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banking, retail banking ete, and could be carried
by entities incorporated by foreign or national
investors without any discriminatory conditions.

T\ Prospects of launching offshore financial
services within an Islamic — oriented
Economic set — up:

On the light of the very specific nature of
the Islamic financial system, i.e. it is an
interest — free regime, and on the light of
the aforementioned pertinent nature of the
offshore financial business. and on the
basis of the demonstrated practical reality
that there are successful instances of
adapting the traditional financial activities
to the Islamic — oriented regime, i.e. cases
of traditional banking units having Islamic
branches and subsioliaries, we maintain
that principally and theoretically there
would not be any contradiction on
establishing offshore Islamic oriented
financial business since offshoring and
Islamizing financial activities has nothing
in contravention with the essence of the
operations i.e. just to be interest — free
instead of being interest — driven and just to
target non — residents by its operations, and
to be enjoying tax concessions and relaxed
controls and supervision. Accordingly we
construe that offshore Islamic — oriented
financial business could be carried on a
purely Islamic economic regime as in the
case of the northern states of Sudan
provided that  specialized offshore

institutions — Islamic or
traditional — admit establishing branches or
subsidiaries in Sudan, and provided that all
the afore mentioned necessary requisites
for offshore business are in place, a matter

international

that its realization — to our view — entails
amble time and exertion of steadfast
concerted efforts and actions In many
legislations,  regulations,

security, taxation etc.

fronts  1e.
intrastruetures,
However, we think that such formidable
challenge of leveling the playing field for
the offshore business should not thwart the
resolution to start from now envisioning
and mapping up the requisite necessary
tasks and actions that facilitate realizing
offshore financial business in the long term
horizon if not in the medium term.
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- htt://en.wikipedia.org
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- hit/www.imforg:/fexternal/maloshore/2000/eng/bank.
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- A study entitled “*Red Sea State vision on financial
sector” conducted by Harvest financial company.
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between the foreign and national investors
in the services sectors and also between the
services products produced by foreign or
national undertakings i.e. not to apply any
measures that disrupt or distort the
conditions of the perfect competition in the
services markets.

Hence, on the light of those mentioned two
principles, some people may construe that
the offshore financial business seems not
on concurrence with the second principle
since offshore entities enjoy preferential
taxes and relaxed control and supervision
compared to those non-offshore ones.
However, when one looks thoroughly to
the requisites of the national treatment

principle and the essence of the offshore
business and its possibility to be carried by
foreign and nationals as well with uniform
conditions, and further more that, there
would be no preferential discrimination
between the services products produced by
foreign or
entities, it became pretty evident that
offshore business factually is not on
contradictions with the requisites of the
“GATS™ of the “WTO™. Accordingly, to
further explain that finding, and in the
banking services for instance, offshore
banking would be viewed as one of the
many forms of banking i.e. — universal
banking, specialized banking, electronic

nationally-owned offshore




financial centres, it is quite apparent that
conceiving and setting up offshore
financial regime to work solely in a region
or on parallel with a traditional one is not
an easy task, and entails exerting thorough
and indepth quantification for the
perceived pros and cons of that form of

financial business.

6\ The offshore financial business in the
context of the multilateral trading
system of the world trade organization
“Wre?:

According to the general agreement on
trade in services “GATS” of the *“WTO?,
there are two pivotal principles governing

liberalization of the services activities
including the financial services. Those
principles are namely, the market access
national

principle and the treatment
principle. According to the former one,
countries that accede to the “GATS” of the
“*WTO” should not maintain any controls
or restrictions on accesses to their services
markets other than those necessary and
justifiable to safeguard the variant supreme
national economic, social. security-
oriented, religious or cultural goals.

With regard to the later principle i.e. the
national treatment, also countries should
not retain or enforce any preferential
measures or arrangements that discriminate

T W



free economic zones or financial centres,
and of relatively developed and wealthy
economies, and the location, is necessary
also, to be of proximity with major
intentional centres timingwise.

* Existence of autonomous legal set-up. In
Malaysia, for instance, the English law
governs its free zone ol the ofifshore
financial centre.

* Non-governmental interference through
policies or regulations in the offshore
services. However after September
11/2001, offshore financial entities began
to be penetrated through international
regulatory  jurisdictions for global
security considerations, specifically for
acquiring  information  that  serve
combating money laundering and
financing of terrorism activities.

* Advanced standard of infrastructure i.e.
telecommunications,  Air  transport
services, hotels, security companies etc.

