force. On the other hand, 

supply and demand can be considered inelastic if producers and consumers are unable to vary their 

respective supply or demand in relation to the other. Together, tax incidence and price elasticity 

help determine which part of the economy bears the brunt of increases or decreases in the price of 

goods and services. For example, demand for prescription drugs and cigarettes is fairly inelastic. 

Patients need medicine and smokers need cigarettes (for wildly different reasons) and while each 

has the free will to decline the purchase of these goods, odds are they won’t. The inelastic demand 
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of the patients and smokers gives price-setting powers to producers as their provision of these 

goods is not based on medical need or addiction, but rather capital gain.  

With the above examples in mind, let us say that the government decides to impose an 

additional ten percent tax on producers of cigarettes to fund cancer research. In an ideal world, this 

tax would be borne by cigarette producers to offset the already enormous profits they make while 

providing a death-causing product. Instead of earning slightly less profit, cigarette producers are 

able to pass the full cost of this new tax on to the consumers. As consumers have a relatively 

inelastic demand for the product, an increase in price to cover the additional costs imposed by the 

tax is not met with an equal decrease in demand to find a new equilibrium point between supply 

and demand. New cancer research is being funded through the sale of cigarettes, but at the expense 

of the addicted consumer.83 

Now, let us think about tax incidence in terms of those taxes that we all have to file in April 

as opposed to the ones that we pay when buying goods and services. As we move down the income 

ladder from the top, we will see that we share many of the same characteristics as the smoker or 

patient. With sufficient money, those at the top of the income ladder have access to services and 

loopholes that enable them to declare much less than their true earnings. And while these services 

can be costly, they are much less than – both in terms of dollar amount and explanations of profit 

origin – what is required by Federal and State Governments. This financial jiggering doesn’t 

change the published rates of taxation (demand) that people in these upper income brackets must 

pay, meaning that the ultra-rich have found ways to minimize their income (supply) in the face of 

such inelastic behavior from the government.  

 
83 This example was taken, and extrapolated upon, from the Investopedia article cited at the beginning of this 

subsection. 
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The rest of us, abiding by the laws of the land, must fill in this funding gap left by the ultra-

rich if we wish to fund those common goods that we all enjoy. Just like the smoker, the tab is being 

passed down the chain from those able to bend the rules in their favor to the rest of us with little 

choice in the matter. Funding gaps and common goods, whether they be big or small, are two sides 

of the same coin that represent a central aspect of our functioning democracy. Whether funds go 

to refurbish an old hospital or fill in a pothole-scarred road – or even bail out a bank after its risky 

investments fall flat – the common goods are shared, even if the taxation is not. Sometimes, there 

are simply no funds and projects go unattended, often in the neighborhoods and communities that 

need it most. In addition to shouldering an unfair tax burden, or bearing a high tax incidence, the 

common goods that do exist are generally placed in ways that favor the wealthy; after all, the 

wealth of the ultra-rich not only enables them to reduce their tax burden but also provides access 

to the levers of power through the shaping of policy. To be clear, corporations play an even larger 

role in this funding gap than individuals while also taking advantage of the common goods 

government provides, if in different ways.   

The Finance Curse 

 The framework of the Finance Curse is derived from the more commonly recognized 

theory of the Resource Curse – or Dutch Disease – and is central to understanding the harmful 

effects of an oversized FSI industry on small economies.84 Where the Resource Curse deals in 

tangible goods, the Finance Curse’s assets are financialized with no physical form, further 

cementing the idea of a blessing and a curse.  

The Resource Curse centers around the idea that an abundance of a non-renewable natural 

resource that should symbolize an economic windfall for the country or territory in possession 

 
84 In this thesis, we are using the Finance Curse to explain the effects on small island economies in particular. 
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actually ends up having an overall stagnant or deleterious effect.85 The natural resource in question 

can be anything from oil or natural gas – as in the case of the Netherlands, which created the term 

‘Dutch Disease’ – to staple crops.  

An overarching characteristic associated with the Resource Curse is that the natural 

resource that initially provides the extreme returns is a commodity where the price is reliant on 

factors outside the control of the producing country. Often initially exploited, or at least majorly 

expanded during the boom times, resources and infrastructure related to its extraction can 

overshadow other emerging industries. This myopic perspective does not adequately distribute 

resources across the economic portfolio of the host country or territory and when the prices of the 

commodity, which the government has come to rely upon as a cash cow for revenue plummet, the 

economic portfolio is not diverse and robust enough to pick up the slack. Further, the boom times 

may cause professionals from other fields to leave their areas in search of the higher wages found 

in fields associated with the popular commodity. The aftereffect of this brain drain is similar to 

that of when prices drop as there is not an adequate workforce to revitalize other economic sectors.  

The Finance Curse shares many parallels with the Resource Curse. Principal among these 

are the crowding-out caused by a dominant financial industry that saps other industries of their 

most skilled professionals who are drawn to the higher paying positions. Likewise, higher costs at 

home result in higher prices for exports at a time when competitive advantage is more important 

than profit maximization per unit sold.86 In addition to the classic problems of the Resource Curse, 

the financialized rendition brings its own collection of comorbid conditions. Financial services are 

 
85 Chen, James. "Resource Curse." Investopedia. March 12, 2019. Accessed July 07, 2019. 

https://www.investopedia.com/terms/r/resource-curse.asp. 
86 Shaxson, Nicholas, and John Christensen. The Finance Curse: How Oversized Financial Centers Attack 

Democracy and Corrupt Economies. Commonwealth Publishing, 2013 



51 

 

inherently flighty as they are less physically tied to a location than they are present due to favorable 

services and regulatory conditions. Changes in these two can lead to a relatively easy transition of 

the industry to another jurisdiction more favorable to their business operations while the main 

source of government revenues and country GDP disappears completely.87 Where finance can 

represent about ten percent of GDP in a diversified economy, many OFCs rely on finance for more 

than fifty percent of GDP.88 Mobile capital as an industry presents risks not present in the Resource 

Curse where tangible riches, albeit at the bottom of the value-added chain, cannot drift away on 

the changing tides of regulation. 

Using Cyprus – an OFC in its own right – as an example of the brain drain caused by the 

Finance Curse, a chart cited by Nicholas Shaxson and John Christensen illustrates the vast disparity 

in enrollment between Business Administration and all other subject areas:  

Table 11: Cyprus, Educational Enrollment 2010/2011 

 

 
Source: Shaxson, Nicholas, and John Christensen 

 

 
87 Palan et al. 
88 Shaxson, Nicholas, and John Christensen 
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To be clear, there is nothing wrong with Business Administration as a course of study. It is a 

necessary skill in the functioning of our business-oriented society, But when this course is so 

heavily favored over the formation of other crucial skills like Health, Law and Science, the result 

is a generation without the requisite local skills to build a multifaceted society on social and 

economic levels. Compared to manufacturing or commodities, financial services’ largely digital 

nature means that the industry requires fewer jobs as a whole.89 With many of these jobs filled by 

foreigners, job creation by FSI is an insufficient stimulant to the local economy. High wages by 

upper management and corporate housing for foreign workers increase real estate and property 

taxes to levels unaffordable by the parts of the population that are not involved. Incredibly, housing 

price inflation in Jersey has almost doubled that of the UK since 1985.90 Likewise, a Cayman News 

editorial from 2007 noted that, “in general, the cost of living is around 15– 20% higher than in 

London.”91 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
89 A common argument, and one not without its merits, made by proponents of FSI is that many of these places do 

not have the population, infrastructure and/or geographic size to host more traditional industries. However, as the 

Cyprus data shows, essential subject areas like Medicine also suffer. 
90 Shaxson, Nicholas, and John Christensen 
91 Palan et al. 
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Table 12: Housing Price Inflation in Jersey and the United Kingdom 

 

 
Source: Shaxson, Nicholas, and John Christensen 

 

Further differentiating finance from more traditional industries is its central tenet of wealth 

creation and retention for those already wealthy enough to access its services. It is wealth creation 

for the sake of wealth creation with few positive externalities for the general populations of these 

jurisdictions apart from intentionally low incorporation fees and associated taxes. As Shaxson and 

Christensen state: “Capital markets are no longer mechanisms for putting money into companies, 

but mechanisms for getting money out.”92 Considering the role of SB in the Financial Crash of 

2008 and that the costs to save the banks from themselves were largely borne by the average 

taxpayer, it is clear that the benefits are felt by the very few while the risk that creates such outsized 

returns on investment is borne by the broader society. Evidence of the risk surpassing the benefit 

 
92 Shaxson, Nicholas, and John Christensen 
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can be found in the UK where The Finance Curse: How Oversized Financial Centers Attack 

Democracy and Corrupt Economies notes that since 1965, which saw the ushering in of the 

Corporation Tax, “bailout costs easily wiped out corporation tax contributions from the relevant 

mobile part of the sector.” It continues: “Taking all these other losses into consideration, however, 

this conclusion may well be applicable not just to corporation taxes, but to the entire gross direct 

and indirect tax contribution of the financial sector.”93  

While it should be noted that the above paragraph pertains more to the external costs of 

FSI than to the local effects within a given OFC, it serves to stress the instability of the industry 

on which many of these countries and territories have pegged their futures. When accounting for 

the relative ease by which this industry can relocate, its history of crashes and the increasing vigor 

by which world powers and international organizations are imposing more strict regulations, it 

seems readily apparent that these OFCs would be well served by a greater diversification of their 

economies.94 

2.7 Captive Insurance Companies and the Reinsurance Industry 

 Captive insurance companies and the reinsurance industry are most commonly associated 

with Bermuda, though Cayman is not far behind when it comes to captive insurance, as it is one 

of the dominant jurisdictions in this niche of the financial services industry.95 These two industries 

 
93 Ibid 

In the second part of this quote, the other losses they take into account when expanding their conclusion to the 

financial sector as a whole include: “implicit subsidies currently obtained by banks under ‘too big to fail’; banks’ 

deferred tax losses, still to be fully realised; tax losses as a result of banks helping other companies cheat on their 

taxes; and, wider macroeconomic harm resulting from the disruption of economic life in finance-dependent 
economies.” 
94 This is, of course, much easier said than done and through my research, it is apparent that the governments of 

Bermuda, Cayman, and BVI recognize the importance of economic diversification and are actively working to 

lessen their reliance on their existing FSI. Geographic and population limitations also limit their selection of viable 

alternative industries. 
95 Palan et al. 
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serve as an important distinction within FSI: that which is associated with SB and that which is 

not. Cayman specializes in offshore banking and captive insurance but only the former should be 

considered a part of SB. Risks, and the underlying motives for complex financial transactions, 

from FSI are well documented in this thesis; however, the financial mechanisms contributing to 

the 2008 Financial Crisis should not be misconstrued with those that operated alongside but did 

not contribute to the collapse. 

In essence, captive insurance companies are self-insuring subsidiaries of MNCs that are 

incorporated in an OFC to mitigate risk and minimize taxes.96 Through the creation of a subsidiary 

company, parent companies are able to reduce overall reserve and capital requirements, thus 

offsetting risks that might result in the paying out of large sums to claimants.97 Reinsurance, on 

the other hand, gives US insurance companies a central location from which to purchase their own 

insurance (as opposed to a state by state basis) – through a Bermudan insurance company. 

Essentially, it is insurance for insurance companies to guard against catastrophic events that could 

bankrupt the insurance company itself. As of 2017, Bermuda was the leader in captive insurance 

companies, though US States are catching up. We can see this by comparing the world leaders 

from 2007 and 2017: 

 

 

 

 

 
 

 
96 Ibid. 
97 Ibid. 
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Table 13: Captive Insurance Leaders 2006/2007 

 

 
Source: Palan, Ronen, Christian Chavagneux, and Richard Murphy. 

 

VS 

 
Table 14: Captive Insurance Leaders 2017 

 

.    
Source: Business Insurance. "Largest Captive Domiciles."  
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 Considering the significant shuffle of jurisdictions in the ten-year period from 2007 to 

2017, the flightiness of FSI-related niches is on full display. Even more notable, many of the 

displaced domiciles were SIEs. Of course, it could have been a conscious decision, a la 

Agglomeration Theory, to shift from one niche to another but this also reinforces the idea of a lack 

of staying power on the part of jurisdictions. For those with the foresight and ability, multi-niche 

specialization serves as a good protection to fluctuations in specific sectors of FSI. While captive 

insurance and reinsurance pertain more to Cayman and Bermuda, each of our case studies dabbles 

in multiple areas within FSI, which is what makes them such good locations for tax avoidance. 

Armed with the lessons from Chapters 1 and 2, we are now ready to get to the meat of this 

thesis – our specific case studies (Chapter 3) and their associated data (Chapter 4). After reviewing 

the origins of FSI in the UK, we will traverse the histories of each case study to form a clear image 

of each in the overall system before moving on to Chapter 4 to examine the actual government 

data from 2008-2017. 

  



58 

 

Chapter 3: The United Kingdom and its Overseas Territories 

 

 While captive insurance and reinsurance industries are mainstays in Bermuda, and captive 

insurance in Cayman, secrecy and low or no corporate and income tax rates pervade many political 

and economic aspects of these territories, resulting in curious offshoots and a general lack of 

transparency on the local effects of the dominant industry; both of which will be addressed in more 

detail in Chapter 4.98,99 For now and for a multiplicity of reasons, it is important to review the legal 

and political history of our three case studies in the context of their colonial power.  

 To begin, there is a common narrative for defenders and apologizers of the race to the 

bottom that stronger regulation will cause an exodus of business to the next lowest provider of 

financial services. As Section 3.3 will talk about in more detail, Cayman’s successful adoption of 

the Principles of Fiscal Responsibility seem to indicate that this is not the case, at least when it 

comes to OFCs such as Cayman, Bermuda and BVI. 

 What our case studies have that others do not is the connection to the UK. As the following 

sections will illustrate, where independence movements threatened fledging financial industries in 

other prospective OFCs, the affiliation to the progenitor of modern-day FSI provided reassurance 

and a guarantee of service. Likewise, in a business dominated by secrecy, personal relationships 

and industry-wide recognition are desirable characteristics that Bermuda, Cayman and BVI 

possess in abundance. Each of the following sections will document the build-up of law and 

 
98 In the economic realm, during my review of Bermuda’s budget a noticed a sizeable amount of revenue (~US$20 
million a year) stemming from aircraft registration. While BVI is commonly thought of as the OFC when it comes to 

luxury yacht registration, it seems that Bermuda has adopted some of the same principles for luxury aircraft. 
99 In the political realm, my attempts to gather trustworthy estimates of total government revenue directly 

attributable to FSI repeatedly came up short. Where these governments are quick to publish the GDP contribution 

from financial services, they are much more reticent when it comes to government revenue. This will be talked 

about in much more detail in Chapter 4. 
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precedent – much aided by the efforts of the UK – that have established these three as the premier 

options when it comes to individual and corporate tax avoidance and evasion.  

 The proceeding sections will also note the Financial Secrecy Index and Corporate Tax 

Haven Index ranking for each case study and the UK. Described in more detail in Section 2.5, 

these two ranking mechanisms combine a variety of individual rankings into a more broad and 

comprehensive ranking and accounts for the weight that each OFC occupies in the global system. 

For the Financial Secrecy Index, the two key measures that will be cited are the overall ranking – 

which accounts for global weight – and the overall secrecy score, which is on a scale from 0 to 

100 where a score of 100 would indicate perfect secrecy. When it comes to the Corporate Tax 

Haven Index, the overall country ranking is also based on a robust haven ranking that is combined 

with a global scale weight based on which havens are most commonly used by MNCs. Where the 

Financial Secrecy Index ranks 112 jurisdictions, the Corporate Tax Haven Index encompasses a 

smaller selection of 64 jurisdictions. 

 Finally, this chapter serves as a primer for the fourth, and final, chapter of this thesis that 

will present and analyze the portion of government revenue and GDP derived from FSI, from 2008 

to 2017, in relation to overall revenue, expenditure, and GDP for each respective case study. 

Expenditure, in particular, is interesting in the fact that each of these case studies has one or more 

budget lines listing what are commonly known as ‘Financial Assistance’ or ‘Transfer Payment’ 

expenditures, which go to support the most vulnerable members of society. With Cayman serving 

as the dynamic case, we can look at any potential changes in these financial assistance levels during 

the implementation of the Principles of Fiscal Responsibility. From there, we can look at the 

actions, or lack thereof, that our other two case studies have taken in the same time period without 
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the benefit of increased government revenues stemming from the aforementioned Principles. To 

appreciate the figures in Chapter 4, this chapter will highlight some of the most impactful domestic 

policy changes and shifts in international pressures, thinking, and actions that occurred from 2008 

to 2017 in regard to Bermuda, Cayman, and BVI. 

3.1 The United Kingdom 

At the center of the anglophone variety of OFCs – what many call the British “Spider’s 

Web” – lies the United Kingdom.100 According to the TJN, in 2018, the UK ranked 23rd overall in 

their Financial Secrecy Index. When broken down into its respective parts, Britain had a low 

secrecy score of 42 and a large scale weighting of 17 percent of the global market in offshore 

financial services.101 In coming to this ranking, the TJN did not factor in the numerous Overseas 

Territories, Crown Dependencies and former colonies that the UK set on the path to become OFCs. 

