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Abstract – The time and technology had led us to experience far-fetched and unthinkable, even in the monetary scenario. A 

great illustration of it is the idea that we can access and keep our capital in a bank outside our country’s border. This act of 
keeping our monies outside our country is nothing but ‘Offshore Banking’. It provides the opportunity to safely protect the 
financial assets, take benefit of no or lower taxes, gain secrecy of funds and so on. Offshore banking has become popular as 
being black coated with money laundering, underground economy, organized crime and tax evasion. But the greater picture is 
quite different. In actuality it does not prevent individual’s funds from being subject to personal income tax and interest. Hence 
this conceptual paper on Offshore Banking discusses the inception, evolution, top ten tax havens of the world and Offshore 
banking’s legal status in the world and in India. This precariousness of offshore banking has prevented many to explore this 
section which is vivid from the scanty research articles available on this suspicious subject. Thus, this paper endeavors to dive 
deeper within the less traversed world of Banks which are Offshore. 
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I. INTRODUCTION  
 

The ‘offshore banking’ was originally punched to refer 
to island nations with tax laws that allowed people to hide 
their assets. But now it is known as a place outside a 
person’s home country where they can safely keep their 
money without having to abide by the rules where they 
live. As the first such bank was located on islands, which 
was outside the jurisdiction of the country, it was labelled 
as ‘offshore’ which literally means ‘situated at sea some 
distance from the shore’. 

Offshore banks, unlike the conventional and normal 
banks are not located in all countries. There is therefore 
very limited information regarding this system of banking. 
These type of banks carry negative perspective among 
people especially after the incidence of 9/11 in New York. 
They are responsible for collecting and distributing a junk 
of money at international level. It is also accused by many 
for being an agency to facilitate terrorism by providing 
funds by illegal means. These banks are popularly known 
as Tax Haven as they operate as tax-free or lower tax 
banks, offer greater secrecy than the local banks, pay 
higher interest rates than the onshore banks. All these 
advantages attract people to keep their wealth and funds 
inside the offshore banks.  

Offshore bank accounts are not automatically illegal. 
Tax havens are legal, but they can be used for illegal 
purposes. For many companies that operate offshore banks 
claim that they do not break any laws.  
 

1.1 HISTORY OF OFFSHORE BANKING 
 

The beginning of Offshore banking can be detected in 
Vienna, Austria as a portion of the industry related to 
finance.  It got set –up when the detachment of 
Switzerland was established in the Vienna Congress of 
1815.  

However, some consider that offshore banking 
materialized in the Channel Island of France. Whatever be 

the conflicts, one thing is obvious that offshore banking 
took shape due to the need for persons to find a shelter for 
their wealth when there was constant political instability 
and economic turmoil in their home country. 

In the post- Napoleon era in Europe, the King and 
empires of that time imposed high taxes to live luxury live 
and finance their wars and never cared to provide services 
and security to their subjects. So the merchants and the 
wealthy families experienced a need to find a safe place to 
keep their growing money and assets. Hence in the mid of 
1800 the bankers in the Northwest Islands of France 
cashed in on the frustrations faced by the Europe’s Super- 
rich by inviting to open an account in their banks and 
promised them to give strong protection to their assets, 
lower taxes and banking confidence. 

 

1.2 SPREAD OF OFFSHORE BANKING AND 

COINING OF “ELITE BANKING” 
 
In the beginning, offshore banking accounts were 

opened by the rich, royals, industrialist and Elite Families 
of Europe. Later the ‘Snowball Effect’ witnessed the 
growth of smaller ‘offshore Jurisdictions’ and many such 
banks opened up in the small islands (Cayman Islands) in 
and around Europe.  

Finally, at the end of 19th Century the offshore 
banking’s rules and regulation evolved, boosting the 
confidence of the wealthy individuals and the sum of 
monies started rolling into billions.  

The demand for such banking practices augmented 
dramatically and hence there was an increase in the 
number of such banking institutions offering such financial 
services. It was named as Elite Offshore Banking and by 
the start of the 20th Century, it is assumed to have 
extended from Europe to the rest of the world.  

It was further nurtured by the law passed in 1889 in 
Dalware relaxing the incorporation laws of business and 
also due to rapid decline of the British empire in the late 
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19th Century. By the end of the 20th century there were 
hundreds of properly established offshore banks.  

 According to the Advisory HQ, the most powerful and 
the largest offshore jurisdictions are found in the UK and 
the US today. Also the freedom of Switzerland, in the 
beginning of the 19th century, led to the growth of the 
offshore banking. Then over a century later, Swiss 
Banking Act -1934 was introduced by Switzerland that 
played a crucial role in the history of offshore banking. 
This law gave the Swiss banks the authority to not provide 
any account related and personal information about their 
customers to authorities unless such a request is met with 
certain conditions. This facilitated banking backed by 
strong, safe, confidential and anonymous financial and 
regulatory practices. It is known that recently in 2016, 
Indonesia has established it first offshore bank in place 
called Batam.  