* Flexibility in immigration laws and real
estates-ownership laws.

*  Existence of adequate and well-
established subordinate services as
accounting, audit, outsourcing,
information technology, consultancy and
legal service etc.

*  Existence of adequate and variant
recreational facilities and prevalence of
flourishing tourist industry.

From the pervious detailed overview about

the offshore financial business and
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* Through fostering the atmosphere of
competition, the
institutions contribute to enhancing the
efficiency of the domestics non-offshore
EDLIHtEl’]}Elﬂ.
contribute to upgrading their products
through the process of emulation and
applying modern automated modes of
operations.

* Creation of job and training opportunities
to the national citizens of the countries
hosting the offshore business.

* The offshore financial centres also boost
the other economic activities like real-
estate sector and related activities, and
that task is facilitated through availing
loanable funds to those sectors, beside
also introducing to them other variant
necessary related financial services as
insurance, consultancy, banking-based
payment and settlement services etc.

* Offshore financial institutions, according
to the conventional relaxations on their
governing legislations, can offer high -
quality and cost-effective financial
services to the targeted non-resident
clients and entities and also - on some
exceptional occasions - to the domestic
clients and entities through special
termorary or permanent approvals.

* Non-governmental interference in the
affairs  of the offshore financial
institutions normally make them operate
in certain, flexible and efficient manner.

offshore financial

institutions and  also

B) The Drawbacks:

* Loss of sizable amounts of tax-revenue
on the part of the country hosting the
offshore business.

* The performance and the outturns of the
national monetary and fiscal policy may
adversely be influenced due to the
exemptions
offshore financial institutions in the areas
of control and supervision, tax
concessions and accessibility to detailed
financial statistics etc.

* Financial centres, being operating in a
relaxed atmosphere free of tightened
regulations and controls, avails safe-haven
for thriving the so-called underground
economies and practices of money
laundering and financing of terrorism.

* Offshore financial business encourages
tax evasion.

* On some occassions offshore financial
entities can also encourage adverse hot
money flight.

* In developing and underdeveloped
countries, offshore business may
compromise the performance of the
domestic entities serving the resident and
non-residents clients.

commonly offered to

5\ Essential pre-conditions and requisites

for having a robust offshore financial

business:

* suitable geographical location preferably
adjacent or not far from other countries of




adhere to the national financial and
monetary measures and policies.

4\ Advantages and drawbacks of offshore
financial business and financial centres:
A) The Advantages:

* It avails, safe and relaxed legislations and
protective measures which, all in turn,
contribute to attracting and boosting
investment.

* 1t enables the financial institutions enjoy tax
reliefs or reductions, a matter that render
those entities operate in a
environment, and accordingly such entities
will be in a position to offer lucrative
financial returns to lenders and shareholders
of companies and the customers in the case
of banking business in particular.

low-cost

* Offshore financial centres — like tourism
— enables remote islands or small
countries of advantageous qualities and
attribules  with regard to offshore
business to source sizable investments
for development and growth.

* It serves combating and reversing capital
flights.

* Some offshore financial undertakings can
offer some special services that may not
be provided by the domestic non-ofishore
ones. For instance, banks can offer the so-
called anonymous bank accounts and
higher and lower risk — based loans etc.

* It avails the possibility of carrying out the
so-called universal financial services in a
single legal entity, which normally enjoys
economies of scale and efficiency boost.




financial services normally pursued in the
offshore centres are those widely known
traditional services specifically, banking,
insurance, stock exchange and capital
market services beside other subordinate
logistical services. In some occasions one
can find domestic traditional - non offshore
financial entities operate in a free economic

zone - as what prevails in the so-called

“GARRI free economic zone north of

Khartoum™ — or also we can find offshore
financial entities operating alongside the
domestic ones in a free economic zone or in
separate locations in a country. Also there
are instances where an international bank
can have an offshore branch and a

traditional banking branch in one country,

as the case of city bank in the kingdom of

Bahrain, and in such cases normally the
two branches would be governed by
different legislations and regulations.

3\ the pertinent characterizing aspects of

the offshore financial centers and the

domain within which they operate:

The following aspects normally feature the
offshore financial centres:

* Very low or totally no taxation 1.e. “tax —
haven zones

* Minor or no tightened restrictive legal
regulations

* The offshore financial institutions serve
only non-resident clients, and in some
limited cases those institutions can also

serve some domestic clients or entities

according to a special approval from the
competent authority as in the regime of
the kingdom of Bahrain.