If Bermuda, Cayman, BVI, and the rest of these locales were to be lumped into the UK, the overall 

scale and subsequent ranking would be much higher. Even without its dependent territories to 

boost the ranking, the UK has the second largest center for wealth management, behind 

Switzerland.102 Virtually all of the business described in the following sections is backed by the 

UK with many accounting and legal firms that operate within this space maintaining offices in 

both locations.  

The history of how the UK came to be at the center of this “Spider’s Web” precedes the 

development of the SB industry, though there are a lot of parallels. As touched upon in Chapter 3, 

 
100 Shaxson, Nicholas, and John Christensen. 
101 Tax Justice Network. "Narrative Report on the United Kingdom." 
102 "The Deloitte Wealth Management Centre Ranking 2015: Capturing Value in a Shifting Environment." Deloitte 

Switzerland. 2015. Accessed May 22, 2019. 

https://www2.deloitte.com/content/dam/Deloitte/ch/Documents/financial-services/ch-en-financial-services-the-

deloitte-wealth-management-centre-ranking-2015.pdf. 
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the SB system has its roots in the 1950’s. This is also around the same time that Bermuda, Cayman 

and BVI started to transform their local laws to favor certain sectors within FSI. However, the 

system that begot Shadow Banking is much older and is nested in the precepts of British Common 

Law.103 

The City of London Corporation municipal authority, representing the City of London, is 

the oldest municipal democracy in the world and dates back at least ten centuries – predating the 

British Parliament.104 Roughly 1.2 square miles and positioned in the geographical heart of London 

– one of the most luxurious real estate locations in the whole city – the City of London Corporation 

contains the majority of all financial services companies and associated law firms. In fact, the City 

Corporation, represented by the Lord Mayor, serves as the de facto financial services and 

deregulation industry lobbyist within the UK and abroad.105 Reinforcing the financial orientation 

of the City of London, this municipality functions as a tax haven in its own right.  

Laws and norms enabling The City to function as a tax haven can be found as far back as 

the late 19th century when British Courts began to differentiate, for tax purposes, between where a 

business was registered and where it was controlled. Considering the amount of international trade 

taking place in the British Empire, this sort of regulation was needed. However, in 1876, a 

consequential legal case ruled that a corporation can only be taxed in the country where control is 

exercised.106 Adhering to the precedent set by this ruling, in 1929 a court ruled that Egyptian Delta 

 
103 Tax Justice Network. "Narrative Report on the United Kingdom." 
104 Ibid 
105 United Kingdom. City of London. About the City. Lord Mayor – Job Description. Accessed May 22, 2019. 

https://www.cityoflondon.gov.uk/about-the-city/how-we-make-decisions/Documents/Lord-Mayor-Job-

Description.pdf. 
106 Tax Justice Network. "Narrative Report on the United Kingdom." 
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Land and Investment Co. Ltd. would not be taxed in the UK as it had moved its board of directors 

to Egypt where tax rates were more favorable.  

Other present-day tax practices that have their roots in English Common Law are the 

‘domicile rule’ and Trusts. To benefit those British residents that lived in the colonies, rules 

enabled them to claim that while they were residents of the colonies, they were ‘domiciled’ in the 

UK and were subject to UK taxes instead of those levied by the colonies. At the same time, any 

earnings made outside the UK would not be considered for tax purposes. For those foreign 

residents of the UK that had the ability to shift their profits abroad, they were now able to claim 

their foreign ‘domicile’ and only pay taxes on their UK earnings. Domiciling abroad equates to 

the separation of true beneficial ownership in current-day practices. 

Trusts, like the ‘domicile’ rule, morphed into their current form thanks to the overlapping 

of precedents in English Common Law. On a basic level, trusts divide the ownership from the 

control of an asset. During the Crusades, crusaders would entrust their belongings to stewards on 

behalf of their families in the case of death. Over time, the secrecy element was added to this 

principle of separation of ownership and control to become the version of trusts that we have today 

with trustees and beneficiaries instead of stewards and the families of crusaders. These rulings set 

the precedent for “residence without taxation” in the UK and its territories – a commonly used 

method to diminish a rich individuals tax liability.107 

Equally important, trusts – and the art of layering them upon one another – affords the true 

beneficial owner high levels of secrecy. In the true spirit of secrecy, records kept by OFCs to 

document the true beneficial owner of a trust share many common characteristics: they are often 

 
107 Ibid 
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inaccessible to the public, they are historically not required to disclose financial statements or 

notify authorities after changes in the corporate structure and it is often incredibly difficult to get 

past the trustee level to find true ownership.108 Below is a visual representation of what this process 

can look like when it comes to legal ownership vs. beneficial ownership and the establishment of 

a multilayered trust system: 

 
Figure 4: Simple Beneficial Ownership Chain 

Source: Bermuda. Ministry of Finance. Beneficial Ownership Regime:… 

 

 
Figure 5: Layered Beneficial Ownership Chain 

Source: Bermuda. Ministry of Finance. Beneficial Ownership Regime:… 

 
108 This may be changing in coming years as these OFCs adopt more stringent regulations. 
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Concurrent with the Euromarkets’ expansion in the 1950s mentioned in Section 2.1, the 

City of London Corporation’s stance became increasingly liberal in terms of financial regulation 

with multiple Lord Mayors calling them, “a core asset of the City” and a “fantastic adjunct” for 

the financial health of the UK.109 While there are fewer than 10,000 residents that live in the City 

of London, the City Corporation and the FSI, historically and in present-day, play an outsized 

political and economic role at home and abroad. At the same time as the City Corporation became 

enamored with the idea of lax financial regulation, the British Empire was in retreat, and many 

former UK colonies were gaining independence. Those colonies that remained dependent, such as 

Bermuda, Cayman and BVI, represented a steady source of rents to assist in keeping what was left 

of the former Empire afloat. In the words of historians P.J. Cain and A.G. Hopkins, the City of 

London became the “governor of the imperial engine,” and ensured that a portion of the profits 

made from these fledgling OFCs made it back to the UK.110  

Even today, vestiges of the British Empire remain as the UK continues to benefit from their 

current and former colonies and provides certain services. These benefits can be both direct and 

indirect in the form of so-called Common Purse Agreements that enable revenue sharing between 

a territory and the UK or in the form of shared business and recommendations when setting up 

complex international financial networks. As outlined by Nicholas Shaxson and John Christensen 

in The Finance Curse: How Oversized Financial Centers Attack Democracy and Corrupt 

Economies, Common Purse Agreements “provided net financing to UK banks of $332.5 billion in 

the second quarter of calendar year 2009, largely accounted for by the ’up-streaming’ to the UK 

 
109 Ibid 
110 British Imperialism, quoted in Shaxson 2011, p261, UK edition: http://treasureislands.org/. 
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head office of deposits collected by UK banks in the Crown Dependencies.”111 More informal 

benefits stem from the legal work, accounting and debt structuring that is frequently performed in 

the UK on transactions booked in OTs. For example, in 2008, Bermudan insurers and reinsurers 

processed £5.4 billion of premiums at Lloyd’s of London resulting in tax revenues for the UK.112 

Bermuda, the Cayman Islands and the British Virgin Islands are three of 14 British Overseas 

Territories and together with Guernsey, Jersey and the Isle of Man – Britain’s three Crown 

Dependencies – represent the lasting legacy of the old British Empire. In exchange, Britain ensures 

certain protections, both financial and physical to their OTs and CDs. 

Britain’s Overseas Territories and Crown Dependencies both function as conduits for 

wealth redistribution upwards to the UK but have one key difference: Crown Dependencies were 

never British colonies. Jersey, Guernsey and the Isle of Man are self-governing dependencies with 

their own fiscal and legal systems and courts of law.113 Of course, the amicable and mutually 

beneficial relationship between those in FSI belies the legal separation between CDs and the UK. 

Overseas Territories, on the other hand, were all former colonies of the Empire and could still be 

considered as such, depending on the definition used. The Foreign and Commonwealth Office of 

the UK manages Britain’s OTs and CDs and due to the common law character of legal norms, the 

laws by which the UK governs each OT are based off of “Acts of Parliament, Orders in Council, 

letters of entrustment, delegated authorities and consultation requirements,” which results in each 

OT having a unique legal relationship with their sovereign power.114 As will be shown in more 

 
111 Nicholas Shaxson and John Christensen 
112 Ibid 
113 Tax Justice Network. "Narrative Report on the United Kingdom." 
114 Ibid 
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detail in Chapter 4, these unique relationships lead to disparate outcomes based on the differing 

levels of assistance given by and importance deemed to each OT by the UK. 

The complex web of laws governing Britain’s modern-day rendition of colonies allows for 

a measure of plausible deniability for the UK in the form of government oversight and for OTs 

and CDs, the gift of partial non-compliance with transparency laws promoted by the UK. This 

being said, when push comes to shove, there is no confusion as to who governs and who obeys: A 

white paper from the UK Foreign Office, written in 2012, states:  

“The UK, the Overseas Territories and the Crown Dependencies form one undivided 

Realm, which is distinct from the other States of which Her Majesty The Queen is monarch. 

Each Territory has its own Constitution and its own Government and has its own local 

laws. As a matter of constitutional law, the UK Parliament has unlimited power to legislate 

for the Territories.”115  

 

The Empire displayed this unlimited power when it suspended the local government of Turks and 

Caicos in 2009 for widespread corruption.116,117 International law also recognizes the UK as 

ultimately responsible for British OTs and CDs.118 In a final stroke of ingenuity, all territories and 

dependencies have access to a Court of Appeals in the Privy Council of London, which is the final 

arbiter of laws and disputes.119 The Privy Council’s relationship with its dependent OFCs gives 

legitimacy to their financial and legal systems, thus reassuring clients and investors of a stable 

environment in which to conduct business. On the other hand, it is just another indicator of the 

 
115 The United Kingdom. Foreign and Commonwealth Office. The Overseas Territories Security, Success and 

Sustainability. June 2012. Accessed July 14, 2019. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/32952/ot-wp-

0612.pdf. 
116 Jan Fichtner The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign Capital.  
117 Jan Fichtner (2016) The anatomy of the Cayman Islands offshore financial center: Anglo-America, Japan, and 

the role of hedge funds, Review of International Political Economy, 23:6, 1034-1063, DOI: 

10.1080/09692290.2016.1243143 
118 Hendry, I. and Dickinson, S. (2011) British Overseas Territories Law. Oxford: Hart Publishing 
119 Tax Justice Network. "Narrative Report on the British Virgin Islands." Tax Justice Network. 2018. Accessed 

May 22, 2019. Narrative Report on the British Virgin Islands 
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complicity of the mother country in the actions of her dependencies and territories. Core to the 

viability of Britain’s see-no-evil oversight of their OTs and CDs is that they remain reliable enough 

to guarantee the security of foreign investments. 

By the 1960s, armed with the experience from the Euromarkets and a desire to ensure that 

the Empire not be left with financially-dependent colonies, the Colonial Office assisted Cayman, 

BVI and others with implementing British laws to establish tax havens.120,121 This support 

continued for Cayman into the 1970s as the rents flowing to Britain were thought of as more than 

offsetting the tax avoidance that they enabled.122 In reality, this sort of aid and assistance has never 

stopped and consists of, for example, subsidies for basic infrastructure costs even though nominal 

income per head is higher in many OTs and CDs than it is in the UK.123 What is interesting is why 

and how aid flows and the conditionality of this aid on the successful functioning of these former 

colonies as OFCs. Chapter 4 will proffer some possible reasons why treatment varies so greatly 

from one OFC to another. 

Overlooked, and adding to the complicity of the UK in this international system, is the fact 

that Britain and its island counterparts form a symbiotic chain in FSI that extends beyond business 

referrals. Garcia-Bernardo et al. delineate between ‘Sink’ and ‘Conduit’ OFCs and identify the UK 

as one of the five main ‘Conduit’ OFCs along with the Netherlands, Ireland, Singapore and 

Switzerland that channel offshore corporate investment – signifying that the UK is not just a 

passive administrator within FSI but rather an active player with its own niche within the system. 

 
120 Freyer, T. and Morriss, A. P. (2013) ‘Creating Cayman as an offshore financial center: structure & strategy 

since 1960’, University of Alabama Legal Studies Research Paper No. 2329827 
121 Picciotto, S. (1992) International Business Taxation, London: Weidenfeld and Nicholson. 
122 Freyer, T. and Morriss, A. P. (2013) ‘Creating Cayman as an offshore financial center 
123 Palan et al. 
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According to IMF data, the Netherlands and the UK rank among the largest countries in global 

cross-border investment.124 Garcia-Bernardo et al. go on to describe various characteristics of 

Sinks and Conduits that illustrate the interdependent and often overlapping nature of the two: an 

OFC can be both a Sink and a Conduit at the same time. Principal among the traits of Sinks are 

the retention of capital due to low or zero corporate taxes and combined foreign assets that dwarf 

the domestic economy of the OFC.125 On the other hand, Conduits serve as intermediary 

destinations where revenue streams can briefly be pooled in one location before being transferred 

to a Sink for long-term keeping. Low taxes or zero taxes on inter-country transfers and strong legal 

systems simplify the rules from each source of funds before moving it along. Our three case 

studies, commonly thought of as Sinks, can also be conduits among one another to further obscure 

true ownership.126  

At the same time that the UK has joined in the OECD’s Automatic Exchange of 

Information (Chapter 3.2) and has set up a private register of trusts through the Lough Erne 

Declaration, it has been less successful in garnering the compliance of its OTs.127 To be clear,  the 

Empire in no way must plead for OT compliance as “London has “complete power of disallowance 

of legislation.”128 Without OTs publishing beneficial ownership information and completing the 

informational circle, whatever measures the UK commits to in the name of transparency can only 

 
124 Garcia-Bernardo, Javier, Jan Fichtner, Frank W. Takes, and Eelke M. Heemskerk. "Uncovering Offshore 

Financial Centers: Conduits and Sinks in the Global Corporate Ownership Network." Scientific Reports7, no. 1 (July 

24, 2017). Accessed May 28, 2019. doi:10.1038/s41598-017-06322-9. 
125 Ibid. 
126 Ibid. 
127 The United Kingdom. Prime Minister's Office. Lough Erne Declaration. June 18, 2013. Accessed July 14, 2019. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/207543/180613_L

OUGH_ERNE_DECLARATION.pdf. 
128 UK sovereignty has already been well-established in this thesis. The added emphasis and quote here are relevant 

as it comes directly from a BVI legal expert interviewed by TJN. Ibid. 
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be taken, at least in my own mind, as a halfhearted and disingenuous attempt. Between the flat-out 

rejection from Cayman, BVI, and others to comply and a lack of real desire for change in the UK, 

true transparency is more illusion than fact.129 

For further comprehension of the complex relationship between Britain and its OTs a more 

detailed view of our three case studies is needed. As mentioned previously, the laws surrounding 

financial secrecy grew in an organic and self-perpetuating manner that is unique to each OT. As 

expanded upon below, the complicity and complexity of this British “Spider’s Web” is truly 

astounding. 

3.2 Bermuda 

 Section 3.2 will lay out the main industries within financial services that are specialties of 

Bermuda along with a brief history of how and when these industries developed during the 

territories ascension to a top-tier facilitator of corporate tax avoidance. As this history will lay out, 

Bermuda took an active role in seeking out emerging financial specializations through which they 

could leverage their comparative advantage in sovereignty and jurisdictional secrecy, perhaps 

lending credence to the Agglomeration Theory over Path Dependence. Due to comparatively low 

revenue derived from this dominant industry, Bermuda is the most striking case of the inequality 

that can be associated with FSI. In response, multiple initiatives are being implemented to increase 

the portion of government revenue derived from FSI. In the short term, this is a needed change; 

however, diversification outside of FSI is also needed to decrease reliance on an industry facing 

internal and external challenges. External actors demanding more stringent regulation risk 

alienating the same clients that Bermuda is relying on to augment government salaries. Like the 

 
129 Fuller, Brent. "UK Minister: 'More than One Way' on Beneficial Ownership." Cayman Compass, August 28, 

2015. Accessed May 28, 2019. https://www.caymancompass.com/2015/08/28/UK-minister---More-than-one-way--

on-beneficial-ownership/. 
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commodities central to the Resource Curse, FSI is reliant on external pressures that can drastically 

impact local conditions with little warning.  

