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A WORLD WITHOUT IFCs

International Financial Centres —
Be Careful What You Wish For

By Marcus Killick, CEO, Isolas LLP, Gibraltar
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Lhe transparent use of tax-neutral centres
as part of the trade process helps alleviate
this. Tax is paid where it should be, not
where it shouldn’t.

Similarly, the increase in international
scrutiny, including onsite reviews, of
centres’ compliance with expected
regulatory standards has led to increased
confidence in those utilising them.
Knowing that the counterparty you are
using is appropriately regulated and
supervised gives a security that had
never previously existed. Indeed, these
centres are increasingly being used as
safe rather than secret havens in times
of insecurity in an individual’s or firm'’s
home jurisdiction.

Increased international commerce has
also led to an increase in internationally
mobile workers and their families.

This mobility covers all spectrums of
the workforce. Not all countriés have
double taxation treaties with each other,
therefore a tax neutral jurisdiction is an
important element of both personal tax
and estate tax planning, This attraction
is further enhanced by the fact that
anumber of centres, particularly the

UK Crown and Dependent Territories,
generally have a rigorously enforced rule
of law and low rate of corruption.

The improved reputation that the
loss of the stigma of secrecy and non-
cooperation has given also allows
firms a freedom to select a jurisdiction
of residence without the risk of that
jurisdiction being placed on a blacklist.

Tax Moderators

The small centres also act as a tax
moderator. Fair tax competition is
practised throughout the globe. It helps
promote efficiency in Government
spending and is a healthy guardian
against excess. Penal taxation is also
unfair taxation. Without this, larger
centres may be tempted to introduce
taxes on individuals and companies
might be less economically mobile
However, by far the biggest con

the centres make is in innovation a
speed of response. The size of the centres
promotes a greater synchronicity between
Government, regulators and industry. The
private sector generally has far greater
access to (but not influence over) the
public sector. Legislation can be passed
faster, and regulations enacted or changed
more swiftly.

“Globalisation is with us. Of course, improvements
can be made. However, those who dream of walls
and tariffs between nations are creatures of the past,
not yet extinct and still dangerous, but the fossils of

the future.”

A perfect recent example of this is in
the area of distributed ledger technology.
(DLT). Whatever one’s views on Bitcoin
and other crypto currencies, it is clear
that DLT, or Blockchain as it is sometimes
described, has the potential to materially
change the manner in which transactions
are undertaken. Like any disruptive
technology, the opportunities come with
risks including the extreme volatility
of the crypto currencies, fraud, market
manipulation, and theft..

It has been centres such as Gibraltar
that have not merely embraced the new
technology but, more importantly, led in
creating a suitable regulatory structure
in which DLT can thrive and investors
obtain a level of protection. Such an
approach would be impossible in larger
jurisdictions with more cumbersome
regulatory and legislative structures.
These larger players are effectively at
least during the initial phases, left with
the choice of banning DLT and erypto or
letting it have free rein, neither option
being conducive tosensi

service jhnovation. From insurance to

hese centres have been the origins of
subgequent mainstream products. Without
r existence such products would have

n years to be brought to market, if they
ould have been taken at all.

This speed to market also exists at

a firm as well as a product level. The
process of licensing new financial service
businesses tends to be far faster in the
smaller centres. The process is no less
rigorous, but speed is delivered by the
centre’s size and the ability of applicants
to deal with regulators at a more senior
level than would normally be possible in
the larger centres. Better communication
creates better understanding. These firms,
which are almost always outward facing,
can then provide their services to markets
which would otherwise be deprived of
such chaice

Economic Benefit

Small centres are also of direct economic
benefit to their larger neighbours.
Gibraltar provides employment to
thousands of cross-border workers, in an
otherwise economically disadvantaged
region of Spain. Money flowing into
Channel Island banks from around the
world does not stay there but flows on to
London, so helping the City.

The world has been right in
encouraging and sometimes cajoling or
even threatening some small centres to
improve their standards. These centres
were not the ground zero of money
laundering, fraud and the hiding of
assets, but many did participate and
facilitate this in the past. In truth,
the larger centres were no less guilty.
Nor indeed have these unfortunate
by-products of a free market system
gone away. But they have become more
difficult to carry out and easier to detect
and punish. Indeed, a number of small
centres have been at the vanguard of such
improvements.

Globalisation is with us. Of course,

improvements can be made. However,

past, not yet extinct and still dangerous,
but the fossils of the future. Theworld
is interconnected and interdependent.
Small financial centres would not exist
without their larger counterparts;
however larger ones would not thrive
or be as efficient without their smaller
siblings.

We do however need a new term. All
financial centres are international in
some shape or form; many have more
international business than domestic.
The percentage mix should not be the
differentiating factor. If you want to
differentiate the compliant from the
remaining ones, who fail to meet the
standards required of them (and some of
these are very large centres), let’s just call
the good ones ’Internationally Integrated
Binancs Cartenct IEGH