* High level of privacy and confidentiality
for the financial affairs of the clients
dealing with the offshore financial

entities. Those institutions are normally

accessible to the national supervisory
authorities only in the areas of
operational statistics

Full or strong protection against political

risks and hazards i.e. confiscation,
nationalization and seizure of assets etc.

* Relaxed or no national control or
supervision over the offshore financial

those

institutions,  and  virtually

institutions are not obliged to strictly
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2\ The characterizing nature of the
offshore financial services and the factors
behind their adoption:

Offshore financial business - and free
economic zones within, which normally
that business is carried - usually is adopted
for developmental, stabilization and
growth considerations i.e. for attracting
investment, creating job opportunities,
realizing balance of payment surpluses and
beefing up the overall supply-side of the
Economy.

As for the offshore financial centres in
particular, beside the aforementioned

motives for its establishment, in some
occasions it may also be launched to
resolve crises of rampant capital flight that

might occur due to inappropriate monetary
and foreign exchange policies, or due to
external enticing investment magnet
[actors and concessions. Here Malaysia is a
case in point since it established its
offshore financial centre in the aftermath of
the East Asian crisis which, through the
contagion eflects, adversely 1mpacted
Malaysia.

Offshore financial institutions - according
to the strict definition of the concept - are
entities located outside the countries of
residence of the
institutions, and vsually mstituted in free
economic zones accommodating variant
offshore economic activities beside the
financial services. The broad forms of

clients of those




proximity to the country hosting the parent
business company. Canada and USA are a
case in point for such type of near shoring
business.

It is also noteworthy that up to now there
is no concrete specific agreed Arabic word
for translating the “offshore
business”. and in many occasions in the

concept

Arabic economic literature it is adduced
by just writing the word offshore in Arabic
e, g7,

On other instances some people translate
offshore business through the translation of
“External
business™ as in the case of offshore banking

the concept of Economic

business whish they translate it as < s

i I However, we construe that all those

translations are erroneous and not
expressive enough to the concept and
notion of offshore business, and that
lacking  dimension  of  translation
constitutes one of the factors that entails
presenting this topic through English.

On the ground of the afore-casted brief
account about the general apprehension of
the term offshore business at large, we
hereby in the following part proceed to
handle the core of our topic namely
reflecting on the variant essential aspects of
the so-called offshore financial services
and the offshore financial centres which
normally constitute the playing field for
that form of business.
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an enticing and encouraging element for
instituting offshore business.

Some people normally get confused about
the two notions of offshoring and
outsourcing in that they consider them as
demonstrating similar or synonymous
economic activities, however in fact they
are totally different modalities of business
while — as mentioned above - offshoring is
referring to shifting the whole processes of
a business to another offshoring hosting
country or establishing an affihate or
separate independent entity in that country,
vet the outsourcing refers to the
arrangements of subcontracting some
processes of a business to another
undertaking  operating internally  or
externally in an offshore or non-offshore
economic zone. Other dimension that
differentiates offshore from outsourcing is
that, while the former is normally driven by
sheer cost economization considerations,
the later is usually - beside the cost cutting
consideration - prompted by tendencies of
seeking assigning certain processes to
highly specialized and well capacitated
entities.

There are many relevant derived terms
from the concept of offshoring that refer to
particular forms of offshore business.
Major among these 1s the so-called “Near
shoring”™ which refers to the process of
relocating a business to a lower cost

foreign locality with relative geographical
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Highlights on the
so-called offshore financial
Business and financial centres

Salaheldin Elsheikh Khidie
Director
Central Bank of Sudan

I\ Prelude: the broadly acknowledged
identification of the offshore financial
business in general:

As vastly enshrined in the wealth of
economic literature, the concept of
“offshoring™ is generally refers to the
shifting or relocating the overall
processes of an economic undertaking
from one country to another country
governed partially or wholly by
offshore- friendly Economic laws,
regulations, and motivating
arrangements, and that relocated
business could be a production or
services activities.

Offshoring of business can be carried
through branching or establishing
subsidiary companies or any other
form of legal incorporation including
establishing fully independent
separate legal entities in the country
hosting the offshore business. It is
worth mentioning that having the so-
called free economic zones is not a
necessary condition for performing
offshore business, however in many
cases normally we observe that
offshore business is carried in free
economic zones, and that trend is
primarily attributed to the fact that the
very specific attractive and motivating
nature of the free economic zones-
which secures relaxed regulations and
tax concessions — normally constitutes