Bermuda found its niche within the financial services industry in the captive insurance and 

reinsurance markets and is now the world leader in both of these fields.130 Additionally, with a 

corporate profit tax of zero, Bermuda is a major conduit for the funneling of corporate assets and 

is one of the major thoroughfares for this type of tax avoidance, along with Cayman. As these two 

practices indicate, Bermuda can be thought of as both a Conduit and Sink OFC. Per the Financial 

Secrecy Index, Bermuda is ranked 36th. While it has a high secrecy score of 73, it is more 

commonly used for corporate tax avoidance than by wealthy individuals as it only accounts for 0.1 

percent of FSI that caters to individual tax dodging.131 When looking at rankings of OFCs that 

enable corporate tax avoidance, Bermuda ranks second, according to the Corporate Tax Haven 

Index. Even though countries such as the Netherlands and Luxembourg have much higher market 

shares than Bermuda when it comes to aiding corporate tax avoidance – 12.76% and 10.53%, 

respectively – versus the 1.86% of market share taken by Bermuda, the two aforementioned 

countries have a Haven Score of 78 and 72, respectively, while Bermuda has a perfect 100. By 

possessing a perfect score, it shows that Bermuda is much farther behind than the Netherlands or 

Luxembourg when it comes to measures such as automatic exchange of information and public 

registries.132 In other words, while Netherlands and Luxembourg manage more financial assets, 

the fact that they are more transparent lowers their overall CTHI score. As long as true beneficial 

 
130 Palan et al. 
131 Tax Justice Network. "Report on Bermuda." News release, 2018. Financial Secrecy Index. Accessed June 7, 

2019. https://www.financialsecrecyindex.com/PDF/Bermuda.pdf. 
132 "Corporate Tax Haven Index - 2019 Results." Corporate Tax Haven Index 2019. 2019. Accessed June 07, 2019. 

https://corporatetaxhavenindex.org/introduction/cthi-2019-results. 
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ownership can be ascertained by affected governments and international organizations, many of 

the negative effects of account ownership can be avoided and/or mitigated. 

Bermuda began its journey as an OFC much earlier than its Caribbean OT brethren. 

According to Palan et al., two Bermudan lawyers in 1936, Reginald Conyers and Henry Tucker, 

found a way to circumvent the protectionist policies in place at the time in the United States and 

created Elbon, the first exempt company in the world. Conyers and Tucker went to great lengths 

to get around US law so the US makers of Lifesavers candy could store their non-US earnings and 

avoid taxation by the IRS.133 However, it would take another eleven years for this industry to really 

take off. This phase change can be identified by the establishment of the first international 

company office by Shell in 1947.134 The next ten years would bring a flurry of activity as the 

Bermudan government enacted the Exempted Partnerships Act, which allowed nonresidents to 

operate from partnerships formed in the colony, and law firms began to set up more and more 

exempt companies.135 

In the 1980s, insurance companies in the US encountered steep litigation costs, particularly 

related to health risks stemming from asbestos.136 This led insurance companies to explore avenues 

through which they could insure some of their own risk in the case of large payouts to customers 

– Bermuda was happy to help. A large US insurer, Marsh and McLennan, began to set up offices, 

or captive insurance subsidiaries, in Bermuda and other corporations were quick to follow suit.137 

 
133 Palan et al. 
134 Ibid 
135 Ibid 
136 Ibid 
137 What these corporations began to understand is that not only were Bermuda and other OFCs offering low or no 

taxation, they also offered layers of secrecy of ownership, which can deflect liability and culpability. At the end of 

the day, money saved through risk mitigation benefits the bottom line just as much as money saved through low 

taxation. For a Hollywood rendition of this arrangement in action, watch The Laundromat, starring Meryl Streep. 
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As Table 13 and Table 14 on Page 56 show, Bermuda has been the world leader in this field for 

over ten years. 

Despite occupying a top spot in the Corporate Tax Haven Index and being a world leader 

in captive insurance and reinsurance, the Bermudan economy is not doing well, and the 

government is having trouble balancing its budget. From 2008 to 2016, government debt to GDP 

went from ten percent to forty percent and capital exports were more than ten percent of GDP. In 

other words, those that have the ability are taking their money out of the country as opposed to 

reinvesting it in the local economy. Considering our overarching subject, it is no surprise that most 

of these capital exports stem from wealthy households.138 In the Ministry of Finance’s 2018 

National Economic Report of Bermuda, they attribute much of these outward financial flows to 

“steady increases in interest rates in the United States and a stronger US dollar,” which are 

damaging Bermuda’s competitive position and leading to people taking their money out of the 

economy.139 While there are many reasons why Bermuda is not faring as well as its other 

Caribbean OT counterparts, Bermuda’s Fiscal Responsibility Panel, which publishes a yearly 

review of Bermuda’s finances, points to two key factors. First, the insurance and reinsurance 

sectors are experiencing a trend of “consolidation via mergers and acquisitions” that do not bode 

well for job creation.140 Second – and of much greater importance – is the regressive tax structure 

as a root cause of economic hardship in Bermuda: 

“The current tax structure is excessively weighted towards the taxation of labor and goods and 

has the perverse effect of taxing companies that create employment while leaving those that 

do not largely tax free. Payroll tax will become an increasingly problematic source of income 

 
138 Stubbs, Robert. Hostage to Finance: The Role of Capital as Principal Cause of Bermuda's Economic Depression. 

2018. An explanation of Bermuda Government's Economic Policy Errors No's 3, 4 & 5, Bermuda. 
139 Bermuda. Ministry of Finance. NATIONAL ECONOMIC REPORT OF BERMUDA 2018.February 2019. 

Accessed June 7, 2019. http://www.gov.bm/sites/default/files/NATIONAL-ECONOMIC-REPORT-2018_Web.pdf. 
140 Peretz et al. 2018 
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as Bermuda’s comparative advantage to international companies as a place to do business is 

eroded through reductions in rates of corporation tax elsewhere. It will be essential to look for 

sources of revenue that spread the burden more evenly across the economy.”141 

 

A recent missed opportunity to improve government financial help: Stubbs points out that 

in 2012, US companies used Bermuda’s zero percent corporate tax rate to move US$76 billion 

through the island and the Bermudan government did not receive any revenue for these services.142 

While corporate tax avoidance hurts US government tax revenues, the fact that Bermuda also does 

not see any benefit from some of their tax loopholes really makes this a lose-lose situation – unless 

you’re the corporation, of course.  

 In the face of a challenging financial domestic situation, the territorial government has 

taken steps to extract more benefit from the financial services industry for native populations. In 

2017, the Bermuda government enacted the Financial Services Tax Act, which will raise the tax 

on insurance premiums and bank assets and add an estimated US$3.4 million to government 

coffers.143 Per the Budget Statement, the increase in taxes will be borne by the insurer as opposed 

to the ultimate cost, the tax incidence, being passed down the line. In 2018, the Bermuda Tax 

Reform Commission proposed a series of reforms to existing tax codes and a bevy of new taxes 

that would reinforce government revenue. The following two paragraphs will touch on some of 

the most promising proposals.  

 Even the financial services industry is not immune to outsourcing and the Managed 

Services Tax aims to recoup some of the lost taxes resulting from said outsourcing. As the 

 
141 Bermuda. 2017 Annual Assessment. By David Peretz, Peter Heller, and Jonathan Portes. November 2017. 

Accessed May 29, 2019. https://www.gov.bm/sites/default/files/Bermuda Fiscal Responsibility Panel 2017 Annual 

Assessment.pdf. 
142 Stubbs, Robert. Bermuda in 2017: An Economic Test Tube to the World. PPT. November 2, 2017. 
143 Bermuda. Ministry of Finance. Budget Statement in Support of the Estimates of Revenue and Expenditure 2019–

2020. February 22, 2019. Accessed May 28, 2019. 

https://www.gov.bm/sites/default/files/Budget_Statement_Web.pdf. 
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Commission puts it, the “movement of these services from Bermuda has resulted in a loss of tax 

revenue through payroll tax.”144 Main areas that this tax would target would be accounting, audit, 

tax, actuarial, investment, legal, pension advisory, consultancy and IT outsourced to foreign 

suppliers and it could lead to an additional US$27.5 million a year. 

 Continuing with the theme of extracting more local benefits from the dominant industry, 

the Commission suggests raising the Financial Services and International Companies Fees, among 

others.145 Solely via this needed rate increase, Bermuda would see additional government revenues 

of over US$30 million a year. In their reasoning behind these rate increases, the Commission posits 

that the Bermudan government can “effectively charge whatever rates they wish, since the sector’s 

pricing is not regulated” and that price shopping amongst other tax havens is “limited to a handful 

of choices the consumer must pick from, all with similar fees.”146 As has been mentioned before, 

the number of tax havens that offer the same niche services as Bermuda are few and with the 

reputation that Bermuda possesses as a top-tier haven, most corporations will opt for security over 

the lowest fee possible. When compared to the tax savings from which MNCs stand to benefit, an 

increase in a base fee that isn’t a percentage of total assets is nothing more than a marginal cost. 

The Commission concludes their suggestions on how to increase government revenues by harping 

on the importance of strengthening the Office of the Tax Commissioner, as it is currently “under-

staffed and under resourced.”147 Similar to the international efforts undertaken by the FATF and 

the EU to rein in tax avoidance and evasion, Bermuda’s efforts to provide more local benefit center 

 
144 Ibid 
145 These two fees represent most of the government revenues stemming from FSI. Considering that fact that US$ 76 

billion was moved through Bermuda with no taxes extracted, new or expanded taxes and fees are also needed. 
146 Ibid 
147 Ibid 
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around a strong and organized tax administration that will ensure that the laws on the books are 

carried out appropriately.  

 At the same time that the Bermudan government is taking steps to increase local benefits 

from FSI, the international community is moving forward with stricter laws and enforcement that 

pose a threat to Bermuda’s dominant industries. The relationship between what is good for the 

international community and what is good for Bermuda are not always in tune with one another as 

further restrictions on FSI will only hurt government finances. Peretz et al. outline the threats to 

Bermuda’s FSI in their annual Fiscal Responsibility Panel and identify the Caribbean Financial 

Action Task Force (CFATF) and the EU as two major risks. The CFATF is conducting a review 

of the Anti-Money Laundering (AML) and CounterTerrorism Financing (CTF) measures present 

and an unfavorable assessment could both damage the reputation and function of Bermuda’s 

FSI.148 Slightly less threatening – due to the mediocre benefits that Bermuda receives for 

facilitating corporate tax avoidance – is the possibility that the EU lists Bermuda as a “non-co-

operative” tax jurisdiction under the EU Code of Conduct initiative. Valid objections to Bermuda’s 

current policies include: the “facilitation of corporate vehicles with no substantial business on the 

island” and “the absence of a corporation tax.”149 Fortunately for Bermuda, the EU’s conditions 

will apply to all comparable jurisdictions and they will all have to adjust their policies accordingly. 

To this end, claims that further international regulation of the industry will drive business away 

are fairly baseless as reforms will force all havens to adhere to the same updated guidelines. 

Bermuda’s reputation as a world-class corporate tax haven will reassure clients that there is not a 

better place for them to avoid taxation. Peretz et al. sum this up succinctly when they state: “In the 

 
148 Peretz et al. 
149 Ibid 
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worst case the loss to the island’s economy would be quite small; in the best case there could be a 

significant gain.”150 Beyond the lack of less-regulated options, the new regulations will force those 

businesses using the financial services of tax havens to prove that they have substantial business 

operations in these jurisdictions to justify their presence. In theory, this will provide jobs and a 

further economic stimulus to these locales. 

 International regulation of FSI is now a hot-button issue and much of what Peretz et al. 

mention in their Fiscal Responsibility Panel is now being implemented; theory has become reality 

and whatever positive or negative externalities flow from the new regulations will be able to be 

quantified and assessed in the years to come. Due to external pressure, Bermuda introduced the 

Economic Substance Act (ESA) of 2018 that will require “that all companies with a relevant 

activity in Bermuda to maintain a substantial economic presence and comply with the ESA 

requirements.”151 This Act aims to curb the use of incorporation to establish companies that have 

a Bermuda address – hence privy to Bermuda’s nonexistent corporate tax laws – yet do not 

contribute in any meaningful way to the economy of the island. ‘Relevant activity” is defined as 

those companies operating within the following categories: banking, insurance, fund management, 

financing, leasing, headquarters, shipping, distribution and service center, intellectual property and 

holding entity.152 As the aforementioned business sectors suggest, this new act is almost wholly 

aimed at FSI and its related industries as these are the main culprits when it comes to tax avoidance 

and evasion. 

 
150 Ibid 
151 Bermuda. Ministry of Finance. Registrar of Companies. Economic Substance Regime - Registration Filing 

Requirement. 2018. December 21, 2018. Accessed June 16, 2019. https://www.gov.bm/sites/default/files/Industry-

Notice-Economic-Substance-Regime-Registration-v2.pdf. 
152 Ibid 
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 Since passing the ESA, the Bermudan government has released further industry notices 

meant to clarify what the new requirements entail and how to meet the “minimum required 

information”.153 Meant to instruct those companies within the category of ‘relevant activity’ when 

it comes to FSI, these notices accomplish four main things: 1) They define in great detail the 

minimum required information that individuals and corporations must provide to comply with the 

law; 2) They explicitly acknowledge the complexity of beneficial ownership (BO), thus illustrating 

how hard it is for regulators to identify the true beneficiaries behind trusts and other shell 

corporations; 3) They implicitly suggest that the Bermudan government may prioritize being listed 

as a cooperative jurisdiction under the EU Code of Conduct Initiative and the FATF over actually 

improving transparency when it comes to beneficial ownership, and; 4) They provide helpful 

definitions of various terms related to the use of Trusts, LLCs and other financial mechanisms 

commonly used to obscure the true ownership of assets and capital. As the next paragraph explains 

in more detail, even with the new requirements under the ESA, it is incredibly difficult and time 

consuming to ascertain the true BO behind even one trust or LLC. Upon considering the industry 

as a whole and the fact that one chain of LLCs can contain multiple shell companies across 

different tax havens, it is easy to see that tax administrations, whether they be local or international 

are at a severe disadvantage in uncovering true ownership. For a visual illustration of how true 

ownership can be hidden in its simplest form, please refer to Figure 4 on Page 63. 

The first notice, published on January 8, 2019, lays out the new requirements for BO and 

juxtaposes them against how this was defined in the past. Previously, local companies and LLCs 

only had to file BO information at the time of company incorporation or formation. They were not 

 
153 Bermuda. Ministry of Finance. BENEFICIAL OWNERSHIP REGIME… 
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required to update this information when BO changed hands or was put behind further layers of 

opacity via other shell companies, or as they are legally defined, Relevant Legal Entities (RLEs).154 

RLEs, in relation to companies, partnerships or LLCs, are defined as, “(a) any legal entity that is 

incorporated or formed or registered (including by way of continuation) in Bermuda or elsewhere; 

and (b) any legal arrangement, which would be a beneficial owner of the company, partnership, or 

LLC if it were an individual.”155 Other than being legally required to keep a BO register, these 

RLEs are required to satisfy the following conditions when it comes to identifying the true BO:  

“must take reasonable steps to identify the individual BOs, if any, of a legal entity; should 

contact these persons whom it believes to be registrable persons, to confirm whether they 

meet the conditions and, if so, obtain the minimum required information in respect of such 

registrable persons; must enter the minimum required information on the legal entity’s BO 

register; must file the minimum required information with respect to BOs; and must keep 

the minimum required information on such BOs up-to-date.”156  

 

In terms of BOs, the industry notice states: “Beneficial owners are always natural persons who 

ultimately own or control a legal entity.”157 BOs are those that fulfill the following conditions: 

“Any individual or individuals who own or control more than 25% of the shares, interests or voting 

rights in the company through direct or indirect ownership thereof (“condition (i)”); If no such 

individual or individuals exist or can be identified, any individual or individuals who control a 

company by other means (“condition (ii)”); If no such individual or individuals exist or can be 

identified who meet the criteria set out in condition (i) or (ii), the individual who holds the position 

of senior manager of the company (“condition (iii)”).”158 In the words of the Bermudian 

 
154 Bermuda. Ministry of Finance. Registrar of Companies. Enhancements to Bermuda’s Beneficial Ownership 
Regime Enacted. February 26, 2019. Accessed June 17, 2019. https://www.gov.bm/sites/default/files/Industry-

Notice-Local-Companies-Beneficial-Ownership.pdf. 
155 Ibid 
156 Bermuda. Ministry of Finance. BENEFICIAL OWNERSHIP REGIME 
157 Ibid 
158 Ibid 
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Government, “determining the BO of a legal entity can be a complex process that must be 

undertaken on a case-by-case basis.”159 

To be clear, the ESA and the pressure put on Bermuda by the FATF, the EU, and the 

OECD, are all improvements on where things stood before and this is encouraging. However, there 

is still an immense amount of work to be done and with the limited resources available to 

regulators, it is a herculean task and the law firms and tax accountants that created these rules are 

surely working to create new practices and discover new loopholes that will diminish the impact 

of more stringent regulation. As long as tax avoiders are advised to only satisfy the “minimum 

required information,” the true message has not been received by havens such as Bermuda. The 

minimum is not acceptable. Finding true ownership should be an efficient and easy task that is 

easier accomplish than it is to set up another shell company that will further obscure the BO from 

tax authorities.160  

Where Bermuda is struggling to balance its budget, our next section will look at the 

“success story” of our three case studies. This is said only slightly facetiously as Cayman has 

turned around its finances and extracts a considerable portion of government revenues from FSI. 

At the same time, it is still very reliant on an industry that is subject to outside forces with 

competing interests. In the case of Cayman, however, an outside interest – the UK – actually 

spurred on needed change to transform Cayman’s government finances for the better. While each 

OT has a unique relationship with Britain, a Bermudan version of Cayman’s Principles of Fiscal 

Responsibility could be instrumental in improving government finances.  