 

II. LITERATURE SURVEY 
 
(Haberly & Wójcik, 2020) studies the role of offshore 

banks or units in the global financial crisis and the 
evolution of international banking since 1980. The author 
stresses that these units have remained stable in the post-
crisis period. The paper also highlights about the end of 
great inversion of OBU and that the conventional Euro 
market activity was over showed partially by the mid shore 
national banks of Europe. A very unique fact is revealed 
by the researcher that a new pattern of   offshore state 
capitalism seems to be developing in Asia. 

 
(Aminy, 2020) states that the concept and notion of 

offshore banking is negative in a way as it seems to 
support the illegal activities, terrorism and encourages tax 
evasion. The author has described about offshore banking, 
bank secrecy, detailed about tax haven etc. and affirms that 
offshore banking is not unlawful as they have their own 
licensing system and follow proper rules and regulations. 
The factors that attract the customer to keep their money in 
such banks are free or lower tax rates, privacy and higher 
interest rates. 

(Murau et al., 2020) enumerates that today the financial 
globalization has contributed more than the international 
monetary system that was set up. The paper accents the 
role of USD being at the highest of the hierarchical 
structure and the other currencies below it. The Bretton 
Woods System of 1950s gave rise to the USD offshore that 
is the ‘Offshore USD system’ which is still evolving. This 
paper surfaces the four routs or path that would lead by 
2040 and also discusses about the monetary blocs, 
international monetary federation as well as international 
monetary anarchy.  

(Zhang, 2016) has emphasized on activities conducted 
by the Local Chinese Banks and the Foreign Funded 
banks. The focus is on finding out the measures at 
international level to control and regulate money 
laundering and tax evasion activities. Numerous 
suggestions are made in the paper like risk exposure 
mechanism, creating agreements on tax information 

exchange, enhancement of potential risk evaluation as well 
as management. 
(Jo-Hui et al., 2013) the author has attempted to separate 
the offshore banking units situated in Singapore, Taiwan, 
Japan, Hong Kong, Thailand and Malaysia by employing 
the model called seemingly unrelated regression. This 
model differentiates the influence of assets of OBU from 
macroeconomic factors and the fragility degree of banks. 
The study reveals the prominent factors that affects the 
assets of the OBU were the ratio of imports to GDP, real 
exchange rates, M2 Multiplier, financial deepening index 
and lending – deposit rate differences. 
 

III. OBJECTIVE OF THE STUDY 
 
To understand the less acquainted concept of Offshore 
banks, its working and to surface the legality of its status. 

 
IV. RESEARCH METHODOLOGY 

 
This conceptual paper uses secondary data and it has 

been collected by accessing the writings in foreign and 
national journals articles, websites and other data from 
foreign exchange websites. Availing information of this 
type of bank is very limited so the paper describes and 
explains the concept by giving brief explanations. 

 

V. BANK SECRECY OF OFFSHORE BANKING 

UNITS  
 

When a banking institution does not disclose their 
customer’s financial information to the third party it is 
called bank secrecy. Here offshore banking aims to make 
their customer feel safe and protect their financial 
information legally. It covers almost everything including 
a customer’s deposits, insurance, retirement funds, 
investments, loans and all. Gaining Financial Privacy is the 
utmost intention of opening such a bank account. But it is 
also a matter of fact that this privacy may also bring up 
financial criminal acts. Money laundering, supporting 
terrorist activities, tax avoidance, tax evasion such illegal 
activities is indirectly associated with financial secrecy and 
privacy which is detrimental for the economies concerned. 
Talking about offshore banks’ secrecy, Switzerland 
became the most secret country in 2018, and its Swiss 
bank the most secret bank amongst other banks in the 
world.  

To understand bank secrecy an index called “Financial 
Secrecy Index (FSI)” has been developed. This index helps 
to rank a jurisdiction(country) which provides the greatest 
privacy to customers to conceal their finances from the law 
of land.  

.  
 

FSI value= Secrecy Score +Global Scale Weight. 
The following table 1, displays the FSI value 2022 

along with secrecy score and the Global Scale weight for 
the top 10 countries out of the total list of 141countries 
across the world. 
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Table 1: List of top ten countries with highest FSI 

Value (2022). 
 
Sr.

no 
Country FSI 

Value 
Secrec

y Score 
(%) 

Glob
al Scale 
Weight 
(%) 

1 United States 1951 67 25.78 
2 Switzerland 1167 70 3.91 

3 Singapore 1167 67 5.64 

4 Hong Kong 927 65 3.87 

5 Luxembourg 804 55 11.32 

6 Japan 765 63 2.81 

7 Germany 681 57 5.21 

8 United 
Arab Emirates 

648 79 0.22 

9 British 
Virgin Island 

621 71 0.55 

10 China 578 66 0.76 

Source: fsi.taxjustice.net 
 
As vivid from the above FSI values, the United States 

has become the world’s favourite country for bank secrecy 
in 2022 followed by Switzerland and then Singapore. 

 
5.1 Hidden wealth of Nations 
 
Table 2: Share of financial wealth held in Offshore 

banking units. 
 