 

 
159 Ibid 
160 As mentioned in Section 2.3, the information required to obtain a library card is more burdensome than that to set 

up a shell corporation in the US. 
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3.3 The Cayman Islands 

 With the adoption of the Principles of Fiscal Responsibility, Cayman was able to turn their 

fiscal deficit around in the span of five years.161 That the UK had a guiding hand in the 

implementation of these principles goes to show that with proper intervention, in this case from 

their sovereign power, an OFC can extract sufficient revenues from FSI to offset for the negative 

externalities stemming from an oversized financial sector. Perhaps given Cayman’s central 

position in the hedge fund, captive insurance and banking industries, it was deemed worthy of 

intervention. Motive notwithstanding, Cayman finds itself in a much more comfortable situation 

now than ten years ago.162 In fact, this section will highlight Britain’s historically amicable 

relationship with Cayman through their exportation of British-style finance policy, often sold to 

territorial governments by consultants working for British-owned firms. Britain’s presence in 

Cayman allowed it to benefit greatly from investors spooked by budding independence movements 

in neighboring OFCs and cemented its role as a top-three haven for corporate use.  

Cayman found its niche within SB, and more broadly within FSI, via the hedge fund 

industry and is the most popular domicile for hedge funds with an estimated 63% of the industry 

in 2013.163 In what can be understood through the framework of the Agglomeration Theory, this 

OT diversified itself within FSI and now occupies the second spot in the captive insurance industry 

and is also a very large banking center with assets totaling 500 percent more than its GDP.164 For 

comparison’s sake, Fichtner compiled two charts that illustrate just how much larger Cayman’s 

 
161 Government data on budgets, shown in detail in Chapter 4, indicate that within five years of increasing fees, 
principally on FSI-related endeavors, Cayman was able to begin running a consistent government surplus.  
162 Cayman’s government revenues derived from FSI increased from 23% to 33% while overall government revenue 

increased by over US$ 200 million from 2008 to 2017. 
163 Palan et al. 
164 Following from this, Palan et al. wonder, “It seems obvious to ask whether such small jurisdictions can allocate 

sufficient resources to monitor and regulate such colossal sums of money.” Ibid 
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banking sector is than other OFCs, giving credence to the idea of intense niche specialization 

amongst OFCs: 

Table 15: The 40 Most Intensive Jurisdictions in Foreign Bank Deposits 2013 

 

 
Source: Jan Fichtner The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign Capital. 
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Table 16: The 40 Most Intensive Jurisdictions in Foreign Portfolio Investment 2013 

 

 
Source: Jan Fichtner The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign Capital. 

 

 Cayman’s specialized banking sector is the main driver of its economy and accounts for 

the majority of government revenue, with the Cayman Ministry of Financial Services, Commerce, 

and Environment estimating that roughly thirty-five percent of total revenue derives from FSI. 

Broken down, about twenty percent of total revenue coming from the registration of legal entities 

and another fifteen percent coming from fees related to the regulation of said entities.165 In 2015, 

 
165 The Cayman Islands. Ministry of Financial Services, Commerce, and Environment. The Cayman Islands: 

Financial Services Industry. March 17, 2017. Accessed July 4, 2019. 
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FSI made up more than half of GDP.166 An infographic produced by the Cayman Government 

provides a nice visual breakdown of where government revenues came from in 2015:167 

 
Figure 6: Breakdown of Cayman Government’s Revenue 

Source: Duncan, Charles. "Without Direct Taxes, How Does the Cayman Islands Generate Its Revenue?" 

 

Unlike in Bermuda, more than half of those working in FSI are Caymanians (62%), which 

is actually higher than the portion of locals in the labor force as a whole (47%).168 On its face, this 

is a very promising statistic. As our Bermuda section mentions, most workers in FSI are expatriate 

workers whose stay is temporary and whose earnings are less likely to be reinvested in the local 

economy. The importance of the higher proportion of Caymanians involved in the territory’s 

dominant industry speaks well to government initiatives to integrate local participation in an 

 
166 Klein, Michael. "Financial Services Industry: Cayman's 'invisible' Giant." Cayman Compass. January 26, 2018. 

Accessed July 04, 2019.  
167 October 26, 2016. Accessed July 04, 2019.  
168 Ibid 
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industry that can often feel disenfranchising to locals.169 Local participation rates should not make 

us forget the harmful effects that Cayman, as an OFC, has on other countries but at the least, local 

populations seem to benefit more than some of its OT brethren engaged in FSI. 

The history of Cayman as an OFC began in the late 1950s and early 1960s through a 

combination of laws and British assistance. As Fichtner outlines, many of the laws enacted in the 

early days of FSI in Cayman were based off of existing British law that regulated their own nascent 

financial services industry. British motivations to assist Cayman in this endeavor were twofold in 

that many of the associated services were outsourced to British firms, which created a revenue 

flow from Cayman to the UK, and as Britain’s colonial empire crumbled, it was prudent to set up 

an industry in Cayman that would enable the UK “to avoid being left with financially dependent 

territories in the Caribbean.”170 British support of Cayman continued into the 1970s as it was 

believed that while UK citizens were now using Cayman to avoid taxes back home, the outsourced 

work flowing back to the City of London from Caymanian subsidiaries outweighed the negative 

effects caused by diminished tax revenue.171 

The first law that set things in motion for Cayman was the Companies Law of 1960. This 

law “freed companies and individuals from direct taxation, and it also allowed the possibility for 

companies to be separated from the individual so that owners could be shielded behind 

 
169 A deeper look into participation figures is needed to produce solid takeaways as to the seniority of positions that 

Caymanians hold compared to foreign workers, but it is a step in the right direction if the goal is local buy-in 

concerning a controversial industry. Likewise, when it comes to reporting the facts on this industry, the source is 

very important. The above statistic that Caymanians comprise sixty-two percent of the workforce of FSI should be 

taken with the knowledge that the article citing this information is the Cayman Financial Review, a magazine 
devoted to coverage of this industry in Cayman. Perhaps a less self-interested statistic comes from Palan et al. that 

cites the Cayman Government itself as claiming that “nearly 50% of people living on the island are expatriate 

workers, primarily from the UK, Ireland, Canada, Australia, South Africa, and New Zealand.” 
170 Fichtner. “The anatomy of the Cayman Islands…” 
171 Ibid 
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nominees.”172 As mentioned before, this ability to separate companies from the true beneficial 

owner is and was essential to the success of many OFCs and is also one of the primary reasons 

why the use of OFCs, as currently constructed, has such a deleterious effect on government 

finances around the world. The Companies Law was based off the same principles that made up 

similar laws in the UK and this enabled City of London firms to create new tax avoidance and 

evasion schemes with ease.173 The late 1960s would see a bevy of related laws passed, including 

the Banks and Trust Companies Regulation Law, the Trusts Law, and the Exchange Control 

Regulations Law, as well as a reinforcement of the Companies Law passed at the beginning of the 

decade.174 Common to all of these laws passed in Cayman was that foreign, often British, 

consultants were used in their writing. Cayman did not have the local expertise to form these 

complex tax laws and were therefore beholden to outside interests for their formation. Indeed, as 

a British government team dispatched to the island in 1969 noted, there was a ““frightening lack 

of expertise” among the civil service as they faced expert professionals.”175 According to the 

government team, during negotiations and meetings to create the laws that would lay the 

foundation for Cayman as an OFC, the foreign consultants would be: 

“backed by glossy lay-outs and declaimed by a team of business-men supported by 

consultants of all sorts. On the other side of the table – the Administrator and his civil 

servants. No business expertise, no consultants, no economists, no statisticians, no 

specialists in any of the fields. Gentlemen vs. Players –with the Gentlemen unskilled in the 

game and unversed in its rules. It is hardly surprising that the professionals are winning, 

hands down.”176  

 

 
172 Tax Justice Network. "Narrative Report on Cayman Islands." 
173 Ibid 
174 Palan et al. 
175 Tax Justice Network. "Narrative Report on the United Kingdom." 
176 Ibid 
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Still in effect today, a relevant law that was passed in 1976 in response to U.S. attempts to obtain 

information from offshore banks was the Confidential Relationships (Preservation) Law.177 This 

law protected the confidential information, including true beneficial ownership, possessed by 

financial professionals and still carries criminal charges for those who violate its statutes, including 

potential jail time. 

Other factors that pushed business toward Cayman were the budding independence 

movements in the neighboring OFCs of Jamaica and the Bahamas.178 As stated in previous 

chapters, the backing of OTs by the British legal system reassured investors that their assets would 

be safe from any sort of nationalization or repatriation. When Jamaica gained independence in 

1962, many of their financial services’ clients moved their assets to neighboring Cayman to 

maintain the backing of British Law. It took the Bahamas another decade to gain independence 

but what set off the capital flight from this soon-to-be independent nation can be traced to 1967 

when the first black premiere, Lynden Pindling, was elected.179 In addition to the anxiety caused 

by rumblings of independence, the racial heritage of colonial rule in the Bahamas played a part in 

convincing clients to move their assets to Cayman. Confirming this assertion, Milton Grundy, one 

of the original architects of Cayman’s identity as an OFC stated, “It wasn’t that Pindling said or 

did anything to damage the banks,” he said, “it was just that he was black.”180 Racism against black 

independence movements and comfort with the reassurances provided by OTs backed by the UK-

supported OTs combined with stringent secrecy laws to make Cayman a dominant player in the 

offshore banking sector from the 1970s onward.  

 
177 Ibid 
178 Tax Justice Network. "Narrative Report on Cayman Islands." 
179 Ibid 
180 Ibid 
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With relatively limited resources and a financial services industry that inherently increases 

economic inequality, Cayman found itself in dire straits in terms of government finances and 

socioeconomic inequality in 2009.181 In September 2009, Cayman “sought emergency backing 

from the UK Foreign and Commonwealth Office to borrow £278 million on the private 

markets.”182 Britain acquiesced but set conditions that the Cayman Government would have to 

abide by going forward called the Principles of Responsible Fiscal Management.183 Chief among 

these principles are that net worth and operating surplus should be positive, net debt should be less 

than eighty percent of core government revenues, and debt servicing should be less than ten percent 

of government revenues.184 While Cayman and other OTs could institute these sorts of policies on 

their own (there is a lack of political will), the ultimate power rests with the UK and was used to 

reform Cayman’s finances for the better.185 Where government revenues via the corporate sector 

stood at twenty-seven and a half percent in 2006, they accounted for nearly fifty-two percent by 

2016.186 As the chart in Chapter 1 titled Change in Government Revenues shows, Cayman has 

increased the flow of tax revenues by more than twenty-five percent from 2007 to 2014. This 

drastic increase in revenue from the corporate sector is a sign that even with increased fees, MNCs 

will not always relocate to a less expensive alternative and higher fees will make up for those 

 
181 For a detailed discussion of the ways that FSI increases socioeconomic inequality, please refer to Section 2.9. 
182 Hampton, M.P. and Christensen, J. 
183 Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World…” 
184 Ibid 
185 There does not seem to be a clear decision structure as to when the UK decides to intervene in the well-being of 

their OTs. In the eyes of this researcher, it appears that the UK is following the same strategy that caused them to 

encourage FSI in the first place. As long as their OTs are financially independent and send some of these profits 
back to the UK in the form of consulting and legal fees, Britain will remain hands-off. If it appears that an OT will 

become a drain on the motherland, as was the case with Cayman in 2009, the British Government will step in 

institute policies to right the ship. It would seem better for the UK to act proactively instead of reactively and 

institute similar policies that would redirect the course of OTs like Bermuda that are struggling with high costs and 

levels of inequality. 
186 Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World…” 
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companies that do seek these options. The reputation and expertise that Cayman possesses in the 

banking sector is worth more to clients than the increase in costs, thus allowing the Caymanian 

government to maintain a balanced budget and potentially spread the benefits to larger parts of the 

population. 

Regarding beneficial ownership, Cayman is farther ahead than some of its counterparts. 

The culmination of this process is the Cayman Beneficial Ownership Platform that requires 

“regulated corporate services providers (“CSPs”) collect and maintain beneficial ownership 

information of legal persons in the jurisdiction.” Closing a common loophole in the registration of 

BOs, the platform mandates that CSPs must “Update the particulars of the company’s registrable 

persons when changes have been confirmed, and send in writing the updated information to the 

CSP or Registrar, as the case may be, to update the company’s beneficial ownership register.”187 

The Cayman Government claims that, as opposed to other OFCs that depend on self-declared 

information that is either unverified or out of date, the Cayman platform is superior due to the use 

of “accurate, real time, and verified beneficial ownership information.”188 This line of reasoning 

gives Cayman leverage to push back against a more centralized registry of BO for OTs as a whole. 

Often, OFCs like Cayman understand that it is only a matter of time before more strict regulations 

are imposed and they choose to proactively set up a system that satisfies many of the demands 

while protecting key aspects of their financial services system – often those parts that are most 

profitable, but also most harmful to the rest of the world. Cayman’s resistance to a central public 

 
187 The Cayman Islands. Ministry of Financial Services. Summary Guide for Companies & Limited Liability 

Companies – Centralised Platform Providing Access to the Beneficial Ownership Information. Accessed July 9, 

2019. http://www.caymanfinance.gov.ky/portal/pls/portal/docs/1/12412373.PDF. 
188 The Cayman Islands. Ministry of Financial Services. Beneficial Ownership Factsheet. March 2017. Accessed 

July 9, 2019.  
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registry while also allowing access to UK officials represents this give and take by OFCs in the 

face of further regulation.189 

 More than our next case study, BVI, Cayman is not fighting the international current when 

it comes to identifying BOs and RLEs, it is just tacking back and forth.190 Like Bermuda, the 

Cayman Government has released informational guides to help clients with compliance, though 

there does not seem to be any instruction on how to provide the minimum required information, 

which could be indicative of a more cooperative attitude.191 However, there is still room for 

improvement. As Palan et al. mention, “Cayman tends to cooperate well with the U.S. government 

when specific evidence-backed requests are made, but it rarely if ever initiates its own 

investigations.”192 With over US$4 trillion in foreign capital – mainly due to its dominant hedge 

fund industry – Cayman is a main player in SB and FSI.193 Their retention of business while raising 

the proportion of government revenue coming from FSI is a promising development and is an 

effective argument against those who claim that further regulation will simply cause MNCs to 

move to a less restrictive OFC. Equally as important, and what Chapter 4 will look into, is whether 

these increased government revenues correspond to higher levels of social assistance and an 

improved standard of living for local populations. 

 

 

 
189 The Cayman Islands. Ministry of Financial Services. Ministry of Financial Services Factsheet. March 2017. 

Accessed July 9, 2019. 
190 Since the writing of this thesis, Cayman has announced that it will wait for the EU to adopt its own set of 

corporate ownership registries in 2023 before it implements them in the islands. While this is a delaying tactic, in 

truth – at least according to this author – it is appropriate. As we have seen, plenty of EU countries facilitate the 
same practices that occur in Cayman and should be held to the same standards. 

Bowers, Simon. 
191 The details of the guides released by Cayman will not be shown in detail here as the legal language used is very 

similar to that of the Bermuda guides and this language has already been analyzed in Section 4.2. 
192 Palan et al. 
193 Jan Fichtner The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign Capital. 
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3.4 The British Virgin Islands 

 Perhaps the most recalcitrant of our three case studies, BVI, like Bermuda, is not among 

the top ten in the Financial Secrecy Index.194 However, those similarities with Bermuda extend to 

the Corporate Tax Haven Index as well where BVI occupies the top spot. While Bermuda and 

Cayman – who happen to occupy the second and third spots on the CTHI, respectively – are 

making efforts to comply with new BO regulations, BVI has sent the message to the UK that it 

will be “the last country in the world to comply: only when central registries became a ‘universal 

standard.’”195  

 Within FSI, BVI finds its niche in the incorporation and maintenance of IBCs, or 

International Business Companies.196 IBCs, like SPEs and SPVs, can be thought of as shell 

corporations that allow an individual or business to hide true ownership yet engage in all sorts of 

different business ventures. Through this catch-all shell corporation and other favorable 

legislation, BVI is the “leading domicile for mutual funds, shipping registration, hedge funds, and 

captive insurance, many of which also use BVI companies and trusts.”197 Furthermore, as 

Fichtner’s analysis into the intensivity of various OFCs shows, BVI is most intensive when it 

comes to FDI with China and Russia being the main counterpart economies that utilize BVI’s 

services as a pass-through location for FDI.198 While no OFC engages in just one small aspect of 

FSI as a whole, BVI is more diversified than most, and along with a more diverse clientele, it spans 

those parts of FSI that facilitate SB (ex. hedge funds) and those that do not (ex. captive insurance). 

Being the main pass-through jurisdiction for Russian and Chinese FDI, it corresponds that BVI is 

 
194 Bermuda ranks Number 36 on the FSI. 
195 Tax Justice Network. "Narrative Report on the United Kingdom." 
196 Palan et al. 
197 Ibid 
198 Jan Fichtner The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign Capital. 
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less inclined to commit to a public BO registry. Directly, financial services make up about half of 

government revenues. The other side of this equation is that BVI is “responsible for global tax 

losses of $37.5 billion.”199 

 BVI was the last to get into the OFC game among our three case studies with its modern 

offshore sector coming into existence in the late 1970s.200 At that time, there were many Double 

Tax Agreements (DTAs) between the US and Caribbean havens that allowed companies to avoid 

taxation. BVI, however, had two advantages that many of the other OFCs emerging in the 1970s 

and 1980s did not have: Language and Law. English was the native language instead of Dutch and 

English Common Law backed former British colonies instead of Dutch law.201 With the proximity 

to clients originating from the English-speaking parts of the Americas, English was the preferred 

language in which to conduct legal business. English Common Law, as discussed in more detail 

in Section 3.1, also played a large part in BVI’s emergence from the pack.  

Recognizing the opportunity at hand, a lawyer from Shearman and Sterling – a firm on 

Wall Street – named Paul Butler, “called the only law office in Tortola (the largest Island in BVI), 

then staffed by two Oxbridge-educated British lawyers, Neville Westwood and Michael 

Riegels.”202 Butler proposed that Riegels incorporate a BVI company for him to take advantage of 

the lenient tax laws. By 1981, business was so big that it caught the eye of the US Government. In 

light of a report outlining the harms caused by tax havens that singled out BVI, the US-BVI Double 

Tax Agreement was terminated.203 While the intent was to stop a harmful financial practice, the 

 
199 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
200 Ibid 
201 Ibid 
202 Ibid 
203 Riegels, Colin. "The IBC Act: The Building Of A Nation - Wealth Management - British Virgin Islands." 

Mondaq. July 20, 2014. Accessed July 14, 2019. http://www.mondaq.com/x/327344/offshore financial centres/The 

IBC Act The Building Of A Nation. 
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cancellation actually helped spur what would become the calling card for BVI: the International 

Business Companies Act of 1984.204 Ironically, much of the legislation for this Act was based off 

of Delaware law.205 Even with the attention that Butler and his associates brought to BVI, it still 

did not resemble the dominant OFC that it is today; that would take two other events in the late 

1980s: the attention of Hong Kong and the failure of a competitor. Ranked as Asia’s richest man 

by Forbes in 2014, Sir Li Kai-Shing previously had incorporated his shipping empire in BVI and 

was reorganizing his holdings.206 Kai-Shing opted for the IBC as his new vehicle of incorporation 

and many Hong Kong businessmen followed his lead.207 Finally, when Panama began to 

experience political instability in the mid-1980s, ultimately ending in the US invasion in 1990, 

many of the financial service clients moved their investments to the more stable BVI.208 These 

three factors, occurring around the same time and in the ripe environment fostered by the IBC Act, 

put BVI in the upper echelon of OFCs.209 

The IBC Act was tailor-made for businesses and individuals looking for a tax-friendly rest 

stop through which they could claim profits and distribute liabilities to and from their subsidiaries 

and parent companies. First of all, IBCs were “ring fenced”, or, “prohibited from trading or 

conducting business with residents of the British Virgin Islands.”210 Concurrently, these IBCs were 

exempt from all BVI taxes and stamp duties. In the same way that the City of London created the 

Euromarkets as a separate entity from the rest of its financial sector, so was BVI separating the 

 
204 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
205 Delaware has long been known as a tax haven due to favorable incorporation taxes, which is why many US 

corporations’ headquarters are in Delaware. 
206 This conglomerate was called Hutchison Whampoa, which is the same company mentioned in Section 4.3. 
207 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
208 Ibid 
209 According to one estimate cited by TJN, sixty to seventy percent of BVI’s incorporation business is owed to the 

political instability in Hong Kong and Panama. Ibid. 
210 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
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IBC from all domestic interaction. Record-keeping requirements and justifications to the 

legitimacy of the business as a whole for newly-formed IBCs were incredibly lax as “companies 

were no longer required to have any stated corporate objectives” and corporations could change 

domiciles quickly, “allowing companies to disappear suddenly if, for example, tax or criminal 

authorities came looking.”211 Directors, or almost universal in practice, nominee directors, were 

only considered to be noted “as the directors consider necessary.”212 Nominee shareholders in 

these cases were mainly BVI lawyers who acted as nominee directors for hundreds or thousands 

of IBCs at a time. As these systems became more intricate, nominee shareholders could even take 

the form of other shell companies, with even more nominee directors behind that. The importance 

of the IBC Act cannot be understated in the growth of BVI as an OFC. 

Equally important, the IBC Act serves as a classic example of the political capture present 

in BVI and many other OFCs when it comes to law formation and enforcement. As mentioned in 

the previous section concerning Cayman, these island jurisdictions did not have the local expertise 

to create financial services legislation on their own, leaving them reliant on outside opinions with 

interests often at odds to those of local populations and those parts of the international community 

that oppose the use of OFCs to reduce tax burden and create higher levels of secrecy. It is 

understandable that OTs with local populations ranging from 30,000 to 65,000 may not have 

sufficient numbers of homegrown accountants and lawyers to create complex legislation and 

regulation, but many local politicians focus their energies on benefitting FSI over the good of 

 
211 The idea of corporate objectives is outlines by the concept of ‘ultra vires’ where companies must abide by their 

state objectives in their business operations. 

Ibid 
212 "BVI International Business Companies." BVI International Business Company - BVI IBC. Accessed July 14, 

2019. http://www.britishvirginislands-ibc-

registration.com/BritishVirginIslands_International_trade_and_investment.html.  
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locals. The IBC Act passed through the legislature in one day with no public discussion as to its 

merits. The Premier of BVI at the time, Ralph O’Neal, even said, “I have read this Bill and cannot 

even see a misplaced comma. I do not see the need for any debate.”213 Locals that voice their 

opposition to more friendly FSI legislation are often labeled as enemies of the good of the island 

and can suffer workplace discrimination and retribution.  

In an effort to diversify their finance industry, BVI passed the Mutual Funds Act of 1996 

and is now a world leader in this facet of FSI.214 Once again, this Act was based off a combination 

of financial and legal legislation from Delaware and the UK. In tandem with the popularity of 

IBCs, BVI attracted a lot of business to the island. Further innovations to bolster the industry 

included a 1996 remote office in Hong Kong, “replete with Chinese-language services, was 

temporarily established to help people set up BVI companies without leaving Hong Kong,” and 

personal visits to high-value individuals worried about the imminent handover of the territory from 

the British to the Chinese.215 Trusts, “often at the top of an ownership ‘tree’, with a trust used to 

own companies (typically BVI registered) which in turn own assets such as ships, artwork, 

residential property, cash in Swiss bank accounts, and more,” also became an integral feather in 

BVI’s cap and in 2003, the Virgin Islands Special Trusts Act – often called VISTA Trusts – was 

created.216 Rounding out the slate of Acts written into law from 1984 onward, the BVI Business 

Companies Act of 2004 replace the IBC Act. Even today, the new Act has “no requirement for 

companies to publicise their incorporation, no regulatory pre-approval is required, and nominees 

 
213 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
214 Ibid 
215 Rovnick, Naomi. "Sun, Sand and Lots of Hot Money." South China Morning Post. May 18, 2011. Accessed July 

14, 2019. https://www.scmp.com/article/968175/sun-sand-and-lots-hot-money.  
216 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
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are still central to the business model. The register of directors and register of members is not 

publicly available, and there is no requirement to file public accounts.”217 BVI successfully used 

the agglomeration effect, mentioned in Section 2.6, and ties to the British legal system to develop 

its niche within FSI and ensure its dominance among OFCs.  

By 2011, BVI was back on the US State Department’s radar. In reference to the laws 

governing FSI in the territory, the latter stated, “there appears to be no effective mechanism to 

ensure compliance with [money laundering] requirements.”218 Unlike the early years, BVI was no 

longer reliant on US business (reportedly between ten to twenty percent) and no termination of a 

DTA was going to impinge on BVI’s ability to service their customers. Some of that reliance 

shifted to India, where in 2011, BVI was the “the sixth largest recipient of outbound capital.” Via 

a BVI IBC, this capital would be used to purchase expensive assets, such as a luxury condo, in 

New York City or London with true beneficial ownership “extremely hard to penetrate, whether 

by (say) India’s criminal authorities or anyone else .”219 Thanks in part to shipping magnate Kai-

Shing, Chinese individuals are frequent customers of BVI’s services with BVI accounting for 

“nearly nine per cent, or over US$155.9 billion, of the cumulative foreign direct investment in 

China from 1979-2016.”220 The US$6.7 billion that flowed to China from BVI in 2016 represents 

more than the US, UK and Germany combined. These figures place BVI as the second largest 

foreign investor into mainland China since 2006.221 If the prepositions used in citing these figures 

 
217 Ibid 
218 Ibid 
219 Ibid 
220 United States of America. Congressional Research Service. China’s Economic Rise: History, Trends, Challenges, 

and Implications for the United States. June 25, 2019. Accessed July 14, 2019. 

https://fas.org/sgp/crs/row/RL33534.pdf.  
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seem confusing, don’t worry, they are! Thanks to the lack of tax on IBCs, the BVI is a great place 

for foreigners to pool resources before making large investments abroad, investments that often 

return to their country of origin magically labeled ‘foreign direct investment’. This process is 

called “Round-Tripping” and its benefits are summed up well by Steve Dickinson, the former Head 

of the China Practice at US law firm Harris & Moure, when he states: “If you take the money 

straight back into China you pay capital gains [or income] tax. If you leave it in the BVI, wait a 

while then send it back, it can be made to look to the authorities like it is a foreign investment, and 

you don’t pay tax on that.”222 He continues by mentioning that to Chinese authorities attempting 

to monitor these transactions, it is nearly impossible for them to know whether the IBC is true 

foreign investment or Chinese assets removed from their beneficial owner.  

The true number of VISTA Trusts and IBCs that are active and holding assets is hard to 

quantify, as is the total value of assets housed in these SPVs. Estimates for VISTA trusts in 2014 

were 5,000 at a minimum with more than 10,000 likely and holding assets “worth dozens (or 

possibly hundreds) of billions of dollars.”223 In terms of active companies, not necessarily IBCs, 

there were around 417,000 in 2017. Of these 417,000, around two thirds are corporate subsidiaries 

with another quarter being funds and investment vehicles. Individual family wealth accounts for 

another five percent.224 At its peak in 2000, BVI accounted for around forty-five percent of 

company incorporations worldwide. Recent revelations of wrongdoing related to IBCs and similar 

BVI-incorporated companies has damaged the prestige of BVI, causing fewer people to use their 

 
222 Rovnick, Naomi. "Sun, Sand and Lots of Hot Money." 
223 McKenzie, Chris. "VISTA Trusts 10 Years on – Your Questions Answered: Part 1." O'Neal Webster. September 

25, 2014. Accessed July 14, 2019. http://onealwebster.com/vista-trusts-10-years-on-your-questions-answered-part-

1/.  
224 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
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services. For example, when the ICIJ released their findings related to leaked confidential 

documents called the ‘Offshore Leaks’ in 2013 that implicated BVI IBCs, incorporations dropped 

twenty-one percent.225 Likewise, in the BVI Ministry of Finance’s 2018-2020 Medium Term Fiscal 

Plan, they reported that GDP declined by 2.18% with new company incorporations falling almost 

thirty-one percent, “due to the effects of unwarranted negative attention from the Panama Papers 

leak and correspondent bank de-risking on our financial services industry, increasing global 

economic uncertainty following the UK’s decision to leave the European Union, and strong 

regional competition in tourism.”226 For reference, below is a chart documenting company 

incorporations from 2014-2018: 

Table 17: British Virgin Islands Company Incorporations 2014-2018 

 

 
Source: The British Virgin Islands Financial Services Commission. BVI FSC Statistical Bulletin Q4 2018. 

 
225 Michel, Anne. "The British Virgin Islands: A Forbidden City." ICIJ. October 13, 2017. Accessed July 12, 2019. 

https://www.icij.org/investigations/offshore/british-virgin-islands-forbidden-city/. 
226 The British Virgin Islands. Ministry of Finance. POISED FOR PROGRESS: Securing Our Sustainable 

Development - Medium Term Fiscal Plan 2018-2020.2018. Accessed July 12, 2019. 

https://bvi.gov.vg/sites/default/files/resources/mtfp_2018-2020_final_signed.pdf. 
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When it comes to choosing an OFC, confidentiality and privacy are tantamount in importance to 

the expertise and legal infrastructure needed to actually create corporations. One does not work 

without the other. When it was found that “Half of the nearly quarter of a million companies set 

up by Mossack Fonseca that the Panama Papers identified were incorporated in the BVI,” much 

of BVI’s reputation for secrecy was tarnished.227 Combined with the growing pressure worldwide 

to crack down on the negative effects of FSI, revelations with BVI at the center such as the 

Offshore Leaks and the Panama Papers have forced BVI to agree to some of the more popular 

reforms – though more in letter of the law than spirit, and never without a fight.  

The BVI is FATCA compliant, though FATCA is a bilateral agreement between the US 

and BVI and therefore does not amount to much on a global scale.228 Similarly, the BVI agreed to 

the European Union Savings Directive – and subsequent OECD Common Reporting Standards 

(CRS) that replaced the EU Savings Directive – which is a “mechanism for automatic information 

exchange among European and affiliated countries” that still falls short of the true answer to most 

issues involving financial secrecy, which would be a universal register of beneficial ownership.229 

As mentioned previously, BVI has said it will be the last place to accept such a register. There is 

also the Base Erosion and Profit Shifting Project (BEPS), though this has plenty of shortcomings 

as well and misses the main goal.  

When the UK requested that all of its OTs and CDs create open registers of beneficial 

ownership for companies in 2013, the BVI publicly stated that it would not comply.230 Two years 

 
227 Tax Justice Network. "Narrative Report on the British Virgin Islands." 
228 For further information about the FATCA, please refer to Section 3.2. 
229 British Virgin Islands. Ministry of Finance. 2018 BUDGET ADDRESS “RESILIENCE BEYOND RECOVERY”. 
230 The British Virgin Islands. Premier's Office. Statement By The Premier And Minister Of Finance Dr. The 

Honourable D. Orlando Smith, OBE During The Third Sitting Of The Fourth Session Of The Second House Of 

Assembly Of The Virgin Islands. By D. Orlando Smith. February 12, 2015. Accessed July 14, 2019. 

http://www.bvi.gov.vg/media-centre/premier-smith-beneficial-ownership. 
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later, the UK withdrew the demand for public registries.231 In this same time period, the territorial 

government passed the Computer Misuse and Cybercrime Act that “mandates prison sentences of 

up to 20 years for data whistleblowers” and “sentences of up to 15 years for anyone who publishes 

the data that “he or she knows ought reasonably to have known was obtained without lawful 

authority.””232 Similar to the Confidential Relationships (Preservation) Law mentioned in Section 

4.3 about Cayman, these laws serve to intimidate anyone that is tempted to leak information. 

Considering the fact that ultimate approval of all territorial laws lies with the UK, the implicit 

approval given by letting laws like this pass shows where Britain’s true intentions lie. Orlando 

Smith, the Premiere of BVI, in praising the UKs role in blunting the severity of regulations 

proposed by the EU on OFCs said, “with Britain in the EU, we as overseas territories have had our 

voices heard.”233 Time will tell as to whether the new laws for beneficial ownership as demanded 

by the UK and broader international community come into law in an effective form or whether 

they are transmogrified into toothless and plodding systems that satisfy the letter of the law but are 

of little use to governmental and investigative authorities.  

The British Virgin Islands represents a tough case for the UK and international regulators. 

It is openly resistant to an accessible registry of BO while being in good enough financial shape to 

go against the tide. Recent events, including two Category V hurricanes and the continued fallout 

from the Offshore Leaks and Panama Papers, might be weakening their financial position and 

could bring them to the negotiating table when it comes to a public registry. 

 
231 Fuller, Brent. "UK Minister: 'More than One Way' on Beneficial Ownership."  
232 "Amended "Computer Misuse and Cybercrime" Act Passed." Island Sun. August 02, 2014. Accessed July 14, 
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To recap, this chapter covered the history, from inception to current day, of FSI in the UK, 

Bermuda, Cayman and BVI. In doing so, it highlighted many important laws and occurrences in 

each that brought them to their present situation. With the ideas of Agglomeration Theory and Path 

Dependency in mind, we were able to see how each OT experienced both the ability to decide on 

different paths of innovation and development within FSI and also the pull that these industries 

had on deepening FSI’s presence in these OTs, often at the expense of more diverse options. 

Finally, many of the current international initiatives were touched upon in light of how they affect 

our case studies, and, in turn, this chapter described the ways that these small island economies 

are resisting the push for more transparency – at least until the EU and perhaps the US prescribe 

the same remedies they are demanding of other, more dependent, OFCs.  