Countries/ 
Nations 

Offshor
e Wealth 

($bn) 

Share of 
Financial 

wealth held 
offshore 

Total 
Revenue 

Loss ($bn) 

Europe 2600 10% 75 
USA 1200 4% 36 
Asia 1300 4% 35 
Latin America 700 22% 21 
Africa 500 30% 15 
Canada 300 9% 6 
Russia 200 50% 1 
Gulf Countries 800 57% 0 
Total 7600 8.0% 190 

Source: Hidden Wealth of Nations (Zucman 2015) 
 
Gabriel Zucman in his book, The Hidden Wealth of 

Nations- The Scourge of Tax Havens (Zucman et al., 
2015) has displayed that 8% of household financial wealth 
of the world is held offshore, which equals to 10% of the 
world’s GDP totalling to nearly 190$ bn. Havens. 

 

VI. BENEFITS OF OFFSHORE BANK ACCOUNT 
 

Offshore banking is gaining popularity due the various 
advantages it offers as compared to the local or national 
banks as enumerated below: 
 Convenience and Flexibility 

 Multiple Currencies 
 Little or no taxation 
 Greater secrecy 
 Economic and Political Stability  
 Invest Internationally 
 Option of Currency Hedging 

A such there are many reasons for countries to build 
their offshore centers or banks. Some of the motives are to 
have access to international capital markets and maximize 
competitive edge in the local financial systems (Errico & 
Musalem, 1999). Also these banks can eliminate time zone 
problems which normally becomes a matter while doing 
business over the nations (Chang, 1989). Moreover, it can 
be used to attract foreign technical skills and expertise, 
give shelter to domestic institutions new income generation 
avenues and creating new job opportunities. 
 

VII. DISADVANTAGES OF OFFSHORE BANK 

ACCOUNT 
 

There are some disadvantages of an offshore bank 
account as it is often linked with: 

 Tax evasion 
 Money laundering and  
 Organized crime.  
 Requires High Minimum Deposit 
 Some banks require to maintain certain minimum 

balance in the account 
 Risk of losing all the money when offshore bank itself 

defaults  
 Loss in Government Revenue 
 Increased Inequality. 

 
VIII. CONCEPTUAL FRAMEWORK OF 

OFFSHORE BANKING - LATEST UPDATES 
 

The conceptual framework of offshore banking has 
evolved over time in accordance to changes in the global 
financial structure and technological innovation. Some of 
the key updates that can be incorporated into the 
framework include:  
  Increased Regulatory Scrutiny 
  Automatic Exchange of Financial Information 
 Beneficial Ownership Disclosure 
 Digital Transformation 
 Crypto and Block Chain Integration 
 Sustainability and ESG Investments 
 Cybersecurity Concerns 
 Changing Geopolitical Dynamics 
 Client Due Diligence 
 Tax Changes 
 
Offshore banking continues to evolve in response to 
changing regulatory landscapes, technological 
advancements, and shifting market dynamics. It remains an 
important part of the global financial market, but potential 
investors and account holders should be aware of the 
increased scrutiny and transparency measures in place. It's 
essential to stay well-versed about the latest developments 
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and consult with financial professionals when considering 
offshore banking options. 
 

IX. EVOLUTION OF OFFSHORE BANKING IN 

INDIA 
 

In india a committee called Foreign Exchange Reforms 
(1996) –the Sodhani committee was formed to recommend 
offshore banking. When the Foreign Exchange Regulation 
Act (FERA) was restored by Foreign Exchange 
Management Act,1999 (FEMA) the establishment of 
offshore centers in India was foreseen. In india the first 
OBUs was set up in SEZ. Thus in India offshore banking 
can be explained in the chart below. 
                                

 
Fig. 1 Offshore banking by Indian Banks. 

 
Thus in India offshore banking has a legal status, in a 

sense, and it has been encouraged for the purpose of 
hedging against currencies of the world. Recently in 2019, 
RBI has set up a team on offshore Rupee markets, who has 
given number of useful recommendations and has stirred 
up for fuller internationalization of the Indian Rupee(INR) 
across the globe (Markets, 2020). 

 

X. CONCLUSION 
 
The name of offshore banking is famous for its 

infamousness. But this paper clarifies that it is untrue. As 
stated in Investopedia, offshore banking is ideally legal, 
provided that one does not try to hide the money from the 
taxation department. For instance, as per the Foreign 
Account Tax Compliance Act (FATCA) needs offshore 
banks to report money Balances to the concerned 
authorized as and when demanded. Recently, a very few 
offshore financial centers have been issued license for 
conducting offshore activities as international initiative 
have largely stopped this practice.  With everything having 
its two sides of a coin, offshore banking’s reputation also 
relies on the way a person aspires to look at. It can be a 
virtuous person who just ethically wants to invest 
internationally, demanding greater secrecy, or it could be a 
vice full heart wanting to flee away from tax and indulge in 
unlawful financial wrongdoings. It’s all about the person’s 
intentions and integrity 
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