While important in their own right, these chapters were also crafted as a crash course to 

prepare the reader for the next and final chapter. Chapter 4 will put the lessons and theories 

reviewed up to this point in practice through the interpretation of government data from 2008 to 

2017. While I will submit my takeaways, in writing a thesis, I am forced to narrow my scope. 

Therefore, there are surely myriad externalities, effects, and implications that can be drawn from 

the proceeding data, depending on one’s perspective and expertise. It is heavily encouraged to 

employ what has been learned in this thesis to the data – perhaps the reader will think of something 

that has not been examined before. Just as important as the data itself, a critical analysis of my 

reasoning for the use of certain values to account for FSI revenue and financial assistance 

expenditures is more than welcome. My decision to use the data that I did was based off of 

extensive conversations with government officials in all three case studies, but this does not mean 

that an alternate argument cannot be made for omitting or including certain aspects. Like any other 



101 

 

study, the data is only as good as the methods used to harvest it. To close, the data to be presented 

and the facts overturned in this thesis are only scratching the surface of this industry. Complexity 

is being ever woven into FSI and as fast as researchers and government officials labor to uncover 

morally dubious practices, new loopholes are exploited or created. If the takeaways from this thesis 

can be used as a springboard for further research, it will be a success.  
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Chapter 4: Key Takeaways and Conclusions 

 

 Chapter 4 presents the key insights derived from examining the relationships between our 

different economic indicators in each of our three case studies.234 Some of these takeaways will be 

familiar to the reader as they were used to paint a picture of the current situation in each OT. 

However, when backed by a more comprehensive set of figures that provide context, these 

assertions gain more weight and importance. After a synopsis of each OT, some paragraphs will 

be devoted to the similarities and differences between our three case studies in light of hard 

numbers. This examination will lead us to the final piece of this thesis, which are suggestions for 

improvement, whether that be through an adoption of initiatives taken by neighboring OTs or a 

continuation of the status quo. Likewise, some of these suggestions for improvement will be 

familiar to the reader as they were touched upon in prior chapters. While there will not be a specific 

section devoted to the UK, their role will be discussed, when relevant, in each of our case studies 

and comparison/contrast sections. Similarly, while there won’t be a specific section devoted to 

confirming or refuting some of the common arguments for and against the use and existence of 

OFCs, this topic will be touched upon when the numbers lead to a conclusion one way or the 

other.235  

4.1 Bermuda 

 By a large margin, Bermuda has the lowest amount of government revenues stemming 

from FSI with only six percent to eight percent during the time period from 2008-2017. At the 

same time, it has the largest percentage of GDP derived from FSI, with rates between forty-two 

 
234 These economic indicators are GDP at Constant Prices, GDP attributable to FSI, Total Government Revenue, 

Government Revenue stemming from FSI, Total Government Expenditure, and Total Government Financial 

Assistance Expenditure. 
235 It is advised to refer to the appendices when reading this chapter as that is where explanations relating to data 

selection are located. 



103 

 

and sixty-one percent. While correlation is not causation, it seems reasonable to assume that this 

gap between GDP and government revenue stemming from FSI is at least partly to blame for the 

lack of funds available to the government. As Peretz et al. posit, Bermuda’s tax structure is 

extremely regressive with payroll tax representing a major source of government revenue while 

international companies are largely untaxed. Prior examples given in this thesis illustrate how 

Bermuda facilitates cross-border flows without receiving any portion, or very little, of the profits 

made through this practice and go to show why Bermuda’s overall expenditures are consistently 

higher than overall revenues. A regressive tax structure and low revenue earned from FSI place 

the majority of the funding burden on other sections of society. 

Perhaps in recognition of this imbalance – and the pursuant strain on the poorest members 

of society – Bermuda has increased rates of financial assistance in the ten-year period studied in 

this thesis. These rates have also increased as a percentage of GDP and as a percentage of 

expenditures. Where financial assistance totaled US$17 million in 2008, this financial aid 

increased to US$51 million in 2017. It is admirable that the Bermudan government has increased 

their rates of financial assistance in the face of a budget deficit. Those at the lower end of the 

socioeconomic ladder are the ones most likely to be impacted first by a rising cost of living, which, 

as examined in our Finance Curse section, is often found in OFCs. Continuing with this optimistic 

outlook for Bermuda, revenues are now at an all-time high of US$988 million and have increased 

by an average of US$30 million from 2014 to 2017. With the policy improvements mentioned by 

Peretz et al., Bermuda has a chance to balance their budget in the coming years. Considering how 

low of a percentage of revenue is made up by FSI, Bermuda has a reliable source of funding to 

make this happen. 
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4.2 The Cayman Islands 

 Cayman, the second largest player in the captive insurance industry, drastically improved 

the state of their government revenues and overall financial health from 2008 to 2017 through the 

adoption of the Principles of Fiscal Responsibility. While Cayman found themselves in the red in 

2008 and 2009 with expenditures surpassing revenues by US$180 million and US$240 million, 

respectively, the following years brought incremental steps toward a balanced budget. By 2013, 

government revenues were consistently running above expenditures and steadily increasing.236 

That the UK stepped in and mandated the adoption of the Principles of Fiscal Responsibility shows 

the special relationship between Cayman and its sovereign power that other OTs do not possess. 

And while the principles in and of themselves are to be respected, the manner of achieving these 

goals is the crux of the matter.237 While Cayman was balancing its budget, it was also increasing 

the fees collected from industries associated with financial services. Where government revenue 

derived from FSI stood at US$147 million in 2008, this figure jumped to almost US$303 million 

in 2017. Increasing this correlation, in 2013 – the year that finally saw revenues surpass 

expenditures – there was also a sizeable jump in government revenues derived from FSI when it 

increased from US$183 million to US$258 million. While this was the largest single-year increase, 

even after 2013, government revenue stemming from FSI steadily increased until 2017, the last 

year studied in this thesis.  

 Within the framework of this thesis, Cayman stands out as the only OT to experience such 

an aggressive and pointed shift in policy to improve the domestic financial situation. Britain’s 

 
236 By 2017, revenues were almost one-third higher than they were in 2008, greatly expanding the capacity of the 

Caymanian government. 
237 For reference, the Principles of Fiscal Responsibility are as follows: Operating surplus should be positive; Net 

worth should be positive; Debt servicing < 10% Core Government Revenues; Net debt < 80% Core Government 

Revenues; Cash Reserves > 90 days expenses; and, Prudent financial risk management. 



105 

 

active role in Cayman’s transformation begs the question: Why are BVI and Bermuda, who are 

either struggling to break even or consistently operating in the red, left to their own devices while 

Cayman is forced to implement changes that have the chance to positively impact the day-to-day 

lives of its citizenry? Like many other aspects of FSI and SB, the motives of the parent country 

are opaque. Perhaps, due to Cayman’s influential positions in both the world of FSI (captive 

insurance) and SB (banking), it was deemed worthy of intervention.  

Where questions arise from Cayman’s privileged status during their economic turnaround, 

we can also find answers in the methods and policies employed to effect such a change. The 

significant increase in FSI revenues help to dispel, at least for comparable OFCs (i.e. Bermuda and 

BVI), the argument that increases in licensing fees and tax rates will cause FSI clients to pull their 

assets and move to the next most affordable option.238 For example, at the same time that Cayman 

was increasing the percent of their revenue derived from FSI, the percent of their GDP associated 

with this industry remained steady. In an industry devoted to obscuring true ownership, trust and 

reputation are key qualifications for any successful OFC. Coupled with the astronomical amounts 

of money – and untaxed profits – involved, Cayman did well to increase their take. What makes 

Cayman’s turnaround even more impressive is the fact that it is the only OT studied in this thesis 

to not supplement their government revenue with payroll tax as this does not exist in Cayman. 

On the other side of the Caymanian government’s fiscal balancing act lies expenditure. 

Coinciding with the jump in overall revenue that began after 2009, overall expenditure began to 

follow the inverse path and decreased from a high of US$814 million in 2009 to a low of US$707 

 
238 For the sake of this argument, the other side of the coin is that Cayman’s experience also helps to dispel the myth 

that these places need to engage in a race to the bottom when it comes to tax rates, fees and licenses associated with 

FSI. Of course, price competition is a central tenet of capitalist competition, yet it is not the end all be all that it is 

often made out to be. 
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million in 2015. In the last two years of our data set, expenditure averaged US$773 million – still 

comfortably below revenue. While there was some belt tightening in terms of overall expenditure, 

this decrease was not inversely proportional to the gains in revenue. Rather than pure austerity, 

increasing the proportion paid by big business filled in the gaps. Breaking down expenditure 

further, financial assistance expenditure, or transfer payments, has remained relatively steady over 

the decade studied in this thesis. Depending on one’s perspective, this could be a good thing or a 

bad thing. On the one hand, in the face of diminishing overall expenditure, financial transfers 

remained steady; on the other, they also did not increase in this time period. With a budget surplus, 

more financial assistance is not being devoted to helping the lowest earners in society. 

4.3 The British Virgin Islands 

With half the population of Bermuda or Cayman, BVI also possesses the smallest GDP, 

revenue, and expenditure of our three case studies. This OFC derives a majority of its government 

revenue from FSI with this industry accounting for between fifty-four percent and sixty-three 

percent during the time period studied. With such a large portion of revenue already coming from 

FSI, it might not be as feasible, both at home and to potential international clients, to increase the 

revenue stream from this industry. Domestically, residents might oppose such an increase on the 

grounds that it endangers a main pillar of their economy if clients pick up and leave.239 Abroad, 

higher fees could cause clients to reconsider their options when it comes to creating and 

maintaining SPVs and similar holdings – two of BVI’s niche markets. Likewise, vying OFCs will 

use this opportunity to pitch their services at lower rates. While it is true that BVI holds a privileged 

position among OFCs due to its ties to the UK and reputation as a top-tier OFC that is steadfast in 

 
239 While we have seen that this threat is not as real as it is often made out to be, it is possible and OFCs must find 

the sweet spot between filling government coffers and creating a desirable business environment.  
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its opposition to reveal beneficial ownership, it may not be in this OT’s best interest to increase 

fees. BVI can afford to wait in this regard because it has maintained a fairly balanced budget 

throughout the period of study. With a smaller population and lower rates of revenue and 

expenditure, the best path forward in the maintenance of financial health may be the status quo.  

Interestingly, BVI sharply increased expenditures from 2013-2017 through the 

establishment of a national health insurance plan, or NHI. Starting in 2013, overall expenditures 

jumped from US$5.8 million to US$23.8 million and averaged US$42.3 million from 2015-

2017.240 The hope is that once implemented, NHI costs will decline to more manageable rates. 

Beyond a question of cost, the establishment of an NHI indicates the government’s desire to take 

a more active role in providing a good quality of life for BVI residents. What is unclear without a 

more detailed breakdown of these expenditures is the extent to which these new services replaced 

existing financial transfer and assistance programs – thus making them redundant – or filled in 

gaps in the existing system. This is important because overall financial assistance expenditures 

increased by less than the allotted grant money devoted to the establishment of an NHI, which 

means that funding for some existing programs could have been cut.241 In the same vein, overall 

government expenditures do not seem to be increasing in line with the published amount of grant 

money devoted to the establishment of the NHI, indicating that expenditures are being cut 

elsewhere. All in all, expenditures overran revenue from 2015 through 2017, which coincided with 

the increase in grant money devoted to the NHI increasing from US$20 million a year to US$40 

 
240 This thesis will not debate the merits of a national health care system versus a privatized system as that falls 

outside the scope of the objectives of study. However, in my own personal opinion, this indicates the sort of 

domestic buy-in that other countries and territories with the sovereign means of implementing and spending public 

funds should implement. 
241 So far, my efforts to speak to someone at Virgin Islands National Health Insurance Department have not yielded 

more detailed information on this matter. 
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million a year. Whether this system eventually pays for itself or not, in my personal opinion, the 

efforts of BVI should be applauded, with the presence of mind to acknowledge that any large 

undertaking can only be judged by its results – often after a long period of time – and not by the 

ideals that inspired the project itself.  

4.4 Key Similarities and Contrasts among Case Studies 

Now that we have assessed each case study on its own merits, it is time to compare and 

contrast our three OTs, to the extent possible. Even with their shared affiliation with the UK, apples 

to apples comparisons are difficult when it comes to these three OTs as reporting standards and 

availability of information vary. For example, despite numerous attempts to contact the Virgin 

Islands National Health Insurance Department for clarification on their financial assistance figures, 

I have received no reply. The annual grant money put forward for the NHI is not listed in a separate 

category, making it difficult to discern the destination of various flows of financial assistance. As 

noted in the BVI expenditures paragraph, authorities anticipate that the NHI will cost considerably 

less once up and running. However, the fact is that these expenditures inflate the financial 

assistance rates for BVI when compared to its neighboring OTs. The reader will also note that 

BVI’s first two years of GDP data are not available as the territory revised their data starting in 

2010 which is based on a different methodology and coverage. In more general terms, qualifying 

the inferences made through these comparisons can be difficult due to significant differences in 

GDP, population, relationship with Britain, and FSI niche specialization – including how changing 

regulation impacts each OT’s particular corner of the industry. Despite these considerable hurdles, 

there are some parallels between these OTs that warrant a side-by-side look. In such an 

understudied field, any shared lessons that can be drawn from such comparisons merit further 

attention. 
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For instance, Cayman and Bermuda are the two leading domiciles for captive insurance 

companies and have similarly sized GDPs and populations. Considering that Bermuda is beset by 

many of the same budgetary challenges faced by Cayman before their adoption of the Principles 

of Fiscal Responsibility – which rectified their situation through a greater reliance on FSI revenues 

– it is possible that Bermuda could follow suit. With GDP at Constant Price, Cayman averaged 

US$4.589 billion while Bermuda averaged US$4.765 billion over the ten-year period of study. 

While these GDPs are in the same ballpark, the portion of GDP attributable to FSI is quite distinct 

as Cayman averaged thirty-three percent (US$1.512 billion) whereas Bermuda averaged forty-nine 

percent (US$2.309 billion). No causal link between GDP and government revenues can be drawn, 

yet logic dictates that an industry which dominates so much of the economy would ostensibly 

contribute a fair amount to government coffers. In reality, the difference noted between FSI-related 

GDP in Cayman and Bermuda swings the other way when it comes to FSI-attributable government 

revenue: Cayman owes an average of thirty-one percent (US$226.2 million) to FSI while Bermuda 

averages just seven percent (US$64.5 million).242 This corner of financial services has already 

shown that they will pay higher fees in Cayman instead of moving their operations elsewhere. 

With an even more powerful position within this niche industry, Bermuda should be able to 

increase revenues and cover any potential losses with the higher rate paid by each company. 

Missing from Bermuda’s case is the presence of the UK to spur along necessary financial 

reforms.243  

 
242 If averages are taken in five-year splits for Cayman, we can see just how much new policy improved their 

financial situation: 2008-2012 = 26.5% (US$167 million) vs. 2013-2017 = 34.6% (US$285.4 million). 
243 While beyond the scope of this thesis, the question of why there was sovereign intervention in the case of 

Cayman while Bermuda has been left to their own devices to weather this financial crisis is worthy of future 

research. 
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Solidifying the coherence between the two is the fact that they define the parameters of 

their financial transfers in a very similar manner with Cayman stating that financial transfers “are 

benefits aimed at protecting a section of the population against certain social risks,” while 

Bermuda’s Department of Financial Assistance follows a mandate to “ensure that Bermudans with 

insufficient financial resources have access to services in order to gain, maintain, or regain a 

minimum standard of living while encouraging personal and economic independence.”244 With 

this similar definition of social assistance and a shared niche within FSI, we can make some 

comparisons when it comes to each OTs’ expenditure on financial transfers.245 With a concrete 

frame of reference as to the makeup of revenues in Cayman and Bermuda laid out in the previous 

paragraph, we can now break down trends in financial assistance for our similarly constructed case 

studies.  

From 2008 to 2017, Cayman’s financial assistance expenditures have stayed relatively 

static both in terms of percentage of overall expenditures and percentage of overall GDP with the 

former varying between four and five percent of expenditure and the latter between .7 and .85 of 

one percent. Over the same time span, Bermuda’s financial assistance expenditures have 

experienced noticeable growth both as a percentage of overall expenditures and GDP with 

increases from one and a half percent to just under four and a half percent and from just under one-

half percent to just over one percent, respectively. Bermuda’s progress in both of these areas should 

be commended – but only with context. Cayman’s financial assistance expenditures have 

 
244 THE CAYMAN ISLANDS’ ANNUAL ECONOMIC REPORT 2017, THE CAYMAN ISLANDS’ ANNUAL 
ECONOMIC REPORT 2017 § (2018). 

https://www.eso.ky/UserFiles/page_docums/files/uploads/the_cayman_islands_annual_economic_repor.pdf.; 

APPROVED ESTIMATES OF REVENUE AND EXPENDITURE FOR THE YEAR 2018/19. Accessed November 

18, 2019. https://www.gov.bm/sites/default/files/Budget-Book-2018-full-version_sm.pdf. 
245 For the sake of comparison, let us presume that international attempts at further regulation of their shared 

industry will affect them in a similar manner. 

https://www.eso.ky/UserFiles/page_docums/files/uploads/the_cayman_islands_annual_economic_repor.pdf


111 

 

consistently stayed between four and five percent of overall expenditure while Bermuda’s only 

began to reach that point towards the end of the period studied. Considering that financial 

assistance programs could have been cut during Cayman’s budgetary belt-tightening, it is also 

commendable that Cayman maintained similar levels of social assistance during their journey to 

financial health. For both Cayman and Bermuda, measuring financial assistance expenditures as a 

percentage of GDP is problematic due to the inflationary effects that are caused by certain practices 

within FSI and SB. However, it seems that Bermuda is trending towards increasing these payments 

while Cayman has kept their levels steady. While it is almost impossible to discern financial 

assistance levels for BVI without more detailed data, it is both reassuring that they are committed 

to establishing an NHI and alarming that without these funds, BVI’s levels of financial assistance 

would be the lowest of our three case studies. 

Distinguishing Cayman from both of its fellow OTs is a lack of payroll tax as a source of 

government revenue. Referring to the pie charts in Appendix B, we can see that BVI and Bermuda 

rely on payroll tax to provide over fifteen percent and thirty-five percent, respectively, of overall 

government revenue. That Cayman was able to balance their budget without such a sizable source 

of revenue adds to their financial health success story. As touched on in Section 2.6 and in the 

appendix containing the explanations for the criteria used to filter different budget lines, payroll 

tax is a regressive tax if capital income is not taxed (as it is not in Bermuda) as those wealthy 

enough not to work are able to significantly lower their overall level of taxation. That Cayman 

does not rely on this source of revenue but instead taxes Cayman’s corporate sector much more 

heavily is another indicator of Cayman’s more progressive tax structure. With the highest reliance 

on payroll tax, Bermuda would do well to increase fees on FSI related companies and decrease 
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payroll tax to ease the burden on workers. BVI, on the other hand, with its already heavy reliance 

on FSI to support government revenue, may not be able to use the above suggested strategy to the 

same effect as Bermuda. 

As previously mentioned, BVI displays the highest reliance on FSI as a portion of 

government revenue for our three case studies, which has led to the advice that BVI look to other 

sources for additional revenue. Furthermore, BVI would do well to diversify their existing revenue 

base as an overreliance on FSI for government revenue leaves it vulnerable to international changes 

to BVI’s niche market that are out of the OT’s control. While Bermuda is not leveraging their 

intermediary position enough, BVI has gone too far. This thesis generally points to the benefits 

that can come from FSI revenues but hedging one’s bets is necessary in such a volatile industry. 

No perfect recipe or balance exists but from our three cases it seems that Cayman’s mixture is the 

model for the other two to follow, especially considering the lack of payroll tax as a source of 

revenue. 

In light of the previous two paragraphs and with the idea of tax incidence in mind, it should 

be noted that higher fees, which can be beneficial to the government finances of these OFCs, come 

at a cost. Just as workers are saddled with the tax burden associated with payroll tax, individuals 

and corporations that use financial services can often bear the brunt of increased fees. Whether 

clients choose to remain with the more expensive option due to reputational trust of service or a 

larger payout in the form of unpaid taxes or higher profit margins, the cost meant to be paid by the 

financial services firm, accounting service or consulting firm is often paid by someone else. 

However, for the purposes of this thesis, the costs borne on the other side of the client – financial 

services firm – OFC relationship is irrelevant as long as it is paid. For our case studies’ local 



113 

 

finances and populations, larger shares of FSI revenue can be devoted to combatting the negative 

externalities associated with the industry that are outlined in Section 2.6: The Finance Curse.  
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Final Thoughts and Acknowledgements 

 

 The purpose of this thesis was to examine an issue that is both of personal interest and 

global importance. I hope the matters discussed within these pages are able to deconstruct and 

bring to the forefront two overshadowed aspects of these financial practices: the heavy reliance on 

these industries by host countries and the implications for sovereignty caused by massive and 

socioeconomic class-specific tax avoidance and evasion. Certainly, and as is pointed out 

throughout this thesis, the threats to global tax revenues and overall financial well-being that are 

often associated with FSI and SB, are real and there is a growing awareness that change is needed. 

U.S. presidential candidates such as Bernie Sanders and Elizabeth Warren are putting forth policy 

proposals for wealth taxes that would drastically alter the financial landscape for rich individuals, 

multinational corporations and governments at home and abroad. While this would benefit the 

U.S. government and citizens, it would also diminish a key source of government revenue for 

Bermuda, Cayman and BVI that facilitate tax avoidance and off-balance sheet banking practices. 

Though there are many aspects of FSI that are completely legal and ethical, stronger regulation 

threatens to limit government revenue and tertiary benefits enjoyed by these OTs. What is good 

for one side is often bad for the other, and vice versa. A more varied economy with a lesser reliance 

on FSI is a smart path forward considering that public sentiment and international pressure seem 

to indicate that FSI-related revenue and industry will only become more scrutinized.  
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Appendix A: Government Gross Domestic Product, Revenue, and Expenditure Data 

 
Table A1: Cayman Islands Government Finances 

 

 
Sources: “Indicators.” Cayman Islands - The Economics & Statistics Office.; “Quarterly and Annual Economic 

Reports.” Cayman Islands - The Economics & Statistics Office.; “Ministry of Finance & Economic Development.” 
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Table A2: British Virgin Islands Government Finances 

 

 
Source: “Budget Estimate.” Budget Estimate | Government of the Virgin Islands.; “Statistics.” Government of the 

Virgin Islands.; The British Virgin Islands. Ministry of Finance. Poised for Progress…; “BVIFSC Annual Reports.” 
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Table A3: Bermuda Government Finances 

 

 
Sources: Facts and Figures, Government of Bermuda.; Budget 2019-2020, Government of Bermuda.  
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Appendix B: Breakdown of Government Revenues 

 

 
Figure B1: Cayman Government Revenues 2013/2014 

Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 

 

 
Figure B2: British Virgin Islands Government Revenues 2016/2017 

Source: Government of the Virgin Islands 2017 Budget 
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Figure B3: Bermuda Government Revenues 2015/2016 

Source: Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World… 
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Appendix C: Government Data Collection Practices 

 

The purpose of this appendix is to provide explanations for why certain values were 

included or omitted in the creation of the data tables in Appendix A. The decisions I made while 

putting together these data tables were informed by a mixture of personal knowledge gained 

through study of this industry and its accompanying theory; email conversations with government 

officials in Bermuda, the Cayman Islands and the British Virgin Islands;  consultations with my 

thesis advisor, Mark Rom, and co-thesis advisor, Robert Stubbs; and, data limitations created by a 

lack of budget line specificity to different pieces of financial assistance or a subsequent lack of 

explanation by the relevant government officials of each case study.  

In terms of personal knowledge and field theory, I relied primarily on notes taken while 

reading countless academic journal articles, research papers, NGO publications and news articles 

as well as numerous informational conversations I conducted via email and video chat with experts 

– often specialized in the OTs studied – in the financial services and tax policy fields. While the 

conversations I had with these experts were invaluable, they primarily occurred in the beginning 

of my thesis research and specific information from those interviews was not used in the writing 

of this thesis. On the other hand, Mark Rom and Robert Stubbs were instrumental in the structure 

and content of my thesis in their respective roles as advisor and co-advisor. In terms of theory, the 

ideas of sovereignty, tax incidence and price elasticity/inelasticity were used. After creating a solid 

base from which to understand the available public data, I scoured the government websites of my 

case studies, particularly in the Economics and Statistics Departments, for a preliminary look at 

the data. Once I made my first data tables and saw where I was lacking clarity, I was able to form 

the appropriate questions to ask government officials in each of these jurisdictions. Primarily via 
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email, I spoke with Statisticians in BVI, officials from the Ministry of Finance and Development 

in Cayman, and Budget Officers and Statisticians in Bermuda. Without the help from the 

government officials in each of these places, I would not have been able to fully comprehend the 

data I was looking at and then choose the appropriate categories for my data tables. The 

information they imparted was more of the variety of helping to understand the fine print than 

personal opinion about certain programs or policies. Therefore, like with the experts that helped 

me in the beginning of my thesis research, no specific information from those conversations is 

quoted or used to support or detract from assertions made in this thesis. Even with the assistance 

of these government officials, there are some gaps and inconsistencies in the data. Part of this is 

endemic to the topic of study while others are due to a lack of response or clarification by certain 

government officials.246  

  

 
246 Either way, assertions made from the data are only as good as the data itself and I acknowledge that while I did 

my best, I am by no means an expert in this field. Critiques of my findings are welcome and I view them as 

opportunities to grow my intellectual capacity and self-awareness. 



122 

 

Bibliography 

 

"Amended "Computer Misuse and Cybercrime" Act Passed." Island Sun. August 02, 2014. 

Accessed July 14, 2019. https://www.islandsun.com/amended-computer-misuse-and-cybercrime-

act-passed/. 

APPROVED ESTIMATES OF REVENUE AND EXPENDITURE FOR THE YEAR 

2018/19. Accessed November 18, 2019. https://www.gov.bm/sites/default/files/Budget-Book-

2018-full-version_sm.pdf. 

Ban, Cornel, and Daniela Gabor. “The political economy of shadow banking.” Review of 

International Political Economy, vol. 23, no. 6, 13 Jan. 2016, pp. 901–914., Accessed 27 Sept. 

2017 

Bermuda. 2017 Annual Assessment. By David Peretz, Peter Heller, and Jonathan Portes. 

November 2017. Accessed May 29, 2019. https://www.gov.bm/sites/default/files/BermudaFiscal 

ResponsibilityPanel2017AnnualAssessment.pdf. 

Bermuda. 2018 Annual Assessment David Peretz, Peter Heller, and Jonathan Portes. 

November 2018. Accessed May 29, 2019. https://www.gov.bm/sites/default/files/Bermuda Fiscal 

Responsibility Panel 2018 Annual Assessment.pdf. 

Bermuda. Ministry of Finance. Registrar of Companies. Economic Substance Regime - 

Registration Filing Requirement. 2018. December 21, 2018. Accessed June 16, 2019. 

https://www.gov.bm/sites/default/files/Industry-Notice-Economic-Substance-Regime-

Registration-v2.pdf. 

Bermuda. Ministry of Finance. Registrar of Companies. Enhancements to Bermuda’s 

Beneficial Ownership Regime Enacted. February 26, 2019. Accessed June 17, 2019. 

https://www.gov.bm/sites/default/files/Industry-Notice-Local-Companies-Beneficial-

Ownership.pdf. 

Bermuda. Ministry of Finance. BENEFICIAL OWNERSHIP REGIME: Beneficial 

Ownership Requirements for Bermuda Companies, Limited Liability Companies and 

Partnerships. January 8, 2019. Accessed June 2, 2019. 

https://www.gov.bm/sites/default/files/Beneficial-Ownership-Guidance-Notes-v1.pdf. 

Bermuda. Ministry of Finance. Budget Statement in Support of the Estimates of Revenue 

and Expenditure 2019–2020. February 22, 2019. Accessed May 28, 2019. 

https://www.gov.bm/sites/default/files/Budget_Statement_Web.pdf. 

Bermuda. Ministry of Finance. NATIONAL ECONOMIC REPORT OF BERMUDA 2018. 

February 2019. Accessed June 7, 2019. http://www.gov.bm/sites/default/files/NATIONAL-

ECONOMIC-REPORT-2018_Web.pdf. 

Bermuda. Tax Reform Commission. Ministry of Finance. Final Report of the Tax Reform 

Commission. November 19, 2018. Accessed May 29, 2019. 

https://www.gov.bm/sites/default/files/Tax-Reform-Commission-Report-Final-2018-11-19.pdf. 

Bowers, Simon. “Cayman Signals Willingness to Abandon Corporate Secrecy – But Not 

Yet.” ICIJ. International Consortium of Investigative Journalists, October 10, 2019. 

https://www.icij.org/investigations/paradise-papers/cayman-signals-willingness-to-abandon-

corporate-secrecy-but-not-yet/?utm_source=ICIJ&utm_campaign=6500a07645-

1016_WeeklyEmail&utm_medium=email&utm_term=0_992ecfdbb2-6500a07645-81957401.  

https://www.icij.org/investigations/paradise-papers/cayman-signals-willingness-to-abandon-corporate-secrecy-but-not-yet/?utm_source=ICIJ&utm_campaign=6500a07645-1016_WeeklyEmail&utm_medium=email&utm_term=0_992ecfdbb2-6500a07645-81957401
https://www.icij.org/investigations/paradise-papers/cayman-signals-willingness-to-abandon-corporate-secrecy-but-not-yet/?utm_source=ICIJ&utm_campaign=6500a07645-1016_WeeklyEmail&utm_medium=email&utm_term=0_992ecfdbb2-6500a07645-81957401
https://www.icij.org/investigations/paradise-papers/cayman-signals-willingness-to-abandon-corporate-secrecy-but-not-yet/?utm_source=ICIJ&utm_campaign=6500a07645-1016_WeeklyEmail&utm_medium=email&utm_term=0_992ecfdbb2-6500a07645-81957401


123 

 

“Brief on the State of Play on the international tax transparency standards.” Global Forum 

on Transparency and Exchange of Information for Tax Purposes, OECD. Accessed 26 Sept. 2017 

British Virgin Islands. Ministry of Finance. 2018 BUDGET ADDRESS “RESILIENCE 

BEYOND RECOVERY”.2018. Accessed June 27, 2019. 

Budget 2019-2020, Government of Bermuda. Accessed November 16, 2019. 

https://www.gov.bm/budget. 

“Budget Estimate.” Budget Estimate | Government of the Virgin Islands. Accessed 

November 9, 2019. http://www.bvi.gov.vg/budget-estimate. 

“BVIFSC Annual Reports.” British Virgin Islands Financial Services Commission. 

Accessed September 14, 2019. https://www.bvifsc.vg/library/bvifsc-annual-reports. 

"BVI International Business Companies." BVI International Business Company - BVI 

IBC. Accessed July 14, 2019. http://www.britishvirginislands-ibc-

registration.com/BritishVirginIslands_International_trade_and_investment.html.  

Chen, James. "Resource Curse." Investopedia. March 12, 2019. Accessed July 07, 2019. 

https://www.investopedia.com/terms/r/resource-curse.asp. 

"Collateral Damage: How Government Plans to Water down UK Anti-tax Haven Rules 

Could Cost Developing Countries – and the UK – Billions." ActionAid. March 2012. Accessed 

July 14, 2019. https://www.actionaid.org.uk/sites/default/files/doc_lib/collateral_damage.pdf. 

"Corporate Tax Haven Index - 2019 Results." Corporate Tax Haven Index 2019. 2019. 

Accessed June 07, 2019. https://corporatetaxhavenindex.org/introduction/cthi-2019-results. 

"Corporate Tax Haven Index FAQ." Corporate Tax Haven Index. Accessed June 30, 2019. 

https://corporatetaxhavenindex.org/introduction/faq. 

"COUNTRY COMPARISON: GDP - PER CAPITA (PPP)." The World Factbook. 

Accessed June 27, 2019. https://www.cia.gov/library/publications/the-world-

factbook/rankorder/2004rank.html. 

Damgaard, Jannick, Thomas Elkjaer, and Niels Johannesen. "Piercing the Veil: Inside the 

World of Global Tax Havens and Offshore Banking." Finance & Development. June 2018. 

Accessed June 30, 2019. https://www.imf.org/external/pubs/ft/fandd/2018/06/inside-the-world-

of-global-tax-havens-and-offshore-banking/damgaard.pdf.  

Deneault, Alain. Offshore: Tax Havens and the Rule of Global Crime. New York, NY: 

New Press, 2011. 

Drucker, J. Google 2.4% rate shows how $60 billion is lost to tax loopholes. Bloomberg 

(2010). 

Duncan, Charles. "Without Direct Taxes, How Does the Cayman Islands Generate Its 

Revenue?" Cayman Financial Review. October 26, 2016. Accessed July 04, 2019. 

https://www.caymanfinancialreview.com/2016/11/01/without-direct-taxes-how-does-the-

cayman-islands-generate-its-revenue/.  

Evans, Peter. “The Eclipse of the State? Reflections on Stateness in an Era of 

Globalization” World Politics,50, no.1 (October 1997): 62-87 

Facts and Figures, Government of Bermuda. Accessed September 16, 2019. 

https://www.gov.bm/facts-and-figures. 

Fichtner, Jan. "Privateers of the Caribbean: The Hedge Funds-US-UK-Offshore 

Nexus." Competition & Change18, no. 1 (2014): 37-53. 

http://www.britishvirginislands-ibc-registration.com/BritishVirginIslands_International_trade_and_investment.html
http://www.britishvirginislands-ibc-registration.com/BritishVirginIslands_International_trade_and_investment.html
https://corporatetaxhavenindex.org/introduction/cthi-2019-results
https://www.cia.gov/library/publications/the-world-factbook/rankorder/2004rank.html
https://www.cia.gov/library/publications/the-world-factbook/rankorder/2004rank.html
https://www.imf.org/external/pubs/ft/fandd/2018/06/inside-the-world-of-global-tax-havens-and-offshore-banking/damgaard.pdf
https://www.imf.org/external/pubs/ft/fandd/2018/06/inside-the-world-of-global-tax-havens-and-offshore-banking/damgaard.pdf
https://www.caymanfinancialreview.com/2016/11/01/without-direct-taxes-how-does-the-cayman-islands-generate-its-revenue/
https://www.caymanfinancialreview.com/2016/11/01/without-direct-taxes-how-does-the-cayman-islands-generate-its-revenue/


124 

 

Fichtner, Jan. “The anatomy of the Cayman Islands offshore financial center: Anglo-

America, Japan, and the role of hedge funds.” Review of International Political Economy, vol. 23, 

no. 6, 19 Oct. 2016, pp. 1034–1063. Taylor & Francis Online, Accessed 26 Sept. 2017 

Fichtner, Jan. The Offshore-Intensity Ratio Identifying the Strongest Magnets for Foreign 

Capital. City Political Economy Research Centre. Cityperc@city.ac.uk. February 2015. Accessed 

May 23, 2019. 

"Financial Secrecy Index - 2018 Results." Financial Secrecy Index. 2018. Accessed June 

04, 2019. https://www.financialsecrecyindex.com/introduction/fsi-2018-results. 

Fossen, Anthony Van. "Norfolk Island and Its Tax Haven." Australian Journal of Politics 

and History48, no. 2 (2002): 210-25. Accessed June 25, 2019. doi:10.1111/1467-8497.00259. 

Fowler, Naomi. "Bermuda: Inequality and Poverty in UK Overseas Territory." Tax Justice 

Network. June 21, 2018. Accessed June 28, 2019. 

https://www.taxjustice.net/2018/06/21/bermuda-inequality-and-poverty-in-uk-overseas-territory/. 

Fowler, Naomi. “Inequality and the Consequences: How Much Is Too Much?” Tax Justice 

Network, July 9, 2018. https://www.taxjustice.net/2018/07/09/inequality-and-the-consequences-

how-much-is-too-much/.  

Freyer, T. and Morriss, A. P. (2013) ‘Creating Cayman as an offshore financial center: 

structure & strategy since 1960’, University of Alabama Legal Studies Research Paper No. 

2329827 

Fuller, Brent. "UK Minister: 'More than One Way' on Beneficial Ownership." Cayman 

Compass, August 28, 2015. Accessed May 28, 2019. 

https://www.caymancompass.com/2015/08/28/UK-minister---More-than-one-way--on-

beneficial-ownership/. 

Garcia-Bernardo, Javier, Jan Fichtner, Frank W. Takes, and Eelke M. Heemskerk. 

"Uncovering Offshore Financial Centers: Conduits and Sinks in the Global Corporate Ownership 

Network." Scientific Reports7, no. 1 (July 24, 2017). Accessed May 28, 2019. 

doi:10.1038/s41598-017-06322-9. 

GOVERNMENT OF THE VIRGIN ISLANDS 2017 BUDGET ESTIMATES § (2017). 

https://bvi.gov.vg/pub/2017 Budget Estimates.pdf. 

Grabher, G. (1993) ‘The weakness of strong ties: the lock-in of regional development in 

the Ruhr area.’ In Grabher, G. (ed) The Embedded Firm: on the Socio-economics of Industrial 

Networks. Routledge, London. 

Haldevang, Max De. "Britain Just Passed a Sweeping Crackdown on the World's Most 

Notorious Tax Havens." Quartz. May 01, 2018. Accessed June 27, 2019. 

https://qz.com/1266386/britain-is-cracking-down-on-the-worlds-most-secretive-tax-havens/. 

Hampton, M.P. and Christensen, J. (2002) ‘Offshore Pariahs? Small Island Economies, 

Tax Havens and the Re-configuration of Global Finance’ World Development 30 (9) 1657-1673. 

Helgadóttir, Oddný. “Banking upside down: the implicit politics of shadow banking 

expertise.” Review of International Political Economy, vol. 23, no. 6, 29 Sept. 2016, pp. 915–940., 

Accessed 27 Sept. 2017 

Hendry, I. and Dickinson, S. (2011) British Overseas Territories Law. Oxford: Hart 

Publishing 

https://www.taxjustice.net/2018/06/21/bermuda-inequality-and-poverty-in-uk-overseas-territory/
https://www.taxjustice.net/2018/07/09/inequality-and-the-consequences-how-much-is-too-much/
https://www.taxjustice.net/2018/07/09/inequality-and-the-consequences-how-much-is-too-much/
https://qz.com/1266386/britain-is-cracking-down-on-the-worlds-most-secretive-tax-havens/


125 

 

"How Tax Havens Plunder the Poor." May 2013. Accessed June 30, 2019. 

https://www.actionaid.org.uk/sites/default/files/publications/how_tax_havens_plunder_the_poor

_2.pdf. 

“Indicators.” Cayman Islands - The Economics & Statistics Office - Grand Cayman. 

Economics and Statistics Office. Accessed August 14, 2019. 

https://www.eso.ky/indicators_page.html#5. 

Kagan, Julia. "Tax Incidence." Investopedia. April 29, 2018. Accessed June 1, 2019. 

https://www.investopedia.com/terms/t/tax_incidence.asp. 

Klein, Michael. "Financial Services Industry: Cayman's 'invisible' Giant." Cayman 

Compass. January 26, 2018. Accessed July 04, 2019. 

https://www.caymancompass.com/2018/01/25/financial-services-industry-caymans-invisible-

giant/. 

Kodres, Laura E. “What Is Shadow Banking? - Back to Basics - Finance & Development, 

June 2013.” Finance and Development, IMF, June 2013, Accessed 28 Sept. 2017 

"Largest Captive Domiciles." Business Insurance. January 3, 2019. Accessed June 10, 

2019. https://www.businessinsurance.com/article/20190103/NEWS06/912325933/Business-

Insurance-2018-Data-Rankings-Largest-captive-domiciles. 

Mackinnon, Danny, Cumbers, Andrew, Pike, Andy, Birch, Kean, and McMaster, Robert. 

“Evolution in Economic Geography: Institutions, Political Economy, and Adaptation.” Economic 

Geography 85, no. 2 (April 1, 2009): 129–50. https://doi.org/10.1111/j.1944-8287.2009.01017.x. 

Mansour, Mark Bou. "Home." New Ranking Reveals Corporate Tax Havens behind 

Breakdown of Global Corporate Tax System; Toll of UK’s Tax War Exposed. May 28, 2019. 

Accessed June 04, 2019. https://www.taxjustice.net/2019/05/28/new-ranking-reveals-corporate-

tax-havens-behind-breakdown-of-global-corporate-tax-system-toll-of-uks-tax-war-exposed/. 

McKenzie, Chris. "VISTA Trusts 10 Years on – Your Questions Answered: Part 1." O'Neal 

Webster. September 25, 2014. Accessed July 14, 2019. http://onealwebster.com/vista-trusts-10-

years-on-your-questions-answered-part-1/. 

Messick, Rick. "Beneficial Ownership Registry Coming to the United States?" GAB | The 

Global Anticorruption Blog. June 19, 2019. Accessed June 27, 2019. 

https://globalanticorruptionblog.com/2019/06/19/beneficial-ownership-registry-coming-to-the-

united-states/. 

Michel, Anne. "The British Virgin Islands: A Forbidden City." ICIJ. October 13, 2017. 

Accessed July 12, 2019. https://www.icij.org/investigations/offshore/british-virgin-islands-

forbidden-city/.  

“Ministry of Finance & Economic Development.” 2018-19 Plan & Estimates. Government 

of the Cayman Islands. Accessed October 11, 2019. 

http://www.gov.ky/portal/page/portal/pfehome/publications/2018-19-budget-documents/2018-

19-plan-estimates. 

Muir, David. "Google and Other U.S. Companies Dodge Billions in Taxes, Bloomberg 

Reports." ABC News. October 21, 2010. Accessed June 09, 2019. 

https://abcnews.go.com/WN/google-loophole-dodge-corporate-taxes-bloomberg-

report/story?id=11939752. 

https://www.actionaid.org.uk/sites/default/files/publications/how_tax_havens_plunder_the_poor_2.pdf
https://www.actionaid.org.uk/sites/default/files/publications/how_tax_havens_plunder_the_poor_2.pdf
https://www.investopedia.com/terms/t/tax_incidence.asp
https://globalanticorruptionblog.com/2019/06/19/beneficial-ownership-registry-coming-to-the-united-states/
https://globalanticorruptionblog.com/2019/06/19/beneficial-ownership-registry-coming-to-the-united-states/
https://www.icij.org/investigations/offshore/british-virgin-islands-forbidden-city/
https://www.icij.org/investigations/offshore/british-virgin-islands-forbidden-city/


126 

 

Nesvetailova, Anastasia, and Ronen Palan. “Offshore Finance and Shadow Banking: 

Regulation of the Dark Corners of the Financial System.” Banking & Financial Services Policy 

Report, May 2014, pp. 19–30 

Palan, Ronen, Christian Chavagneux, and Richard Murphy. Tax Havens: How 

Globalization Really Works. Ithaca, NY: Cornell University Press, 2013. 

Palan, Ronen. "Trying to Have Your Cake and Eating It: How and Why the State System 

Has Created Offshore." International Studies Quarterly42, no. 4 (1998): 625-43. Accessed June 

2, 2019. doi:10.1111/0020-8833.00100. 

Picciotto, S. (1992) International Business Taxation, London: Weidenfeld and Nicholson. 

Piketty, Thomas. Capital in the twenty-First century. London, The Belknap Press of 

Harvard University Press, 2017 

“Quarterly and Annual Economic Reports.” Cayman Islands - The Economics & Statistics 

Office - Grand Cayman. Government of the Cayman Islands. Accessed September 7, 2019. 

https://www.eso.ky/quarterlyandannualeconomicreports.html#4. 

“Revealed: global super-Rich has at least $21 trillion hidden in secret tax havens.” Tax 

Justice Network. 22 July 2012, Accessed 26 Sept. 2017 

Rovnick, Naomi. "Sun, Sand and Lots of Hot Money." South China Morning Post. May 

18, 2011. Accessed July 14, 2019. https://www.scmp.com/article/968175/sun-sand-and-lots-hot-

money. 

Scott, Peter. “Path Dependence and Britain’s ‘Coal Wagon Problem.’” Explorations in 

Economic History 38, no. 3 (July 2001): 366–85. https://doi.org/10.1006/exeh.2000.0766. 

Shaxson, Nicholas, and John Christensen. The Finance Curse: How Oversized Financial 

Centers Attack Democracy and Corrupt Economies. Commonwealth Publishing, 2013 

Shaxson, Nicholas. "How 1/8th of Moldova’s GDP Vanished, via a Scottish Council Flat." 

October 08, 2015. Accessed May 28, 2019. https://www.taxjustice.net/2015/10/08/how-18th-of-

moldovas-gdp-vanished-via-a-scottish-council-flat/. 

Staff, Investopedia. “Shadow Banking System.” Investopedia, 17 July 2015, Accessed 29 

Sept. 2017 

Staff. “Arbitrage.” Investopedia, 18 Oct. 2016 

“Statistics.” Government of the Virgin Islands. Accessed August 25, 2019. 

http://www.bvi.gov.vg/statistics. 

Strange, Susan. The Retreat of the State: The Diffusion of Power in the World 

Economy. New York: Cambridge University Press, 1997. 

Stubbs, Robert. Bermuda in 2017: An Economic Test Tube to the World. PPT. November 

2, 2017. 

Stubbs, Robert. Bermuda in 2017: Convergence of the Offshore World - An Emerging 

Common Economic Model? January 9, 2017. Accessed June 27, 2019. 

https://issuu.com/robertstubbs0/docs/convergingoffshoremodel. 

Stubbs, Robert. Hostage to Finance: The Role of Capital as Principal Cause of Bermuda's 

Economic Depression. 2018. An explanation of Bermuda Government's Economic Policy Errors 

No's 3, 4 & 5, Bermuda. 

Tax Justice Network. "Narrative Report on Cayman Islands." Tax Justice Network. 2018. 

Accessed May 22, 2019. Narrative Report on the Cayman Islands. 



127 

 

Tax Justice Network. "Narrative Report on the British Virgin Islands." Tax Justice 

Network. 2018. Accessed May 22, 2019. Narrative Report on the British Virgin Islands 

Tax Justice Network. "Narrative Report on the United Kingdom." Tax Justice Network. 

2018. Accessed May 22, 2019. Narrative Report on the United Kingdom. 

Tax Justice Network. "Report on Bermuda." News release, 2018. Financial Secrecy Index. 

Accessed June 7, 2019. https://www.financialsecrecyindex.com/PDF/Bermuda.pdf. 

The British Virgin Islands. Financial Services Commission. BVI FSC Statistical Bulletin 

Q4 2018.2018. Accessed July 12, 2019. 

https://www.bvifsc.vg/sites/default/files/documents/StatisticalBulletins/q4_2018_statistical_bulle

tin_1.pdf.  

The British Virgin Islands. Ministry of Finance. POISED FOR PROGRESS: Securing Our 

Sustainable Development - Medium Term Fiscal Plan 2018-2020.2018. Accessed July 12, 2019. 

https://bvi.gov.vg/sites/default/files/resources/mtfp_2018-2020_final_signed.pdf.  

The British Virgin Islands. Premier's Office. Statement By The Premier And Minister Of 

Finance Dr. The Honourable D. Orlando Smith, OBE During The Third Sitting Of The Fourth 

Session Of The Second House Of Assembly Of The Virgin Islands. By D. Orlando Smith. February 

12, 2015. Accessed July 14, 2019. http://www.bvi.gov.vg/media-centre/premier-smith-beneficial-

ownership. 

THE CAYMAN ISLANDS’ ANNUAL ECONOMIC REPORT 2017, THE CAYMAN 

ISLANDS’ ANNUAL ECONOMIC REPORT 2017 § (2018). 

https://www.eso.ky/UserFiles/page_docums/files/uploads/the_cayman_islands_annual_economic

_repor.pdf. 

The Cayman Islands. Ministry of Financial Services. Beneficial Ownership Factsheet. 

March 2017. Accessed July 9, 2019.  

The Cayman Islands. Ministry of Financial Services. Ministry of Financial Services 

Factsheet. March 2017. Accessed July 9, 2019. 

The Cayman Islands. Ministry of Financial Services, Commerce, and Environment. The 

Cayman Islands: Financial Services Industry. March 17, 2017. Accessed July 4, 2019. 

The Cayman Islands. Ministry of Financial Services. Summary Guide for Companies & 

Limited Liability Companies – Centralised Platform Providing Access to the Beneficial Ownership 

Information. Accessed July 9, 2019. 

http://www.caymanfinance.gov.ky/portal/pls/portal/docs/1/12412373.PDF. 

"The Deloitte Wealth Management Centre Ranking 2015: Capturing Value in a Shifting 

Environment." Deloitte Switzerland. 2015. Accessed May 22, 2019. 

https://www2.deloitte.com/content/dam/Deloitte/ch/Documents/financial-services/ch-en-

financial-services-the-deloitte-wealth-management-centre-ranking-2015.pdf. 

"The Library Card Project: The Ease of Forming Anonymous Companies in the United 

States « Global Financial Integrity." Global Financial Integrity. March 21, 2019. Accessed June 

27, 2019. https://gfintegrity.org/report/the-library-card-project/. 

The United Kingdom. Foreign and Commonwealth Office. The Overseas Territories 

Security, Success and Sustainability. June 2012. Accessed July 14, 2019. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file

/32952/ot-wp-0612.pdf. 

https://www.financialsecrecyindex.com/PDF/Bermuda.pdf
https://www.bvifsc.vg/sites/default/files/documents/StatisticalBulletins/q4_2018_statistical_bulletin_1.pdf
https://www.bvifsc.vg/sites/default/files/documents/StatisticalBulletins/q4_2018_statistical_bulletin_1.pdf
https://bvi.gov.vg/sites/default/files/resources/mtfp_2018-2020_final_signed.pdf
https://gfintegrity.org/report/the-library-card-project/
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/32952/ot-wp-0612.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/32952/ot-wp-0612.pdf


128 

 

The United Kingdom. Prime Minister's Office. Lough Erne Declaration. June 18, 2013. 

Accessed July 14, 2019. 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file

/207543/180613_LOUGH_ERNE_DECLARATION.pdf.  

United Kingdom. City of London. About the City. Lord Mayor – Job Description. 

Accessed May 22, 2019. https://www.cityoflondon.gov.uk/about-the-city/how-we-make-

decisions/Documents/Lord-Mayor-Job-Description.pdf. 

United Kingdom. Parliament. The Principles of Tax Policy. By Richard Brooks. January 

31, 2011. Accessed May 24, 2019. 

https://publications.parliament.uk/pa/cm201011/cmselect/cmtreasy/memo/taxpolicy/m46.htm. 

United States of America. Congressional Research Service. China’s Economic Rise: 

History, Trends, Challenges, and Implications for the United States. June 25, 2019. Accessed July 

14, 2019. https://fas.org/sgp/crs/row/RL33534.pdf. 

United States of America. Department of Justice. Office of Public Affairs. Two Cayman 

Island Financial Institutions Plead Guilty in Manhattan Federal Court to Conspiring to Hide More 

Than $130 Million in Cayman Bank Accounts. March 9, 2016. Accessed July 14, 2019. 

https://www.justice.gov/opa/pr/two-cayman-island-financial-institutions-plead-guilty-manhattan-

federal-court-conspiring-hide. 

Whewell, Tim. "The Billion-dollar Ex-council Flat." October 7, 2015. Accessed May 28, 

2019. https://www.bbc.com/news/magazine-34445201.  

 

 

 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/207543/180613_LOUGH_ERNE_DECLARATION.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/207543/180613_LOUGH_ERNE_DECLARATION.pdf
https://publications.parliament.uk/pa/cm201011/cmselect/cmtreasy/memo/taxpolicy/m46.htm
https://www.bbc.com/news/magazine-34445201

